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Finally in Business: Organising
Corporate Social Responsibility in Five

Jan Jonker and Marco de Witte

Key words: Sustainability, responsibility, identity, transactivity, transparency, sys-
tems.

1.1 Introduction

Our society is fundamentally in transition. As a result, new and unforeseen de-
mands are placed upon business. In the past decade it has become evident
that business needs to find new ways to respond to these developments. The
conventional balance between actors in society is under construction. Govern-
ments tend to retreat from their traditional governing role in many sectors. New
(environmental and social) risks are apparent and the challenge of sustainability
has to be taken up. What emerges is an image of a society in transition. One
of the critical issues that becomes apparent is the changing interface between
business and society. It is unclear how roles, responsibilities and functions of
business should be defined and handled given this transition. The search for
answers to these questions necessitates a corporate vision that goes beyond the
conventional, economically driven business perspective.

In the past decade the search for these answers led to the development of
the concept corporate social responsibility (CSR). This book contributes to this
search in a hands-on manner, for it presents a wide range of tried and tested
models and instruments that are developed to explore and organise CSR within
organisations. In many ways, it is the result of the practical efforts of profes-
sionals that are engaged in finding ways for organisations to cope with their
new roles and responsibilities in contemporary society. To structure the presen-
tation of the models, the concept CSR is framed in a brief elaboration which
results in a generic CSR management model. This management model serves
as a framework for this book.

CSR is one of the ‘umbrella’ labels that has recently gained popularity. Many
of the emerging issues are being addressed under this label. CSR indeed covers
a wide range of issues and topics such as human rights, health, renewable en-
ergy, child labour and eco-efficiency. It is regarded positively, yet is often not
integrated in the core business of an organisation. Despite ongoing promising
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debates, it is often not deemed urgent enough in the face of competitive pres-
sure, changing demands or economic recession. As a concept CSR is often
viewed as being too vague and complicated to be put into business practice. In
the end, refuge is offen sought in activities like partnerships, emissions reduc-
tion, stakeholder dialogue, reporting and the application of a new generation
of standards. After a decade of various initiatives, it is time to ask whether these
activities have fundamentally contributed to the demand for new approaches,
new concepts and business strategies. Based on current results in research and
practice the conclusion is that CSR still mainly remains a promise for the future.

1.2 The roots of the debate

It needs no profound research to be aware of the various debates taking place
across society. Two key words seem to be central to these debates: sustainabil-
ity and responsibility. Sustainability refers to a normative perspective on the in-
ternal and external environment regarding tangible and intangible resources.
Tangible resources (e.g. water, oil, primary material etc.) should be used with
explicit care and, if possible, replaced by alternatives and recycled. Intangible
resources (e.g. know-how, competencies, qualifications etc.) should be identi-
fied and (strategically) maintained. It is in the interest of the organisation to
carefully look after the combined tangible and intangible resources and to re-
flect this in its business strategy and positioning in the value chain. Responsibil-
ity nowadays refers not only to economic, but also to social and environmental
responsibility. Corporations are challenged to go beyond the predominantly
economic view and take into account a wider context. This challenge can be
interpreted as (implicit and explicit) societal demands to incorporate social and
environmental values into business practice. Recently, it has become quite
common to refer to this responsibility on a corporate level as ‘corporate social
responsibility’ (CSR). Undoubtedly CSR has become one of the (new) organisa-
tional challenges over the past decade, certainly when viewed from the per-
spective of the growing needs and obligations of sustainability. To grasp these
developments one needs to briefly position these two key notions in the various
debates.

Sustainability

The sustainability debate was ignited in the beginning of the 1970s with the
release of the publication of the first report of the Club of Rome, The Limits to
Growth. This report revealed the devastating impact of mankind on its natural
environment. The shock that was provoked by this sudden awareness led to a
whole range of technological and research activities. Since then, ‘environ-
mental management’ or ‘eco-efficiency’ has led to well-established technological
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and managerial disciplines supported by laws and regulations. In turn, this has
led to the broad acceptance of concern for the natural environment, be it in
policy or business practice. Recent reports on the natural state of the earth
show a dramatic decline in natural resources and an unavoidable and un-
precedented rise in temperature which will lead to dramatic changes in the next
decade alone. One hears a vast range of opinions on these findings and their
possible impact in debates by academics, politicians and the man in the street,
both on a local and global level. Who is shouting the truth remains unclear. Yet
one thing is certain: the natural environment has become a firm issue on the
agenda of companies and governments. In more recent years this has been
increasingly backed by the demand for organisational responsibility.

Responsibility

For a long time, the traditional responsibility of companies has been very sim-
ple: economic ‘survival’ in a free market context. lts established mantra was:
‘the only business of business is to do business’. In the past, several companies
adopting a broader perspective on their responsibility were predominantly di-
rected by self-interest. Health, education, sports or housing for employees were
seen as areas that were justifiable and would bring a ‘defendable’ return on
(social) investment. Highly motivated, well-educated and healthy employees
mean prosperity and continuity for the firm. Nowadays society has changed
fundamentally: local has become global, and what was closed is now open.
Everything and everybody is interconnected and interlinked. Classical societal
concepts no longer seem to suit the needs and problems facing society. As a
result, more and more demands are being placed on the possible role and re-
sponsibilities of organisations. Organisations are not only held responsible for
delivering high-quality and high-end products and services, they are also ex-
pected to meet the needs of internal and external stakeholders as well as to
ensure that any negative social, environmental impact is reduced to a mini-
mum. And what is more, society demands they operate in a way that will not
damage future generations or people anywhere in the world. This requires a
different perspective on what an organisation stands for, one that also does not
lose sight of its primary economic objectives.

1.3 The strategic significance of CSR

The consequence of these debates is that willingly or unwillingly companies are
fast becoming responsible for a wide array of issues. Their traditional role is
being rewritten. It is clear that the present debate on CSR is still young, despite
its strong roots. It is rapidly gaining momentum and impact in the international
business arena supported by developments, incidents, publications, measures,
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governmental regulations etc. Sustainability and responsibility, under the ‘um-
brella” of CSR, are now part of an emerging global social movement. What
seems to be at stake in the sustainability and responsibility debates is the role
and function of the business enterprise in contemporary society, including the
way business is driven in terms of values, strategies, business propositions,
changing responsibility and accountability. The general view is that in the future
generating economic value should go hand in hand with the development of
social and ‘natural’ capital. This involves the growing strategic significance of
CSR for companies. CSR seems to refer not so much to the qualities of an indi-
vidual (organisation) but to the qualities of its relationship with the world (based
on values and identity). It requires the development of an innovative vision of
the world leading to the incorporation of externalities and a positive contribu-
tion to the social context. If CSR is really embedded in an organisation, it will
be at the heart of the business, linked to every business proposition and added
value in the value chains of various stakeholders. This makes it possible to view
CSR as a part of a process of innovation and (social) renewal. The key point is
the development of competencies and capabilities to connect the business ap-
proach with the needs and circumstances of the various stakeholders. It de-
mands a commitment to reshape relationships within the business and social
context. The key question is, therefore, how to organise CSR2

Organising CSR

The CSR perspectives are generally referred to as the ‘triple bottom line’ and
are widely used in the contemporary CSR debate. ‘Planet’ refers to sustain-
ability, ‘people’ to a changing social responsibility and ‘profit’ to the business
results. Launched in the mid 1990’s by John Elkington this typology has
gained widespread acceptance and as such has been of great help in raising
and positioning CSR in organisations. A decade down the line, semantically
as well as conceptually, it seems as if the ‘triple bottom line’ has served its
purpose. At best, it leads to a fragile balancing act suggesting some kind of
optimum between the p’s. The moment CSR really becomes an organisational
issue, implementation problems arise for which this typology provides no
clear directions. The core issue is to link different internal and external organ-
isational domains in an integrated way. CSR needs to become an organised
part of the business and linked to the value proposition; that is the real chal-
lenge lying ahead. At present that is generally not the case. One should not
be surprised therefore when organisations simply put it to one side when pre-
occupied with ‘priority’ issues such as competition, changing demands or
economic recession. The approach taken here is to involve CSR in all aspects
of the organisation. This approach needs to be directed by the specific busi-
ness strategy of the individual organisation. CSR only really becomes organi
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Figure 1.1. The CSR Managements Model

sationally embedded when it results in all-round added value. Based on this
perspective an integrated management model has been developed which is de-
picted in Figure 1.1.

This model provides a generic approach to all the organisational aspects of
CSR and the way they are interlinked. It has been developed based on the re-
sults of recent international research activities. It emerged during a project with
the Corporate Citizenship Centre (CCC) of the University of South Africa
(UNISA)" A central notion of the model is the Business Proposition (BP) of an
organisation. The BP is what an organisation makes or sells; its ‘raison d’etfre’.
This comprises mission, vision and the overall business strategy focusing on
creating customer value. In order to effectively define the BP, four domains
have to be organised: (a) the organisational identity, (b) the systems, (c) ac-

' This project was conducted in 2004 by Claudia Appels (Mscie) and Lisette van

Duin (Mscie) both former Master students of the Nijmegen School of Management of
the Radboud University of Nijmegen. Without their valuable support we would not
have succeeded in coming this far with the model.
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countability and finally (d) transactivity. These four interlinked organising activi-
ties take place in a business and societal context. These issues each entail a
number of ‘organising’ activities:

e The BP and organising identity cover issues such as: core values, drivers,
vision, branding, image and corporate identity. Depending on the chosen
strategy, a specific identity and corresponding values are formulated;

e The BP and organising systems cover issues such as internal and external
communication, design of primary and supportive processes, implementa-
tion, marketing, training, competence development, etc.;

e The BP and organising accountability cover issues such as auditing, report-
ing, accounting, monitoring performance and standards;

e The BP and organising transactivity cover issues such as stakeholder in-
volvement, developing partnerships, procurement, organising dialogue
and the supply chain.

The key point here is to develop those elements that are crucial for the individ-
val company with a refined strategy based on the business proposition. If a
company normally follows e.g. a strategy of innovation, emphasis should be
placed on issues such as diversity, inclusion, room to manoeuvre, employee
values, dialogue and communication. If, on the contrary, a company follows a
more defensive cost-leadership strategy then it is all about zero defect flows, re-
use and recycling, maximum waste avoidance and risk analysis. Whatever the
strategy, a modern approach to sustainability should be a core element so that
the result is the optimisation of eco-efficiency.

1.4 Experiences

So far we have used this model in a number of case studies. Analyses of these
cases show that companies develop customised approaches for CSR. In addi-
tion, the results revealed specific focal points during the implementation of
CSR. Based on these experiences it became apparent that the model is of most
value when a company already has some kind of CSR strategy in place. This
strategy — however modest it may be — offers ground for systemic improvement.
Analysis also indicates a kind of ‘hierarchy’ in the model: organising identity
leads the way. It's the identity that provides the strategic direction. These experi-
ences have given support to the idea that this model is a highly valuable tool.
We are presently engaged in additional projects in order to expand our under-
standing of the method’s various possibilities in practice.
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1.5 The quest for applicable management models

Over the past few years, impressive progress has been made in the field of CSR.
As we knew this must have resulted in a number of tried and tested manage-
ment models (concepts, tools, instruments etc.), models that have demonstrated
added value in everyday (organisational) practice, we set out to harvest this
progress in practice. As the result of an international email initiative more then
150 people from around the world agreed to participate. We then used the
above outlined model to assess and structure the potential contributions of-
fered. The final result led to the concise overview of models presented here. In
this volume we offer this experience in a practical manner leading to an easily
accessible, very readable volume. The result is a knowledge bank provided by
people still struggling to an extent with various aspects of CSR. This hands-on
experience is what makes this book so valuable. It is especially aimed at manag-
ers and consultants: people that have to deal with CSR in everyday practice.
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The SIGMA Management Model

Dave Knight

Key words: Sustainability, principles, the Five Capitals, accountability, manage-
ment framework.

2.1 Introduction

The Sustainability — Integrated Guidelines for Management (SIGMA) are the key
output from a four-year multi-stakeholder project to provide practical, yet com-
prehensive guidance to organisations seeking to improve their sustainability
and CSR management and performance.

The core partners of the project were the British Standards Institution — the
UK standards organisation, Forum for the Future — a leading sustainability
charity and think-tank, and AccountAbility — the international professional body
for accountability. The whole project was supported by the UK Department of
Trade and Industry (DTI) and involved over 20 organisational partners, mainly
companies. These companies piloted and helped develop the guidelines, to-
gether with a wide range of additional stakeholders who contributed to the pro-
ject in various ways from the steering group to being interested parties.

The SIGMA Guidelines consist of two main parts:

1. Guiding Principles — support the development of organisation specific
principles and enable practitioners to understand what their organisation
might look like if it were sustainable.

2. Management Framework — enables a systematic approach to be taken to
the development, delivery, monitoring and communication of an organisa-
tion’s sustainable development strategy and performance.

The guidelines also contain an introduction to the SIGMA Toolkit, which pro-
vides advice and guidance on specific management challenges, such as stake-
holder engagement and assessing risks and opportunities.

As Zadek and Ligteringen point out in their briefing paper on the Future of
Corporate Responsibility Codes, Standards and Frameworks, the SIGMA guide-
lines are part of the emerging global architecture around de facto standards.
Although there is a plethora of standards, guidelines and approaches, there is
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a notable trend towards convergence and integration, with SIGMA providing an
integrated framework to guide the ongoing management of environmental and
social impacts. As such, SIGMA utilises and highlights, for example the GRI
Guidelines and the AAT000 Assurance Standard, as the detailed guidance for
reporting and assurance and does not seek to recreate them. In fact, the
SIGMA compatibility tool provides a guide to the alignment of 13 key man-
agement systems and approaches while another tool reviews and summarises
20 key standards and guidelines.

The key benefits of the guidelines are that they enable organisations to align
their existing activities with a robust framework, yet are flexible enough to ac-
commodate the specific circumstances of the individual organisation. They are
not a prescriptive set of rules, rather a structure and guide for action and a way
of assessing organisational CSR effectiveness.

2.2 The essence of the SIGMA management model

The SIGMA Management Framework is the core of the model and is shown in
Figure 2.1. It follows the widely used ‘Plan, Do, Check, Act’ model, represented
by four phases: Leadership and Vision; Planning; Delivery; Monitor, Review and
Report. This enables alignment to established management processes, systems
and standards. It does not specify a method of application; moreover, it pro-
vides a flexible, yet systematic structure for CSR management activity.

The leadership and vision phase activities support the development of an or-
ganisations identity and leadership needs, and enables it to understand and de-
velop a vision of what it may look like if it were to be sustainable. The planning
phase guides systems development and activity prioritisation, confirming the
changes needed. The delivery phase is concerned with delivering the business
proposition, implementing the CSR programme while maintaining and enhanc-
ing natural, social, human, manufactured and financial capital and being ac-
countable. The monitoring, reviewing and reporting phase is about checking
progress, learning and adapting as well as transparently reporting progress.

Tables in the guidelines for each phase provide the ‘how, what, when, why
and who?’ of CSR management, including suggested activities to focus on: key
questions to ask; suggestions for who needs to be involved; potential timing for
activities; expected outcomes; further resources, as well as hints and tips to as-
sist with implementation, mapping of what is already underway and establishing
what is required.

The reality of CSR management in organisations is that many activities will
already be happening, going at different speeds and involving different people.
The actual activities will depend on the maturity of the CSR programme, re-
sources available and existing strategies and approaches. The four-phase
framework provides a structure to consider how these activities interrelate and
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Check that performance
is improving and
communicate

results

Figure 2.1. The SIGMA Management Framework

support each other as well as showing the process for how overall CSR man-
agement can be advanced.

The key differentiator of SIGMA from other management approaches is
that SIGMA is underpinned by the guiding principles of the five capitals and
accountability which provide the basis for all CSR activity. Many established
management systems provide effective structures for the management of is-
sues without questioning or guiding the user towards more responsible social
and environmental performance. For example, many environmental man-
agement systems enable organisations to effectively manage their environ-
mental impacts, however bad these impacts may be. The principle of con-
tinuous improvement may move the system user in the right direction but does
not provide guidance on how far or how fast the organisation needs to go to
become sustainable.
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SIGMA goes some way to closing this gap. While working within any phase
of the management framework to deliver the business proposition, the organi-
sation is required to maintain and enhance natural, human, social, manufac-
tured and financial capitals, as well as practicing accountability. The term
‘Capital” is used to represent the use of the stocks of these five assets, which
together provide the foundation of any successful enterprise and reflect its
overall impact and wealth. Table 2.1 summarises the five capitals.

Table 2.1. The Five Capitals

The Five Capitals

Maintaining and enhancing each capital

1. Natural Capital

The ecological foundation for the
other capitals. Natural capital can-
not be traded off against the other
capitals

Understand, monitor and manage resource inputs
and the outputs and impacts generated

Operate within the boundaries of natural cycles
and systems

Consider resource reduction and substitution, eco-
efficiency, use of renewables, respect for and pro-
tection of biodiversity

2. Human Capital

The ability of the individual to con-
tribute to organisational success
and have their potential fulfilled

Aim for healthy, motivated and skilled workforces
doing varied and satisfying work in learning envi-
ronments

Ensure fair treatment and wages, respect for basic
human rights and cultural differences, safe envi-
ronments and the encouragement of identity, em-
pathy and creativity

3. Social capital

The value added by relationships,
organisations, networks, partner-
ships and collaboration

Maintain an organisations licence to operate within
societal structures

Work towards community development; ethical
sourcing of supplies, consistent public policy posi-
tions, fair payment of taxes, respect for law, the
rejection of corruption and the adoption of trans-
parent and fair governance systems

4. Manufactured Capital

Any fixed assets, such as buildings,
goods and infrastructure owned,
leased or controlled by the organi-
sation

Utilise technology, infrastructure and systems in
the efficient use of resources

Consider closed loop manufacturing systems, leas-
ing services, zero-waste and emissions ap-
proaches and sustainable design

5. Financial Capital

Existing in the form of tradable cur-
rencies, it should reflect the value
of the other capitals (rather than
being a true capital in its own right)

Publish financial accounts

Consider putting financial or ‘shadow’ values on
other capitals wherever possible

Recognise the importance of non-financial meas-
ures
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All business activities use one or more capital during every management phase
to deliver the business proposition. Therefore, following the SIGMA model,
businesses seeking to improve their CSR will move towards integrated man-
agement approaches. This includes using broader measurement of perform-
ance and success, issue based and cross-functional working and by improving
their ability to communicate the value of CSR.

Practicing accountability during every management phase is the other key
SIGMA principle. As recognised in the introduction to this book, CSR refers to the
qualities of the organisation fo relate to the world around it — to its stakeholders
who influence or who are influenced by it. Accountability secures a licence to
operate and is fulfilled by being transparent and responsive to stakeholder
needs and through complying with legislation and voluntary commitments.

Effective stakeholder engagement enhances accountability. In practice this
means understanding who stakeholders are and how best to engage with them
as an embedded part of the ongoing management of the enterprise, during all
phases of the management framework, not as a separate exercise. This en-
sures, for example, that it informs the organisation’s risks, opportunities and
priorities in the planning phase, it stimulates innovation and efficiency gains in
the delivery phase and helps inform performance measures in the monitor,
measure and review phase.

The culture of an organisation is crucial in this area. Accountability is not a
public relations exercise. It must be led from the top, through good governance
and must be consistently implemented and communicated. This includes
through the supply and selling chains such as in supplier relationships, lobby-
ing, advertising and marketing activities.

To make a real difference to CSR performance significant capabilities and
innovation are required. To help enable this, the management framework is
supported by the SIGMA toolkit, a selection of tools and guidance available to
support implementation and to tackle particular challenges at each phase of
the framework. Many of the tools exist in their own right, like the Global Report-
ing Initiative (GRI) guidelines while others were developed during the piloting of
the SIGMA guidelines. The tools available through the toolkit are just a selec-
tion and can be supplemented as appropriate by the many others that are in-
creasingly available elsewhere.

2.3 Experiences of SIGMA in practice — case study,
BAA Heathrow

BAA Heathrow is committed to working towards sustainable development and
decided to use the SIGMA guidelines to manage other aspects of sustainability
that were outside their existing environmental management system. Economic
issues, like employment and the use of local businesses together with social
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issues such as community dialogue are considered alongside environmental
issues in BAA Heathrow’s Sustainable Development Management System
(SDMS). This can be considered as the more integrated management of social,
human and natural capitals as well as improving accountability.

Initially, as part of the planning phase, the SIGMA benchmarking tool was
used to conduct an analysis of BAA Heathrow against the SIGMA management
framework. This found that although BAA Heathrow had a clear sustainability
vision and operating principles (Leadership and Vision phase), work was needed
on longer term targets and strategic assessments of long-term developments
(Planning phase). Incorporating wider sustainability risks into departmental opera-
tions and improvements to the compliance audit process were other areas for
improvement (Delivery and Monitoring, Review and Report phases).

BAA identified ten significant issues from air quality to economic regenera-
tion and developed five to ten year strategies for each. Eleven functional action
plans have been developed to support delivery of the strategy. A Sustainable
Development Board ensures that the significant issues are built into the airport’s
overall strategy and monitors delivery of the action plans. Operating at depart-
mental level, the action plans review ways of working for consistency with BAA's
sustainability strategy objectives and to deliver prioritised improvements. They
also serve as a communications tool for sustainability issues with staff surveys
showing they have led to increased awareness and understanding of the issues.

The functional action plans support accountability to and from employees
and are the key mechanism for employee involvement in the SDMS. Teams
work together to identify their impacts and to consider how they can amend
their ways of working to improve sustainability performance. The overall sus-
tainability strategy and the related targets influence the issues covered by the
plans each year. Each plan is co-ordinated by a volunteer or appointed cham-
pion who has overall responsibility for keeping the plans up-to-date and for
securing the resource to deliver them.

With the development of Terminal Five, BAA continues to work with its stake-
holders to secure its licence to operate and grow. All personnel are encouraged
to support accountability through their relationships with wider stakeholders. A
stakeholder database records the issues that are of interest to stakeholders and
the information they are requesting. The Sustainability Training and Communi-
cations Manager supports the programme through awareness raising cam-
paigns and specialist training including at new employee inductions.

Allowing the SDMS to develop organically, being informed by, rather than
rigidly following the SIGMA management framework and guiding principles has
enabled it to be implemented in a manageable way. BAA has learnt to apply
wider sustainability considerations to an enhanced environmental management
approach, helping the business to change whilst moving to a more holistic and
scientific management approach.
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2.4 Some dos and don’ts when using the SIGMA model

One size does not fit all and the finest management models on their own do
not deliver CSR performance improvements. Making any system live and work
for each organisation requires translation. The culture, size and communica-
tions style of the organisation are all important factors to consider when making
improvements. Any model needs adapting, using the language of the business
and sensitive communication and engagement together with a careful roll-out
to ensure effective and lasting change.

Organisations do not have to complete all potential activities listed in the
Guidelines. They select the most useful and relevant aspects of the approach
and make them work within their culture. As with any systematic approach, per-
formance can be monitored and delivered through setting and managing
against specific, measurable, achievable, realistic and time-based (SMART)
targets.

For smaller or medium sized businesses, the guidance can appear complex
and overcomplicated. This is partly as a result of the development focus on
large and multinational companies during the piloting process and the need to
cover the full range of CSR issues and management. Initially, selecting the area
your business needs the most support with and simplifying the language and
actions to a level appropriate for your organisation will ensure smoother, more
effective use of the guidelines.

It has been widely demonstrated that team work and networking produce
better results than tackling a problem individually. There are many networks
offering support for organisations that are seeking to understand and improve
their CSR performance. Get involved and use the learning to be gained from
others while contributing your own.

2.5 Wrapping up

The SIGMA guidelines provide a principles-based framework to organise, un-
derstand and deliver more effective CSR management. They are designed to be
drawn on as appropriate to the evolution and scale of CSR management within
an organisation rather than to provide a prescriptive ‘one model fits all’” ap-
proach.

The four-phase management framework enables an organisation to align
their existing management approaches and systematically and robustly manage
CSR issues in an integrated way. Delivering the business proposition through
each management phase should contribute to the maintenance and enhance-
ment of the five capitals and the practice of accountability.
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‘There is no necessary connection between fancy programmes for consulting
stakeholders, and stakeholder concerns being incorporated into how a company
regulates itself. Shell learnt from the Brent Spar that its traditional, technical ap-
proach to environmental risk management was not effective at controlling the
risk that people would perceive its actions as environmentally unfriendly and
contrary to community values. There is a great danger that once external (and
internal) stakeholders’ values and perceptions are identified, they will be man-
aged by public relations exercises that neutralise the possibility of protest and
consumer boycoft, rather than actively prompting internal organisational com-
mitment to real change’. (Parker, 2004)

3.1 Introduction

CSR should be managed as any other business activity and its management
model elements should therefore be easy to be integrated into existing struc-
tures. However, as Parker (2004) indicates, the important difference is that
stakeholder engagement should be at the core of the management model. The
CSR model that we present here contains the following elements (Wood, 1991):

e Social policies, stating the company’s values, beliefs, and goals with re-
gard fo its social environment;

e Social programmes, specific social programmes or activities, measures,
and instruments implemented to achieve social policies;

e Social impacts, looking at concrete changes the corporation has achieved
through the programmes implemented in any period.

A CSR management model containing all the elements as described above with
stakeholder engagement at the core and easy to integrate is applied to the en-
ergy company Royal Dutch Shell (in short, Shell). Shell energy producing com-
panies operate in over 145 countries, and employ more than 119,000 people.
The management model and experiences within Shell are described here.
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An integrated CSR management model

The approach taken is in line with ISO 14000 and 18000 and follows the plan,
do, review, and feedback cycle, ensuring continuous improvement. It can be
graphically presented in many different ways, Figure 3.1 below gives one par-
ticular way. The key elements are based on leadership commitment (identity),
continuous stakeholder engagement (transactivity), a policy, organisational
structure, impact assessment, planning and implementation (systems) with moni-
toring, corrective action, audits and management reviews (accountability).

Organising
Identity

Policies and organisation

Impact Assessment
Process
Organising Planni d d
anning and procedures
Organising
‘Accountability

Assurance and management review

Organising
Transactivity

Figure 3.1. CSR management model in the extractive industry

3.2 Explanation of the CSR management models

A short explanation and the tools used are given per element of the CSR man-
agement model.

Organising identity: Leadership and commitment

The Shell General Business Principles (SGBP) apply to all Shell companies’
business affairs and describe the behaviour expected of every employee. The
Principles are based on core values of honesty, integrity and respect for people.
In joint ventures, Shell companies use their influence to persuade partners to
adopt and apply principles consistent with SGBP. Shell companies also expect
contractors to conform to the Principles. For the successful implementation of
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SGBP it is key that management is committed to achieving the highest stan-
dards of CSR performance by all staff and contractors. They are to be seen as
providing a leading role towards continuous improvement through demonstrat-
ing leadership and active stakeholder engagement.

Organising transactivity: Stakeholder engagement

Similar to leadership and commitment, stakeholder engagement is needed in
all CSR management model components. Stakeholder engagement is a con-
tinuous process and crosscutting aspect of the CSR management model. It
starts when finalising the design of a facility and continues through to aban-
donment. Stakeholders should be engaged early to identify issues, agree ap-
proaches to manage these and review the outcomes. When dealing with key
issues, both leaders and (technical) experts should actively participate in the
stakeholder dialogue.

Stakeholder engagement is a key tool to focus management attention to the
high risks and opportunities as perceived by stakeholders. The tools applied for
stakeholder engagement vary and are dependent on the stakeholder groups.
Some examples are one on one meetings, public meetings, thematic work-
shops, community panels and participatory assessment workshops.

Organising systems: Policies and organisation

Policies and objectives should support the overall business objectives. In setting
objectives, management should consider the overall risk levels of its activities
and identify those critical activities which require a fully documented demonstra-
tion that risks have been reduced to as low as reasonably practicable.

The organisation and resources should be adequate for its purpose. Respon-
sibilities at all levels should be clearly described, communicated and under-
stood and staff should be trained following structured competency assessment
and training systems. Clearly defined CSR competencies are crucial, they
should include stakeholder engagement, impact assessment, planning, meas-
urement and reporting.

Impact assessment

The impact assessment process includes a) an inventory of the impacts to the
environment and health, safety and security of people and communities of all
the activities, materials, products and services during the project lifecycle; b) an
assessment of the related risks and opportunities; c) implementation of meas-
ures fo control these risks and realise opportunities.
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Within Shell companies, two tools are used in this process:

1. Integrated Environmental Social Health Impact Assessments (ESHIAs) are
required prior to all new projects and major facility developments, as well
as prior to the significant modification or abandonment of existing facili-
ties. ESHIAs provide a structured way of looking ahead at how both posi-
tive and negative impacts could arise throughout all stages of a project
development from construction to operation and abandonment. It acts as
a tool to aid design and decision-making. The different activities of an
impact assessment include: a) scoping exercise b) baseline data collec-
tion, ¢) description of impacts and evaluation of their significance, d)
mitigation of negative impacts and enhancement of benefits, e) evalua-
tion of the positive and negative impacts left after mitigation, to enable
decision makers to weigh the benefits against impacts of the project.

2. Social Performance (SP) plan for major operations. Social Performance, as
defined in Shell, is about how to manage the impacts of the business on
the communities and societies in which Shell operates. An SP plan includes
a vision, description of business and social context, identification of stake-
holders and issues, assessment of operational impacts and broader socie-
tal issues, and an action plan for stakeholder engagement, management
of operational impacts and optimisation of community benefits.

Planning and procedures

Both the stakeholder engagement and the impact assessment process result in
plans, a stakeholder engagement plan, an SP plan, and an Implementation
Management and Monitoring Plan (IMMP) as a result of the ESHIA. These plans
provide a delivery mechanism for commitments and undertakings made during
the impact assessment process.

In addition, a crisis management plan explains how to manage unexpected
incidents or events that potentially puts employees, local communities, the busi-
ness and/or the environment at risk and requires rapid action and communica-
tion in the face of immediate and intense external scrutiny.

Depending on the type of impacts identified, various other plans are possible,
e.g.:

e Local content plan: local employment and supply chain opportunities pro-
vide income-generating opportunities for local stakeholders and a sense
of ‘ownership’ in the project. It can also be an effective means of contrib-
uting to overall community capacity;

e Biodiversity action plan: this is especially relevant when operating in a
protected area or area of high biodiversity value. The plan is setting out
how to manage the key biodiversity related issues;
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e Resettlement action plan: this is a tool for systematically organising land
acquisition, compensation calculation, relocation of people and liveli-
hood restoration with participation of project affected groups. The steps in
the resettlement process can be divided into three phases: resettlement
planning, resettlement implementation and livelihood restoration.

Within Shell, guidance notes are developed in order to provide practical guid-
ance to local managers on a number of key CSR themes. For example, impacts
on vulnerable groups, operating in conflict areas, social issues along pipelines
and managing grievances of communities.

Organising accountability: Implementation, monitoring and corrective action

In order to monitor progress, performance indicators need to be established.
This should be done in consultation with the affected stakeholders and should
also include other feedback like complaints. Results should be reported such
that they can be externally verified.

Regular community surveys can help to track changes in community perception
of the companies CSR management. The community survey should be based on
independent and appropriate survey methods (such as interviews, questionnaires
or Participatory Rural Appraisal techniques). The results should be used as input
to the management system and should be fed back to those surveyed.

Assurance and management review

An assurance programme should be in place to assure the effectiveness of the
management system. It can include a self-assessment and reviews by auditors
independent of the facility. Appropriate assurance frameworks should also be
implemented to ensure that the information that management and stakeholders
base decisions on is complete, accurate and reliable.

A tool that is used in Shell is an (independent) Social Performance (SP) re-
view to assess social performance in the company and assess the effectiveness
of its implementation. SP reviews consist of the following generic steps: review
of relevant information, internal assessment and external assessment including
interviews with internal and external stakeholders, review of CSR tools and best
practices that could be of potential relevance for the company, feedback and
recommendations.

3.3 Experiences

The elements of this CSR model can be easily implemented in various manage-
ment systems. Within the Shell group of companies, the elements are integrated
in both the group Reputation management system and the HSE management
system and there are examples of Social Performance management systems.



24 Monique de Wit and Esther Schouten

In which business management system the elements are integrated is not
most important. It is more important that the people from different depart-
ments in the company (e.g. operations, external affairs, HSE) are involved in
managing CSR. These people need the appropriate skills to ensure appropriate
engagement and operational performance. In this regard some experiences,
when implementing the elements of the CSR management model, are de-
scribed below.

Historically, social investment projects have been focussed on general socie-
tal issues (e.g. health or education) and unrelated to the company’s operational
impacts. Experiences with CSR, as in Oman (see below), have shown that it
needs to cover the full range from managing direct operational impacts (e.g.
environmental pollution, resettlement), indirect impacts (e.g. payments to gov-
ernments: www.shell.com/paymentstogovernments) to contributing to general
societal issues (e.g. HIV-Aids: www.shell.com/hivaids). This also implies that
people from the operations department need to be involved in managing CSR.
In general, it is also the experience that good operational performance and
managing direct operational impacts is for most neighbouring communities
more important than philanthropy and social investment.

OLNG Impact on Local Fishermen

Oman NG community assistance programme has built roads and given
grants and donations. It also has a marine exclusion zone to enable LNG
ships to safely collect LNG cargos. This represented almost a third of a
community’s fishing area. Moreover the cargo passing could affect local fish-
ing. To manage the impacts, the community affairs department included
measures to compensate the fishing community in their community assistance
programmes. Moreover the operational department informed the community
affairs department of LNG cargo routes and timing such that fisherman could
be warned. (www.omanlng. com; Fossgard-Moser, 2004)

Strategic use of social investment is aimed at enhancing benefits that the
company can bring, as demonstrated in Canada (see example below). The
company can deliver capacity development such that local people and busi-
nesses acquire the right skills to work for the company. People from Human
Resources and Contracting department need to be involved. Projects that are
unrelated to business (e.g. primary schools in Nigeria) are likely to deliver
goodwill, but can never be used to off-set bad operational performance. In
these circumstances, it is preferred to work in partnership with other organisa-
tions that are able to provide additional resources or expertise to ascertain
long-term sustainability.
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Athabasca Oil Sands - Building working partnerships with the native
community

Programmes were established to raise skills and help create local businesses.
By 2003, over $20m in contracts had been awarded to new local aboriginal
businesses in areas such as construction, earth moving, heavy hauling, bus
services and catering. Source: http://www.shell.ca/code/products/oilsands/
dir_oilsands.html

In the earliest stages of a project screening, environmental and social profiles
are used to get an overview of the main issues. The next step is an ESHIA, this is
best carried out during the selection and definition stages of the project, so that
results can affect the design of the project. Experience in Sakhalin (Russia, see
below) indicates that starting an impact assessment later or not involving pro-
ject engineers and therefore not integrating it within the overall project design,
will reduce its effectiveness and could result in higher project costs due to the
need to make changes at a later stage in the project.

Sakhalin energy

‘During detailed pipeline route surveys begun in 2003, we discovered that
the noise impact on the whales’ feeding area during construction could be
greater than originally anticipated. In April 2004, we deferred laying the off-
shore pipeline to allow further studies to take place. As a result, we will miss
two construction seasons.” Source: Shell report 2004.

It is important to keep abreast of the local community perceptions in order to
avoid surprises, as demonstrated in the example of Pernis (The Netherlands).
Stakeholders change, their expectations change, operational impacts change
so continuous identification and engagement and involvement of the opera-
tional department is a must.

Pernis residential advisory board

Martinus de Groot (Schiedam): ‘Companies should make more effort to inform
local residents about what is going on, and do their best to reduce smells and
nuisance as much as possible.” In Shell Pernis Residential Advisory Board local
councilors, government services, local people and businesses regularly met to
discuss how to improve the quality of the surroundings in the Rijnmond area.
The emphasis in these meetings is on nuisance, and on environmental and
safety aspects. Source: http://www.shell.com/static/nl-nl/downloads/leidraad-
burenraad.pdf
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Finally, the quality of implementation is more important than the number of
plans written. SP reviews are focussed on improving the system, more so than
on checking results. The experience is that SP reviews lead to competence de-
velopment, both for trainees included in the review team, as well as for man-
agement and others involved.

3.4 Dos and don’ts

From the above examples some dos and don’ts can be derived:

Dos:

e Close cooperation between the operations department and the stake-
holder engagement and social investment department to manage opera-
tional impacts;

Use social investment budgets strategically;

Integrate CSR early in the lifecycle of a project and continue throughout;

Remind that stakeholder identification and engagement is a continuous
process;

Ensure all appropriate people in the organisation have the right CSR skills
and not only the CSR experts;

Ensure to have a good audit/review system in order to improve the quality

of CSR.

Don’ts:

e Assume that processes and procedures are sufficient to manage CSR.
Employees need to understand why managing CSR is important to the
business and commit to it.

3.5 Wrapping up

CSR should be managed as any other business activity and its management
model elements should therefore be easily integrated into existing structures
with stakeholder engagement at the core. The key elements of the CSR man-
agement model are based on leadership commitment (identity), continuous
stakeholder engagement (transactivity), a policy, organisational structure, impact
assessment, planning and implementation (system) with monitoring, corrective
action, audits and management reviews (accountability).
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Experience within Shell shows that it is important that people from various
departments are involved in managing CSR and that they have the rights skills
to do so effectively. This management model has proved its value, and when
applied to other industry sectors, it can be developed further.
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4.1 Introduction

RainbowScore is a management tool based on a balanced scorecard ap-
proach. Like conventional balanced scorecard approaches, RainbowScore goes
beyond the financial dimension, taking into account other strategic aspects of
the company and measuring the outcome of each. RainbowScore however goes
one step farther. It assigns a value to each aspect which is not solely dependent
on the effect on financial performance — financial performance being regarded
as only a part of overall performance. It highlights and defines all forms of
wealth produced, especially those supported by ethical motives or ideals. The
company and its basic dimensions are viewed as a rainbow, i.e. a unique and
rich phenomenon. Through the seven colour frame we describe seven business
and people aspects and present an explicit value creation structure — both stock
and flow — which can inspire effective strategies, managerial methodologies,
accounting and reporting methods. Corporate social responsibility is thus
embedded in the business model.

Economic dimension — Red

The economic and financial dimension is the first business aspect we consider:
This indicates a company’s health and is the combined product of the commit-
ment, professional competence and skills of the entrepreneur and employees.
We can include a financial analysis but we must also look at other processes
and information involved in value creation.

Basic stakeholders are seen as:

e Internal stakeholders, employees together with their families who benefit
from the financial, professional and human conditions of work;

e Shareholders, whose risk becomes a source of profit;
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e Public administration, the first actor — through taxation — distributing fi-
nancial resources locally and globally;

e Civil society, whenever business profits are used to support social or cul-
tural initiatives.

Planning and accounting for healthy company growth requires us to consider
different aspects beyond just profits and profitability:

e New job opportunities, considering quality and amount, salaries and
benefits;

e The solidarity dimension inside and outside the company.

Relational capital — Orange

The second aspect is relational capital seen as the combination of all real and
potential external relationships of the company. Here we highlight a basic di-
mension for the company — the customer and supplier network. Total Quality
Management and Stakeholder Theory have already focused their attention,
embedded in management practices, on various customer interests, indicating
different ways of identifying and answering specific needs.

Relational capital can be considered in three ways:

e Direct relational capital, basically needed in trade exchanges, for instance
when participating in fairs;

e Indirect relational capital, i.e. all the sets of relations which help develop
the company reputation, e.g. public solidarity actions;

e Relational goods, referring to the contents of human relationships, inde-
pendent from any immediate financial benefit, i.e. as in friendship be-
tween colleagues.

In this way, a company’s relational capital helps identify all external stake-
holders linked to:

e Market development, via client satisfaction;
e Production, with suppliers and business partners;
e The local community and civil society, where the company operates;

e The social and intercultural dimension.

Analysing the quality of external relations and the achievable reciprocity
amongst the subjects makes it possible to achieve two objectives concurrently:
Firstly, the identification of specific factors determining customer satisfaction, by
developing a deeper understanding of customer choice patterns; and secondly,
the establishment of a productive business network with suppliers, government
and members of the civil society.
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Corporate culture — Yellow

Corporate culture is the third aspect and refers to the defined set of principles
which guide company activity and are followed by all people in the company.
This aspect is generally taken for granted and often considered at an implicit
level. Nevertheless, corporate culture is a milestone for spontaneously or inten-
tionally building, motivating and supporting, what is called the corporate style.

Describing corporate culture is the first step towards rediscovering the origi-
nal reasons behind the formation of the company and, by involving people,
working at the company, in this process, arouses enthusiasm in the search for
practical ways to align stated values with company life.

Managers know that value alignment and trust increase both efficiency and
effectiveness, whilst controls and sanctions can fail and are costly. This is why it
is worth evaluating ethical effectiveness by analysing whether managerial be-
haviour, strategic choices, internal and external relations are consistent with the
business mission ethical commitments.

Key issues include the:

e Definition of distinctive strategic and operative elements of corporate
culture;

e Actions taken for sharing these principles and training people involved in
company life;

e Attention to substantial transparency and legality.

Social and environmental quality — Green

The fourth dimension represents elements referring to the social and environ-
mental quality. It examines what contributes to well-being in the company and
in some ways represents both welfare and a well-being health index. A chal-
lenge facing management lies in creating more responsible and less stressful
workplaces. Empowerment and engagement can help generate organisational
trust which results in real well-being in the company.

Moreover social quality is strictly connected to environmental quality: both
need to be planned and accounted for to maintain deliberateness and continu-
ity. In this way company initiatives can be models for the civil society.

Focal points are:

e Protection of psychological and physical wealth inside the company;

e Work climate analysis, indicating the quality of staff relations at the com-
pany;

e Environmental impact;

e Company and product quality certification;

e Production of social capital.
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Human capital and working community — Blue

The fifth dimension considers human capital and the working community in all
organisational forms and expressions, the ultimate aim being to harmonise
them. The organisational setting through which the company outlines its manu-
facturing and working teams is not complete by itself but is already a clear ex-
pression of the value given to the people working within it. In this way the or-
ganisation has a strong influence on the company’s development, not only re-
garding process efficiency but also process contents.

Moreover, the organisational style cannot be separated from the relational
style and the corporate cultural identity, but expresses them in daily manage-
ment: The organisational role might assume the functional role by allocating
everyone to the right place so that everyone is at ease and can give the best of
his professional and human competences and skills.

Dimensions of this aspect generating added value inside and outside the
company are:

o Infrastructure and organisational processes;
e Working community, composition and the way it grows;
e Work places, context sefting and facilities;

e Corporate image.

Intellectual capital: Education, training and innovation — Indigo

The sixth aspect refers to intellectual capital, training and the innovation proc-
esses to develop, improve and continuously upgrade this basic asset.

Intellectual capital is linked to talent exploitation and in the organisation
evolves from the supply and demand of various stimulations oriented towards
the development of the company which come from both external and internal
sources. Frequently, the scenarios that managers deal with are those of innova-
tion and know-how growth. It's a context exposed to risks of individualism and
intellectual capital concentration on one or few people which can increase
competitiveness and worsen the working climate.

Knowledge processes are active processes taking place in specific social
situations. They totally engage the people involved. Such processes help in-
crease intellectual capital and include:

e Every knowledge sharing experience, where sharing acts bring about the
development of what is shared;

o All networking setups (i.e open space work layouts can help);

e Spontaneous and structured training activities.
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Communication — Violet

Finally, the last dimension is a cross key to many of the topics discussed above:
Corporate internal and external communication. The meaning of communica-
tion might sometimes seem to overlap with that of information so that one
might be indistinguishable from the other. Nevertheless, etymologically, com-
munication is more than just an exchange of information; when applied in its
broadest sense it helps the information to become operational, eventually re-
sulting in new behaviour.

Moreover, effectiveness in communication is due to the obvious possibility of
speaking the same language and being in harmony with the addressee’s aims
and values. This demands a similar, shared experience to create the ‘we’ feeling.
This might require adapting the language to that of the stakeholders involved. A
result is seen in active feedback and general participation. Communication and
information quality can be evaluated by considering:

e Internal dialogue forms and frequency;
e Partners and employees participation in the company’s life;

e Outside communication activities.

Conclusion

Real and effective strategy becomes operational whenever it can be both a
guide and a process of analysis. It can be independent of production and mar-
ket constraints and of inner and external variables (though considering them).
The same happens when applying this ‘coloured’ key: RainbowScore supports
innovating and planning steps, making available figures to verify and check,
tracing a path to achieving strategy.

When a company decides to run RainbowScore it needs to pursue this
process:

¢ Divide business strategy into the ‘seven aspect framework’;

o Define objectives for each colour and stakeholder and choose those to be
achieved or prioritised;

e Verify consistence of objectives related to each colour or stakeholder and
among colours or stakeholders in order to enhance synergies and bal-
ance potential conflicts;

e Choose actions to achieve objectives and guarantee periodic monitoring.

From this perspective the seven colours reporting system, which is a natural im-
plementation of RainbowScore, helps explain the reasons for the company’s
success and suggests actions to improve it. Meanwhile the inner connection



4 RainbowScore®: A Strategic Approach for Multi-dimensional Value 33

among various aspects makes manufacturing processes and relational dynamics
comprehensible.

Giving each aspect a value in itself permits us to consider every single aspect
as a stepping stone to others. In the same way that the seven colours of the
rainbow come from the same light, inside the company all choices, events and
problems are integrated and inter-dependent with each other.

4.2 The essence: The figure

Red: ECONOMIC DIMENSION I

Oranye: RELATIONAL CAPITAL

Yellow: CORPORATE CULTURE

ainhauarCrnra @ I Green: SOCIAL AND -

FrEsmIansEELe I ENVIRONMENTAL QUALITY
o I
- T Blue: HUMAN CAPITAL AND
WORKING COMMUNITY

Indigo: INTELI FCTUAL CAPITAL
AND INNOVATION
Violet: COMMUNICATION I

Figure 4.1. RainbowScore® Strategy and accounting for multi-dimensional value

4.3 Experience with the model

RainbowScore has been developed based on the experience of companies be-
longing to the Economy of Communion (EoC) project. Since 1991, when it was
started in Brazil to answer to the needs of the poor, EoC has spread worldwide
and currently almost 800 companies of various sizes are involved in the process.
The company owners participating in the project voluntarily share their profits in
accordance with the project’s three objectives of equal importance:



34 Elisa Golin and Giampietro Parolin

e Helping people in need — creating new jobs and intervening to meet their
immediate needs;

e Spreading the ‘Culture of Giving’;

e Helping their companies to grow — so that the companies remain both ef-
ficient and open to giving.

The identity and behaviour of the EoC companies are analysed according to
the seven colour scheme outlined above. RainbowScore systemises the EoC
company culture and translates it into an analysis and managerial tool useful to
any company. As a result new organisational forms, training activities and em-
ployee involvement activities develop.

Company information:

Tessitura Grandi e Rubinelli

Cameri (NO) — Italy

Sector: entirely ‘Made in ltaly” high quality shirt fabrics manufacturing

Main Rainbow aspects

Orange — client satisfaction

The company operates and finds its sense of purpose and satisfaction by shar-
ing values and objectives and enjoying a reciprocal relationship with clients at
every level. All exclusive collections are created reflecting this way of working
together. Often this stance helps people within the company to understand po-
tential customer needs making it easier to find winning solutions.

Blue — organisation structure

Since the adoption of RainbowScore in 2002, all decision-making processes
within the company adhere to the group system, both practically and structur-
ally. The result is that all decisions are shared and responsibly implemented by
two working teams — a supervisory board made up of four people and the
management staff, 8 people — avoiding the need for the general manager to
make all the decisions alone.

Yellow — values statement

‘People are the most important asset of the company, and work is effectively
based on human sharing: From this point of view, being a company means tak-
ing care of staff and factory workers, of suppliers and clients, all of whom con-
tribute to the product’s success.” These represent the core experience of both
managers and staff, who together elaborated a value card describing their
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business style, ideas and values, discussing it with their supervisory board. As a
first step this card was presented and distributed personally to all employees.
Subsequently all employees were involved in training groups to share ideas,
ways of life and concrete proposals to ensure that the values decided were im-
plemented and followed.

Benefits of the Rainbow approach

Effectiveness and the feeling of belonging increased concurrently in the manag-
ers and employees involved. Both clients and suppliers appreciated the contents
and ideas of the Value statement, and their relationship grew in trust and trans-
parency.

4.4 Some dos and don’ts

RainbowScore is a way of looking at companies which gives maximum freedom
in devising strategy, accounting and reporting systems. It entails analysing the
seven aspects, mapping actual business strategy and value creation using indi-
cators for measurement. Some aspects will be easier to understand than others
during the value creation, but the real added value is in discovering the missing
or deliberately developed aspects, which help to devise the optimal strategy. At
the same time strategy and value creation must be linked with the main stake-
holders of the company by means of a stakeholder/aspect matrix.

The following step should be to define the priority aspects to be developed
and to create a plan of action with dates. Obviously this means defining and
checking annual targets and at the same time introducing indicators and a re-
porting system. Indicators should be kept simple and fully integrated into the
budget system. It is an exciting approach that requires organisational learning
and flexibility.

4.5 Concluding remarks

Naturally the commitment of the owners and top management are a basic re-
quirement for the successful implementation of a new strategy. One cannot
expect every aspect to be equally successful at the same time, but it is worth
focusing on a few ‘super-drivers’ that can produce value on many fronts (i.e.
employee satisfaction). Initially it might seem that RainbowScore complicates
company life. This might be true, but ultimately the RainbowScore will create
greater awareness and effectiveness, thus resulting in tremendous benefits for
the company.
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5.1 Introduction to the model

Nowadays, business is facing new demands brought on by globalisation, new
information technologies, the idea of services, and a sustainable economy. In
order to ensure a high level of competitiveness, more and more companies are
searching for ways to:

e Pro-actively involve and satisfy stakeholder demands in daily business;
e FEfficiently manage sustainability performance;

e Increase a company’s / sector’s transparency and accountability.

The sustainability COMPASS (COMPAnies’ and Sectors’ path to Sustainability)
is a management tool designed to assist companies and sectors to meet these
challenges (Kuhndt and Liedtke, 1999). Based on active stakeholder involve-
ment, COMPASS helps a company/sector to understand its main sustainability
issues and to develop a sustainability indicator set in order to measure and re-
port on progress made towards sustainable business development. The main

objectives of COMPASS are to:

e Help companies/sectors to translate the broad concept of sustainability
into specific and measurable targets and indicators useful in day-to-day
business decisions;

e Support companies and sectors in sustainability performance management;

e Increase transparency and accountability of companies and sectors through
sustainability reporting;

o Pro-actively involve internal and external stakeholders in order to make better
consensus-based decisions which increase credibility and facilitate action;

e Enable decision-makers to optimise processes, products and services
throughout the entire value chain considering economic, ecological and
social aspects.

The COMPASS methodology is based on a Plan-Do-Check-Act management
cycle. It combines the following five elements: the four analytical and action orient-
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tated elements which are COMPASSprofile, COMPASSvision, COMPASSanalysis
and COMPASSmanagement, and a dialogue oriented element, COMPASSreport.

COMPASSprofile aims at describing the state of knowledge about economic,
social and environmental performance issues within the organisation/sector
and the expectations of different stakeholders facing the organisation/sector.
The combination of available knowledge, the alignment of different levels of
knowledge, the qualification and motivation of employees from different hierar-
chy levels, phrasing of visions, guidance and concrete targets is the aim of
COMPASSvision. The company creates a picture of the future that it has to work
towards. Examples are: high customer satisfaction, high productivity of resources
and high health protection. Furthermore, relevant units of measurement are se-
lected such as, for example, assessment of clients and companies or resource
productivity, based upon which progress as well as stagnation can be traced.

COMPASSanalysis comprises the actual measurement of performance and
thereby identifies particularly critical and important technical and organisational
improvement areas. COMPASSmanagement finally ensures the translation of
the target set and indicators selected into decision-making processes by provid-
ing suitable management instruments. In COMPASSreport a communication
plan is prepared that helps to report (according to international standards and
guidelines, like those provided by the International Organisation for Standardi-
sation (ISO) and the Global Reporting Initiative (GRI)) to an internal or external
audience on performance improvements and achievements.

5.2 The essence

COMPASS
vision

L
p®® o g

3 COMPASS )
COMP{\SS 2 Economy ¢ Environment « Social . COMPA_SS
profile 2 as integration :' analysis
5 Pa. % et an e n @ 1
&S
S & COMPASS
management

Figure 5.1. Elements of COMPASS
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5.3 Experience with the model

In principle, the COMPASS methodology is suitable for any company or sector,
regardless of size or sector. After successfully testing and fine-tuning COMPASS
in about 40 companies covering different branches (manufacturing, food and
service sector) the methodology has been adapted to the specific needs of a
selected business sector. Within a four-year project the European Aluminium
Industry together with the Wuppertal Institute and triple innova, developed a
stakeholder based sectoral sustainability indicator set following the COMPASS
methodology that finally resulted in the publication of a first sectoral sustain-
ability report in 2004. The tailor-made COMPASS for the European Aluminium
Industry comprised a systematic approach consisting of three core tools of

COMPASSprofile:

e A sustainability agendas review;
e A sectoral focus area analysis;
e A consideration of stakeholder expectations.

The research based review of current sustainability agendas and trends evolving
at different levels (governmental, NGO, business, multi-stakeholder etc.) pro-
vided an overview of the prevailing topics in the international sustainability de-
bate. The focus area analysis helped to identify key sector-specific issues. The
results from the agenda review and the focus area analysis served as essential
input for the initiation of a wide stakeholder involvement in dialogue.

Further on, in order to gather first data on the opinions, expectations and
demands from internal (aluminium companies and associations) and external
stakeholders (labour organisations, academic/research institutes, government,
related social and environmental NGQO's) regarding sustainable development
of the European Aluminium Industry, a stakeholder survey was conducted. The
selected survey participants were asked to evaluate sustainability categories and
aspects identified in the agenda review and pinpoint additional categories and
aspects they considered important (see Figure 5.2).

The survey helped to identify stakeholder consensus and dissent areas con-
cerning environmental, social and economic aspects along each life-cycle
phase of aluminium production and consumption.

Based on the stakeholder survey, the area analysis and the agenda review,
a first draft indicator set was developed. This indicator set was then put info a
stakeholder discussion process to acquire feedback and to improve it. Two
workshops with internal and external stakeholders were conducted. The first
workshop was carried out targeting the stakeholders, who participated in the
stakeholder survey and expressed their interest in an involvement in further
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Management efforts

Contractors Competitiveness

Economic

Suppliers stability

Innovation Costs

Benefits Investments

Human health and safety

Community /
involvement

Quality of work,
atisfaction, education

Discrimination 1 Child Labour

Human rights Forced Labour

Disciplinary

Employee Rights practices

Wages, benefits, pensions

Energy
3

Product
stewardship

Water

Biodiversity Effluents to water

Land-Use Emissions to air

Waste

Index: 0 = not relevant category
3 = highly important category

= Internal Stakeholder n=11

External Stakeholder n=17

Figure 5.2. Survey results related to the question: ‘Which type of information do internal
and external stakeholders expect from the aluminium industry2’
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activities. Besides the project partners, participants from different companies
and institutions joined the workshop. Among the external stakeholders, were
participants representing research, consultancies, training and development
agencies, sustainable and ethical investment organisations, environmental
NGOs and intergovernmental organisations. The second stakeholder work-
shop aimed at gathering previously uncovered issues and including underrep-
resented stakeholder groups, for example, civil society, suppliers, academics
(in the field of sustainable consumption), governmental representatives (re-
garding Integrated Product Policy (IPP)), trade unions and development-aid
agencies.

The workshops provided the opportunity to take up a number of additional
stakeholder demands for further content improvement and the use of the indi-
cator set. With respect fo the content of the indicator set, the stakeholders ex-
pressed the need for broad but prioritised coverage of the indicator set. In this
context, the importance of specific sustainability aspects has been mentioned,
such as human health and safety, research and development, implementation
of best available technology, air emissions, pot line management, sustainability
standards in entire supply chain, impacts of mining, ecologically sensitive ‘No Go
Areas’, energy demand, and sources and recycling. Furthermore, the stake-
holders also demanded a reduced number of indicators.

Also the importance of governance within the sector has been highlighted.
Related specific aspects are, for example, the long-term sustainability vision of
the sector, the provision of concrete targets per indicator, and the regular up-
dating of indicators. Most of these issues in the indicator set have been elabo-
rated during the course of the project. Regarding use-related issues, stake-
holders expressed the areas for which the indicator set should be used once it is
established. Both internal and external benchmarking are promising applica-
tions. A wide range of firms can use the indicator set for their external report-
ing, including the SMEs within the sector.

Throughout the project, the objective was to develop a sector-wide sustain-
ability report at the European level. To provide aggregated figures in the report,
the European Aluminium Industry Association (EAA) has started to collect de-
tailed data from the production sites and from company level. For the collection
of data, methodological sheets were used, which describe the single indicators
more comprehensively. Hereby, the EAA used the initiative to reach out to more
than 700 production plants. Consequently, in October 2004, an indicator set
for external reporting was released by the European Aluminium Association,
covering 34 indicators for the whole sector.
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5.4 Some dos and don’ts

Understand stakeholder demands as a starting point for business action

The process of active stakeholder consultations and review of stakeholder initia-
tives has been valuable for the actors within the project to improve the aware-
ness and understanding of sustainability within the sector and within member
companies. With reference to increasing networking (campaigning) power of
NGOs, the early involvement of stakeholders can promote the anticipation of
future business risks and is hence a crucial starting point for today’s manage-
ment decisions. Integrating and addressing external stakeholder demands into
corporate decision making will help to capture intangible value (e.g. strength-
ening image, acquiring new knowledge, improving satisfaction of employees)
and increase the companies’ shareholder value.

Consider supply chain management and product stewardship

For improved corporate sustainability performance and improved reputation,
sector organisations and larger companies can engage actors along the prod-
uct chain. Within the supply chain the challenge remains to engage SMEs in
reporting activities, as they face a number of barriers for improved external
communication. Examples of those barriers are limited financial and human
resources or external demand for information. In that respect, the data collec-
tion process for the sectoral sustainability report might be a way to engage and
help more SMEs to work on sustainability issues. Regarding product steward-
ship, multiple approaches can be taken by companies to address sustainable
consumption, namely: Responsible marketing guidelines, customer advice,
product pricing, functional product design, specific services for minorities and
consumer protection.

Ensure a consistent data gathering process for external reporting

A precondition for the aggregation of the indicators on the sectoral level was
the consistency in the data-gathering methodology. Methodological sheets can
be used, to provide a uniform and consistent database as bottom line for ag-
gregation and further application of the indicator set. The sheet covered as-
pects like indicator description, linkages to sustainable development and other
indicators, methodological description, assessment of data or agencies in-
volved in the development of the indicator, and references.

Don't stop walking towards sustainability

Sustainable development relates to an unlimited time horizon and is an on-
going dynamic process. The dynamic character of sustainability has been con-
sidered in project through the sequence of workshops, which allowed learing
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processes over time, and the indicator set which includes flexible timeframes for
phased implementation. The flexible implementation considers differences of
the companies within the sectors, such as size, organisational capabilities or
position in the supply chain. The indicators need to be revised from time to time
to adapt the indicators to changing conditions, such as stakeholder demands,
significant modifications in the underlying sector, e.g. technological innovation,
or progress made in research on sustainability indicators. Over time, single as-
pects might be added if stakeholders demand information on additional issues.
Some (smaller) companies, might start with a limited number of indicators and
increase the number of issues covered over time.

5.5 Wrapping up

The COMPASS methodology offers a methodological framework for operation-
alising the normative concept of sustainability at the micro-level. The presented
approach aimed at methodological innovation through a sectoral approach
towards sustainable industry development. The outcomes can be used at the
corporate level as follows:

Internal Benchmarking: Companies can use the information from the compa-
nies’ performance aggregated at a sectoral level as a base line for internal
benchmarking processes. Based on the knowledge of their own performance it
becomes apparent where the companies perform well and where there are op-
portunities for improvement.

Product and process innovation: Continuous monitoring can aid in recognition
of opportunities for improvement both at product and process level.

Monitoring value creation: As partly intangible aspects, improvements in envi-
ronmental and social aspects can affect the value drivers and lead to increased
value of a company. The extent of this relationship may vary from one company
to the other. In order to get a better understanding of the value creation proc-
ess, companies can investigate what types of performance improvements are
significant in affecting the value drivers. In this respect, companies would be
identifying priority themes for value creation.

Concluding, sustainability reporting as well as the related processes of
identifying the relevant indicators and data gathering can improve the ability of
an industry sector to respond to increasing demand for transparency and
accountability. In order to support the continuous use and development of the
indicator set, a management structure and an interdisciplinary sustainability
team that supports decision-making towards sustainability need to be set up on
a sectoral and company level. Such a structure and team will also assist in
developing sector-wide sustainability visions and targets. With these visions and
targets, the sustainability indicator set can be built into a long-term framework.
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6.1 Introduction

Over the last 3-5 years, corporate sustainability has become an integral part of
companies’ strategy, with many new initiatives developed to help companies
embrace this important agenda. In spite of this, one thing has become appar-
ent: Existing models fail to integrate sustainability into everyday business opera-
tions as well as businesses and external stakeholders might hope. Most corpo-
rate sustainability initiatives get benefit from little input — or enthusiasm — from
those middle managers whose role it is to implement commercial or opera-
tional strategies.
This has two main consequences:

1. Sustainability initiatives fail to deliver the direct and indirect business
benefits that good sustainability management promises. This is a concern
for the business involved;

2. Corporate sustainability initiatives have little positive impact on the social,
environmental and economic concerns they are set up to address. This is
a concern for all.

This implementation issue is one of the main challenges in delivering any cor-
porate initiatives across large businesses. We have experienced this issue in the
past in implementing some of our major environmental management pro-
grammes, especially with regards to energy efficiency. While the benefits of en-
ergy efficiency are clear — less energy use, lower emissions and lower costs —
this did not automatically translate into broad-scale acceptance of energy effi-
ciency projects within businesses. Analysing this paradox, the underlying rea-
sons for this became clear: Operational managers are focused on delivering
against their performance objectives, and do not have the time to devote to
corporate initiatives that distract them from their performance objectives. Armed
with this experience we devised a management system that would be embraced

* sustManage is © 2005 and TM of Enviros Consulting Ltd.
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by operational managers because they helped them achieve their objectives,
instead of being an unwanted intrusion upon them. This was based upon 3
separate but complementary pillars:

1. People;
2. Systems;
3. Opportunities.

Table 6.1. sustManage triple focus

Focus Process

People Create a shared vision to focus on sustainability
Staff and management buy-in, | performance

motivation, awareness, training and | Ensure management buy-in

development in line with opera- | Identify, train and coach improvement teams
tional objectives. Establish clear accountability

Systems Driven by web-based software
Visibility of good and bad practice | Establish correct key performance indicators
is critical — if you can’t measure it | Determine internal accountability for KPI perform-

you can’t manage it. ance
Enable quick and accurate reporting of sustain-
ability

Opportunities Assess current performance

Specific opportunities that can de- | Identify low/no cost improvement opportunities
liver rapid and tangible improve- | Value other identified opportunities

ments are a key focus point of|Project manage the implementation of opportu-
delivery nities

The strength of sustManage lies in its ability to deliver corporate sustainability
performance while achieving real and lasting cost savings through energy and
resource-efficiency initiatives. The importance of the financial savings brought
by sustManage cannot be over-stated; it is these financial savings which align
to the priority objectives of site management, to ensure their commitment to the
process. In a nutshell, organisations get a fully functional sustainability man-
agement system with a substantial reduction in operating costs.

Site focus

sustManage has been designed to be delivered at individual sites as opposed
to at the corporate level for the following reasons:
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e Most company impacts are local;
¢ Implementation challenges are at the operational — site — level;
e Resource efficiencies are most likely to be found at the site level;

o The latter point is also why sustManage is most likely to succeed in or-
ganisations that have large natural resource costs, as that is where most
savings are to be made.

6.2 The sustManage building blocks

The sustManage programme has a number of ‘building blocks” which collec-
tively form the basic structure of the Methodology.

The sustManage scoping study

The scoping study is an assessment carried out at the outset of the project to
determine sustManage’s ability to achieve its financial and sustainability objec-
fives.

Strategic analysis

To ensure that sustManage has an appropriate corporate fit with an organisa-
tion and that it tackles the main issues affecting that organisation, a strategic
analysis is carried out during the scoping study to evaluate the internal and ex-
ternal drivers of an organisation related to sustainability and assess the impact
of these threats and opportunities on the organisation’s competitiveness.

Performance, risks and opportunities assessment

Building upon the Strategic Analysis, the sustManage scoping study is an initial
investigation of the site that will identify areas of potential risk, opportunity, inef-
ficiencies and/or savings through visual inspection of existing plant and equip-
ment, interviews with key staff, a comparative assessment of processes and pro-
cedures against industry ‘best practice’, and an evaluation of the organisations
exposure fo current and impending sustainability issues and legislative standards.

Furthermore, the scoping study presents the business case on which the
adoption of a sustManage programme hinges. It will quantify the financial case
for the adoption of sustManage — a key component to achieving buy-in of op-
erational managers — as well as outline the less tangible sustainability benefits
the programme can help deliver.

Once the scoping study has been completed, the actual implementation can
begin. This will follow the 3 pillars of sustManage — People, Systems & Oppor-
tunities — complemented by sound Programme Management.
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Figure 6.1. The sustManage building blocks.

A — programme management

To ensure that all the impact of all programme components is maximised, the
implementation of sustManage depends upon a rigorous implementation
process, with very clear steps and deliverables for each step. The total meth-
odology document is over 100 pages long, with detailed explanations of all
the process components. This level of detail is key to the programme’s suc-

cessful

delivery.
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Governance structure

The first step in the implementation process is to put a Steering Group together.
The Steering Group will have overall responsibility for the programme, setting
programme objectives in line with corporate initiatives, assisting with pro-
gramme communications, developing an accountability strategy, monitoring
progress in line with objectives, and assisting with the removal of barriers that
have a negative impact on performance. At an operational level, a sustManage
Team is created, comprised of a cross-section of departments, who have a
more direct responsibility for the day-to-day management of the programme.
The focal point of any sustManage programme is the sustManage Champion.
This will be a nominated member of the sustManage Team with overall respon-
sibility for internally driving the programme forward.

B — People

The people component of the programme focuses on making sustManage rele-
vant to operational staff by making it clear how sustManage contributes to
helping them achieve their objectives. This understanding is at the core of
sustManage’s success. Once operational managers see sustManage as
facilitating their work, the crucial buy-in is achieved.

Programme communication, training and awareness

Good communication is a powerful tool for motivating people. The sustMan-
age programme will deliver regular training, development and general aware-
ness sessions to the staff at the site, using varying methods adapted to the ob-
jective, audience, required impact and timescale. The programme will also de-
liver more formalised training and development to the sustManage Team and
where appropriate the Steering Group. Educational workshops will focus on
building awareness within the sustManage Team and provide educational ma-
terial on key aspects to improve the environmental, economic and social as-
pects of the organisation.

Communication and Training Needs Analysis & Development Programme

The sustManage programme is geared towards identifying communication and
training needs and areas of best practice that need to be shared within the
group. This will ensure that all those involved in sustManage have a common
understanding of its role and importance, and are equipped with the skills nec-
essary to deliver them.
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Accountability

Accountability of key personnel is essential if resource efficiency is to be achieved
and improvements made towards achieving sustainability. Key personnel such as
those responsible for sustainability aspects must be held accountable for per-
formance and project delivery. The systems component will deliver measurable
targets for the performance of individuals at all levels of the site. These targets are
set in conjunction with the individuals affected and significant effort is made to
ensure that these are achievable from the outset.

Encourage involvement of all

The programme is keen to provide a voice to all employees and encourage
individual contribution and ownership of the programme within the site. The
programme will develop staff awareness campaigns and implement systems
and policies that enable suggestions for performance improvement to be intro-
duced and policies such as rewards and recognition schemes to identify positive
contributions.

C — Systems

The role of the systems component of a sustManage programme is to put the
appropriate information into the hands of all the participants in sustManage
(potentially including external stakeholders). The systems component thus con-
sists of creating the appropriate information infrastructure:

o Establishing the appropriate indicators and KPIs to report;
e Establishing the source of data to inform those indicators and KPls;

e Establishing the systems to capture the source data at the appropriate fre-
quency;

e Modelling the KPIs in software and establishing core performance metrics by:

- Establishing the improvement goals (targets), often as a result of a data
analysis process;

- Identifying the appropriate outputs (reports, data export, display boards)
and systematising this reporting.

Indicators and targets

The success of any management system relies on the selection and use of qual-
ity indicators. Where appropriate, we will utilise the KPI’s that the organisation
has already developed. If no indicators are in place, or the indicators prove
inadequate for the objectives of sustManage, we will use the Indicator Data-
base we developed in preparing the methodology to select the most appropri-
ate KPIs. It is important that these KPIs are held at departmental level and ac-
countability for performance is shared.
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The role of software

Software is the glue that holds sustManage together. sustManage was developed
at the outset around Montage, Enviros’ Monitoring and Targeting (M&T) soft-
ware, and good M&T software is a necessary component of the programme, as it
allows for the continuous monitoring of performance and the sefting of targets.
Applications of M&T software include the ability to discern underlying perform-
ance, which allows targets to be set, poor performance to be eliminated and
good practice repeated. For instance, the M&T software could tell us that:

o Site A has a larger energy bill per unit production than site B;
e Employee satisfaction is lower this month than last;

e There are more injuries in product line X than in product line Y.

While all the above points may have very valid explanations, without the clear
definition of indicators and the application of the software, the differences would
not have been apparent. Once these are apparent, an organisation can explore
the reasons behind them and develop corrective action, where appropriate.

This information is made available to all managers who have responsibility,
either directly or indirectly, for the indicator in question. Each user of the system
will have a homepage developed that will summarise the performance for those
indicators for which he or she is responsible. This will allow them to monitor key
performance each time they log on to the corporate network. Where appropri-
ate, an email can be triggered to warn managers if performance falls outside a
pre-arranged range. These systems underpin the whole sustManage pro-
gramme and will provide the platform upon which to drive sustainability through
availability of quantitative and qualitative data.

D — Performance improvement and specific projects

Orne of the main objectives of any sustainability programme is to introduce new
methods of working that have a positive impact on the environmental, economic
and social performance of an organisation. Having introduced the foundations
for achieving sustainability through cultural change and improved management
information, the emphasis now focuses on project identification and delivery.

Review existing opportunities

All performance improvement opportunities identified in the initial scoping study
will be captured in a software tool, which we call the Opportunities Manager.
Where feasible, the extent of the performance improvement resulting from im-
plementing the opportunity project will be quantified using a regression analysis
to calculate the impact the project will have on actual performance and allow
for targeting through project implementation to monitor overall performance.
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Evaluate and select sustManage opportunities

Together the team will decide acceptable criteria to assist in prioritising the pro-
jects using the matrix structure below. Those projects with little or no capital
investment tend to take priority over the medium to large capital investment
projects. Those projects that require a medium/large capital investment will be
further analysed and a business case produced to assist with the project justifi-
cation and company’s financial planning.

Project sign-off

At the end of the programme, a review of the programme will be carried out by
the Steering Group, sustManage Team and other key players. The software
data will indicate the programme’s success and plans made to future-proof the
programme.

High A
o 1 = Opportunity X
2 = Opportunity Y
Etc.
Sustainability E 6
Potential e
&
$
&
\ . Size of ball =
Low > Investment required
Low High

Financial Improvement Potential

Figure 6.2. sustManage opportunity matrix

6.3 Practical applications of sustManage

At the time of writing we are in the process of implementing the first sustManage
project across a number of sites of a large multinational brewery. As mentioned
in the introduction, we have ample experience in using this methodology to help
companies deliver resource efficiency improvements in a similar process called
enmanage. We have implemented this system in a number of organisations over
the years, fine-tuning the methodology to the process it has become today.
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BP

Enviros has been working with BP, providing systems and people to support BP’s
energy efficiency programme. Our work has taken place at many of BP’s largest
refineries and chemicals complexes, in Europe and North America. ‘The key to
enmanage is that it starts at the operating level of a company and drives local
value creation” says Kevin Ball, Director for Energy Efficiency at BP. ‘It then rolls
that information up to provide insight to the corporation’.

The enmanage approach is powerful, because it allows companies to create
a holistic picture of interrelated factors once managed separately. ‘We worked
together with Enviros to take our energy consumption, our energy spending,
and put it together with plant processes and our greenhouse gas impact to see
a complete picture’. BP’s Coryton site in the UK, a pilot for the enmanage team,
lowered its CO2 emissions by 40,000 tonnes at no cost through increased
monitoring and operational focus.

Unilever Canada

Unilever Canada was an enmanage project that focused on a culture change
process led by the team on site, which delivered a wide range of savings
through individuals recognising areas for improvement. They have achieved
over £1m ($3m CAN) pa of savings with an average payback of 6 months —
representing a considerable proportion of the sites utilities:

e Natural Gas use is down 39 %;
e Electricity use is down 24 %;

e Steam use is down 50 %;

e Air use is down 27 %;

o Water use is down 52 %;

e Over 100 individuals have contributed to the programme and are called
‘Watt Watchers'.

6.4 Dos and don’ts

The nature of the sustManage programme implies some ground rules which
need to be followed:
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Table 6.2. Some dos and don’ts

Dos Don'ts

e Plan, plan and plan again. e Don't dive straight into ‘doing’ without

e Ensure you have management commit-| 9etting full support & engagement from
ment fo the process at every level. If| seniorteam.

management are not engaged, then staff | e Don’t focus on technical fixes, informa-
will not follow. Don't progress with the | tion systems, etc. at the expense of
project until this is in place. people engagement.

e Ensure everyone in a ‘chain of com-|e Don't throw money at capital projects if
mand’ has a target — i.e. don't break the | you want sustainable improvement —
link of responsibility between top person| even the most efficient piece of kit can

and the shop floor. be badly operated.

e Ensure ownership lies with the opera-|e Don’t put into place monitoring without
tional staff. targeting and ownership of the target.

e Publicise the effort effectively using every [® Don't be afraid to ask stupid questions
available communications medium —time | — the best ideas come from challenging
& time again. the basics.

e Celebrate success & give public recogni- [ Don't use the wrong unit of measure: if

tion for individual contribution. people are motivated by money then
talk in those terms, if people are moti-
vated by reducing pollution then talk in
those terms.

e Measure your performance regularly but
ensure that you set targefts that are
achievable.

e Don't do it alone, it is always a team

e Recognise that change can be difficult —
effort.

persevere in the face of challenges.

6.5 Wrapping up

The reason for the methodology’s success lies in its ability to combine a ‘hard’
systems approach with a ‘soft’ people approach, thus providing operational
managers with both a carrot and a stick that will help them deliver sustainabil-
ity. The very considerable financial returns of a sustManage programme en-
sure site buy-in and the approval of hard-nosed financial personnel for whom
the sustainability agenda is not necessarily a priority. Finally, an emphasis on
measurable performance changes and creation of a culture of continuous im-
provements creates a process that is, in itself, genuinely sustainable.

Websites

www.enviros.com/sustManage

www.enviros.com/montage
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7.1 Introduction

The Molecule Model is designed to help firms integrate the concept of sustain-
able development into their strategies and day-to-day operations. The model (see
Figure 7.1) reflects the fundamental shift currently taking place in the debate on
sustainability and forms the basis for the development of a sustainable company.

The model is based on the following principles. Firstly, an acceptance of the
strategic role played by corporate social responsibility (CSR). The model com-
bines pointers for a long-term strategy with specific indicators paving the way
towards a concrete plan of action. It starts with the business owner’s conviction
that sustainability forms the core and anchor point in a renewed competitive,
distinctive and defensible position. In the current business environment, we be-
lieve that CSR is not just a necessity. It is also a personal choice and an inspir-
ing opportunity.

Secondly, CSR is part of a long-term process of societal and corporate devel-
opment. There have been three distinct waves of economic development to date:
the agricultural economy (during the period up to 1660), the industrial economy
(1660-1960) and the information economy (1960 to the present). A fourth wave
is now emerging: the sustainable economy, riding on a sense of urgency coupled
with new needs, demands and ambitions. This trend is fostered by the availability
of new, clean technology together with sources of alternative, sustainable energy.
There has been a shift in the past three decades away from ‘end-of-pipe’ solu-
tions based on limited investments towards systems and cyclical solutions based
on inter-company and community investments. In short, we are entering a period
characterised by an emphasis on renewal rather than repair.

7.2 The essence

The model consists of seven related key words that can be developed step by
step. It is symbolised by a molecule consisting of seven atoms. The model gives
companies a better understanding of sustainability, and helps them to define
their position and develop their strategy. In particular, it challenges firms to ex-
plore new business propositions.
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Renewing ‘

Integrating ”

Figure 7.1. The Molecule Model: A strategic model for developing a sustainable com-
pany (Folkerts and Weijers, 2004)

The model consists of the following ‘atoms’:

Restoring

The first atom is all about restoring the damage caused to natural, social and
economic capital and resources. Such doamage is caused because the wrong
choices were made in the past. Many current activities, such as reductions in
carbon dioxide emissions, still focus on the need to reduce damage. Although
this is a huge challenge in itself, restoration goes beyond that. More and more
business activities are being conducted with the aim of restoring natural and
social capital; these include the restoration of water quality, ecosystems, wet-
lands, etc. In the past, this was a cost-driven activity undertaken by govern-
ments and the public sector, but private firms are now gradually assuming re-
sponsibility for them and turning them into yield-driven activities. An example is
Scandinavian paper manufacturers, who plant more trees than are strictly nec-
essary for the purpose of paper production in order to reduce the amount of
carbon dioxide emitted into the atmosphere.

Another trend is for firms and public-sector organisations to cooperate in
performing restoration activities. For example, TNT and the United Nations
formed a partnership in order to set up a distribution network for the UN’s food
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aid programmes. Similarly, Unilever supplied the UN with consumer and mar-
keting information for its aids prevention programmes.

So restoring the damage caused to natural and social capital gives firms
more and new opportunities to develop new business activities and concepts.
This is why restoration has a place in strategic corporate dialogues.

Preventing

The second atom guarantees that no damage will be caused in the future. The
empbhasis is on preventing damage in the first place rather than on reducing the
amount of damage subsequently caused. This means that firms take account of
sustainable energy sources, efficiency in resource use, emissions, re-use and
waste when taking decisions on corporate strategy, technology, and product
and process design. For example, a firm may decide to use sustainable energy
resources (such as solar or wind energy) so that fossil energy resources are not
exhausted and so that no carbon dioxide emissions are produced. Herman
Daly, an economist formerly employed by the World Bank, has proposed the
following rules in the domain of resource efficiency:

e The quantity of renewable resources used each year should not exceed
the quantity produced by nature that year;

e The speed at which not-renewable resources are used should not exceed
the speed at which substitutes or sustainable resources become available;

e The quantity of polluting resources discharged into the environment should
not exceed the quantity which the same environment is able to process or
render harmless.

Whilst the above rules are not easy to apply, they are becoming increasingly
necessary in the light of the rapid pace of economic development and the de-
mand for resources emanating from Asian countries such as India and China.

Increasing

Increasing, the third atom, means exploring activities that simultaneously con-
solidate and increase the social, ecological and economic capital. The focus is
on identifying new business propositions and increasing the overall ‘cake’ with
respect to the different forms of capital instead of just shifting between them.
This may mean, for instance, making less profit but at the same time doing
more for the natural environment and people. The challenge is to increase the
aggregate yield in terms of people, planet and profit. This is illustrated by the
Hypercar project, which seeks to develop a completely new type of car that is
lighter and safer than current car designs and is fuelled by sustainable energy.
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An investment in a new fuel, hydrogen, utilises an inexhaustible resource, ap-
peals to new knowledge, skills, talents and technology and has an enormous
potential profitability. Thomas Gladwin (2000) claims that a stable society lives
from the ‘income’ generated by its primary supply of capital and should not
fully deplete that supply. He distinguishes four types of capital:

e Ecological capital: replaceable, cyclic, biological resources, processes
and functions;

e Material capital: irreplaceable or geological resources such as minerals
and fossil fuels;

e Human capital: knowledge, skills, health, safety, security and motivation;

e Social capital: the civil society, social cohesion, trust, values, norms and
justice.

The different types of capital should be complementary to each other and may
not replace each other. They should stay intact separately, because each one’s
productive power is dependent on the others’ availability. A sustainable society
organises itself in such a way as to assure its supplies of ecological, material,
human and social capital.

Integrating

Integrating, the fourth atom, supposes an ability to cope with different and par-
tially conflicting political views on sustainable development, i.e. liberal, socialist
and ‘green’ views. Paul Hawken et al. (1999) distinguishes three frequently en-
countered views on sustainable development:

e The ‘blue’ approach: espoused by supporters of a free market economy
that is capable of solving all problems, including those relating to sustain-
able development;

e The ‘red’ approach: adopted by supporters of a socialist model. They re-
ject capitalism and the resultant gap between rich and poor, and consider
sustainable development to be part of a wider structural problem;

e The ‘green’ approach: the greens perceive the world in terms of ecosys-
tems. They emphasise pollution, population growth and so forth. They
sometimes appear to care less about people than about animals.

Hawken c.s. advocate a ‘whiter” approach. Rather investing in the political de-
bate on the merits of the respective views, Hawken and his supporters opt for
synthesis, integration, coherence, respect and trust. They make use of all the
positive elements supplied by the various colours. Successful sustainable com-
panies focus on this integrated ‘white” approach.
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Renewing

The fifth atom represents the renewal of a firm’s philosophy, the introduction of
new business concepts and the relationship with the environment and stake-
holders. It focuses on new business principles. It results in a new identity and
a more proactive and open relationship with customers, employees, suppliers,
shareholders and human-interest groups. A knowledge of living systems and
natural principles leads to new insights, a new logic and other strategic choices.
This new approach has the following fields of application:

Combining different technologies, leading to the development of completely
new sustainable products and services. An example is the Hypercar project (al-
ready mentioned above), in which ICT, materials and fuel (i.e. hydrogen) tech-
nology are combined to produce a new sustainable car design.

From linear management to life cycle management. This means business con-
cepts that accept a responsibility for producing, selling and recycling materials,
including waste. For instance, a company called Interface takes back carpets
after they have been used by its customers, recycles them and sells them again.

From selling to hiring. Hiring products and services is more sustainable than
selling. Rifkin calls this a shift from a ‘possession society’ towards a ‘use soci-
ety’. Elekirolux, which hires out kitchen equipment instead of selling it, is an
example of this.

Sustainable product development. This includes measures based on the avoid-
ance of environmental damage, resource efficiency principles, extending prod-
uct lifetimes, re-use and recycling, and the use of renewable energy resources.

All these principles have many of the following aspects in common. They of-
fer advantages for both suppliers and customers, they improve a company’s
economic, social and environmental performance, they change market and
competition ratios, they result in new knowledge and employment and, finally,
they strengthen ecological and social capital.

Clustering

The sixth atom is clustering. This means intensive cooperation between firms:
vertically in the supply chain between suppliers, producers and customers,
and/or horizontally among firms supplying similar or complementary products
or services.

This cooperation may take place either in a particular region or at a global
level, within the same industry or among different industries. Clustering creates
opportunities for combined sourcing, shared facilities, joint innovation, com-
bined transport, matching supply and demand, using each other’s residual
products and overarching life-cycle management. For instance, glasshouse
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growers heat their glasshouses with the aid of residual heat or carbon dioxide
from a neighbouring factory. Clustering can help to reduce waste, energy use
and traffic congestion.

Valuing

The last atom is valuing, which means more than just money. Of course, profit-
ability remains important in both the short and the long term, but it is not the
only and predominant consideration. Profit is an important condition as well as
the result of a sustainable and defensible strategy. It is an indicator of success
that is visible in the viability of a firm’s day-to-day operations and in its value.

The emphasis on value and money is intended to make sustainable business
practices better balanced. Both short-term and long-term yields are important.
This means exploiting current activities as well as exploring and developing new
business propositions. That is the challenge for present and future profitability. It
also implies an awareness of the value of other, immaterial yields such as peo-
ple’s commitment and loyalty, social respect and reputation and the conserva-
tion of the natural environment. In short, it means governance for a wide variety
of yields.

7.3 Experiences

As a first experience, the model leads to an increasing awareness in a company
of the strategic importance of CSR. It helps both managers and employees to
understand sustainable development and gives them more fun as well as a
sense of purpose in their work. In addition, a dialogue with suppliers, custom-
ers, local society and government broadens their horizons and increases their
commitment to sustainable development.

Secondly, the Molecule Model forms a good starting point for developing or
renewing a firm’s strategy. By analysing the different atoms, a firm can make
better and more complementary strategic decisions and develop a unique mar-
ket position.

Thirdly, whilst working with the Molecule Model is inspiring, it can sometimes
be frustrating too. We encountered the following obstacles. Firstly, a narrowly
defined scope solely on economic and technological dominance prevents the
discovery of new values and yields. Secondly, legislation can discourage sus-
tainable activities and business propositions. Another obstacle is power struc-
tures, which can hamper the development of new sustainable activities. Finally,
existing infrastructures, for instance for energy supply, require large financial
investments and sometimes lead fo divestments. As a result, the process of in-
frastructural innovation takes time.
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The fourth and possibly most important experience is that sustainable firms
are always led by managers with a sustainable mindset. A leader’s influence is
undeniably great. Sustainable managers have a strong external orientation,
show respect for their employees, customers, shareholders and the environ-
ment, but are hard on anyone who hinders them in their quest for sustainable
development. Sustainable managers are curious, open, good at building rela-
tionships and starting a dialogue. They are ‘bridge builders’, connecting people
and cultures.

The atoms and the relationship between them are fundamental and make it
possible fo connect strategic decisions with operational activities.

7.4 Some dos and don’ts

Our Molecule Model is not a ‘how to’ model, but more a coherent set of key
words that can be used by firms in various ways and circumstances to find their
own path to sustainable business propositions. We are on the threshold of a
sustainable economy. Simple ‘how to’ approaches deny the wide variety in and
richness of sustainable development and hamper more than they encourage.
Having said this, we have often encountered the following five aspects when
working with customers:

e A description of the internal situation;

¢ Involvement of the firm’s external stakeholders;

e A desire fo integrate sustainability with corporate strategy;
e Carefully defined targets;

e Accountability to stakeholders and shareholders.

Using the model also means being alert to various pitfalls. It is important to try
and avoid:

e Going too fast;
e Falling back on old methods and systems;

e Overdoing, for instance by neglecting customers or the importance of
money;

e Waiting for other people to take the initiative;

e Developing ‘grand designs’ without consulting the people working on the
shop floor.
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7.5 Wrapping up

The Molecule Model for CSR represents a paradigm shift and forms a coherent
approach to sustainable development. It provides a starting point for a firm to
renew its strategy and redesign its operations, and hence to find and achieve
new, distinctive business propositions.

References

Collins, J. (2001). Good to great, London: Random House Business Books.

Cramer, J. (1999). Towards sustainable business, connecting environment and market,
Society and Enterprise Foundation (SMO).

Folkerts, H. and R. Weijers (2004). De winst zit in de opbrengst, naar een duurzame
economie, Assen: Koninklijke van Gorcum.

Gladwin, T.N. (2000). Strategie en de externe omgeving, een pleidooi voor duurzame
ontwikkeling, in: Mastering Strategy, Het Financieele Dagblad.

Hawken, P., A.B. Lovins and L.H. Lovins (1999). Natural Capitalism; the next industrial
revolution, London: Earthscan.

Rischard, J.F. (2002). High Noon — Twenty Global Problems, twenty years to solve them.
Basic Books, member of Perseus Books Group.

Websites

www.csreurope

www.rischard.net



Global Compact Performance Model

Ursula Wynhoven'

Key words: Principles, ethical framework, performance, implementation, tools.

8.1 Introduction to the model

This chapter is about the Global Compact Performance Model. The Perform-
ance Model is a kind of toolbox for responsible corporate citizenship. It pro-
poses a map to help guide businesses through the continuing improvement
process of implementing the Global Compact principles without distracting
from their other business goals.

The Global Compact is the United Nations” voluntary corporate citizenship
initiative in the areas of human rights, labour standards, the environment and
anti-corruption. It revolves around a set of ten universal principles derived from
instruments that enjoy international consensus: The Universal Declaration of
Human Rights, the International Labour Organisation’s Declaration on Funda-
mental Principles and Rights at Work, the Rio Declaration on Environment and
Development, and the United Nations Convention Against Corruption. The initia-
tive has two objectives: Making the Compact and its principles an integral part of
business operations and activities everywhere, and encouraging and facilitating
dialogue and parinerships among key stakeholders in support of the ten princi-
ples and broader UN goals, such as the Millennium Development Goals.

The United Nations Secretary-General launched the Global Compact at the
World Economic Forum in 1999 and the initiative entered its operational phase
in 2000. Companies initiate their involvement with a leadership commitment by
their Chief Executive Officer expressing support for the principles and the inten-
tion to implement them within the company’s own operations and activities. The
rationale for this requirement is our experience that effective organisational
change requires the support of the organisation’s leaders. With an explicit
commitment on the part of the company’s leadership, change agents inside the
company should find it easier and faster to make the necessary changes to im-
prove the company’s social and environmental performance. A study under-

' The author thanks Claude Fussler, Senior Advisor to the Global Compact Office,
who developed the Performance Model and on whose work this chapter is based.
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taken by McKinsey & Company in 2004 concluded that the Global Compact
had indeed helped to accelerate and ease change in a significant number of
participating companies.?

As a voluntary multi-stakeholder initiative, the engagement opportunities that
the Global Compact offers are dialogue, learning, partnerships, initiatives and a
variety of networks. From dialogue in 2002 on the topic of business and sustain-
able development with business practitioners, UN representatives, and represen-
tatives of civil society and labour organisations familiar with the Global Compact,
a degree of consensus began to emerge around what are the key elements of
business practice that are relevant to the process of internalising the principles.
Knitting together these elements, Claude Fussler, Senior Advisor to the Global
Compact Office, constructed the Global Compact Performance Model.

The Performance Model was built on lessons learned, including what the first
companies participating in the Global Compact felt, after more than two years
of working with the principles, had enabled them to begin the process of main-
streaming them within their own business operations and activities. One of the
most fundamental lessons was that the methods and terminology of the ‘total
quality management’ and ‘managing excellence’ approaches had proven help-
ful. Thus, the Performance Model was firmly grounded in this work.®> Other key
success factors identified were the presence of clear commitment and expecta-
tions from the company’s leadership, a high level of employee support for and
awareness of the principles, clear priorities, a favourable environment for the
stimulation of new ideas and business innovation, measurable targets for
benchmarking and communicating progress, ability to learn and adapt, and
preparedness to engage with the company’s various stakeholders.*

Because the ten universal principles are applicable everywhere and the
Global Compact is a global initiative, the Performance Model has been de-
signed to appeal to the widest number of businesses, from large multinational
corporations to small and medium sized enterprises, wherever they are based
or are operating, and regardless of their industry sector. Similarly, since the
Global Compact is open to companies at all levels of experience with respon-
sible corporate citizenship and it is a continuous improvement model, the Per-
formance Model does and must have a relatively low barrier of entry. Use of
the Performance Model is, of course, optional. There are other management
approaches and models that can assist with the process of implementing the
Global Compact principles.

Assessing the Global Compact’s Impact, May 11, 2004, McKinsey & Company.

In developing the Performance Model, Claude Fussler found the Malcolm Baldridge
Quality Award and the work of the European Foundation for Quality Management
particularly helpful.

C. Fussler, A. Cramer and S. van der Vegt, Raising the Bar, Creating Value with the
United Nations Global Compact, Greenleaf Publishing, 2004, p. 53.

3

4
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The ten principles of the Global Compact

The Global Compact asks companies to embrace, support and enact, within
their sphere of influence, a set of core values in the areas of human rights,
labour standards, the environment, and anti-corruption:

Human Rights

1. Businesses should support and respect the protection of internationally
proclaimed human rights; and
2. Make sure that they are not complicit in human rights abuses.

Labour Standards

3. Businesses should uphold the freedom of association and the effective
recognition of the right to collective bargaining;

4. The elimination of all forms of forced and compulsory labour;

5. The effective abolition of child labour; and

6. The elimination of discrimination in respect of employment and occupation.

Environment

7. Businesses should support a precautionary approach to environmental
challenges;

8. Undertake initiatives to promote greater environmental responsibility; and

9. Encourage the development and diffusion of environmentally friendly
technologies

Anti-Corruption

10. Businesses should work against all forms of corruption, including extor-
tion and bribery.

Figure 8.1. The ten principles of the Global Compact

8.2 The Global Compact Performance Model

The Global Compact Performance Model is composed of ten elements of busi-
ness practice (see Figure 8.2), each of which is represented by a separate seg-
ment of the diagram. It is a company driven continuous improvement process
that begins with the organisation’s vision and proceeds through each element
represented in the diagram below and then, based on the results obtained, be-
gins again taking on board lessons learned to make further improvements to the
company’s social and environmental performance. Each element has tools and
techniques associated with it, which the Global Compact has identified and
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Figure 8.2. The Global Compact Performance Models (Source: Claude Fussler, 2004)

catalogued, and which companies might find helpful as they move through the
process. Some tools and techniques are relevant to more than one element.
The search for tools that have proven to be helpful is ongoing. Although some
tools have been developed by and for the Global Compact, in general, rather
than ‘reinvent the wheel’ by developing new tools, the Global Compact typi-
cally makes use of the convening power and communications machinery of the
UN to leverage and promote proven tools and techniques developed by others.
Tool developers are also encouraged to incorporate the Global Compact’s
universal principles within their existing and new tools.

The elements can be divided into two categories: ‘enablers’ and ‘results’.
Enablers are the foundational elements that help create an enthusiastic, fo-
cused, winning organisation capable of achieving its vision. The remaining
elements — the results — define the key outcomes sought. The ten elements are:

Vision: This element involves integrating in the company’s vision (of how it sees
itself and what organisation it wants o become) a commitment to responsible
corporate citizenship. In addition to looking at the ten Global Compact princi-
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ples, this may include such efforts as reviewing major economic, social and
environmental world trends, understanding potential risks, undertaking scenario
planning and dialoguing with stakeholders, including employees, about their
expectations of the company.

Leadership: This step is about driving the revised vision throughout the entire
company. Commitment from the top to improve social and environmental
performance is crucial in effecting sustainable and effective change. Leadership
commitment is desirable not only from the highest levels of the organisation,
but also from the leaders of each team and function. For a leadership commit-
ment to responsible corporate citizenship to have its maximal effect, it must be
widely communicated throughout the organisation and beyond. For this reason,
the leadership of each Global Compact participant is expected to make one of
their first acts after engaging in the initiative to communicate the company’s
engagement to their employees. Leadership is also important in overseeing the
whole continuous improvement process. Momentum needs to be maintained
and, sometimes, tough decisions will need to be made. Increasingly, we are
seeing that some companies are treating responsible corporate citizenship as a
corporate governance issue and are establishing board level oversight for the
company’s efforts to implement the Compact’s principles. Effective leadership is
not necessarily a top down only affair. Dialoguing with stakeholders and listening
to others is important and may be a key indicator of strong not weak leadership.

Empowerment: Empowerment is about releasing the full potential of the organi-
sation’s people in line with the company vision and defining their role in rela-
tion to it. It is about organising, informing, showing, motivating, training, re-
warding, listening to, consulting, and trusting staff so that they can play their
role in helping the organisation to achieve its vision.

Policies and strategies: This element entails reviewing the company’s existing
policies and strategies and incorporating within them, or developing new ones
consistent with, the Global Compact principles. Some companies have inte-
grated corporate citizenship policies. Others have, or supplement these with,
specific policies and management guidance materials on topics such as human
rights and anti-corruption. Some companies post their corporate citizenship
related policies on the Internet and some websites collect company policy
statements, see, for example, the Business and Human Rights Resource Cen-
tre’s website (www.business-humanrights.org). These may be a useful reference
or starting point for a company updating its own policies. Some companies find
it fruitful to engage in stakeholder dialogue as part of the process of revising
their policies. Once policies are in place, it is crucial that they be rolled out
throughout the organisation so that all employees and other relevant persons
are aware of them and understand them.
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Resources: This step is about managing the means to implement the company’s
policies and strategies and equipping employees with what they need to
achieve their targets in a way that does not compromise the company’s com-
mitment to the Global Compact principles. It includes ensuring that financial,
human, informational and other resources are distributed in such a way that is
consistent with and will not undermine the company’s corporate citizenship
policies and commitments.

Processes and innovation: This element is about confronting dilemmas that may
be posed by implementation of the Global Compact principles and turning
them into innovative solutions and business opportunities. It includes under-
standing the key processes that can create improvements, setting targets and
communicating them throughout the organisation. A thorough risk and oppor-
tunity assessment may be particularly useful here.

Impact on the value chain: This step is focused on how the company manages its
relationships with its commercial partners, including its suppliers, and the influ-
ence and impact that it has on the operations and activities of these partners.
How suppliers and sometimes also customers conduct their business can have
a significant impact on a company’s own reputation, including how the com-
pany’s social and environmental performance are viewed. A company’s suppli-
ers and sometimes also its customers will often fall within its sphere of influ-
ence. Many companies take the step of communicating their corporate citizen-
ship policies and expectations to business partners. Some even incorporate
these into their contractual arrangements. Some companies review the social
and environmental performance of their suppliers using audits. Some go further
and assist suppliers to raise the level of their social and environmental perform-
ance through actions such as training and sharing of expertise.

Impact on people: This step is about the impact on the company’s workforce,
including employee morale, of its efforts to implement the Global Compact
principles. The general wisdom is that there is a positive relationship between
good social and environmental performance and the company’s ability to re-
cruit and retain high quality talent, as well as higher employee productivity.
Some companies conduct employee satisfaction surveys and/or hold dialogue
sessions with employees to obtain feedback on the company’s performance
and to help identify potential risks and dilemmas.

Impact on society: The impact of the company on the communities in which it
operates as well as society at large is also a key element of the Performance
Model. It is about how society perceives the company. Society here encom-
passes local communities where the company operates, civil society organisa-
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tions, rating organisations and others. It will typically be easier for a company
to operate smoothly and maintain its license to operate when local communi-
ties do not have a negative opinion of the company and instead feel that it re-
sponds favourably to their concerns and needs. Organisations that monitor so-
cial and environmental performance can affect, both negatively and positively,
the company’s operations and activities in a number of ways, including through
their impact on the cost of capital. Depending on the scale and nature of the
activities concerned, some companies perform impact assessments and use
community opinion surveys to help gauge their impact on society. Many com-
panies also study rating organisation’s reports and benchmarks.

Reporting: This step is about reliable measurement and communication of the
company’s economic, social and environmental performance. Specific meas-
urements that show actual performance are essential for ensuring continuous
improvement. The Global Compact has developed guidelines on how it expects
companies o communicate with their stakeholders about their progress in im-
plementing the Global Compact principles and introduced consequences for
companies that do not regularly communicate their progress. At least on an
annual basis, participating companies are expected to include the following in
their communications with stakeholders: (1) A statement of continued support
for the Global Compact from the company’s Chief Executive Officer, Chairman
or other senior executive, (2) a description of the practical actions that the
company has taken to implement the Global Compact principles during the
previous fiscal year, and (3) measurement of outcomes or expected outcomes
using, as much as possible, indicators or metrics, for example, those developed
by the Global Reporting Initiative.

Stakeholder engagement and dialogue is essential to effective use of the Per-
formance Model. In our experience, it is particularly relevant to the following
elements: vision, leadership, policies and strategies, impact on society, and
reporting. For example, the company’s leadership may decide to seek stake-
holder input as part of the process of evaluating its vision and then take the
input received on board in fine-tuning the vision. Dialogue with stakeholders
may also be fruitful in the context of reviewing existing company policies or de-
veloping new policies in areas such as human rights, labour standards, the en-
vironment and anti-corruption. Stakeholder dialogue is also important in under-
standing the actual and potential impacts of the company’s operations on soci-
ety, both positive and negative. Sometimes, dialogue with stakeholders can
also help a company to find constructive solutions to dilemmas that it is facing.
Finally, increasingly, many companies are involving a wide variety of their
stakeholders in the reporting process and in helping fo assess company per-
formance more generally.
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8.3 Experience with the model in practice

More than 2400 company participants from more than 85 countries are now
involved in the Global Compact’s multi-stakeholder effort aimed at underpin-
ning global markets with universal values to render them more sustainable and
inclusive. Global Compact participants and other stakeholders, often with the
support of UN agencies, have also established local networks in more than 40
countries to help carry forward the Global Compact at the country level.
Among other things, local networks engage in learning and dialogue activities
aimed at helping their participants implement the principles.

Companies that have signed onto the Global Compact are expected to work
towards implementation of the ten principles and to communicate with their
stakeholders on an annual basis about their progress. The accessibility and
relative simplicity of the Performance Model are particularly useful for companies
that do not know where to begin in translating the principles into practice. It
also helps organise and understand the myriad tools and techniques available
to help companies become more responsible corporate citizens.

In 2004, the Performance Model was used as the organising framework for
a publication called Raising the Bar — Creating Value with the United Nations
Global Compact, which is a comprehensive catalogue of tools, techniques,
case studies, information and other resources to help companies and other or-
ganisations implement the Global Compact principles. The Performance Model
was used fo contextualise available tools and resources. Each element of the
Performance Model is given its own chapter in the publication, which elabo-
rates the element and then outlines the existing tools and resources most rele-
vant to it. A multi-stakeholder editorial team comprised of individuals from CSR
organisations, UN agencies, and Amnesty International considered submissions
received from tool developers, providers and users all over the world for inclu-
sion in the book.

The framework of the Performance Model has also been employed in the
preparation of many Global Compact case studies about individual company’s
implementation efforts. These case studies are publicly available on the Global
Compact website: www.unglobalcompact.org. The framework has proven help-
ful in dissecting, for learning purposes, the major steps taken by companies in
internalising the principles. Many of the case studies have been included in
Global Compact publications, which are also available free of charge on the
Global Compact website.

In 2006, another publication will be released utilising the framework of the
Performance Model. This publication, a joint effort of the Business Leaders Ini-
tiative for Human Rights, the UN Global Compact Office and the Office of the
High Commissioner for Human Rights, will aim to promote learning around
how to implement human rights principles within business. It will be a free pub-
lication available for download on the Global Compact and BLIHR websites.
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8.4 Conclusion

The Global Compact Performance Model is a framework to systematically
guide companies in their ongoing efforts to implement the Global Compact’s
ten principles in the areas of human rights, labour standards, the environment
and anti-corruption. It evolved from analysis of and dialogue about company’s
actual experiences in trying to internalise the principles. From this analysis and
dialogue a degree of consensus emerged around what were the critical factors
for successful implementation of the Global Compact. Use of the Performance
Model is not mandated, but it has proven to be a helpful framework in under-
standing how companies are trying to implement the principles. The framework
has been used in preparing many case studies about Global Compact partici-
pating companies. The Performance Model may be particularly useful for com-
panies that are not sure where to start in embarking on the continuous im-
provement process that is a key expectation of engagement in the Global
Compact.
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9.1 The Model: Worker Empowered Voluntary Labour
Standards (WEV)

The labour standards conundrum is an intricate web of local government
regulations, trade agreements, international sourcing and globalisation. Western
NGOs and organisations developed voluntary labour standards as a means
to monitor working conditions in multinational corporations with suppliers in
developing countries. Although the progress of these standards in recent
years is a positive sign, the requirements of each standard are different. Addi-
tionally, all of these voluntary labour standards claim to uphold the core con-
ventions of the International Labour Organisation. Furthermore, these volun-
tary labour standards (VLS) rely on government enforcement of the labour
laws, a workers” understanding of their legal rights, and a strong set of occu-
pational health/safety regulations. However, these VLS commonly referred to
as ‘codes of conduct’ are largely designed by both U.S and European based
organisations without the input of the key stakeholders, the workers. Factory
workers are largely removed from the implementation and design of codes
that govern their working lives. This problem is compounded by a lack of pro-
fessionally trained ‘social auditors’ and the financial constraints which reduce
the thoroughness of each audit. Lastly, a successful programme to improve
working conditions requires the collaboration and support of workers, facto-
ries, buyers and government inspectors.

Although comprehensive in scope, the aforementioned systems of monitoring
voluntary labour standards fail to engender sustainable improvements or col-
laborate with workers in the process. The solution is a new system of Worker
Empowered —VLS (WEV), whereby workers participate in the monitoring and
improvement of workplace conditions. WEV requires that factories and brands
focus on educating the workforce to understand their rights under the specified
code of conduct and jointly contribute to long-term improvements in their work-
ing environment.
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9.2 The essence of the WEV model

Firstly, WEV is not another voluntary labour standard. WEV does not represent
any one standard or code, WEV attempts to encompass all applicable customer
codes through improved worker education. WEV simplifies the process of VLS
implementation by allowing workers to assist in monitoring their own working
conditions.
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Figure 9.1. Worker empowered voluntary labour standards

In order to implement WEV, the workforce and management need to under-
stand the intent of the particular standards set by their customers. Large gar-
ment factories often post codes of conduct for several Western buyers, which
confuse supervisory staff and workers. Additionally, the management must en-
sure that the internal policies and regulations do not conflict with the key ele-
ments of the codes.

Subsequently, the first task is how to communicate WEV to the workforce.
Professional auditors know that most of the factories certified under various
workplace standards tend to be particularly weak in terms of worker training
and worker representation. If workers are empowered under WEV they need to
understand the brand’s code and local labour laws. This undertaking requires a
substantial effort to transform factories into open-learning forums. Additionally,
the factories need to allocate budgets and time to conduct worker training.

Ultimately, WEV requires proper enforcement of government regulations,
consumer pressure, and a convergence of worker-centred codes to improve
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factory conditions in developing countries. Long-term relationships with multi-
national buyers, factory owners, and workers can provide incentives for im-
proved performance. These structural changes coupled with greater worker
participation will translate into sustainable improvements in the workplace.

The final challenge of incorporating the WEV system into the current monitor-
ing schemes is the availability of well-trained consultants, who can help to build a
bridge between management and workers. The principal task of these consultants
is to train management and workers to carry out a process of continuous im-
provements in working conditions. The implementation of continuous improve-
ments under this process requires additional support through funding, technical
support and incentives to the factories.

9.3 The implementation process: WEV in action

The bottom up — Top down approach

The first step in the process is sitting down with management to develop a mu-
tual understanding of the WEV approach. The factory management chooses a
team of management representatives and evaluates the varied VLS elements
required by their customers. Subsequently, the codes are incorporated into the
factory regulations and policies.

Secondly, the factory needs to accept the terms of the process. The third
challenge is for the factory to see this as a tool for effective risk management
and for the workers to understand WEV as a means whereby they can commu-
nicate grievances constructively and effectively.

Workers in the process

After the introductory meetings are conducted — a group of workers receive
training in the process and then are chosen through an election to carry out
various roles within the monitoring process. All meetings with the WEV Consult-
ant require the attendance of both the workers and management committee.
Together the staff decides how and when the first audits occur. At the onset the
team conducts an audit based on the designated code through worker inter-
views, a document review and visual inspections of the facility.

A key weakness of factories is their inability fo communicate code require-
ments to workers. Therefore a strong compliance programme requires the wide-
spread education of workers. By educating the workforce the factory can avoid
the recurrence of poor management practices and encourage workers to report
areas for improvement to the audit team at regular meetings. Subsequently, the
minutes of these meetings are translated info corrective actions on the factory
floor through the joint working team.
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In order to successfully implement WEV the support team sets objectives
based on the current compliance strengths and weaknesses of the facility. Once
these new objectives are set they are communicated to the factory manage-
ment. The successful remediation tasks are noted down and included in a
monthly or quarterly report.

Nuts and bolts

Both workers and management receive ongoing training on the three most im-
portant facets of auditing workplace conditions: basic human resource policies,
health/safety and local labour laws. Moreover, training is offered in areas of
particular weakness either through a WEV specialist or an external trainer in
more sensitive areas such as sexual discrimination and labour relations. If
workers and management have the opportunity to attend joint trainings, there is
opportunity for further dialogues and common understanding of each others
job functions. On top of the core subjects mentioned, trainings on productivity
and quality control are of added value to the WEV process.

The internal WEV audit

Once the proper mechanisms are in place, the WEV Team carries out internal
audits on a routine basis as set by the factory and workers. Different members
of the WEV Team are assigned to specified areas of the audit. The factory then
sets up audit teams made up of both management and workers. After carrying
out the physical audit and interviewing workers the teams report back their find-
ings to a central committee set-up specifically to act upon the findings. One of
the major challenges at this step is the so called ‘paternal leader’, for this rea-
son a comprehensive introduction of the process is integral to overall success of
the programme. Without appropriate buy-in from management WEV can easily
stall at this stage.

Total stakeholder commitment

The contribution of all stakeholders going forward shall bring about continuous
and sustainable improvements to the factory’s working conditions. Training and
technical support are the key to attaining continuous improvement. Further-
more, as cooperation between workers, management and buyers improve, the
factory sustains a high level of compliance without the assistance of outside
consultants or auditors. Lastly, as the programme becomes part of the factory
routine, the compliance process is no longer viewed as an added cost or an
unnecessary disruption of their production targets.
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Stakeholder participation and the development of WEV

The theory of WEV evolved over several years of audits and meetings with a
wide variety of stakeholders, which included workers, supervisors, factory man-
agers and compliance officers. Input from these key stakeholders provided the
foundation for WEV theory and its implementation in factories. These discus-
sions focused on the impact of voluntary labour standards on working condi-
tions, human resource practices, and compensation methods. Workers need a
living wage and management needs the productive labour of workers for their
long-term success. VLS provides a tool to measure and verify internal coopera-
tion (within an organisation) in cooperation with workers. The participation and
colloboration of workers in VLS presents an opportunity to provide benefits to
both workers and factory management. The development of a cooperative
monitoring programme utilises the knowledge of the real experts, the workforce.
WEV can be further defined as a method to bring workers into the process and
evaluate their own environment.

Initial experiences in WEV Implementation

The author had the opportunity to test portions of the WEV theory in Thailand in
2002, through a government supported project aimed to assist Thai garment
factories in acquiring certification in SA8000 and other voluntary labour stan-
dards. As various sections in the SA8000 standard refer to worker participation,
this presented a useful platform to engage management in this model. We de-
cided to initiate the process by suggesting the formal inclusion of workers as
well as management representatives from the onset of the programme. The
model was presented at three different factories over a six month period, we
requested that workers be present at all the training sessions and be involved in
the monitoring of working conditions.

9.4 Dos and don’ts

The following are recommendations on how to ensure the process is successful:

e Provide a detailed explanation to the factory management at the onset;

e Take time to write training materials in simple language that can be un-
derstood by participants with limited formal education;

o Use plenty of visual aids and photographs to accompany training materials;

e Plan the schedule in advance and have management sign off on the train-
ing dates;
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e Conduct an evaluation of working conditions in the factory prior to the
start of the programme;

e Develop role-play exercises, which allow the factory management to bet-
ter understand the workers perspective.

The following are ‘don’ts’ seen from the perspective of the participating con-
sultants:

e Do not assign employees to the VLS committees who are too busy with
other tasks and cannot regularly attend training sessions;

e Ensure the factory does not send mainly administrative and human re-
sources staff, their must be a considerable share of production people;

e Make sure the factory management does not exclude the actual workforce
from the committees;

e Do not force workers paid on a piece rate to attend as participation
means lost wages (fry fo get management to ensure them adequate com-
pensation for training time);

e The management may be concerned that the monitoring committee might
transform itself into a trade union. Ensure to explain the process to them
thoroughly;

e Do not rush the process, it takes at least 3 months for most factories to
make substantial improvements.

The points above further emphasise that the overall success of WEV lies in the
initial introduction of the programme. Factory management needs to thor-
oughly understand the objectives of the programme and must encourage the
participation of their employees at all levels. Otherwise, the process offers noth-
ing different from the plethora of codes that fail to engender sustainable
improvements in the lives of workers.

9.5 Facing the challenge

Firstly, the multinational corporations participating in these monitoring schemes
need to take a greater financial responsibility. Under VLS and government in-
spection systems, factories rarely receive more than one audit per year, unless
of course if there are multiple U.S. or European buyers involved. To develop a
programme where workers are trained to monitor and report on their working
environment requires funding for multiple visits by highly skilled trainers.
Factories also need to allocate resources for an individual who can desig-
nate a sufficient part of their working hours to support the WEV system. The
individual or team in charge of maintaining and improving working standards
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in the factory needs to closely cooperate with line workers, supervisors, man-
agement and the WEV Team. This process requires the resources to educate
and disseminate the programme to the workforce.

In summary, internal monitoring through strong worker-management teams
can add value to the firm. A process of Worker Empowered-VLS can reduce
accidents, decrease turnover, increase productivity and improve the quality of
output. The success of the WEV approach depends on the support of buyers,
management, government officials, and workers.

Although this paper advocates Worker Empowered —Voluntary Labour Stan-
dards, the possibility of its widespread implementation will require a dramatic
paradigm shift in the actions of all the key stakeholders. A joint consensus of
key stakeholders is necessary in order to implement new methods of monitoring
and improve workplace conditions. While NGOs, academics, and activists
criticise formal VLS programmes, there are no other formal structures available
that can obtain the financial support of the major brands, buyers, and market-
ing companies.

In conclusion, an improvement of working conditions is best served by
proper enforcement of government regulations, consumer pressure, and a con-
vergence of codes of conduct in multinational supply chains. Furthermore,
these factories depend on long-term relationships with multinational buyers,
and financial incentives for improved labour standards. The current process of
outsourcing is based on a lack of commitment with short-term profits as a driv-
ing force. The purpose of WEV is to establish a set of norms for labour prac-
tices with the involvement of local actors through a cooperative and self-
sustaining system. Lastly, WEV empowers workers and factory management to
jointly evaluate and improve working conditions under the guidance and sup-
port of their multinational buyers.
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10.1 Introduction

Tourism is one of the world’s largest industries, increasingly promoted as an
engine for development and poverty alleviation. According to the World Tour-
ism Organization (WTO), a UN specialised agency and leading organisation in
the field, tourism represents approximately 7 percent of worldwide exports of
goods and services. This share increases to 30 percent when considering ser-
vice exports exclusively.

This paper presents a model for corporate social responsibility (CSR) created
to integrate human rights issues in sustainable tourism, through public-private
partnerships between the industry, non-governmental organisations (NGOs)
and international governmental organisations (IGOs). The experience with the
model in practice is described in a case study presenting a voluntary code of
conduct adopted by the industry to prevent child sex tourism.

10.2 A model of inter-stakeholders’ partnerships against
child sex tourism

How the model works and what it does

At the core of the model presented is the tourism sector’s acknowledgement of
accountability on the human rights impacts of its operations. The tourism indus-
try is not accused of fomenting development of abusive situations. However, the
private sector is asked to react against the use of its networks and establish-
ments in circumstances leading to human rights abuses, such as in the case of
child sex tourism.

Responsibility of the tourism sector in this field has been defined as direct, or
indirect, potential. Direct responsibility corresponds to those businesses who
knowingly publicise, promote, and receive sex tours, as well as to the operators of
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establishments and premises where abusers meet and sexually exploit children,
namely, accommodation facilities, entertainment centres, leisure areas, etc. Tol-
erating such activities implies complicity and complacency of the private sector.

Indirect or potential responsibility also corresponds to tour operators, travel
agents, other carriers and airlines, who become aware that they are used as
vehicles carrying declared or potential sex offenders to the destinations.

The model for socially responsible behaviour calls for a public commitment of
the company to support awareness raising, and to have a preventative approach
to situations of abuse. This is particularly called for in poor countries of the devel-
oping world. The model intervenes at key points within the tourism supply chain,
and sefs in place tools empowering the private sector to prevent child sex tourism
while simultaneously improving the quality of the tourism product.

This process takes place at different levels in the tourism supply chain (see
Figure 10.1):

e At corporate level, through ethical policies and staff training;

¢ In relation to suppliers, by introducing specific clauses in commercial con-
fracts;

e In relation to the customers, through awareness raising and by providing
relevant information;

e In relation to civil society, by empowering local stakeholders through di-
rect capacity building and annual reporting.

Company - » Annual Reporting |
tour operator, hotel, [ I
travel agent
Ethical Policy
Clients Product
tourists, travelers Tourism destination

Information, Awareness » Empowering local

F

community leaders
Staff Suppliers
tour operatar, hotel, tour operatar, hotel,
travel agent travel agent
Training Clauses in contracts

Figure 10.1. Operational framework
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Under this operational framework, distinct competencies of various stake-
holders are brought together to address a grave human rights issue in a coor-
dinated manner. Implementation activities take place both in originating (tour-
ism sending) countries, and in destination (receiving) countries (see Figure
10.2). Monitoring of the model is facilitated by a multi-stakeholder, coordinat-
ing body of international standing, which is supported by the leading IGOs
working on the child sex tourism issue.
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Figure 10.2. Institutional stakeholders playing a role in the implementation of the model

Development of the model and its current status

This system of public-private partnerships started with implementation in Scan-
dinavia, and expanded to other tourism-sending European countries during
2000 — 2004. The model was introduced in North America in 2004 and in
Japan in 2005, and there are ongoing actions for testing it in Eastern Europe
with the support of the Organisation for Security and Cooperation in Europe
(OSCE). Over 250 companies, including tour operators, hotels and travel
agencies from 21 countries are currently implementing this framework world-
wide. Companies engaged in this process include both large, well-known
brands such as Accor, CarlsonWagonlit, Radisson, TUI, Kuoni, etc., as well as
small local hotels or travel agents. This expansion was possible through a proc-
ess of knowledge transfer and dissemination that followed two different paths: a
corporate and an NGO path.

The corporate path focused mainly on transfer of knowledge intra-company,
across borders. Multinational companies that had positive experiences with the
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implementation of the model in one country were able to transfer this know-
how in other destinations. For instance, Accor Hotels Asia, starting from the
pilot implementation of this model in its Accor Bangkok Hotel in Thailand,
moved then to expand training and awareness to Accor staff in Laos, Vietnam,
Sri Lanka, Dominican Republic, Mexico and French Guyana.

The NGO path focused mainly on capacity building in tourism destinations.
Consultations, seminars, training sessions and visits, were carried out in desti-
nations in the process of monitoring the implementation of the model. Experts
from tourism-sending countries went to destinations in tourism-receiving coun-
tries in order to review the effectiveness and create local know-how. Often,
when the suitable political and social factors were in place, awareness cam-
paigns originating abroad were subsequently pursued independently in the re-
ceiving country by NGOs, local or national governments.

This model was internationally recognised as a successful approach to CSR
in tourism, being awarded in 2003 with the British Airways Tourism for Tomor-
row Award in the Large Scale Tourism category. More than 30 million tourists a
year are using the services of a tour operator engaged with this model of pre-
venting child sex tourism.

10.3 Application — the case of child sex tourism

Commercial sexual exploitation of children in tourism (SECT) also named child
sex tourism, is a global phenomenon and an international crime, making it the
object of extra-territorial legislation. An estimated 2 million children enter the
multi-billion dollar commercial sex trade and are forced into commercial sexual
practices every year according fo the United Nations Children’s Fund (UNI-
CEF). This exploitation occurs in all countries, mainly in South-East Asia, Latin
America, Africa and Eastern Europe. The Western world accounts for the great-
est demand for child sex.

For political reasons and image concerns, and despite its visibility, SECT of-
ten occurs without governments’ reaction in many developing countries. Fur-
thermore, corruption, poverty and insufficient law enforcement undermine the
capacity of governments to confront the problem. On the other hand, the tour-
ism industry is represented in most of the world’s cities, providing visitors, and,
hence, potential child sex-tourists with access to its infrastructure, transport, ac-
commodation and services. Even though statistics and anecdotal evidence indi-
cate that the largest portion of the child sex trade caters to local clients, the
incidence of tourists from industrialised countries travelling to developing coun-
tries for SECT is a very visible part of the problem.

SECT was defined at the first World Congress against Commercial Sexual Ex-
ploitation of Children in 1996 as the ‘sexual exploitation of a child by a person
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or persons who engages in sexual activities with a child while travelling away
from their own country or region’. An Agenda for Action was adopted, including
the recommendation of ‘mobilising the tourist industry and the business world so
that their facilities and networks are not used for the child sex trade’. A number of
tourism bodies responded to this recommendation by issuing statements and in-
ternal guidelines and other types of self-regulatory policies.

Case Study: A CSR model to prevent child sex tourism through an industry code
of conduct

The framework created for the implementation of a CSR model addressing
SECT was a voluntary code of conduct. The Code of Conduct for the Protection
of Children from Sexual Exploitation in Travel and Tourism (the Code), was ini-
tiated in 1998 by the non-governmental organisation ECPAT with the support
of the industry, the WTO and UNICEF. The Code implementation requires di-
rect collaboration between the tourism private sector and national NGOs with
children’s rights expertise, with the support of the competent IGOs. The roles of
the different participants in the Code model are:

The tourism industry

Building on the assumption that the tourism industry is directly interested in the
long-term development of destinations, the sector is called to sign the Code,
and accept its monitoring by an international supervisory body. Companies
adopting the Code commit to: Establish corporate ethical policies against
SECT; educate and train their personnel both in the country of origin and in
destinations; introduce clauses in the contracts with their suppliers, stating a
common repudiation of SECT, provide information to travellers by means of
catalogues, brochures, posters, in-flight spots, ticket-slips, websites, etc., liaise
with local “key persons’ such as community leaders and authorities in destina-
tions; and report annually on the implementation of these criteria.

NGOs with children’s rights expertise (ECPAT)

ECPAT was established in Asia in 1990 as a response of local social workers
and activists to the child sex tourism phenomenon. The acronym initially meant
‘End Child Prostitution in Asian Tourism’, and stands now for ‘End Child Prosti-
tution, Child Pornography and Trafficking of Children for Sexual Purposes’.
ECPAT is today a network represented in 65 countries. ECPAT groups or other
NGOs currently provide children’s rights training and assistance in implement-
ing the Code by the tourism industry in their countries and abroad.
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IGOs in the fields of tourism and children’s rights (WTO and UNICEF)

The ‘Tourism Bill of Rights and Tourism Code’, adopted by the WTO General
Assembly in 1985 contains directives specifically addressing SECT. Following the
1996 World Congress, WTO proceeded to create an international Task Force
against commercial sexual exploitation of children. Since 1997 the Task Force
was engaged in an international awareness campaign seeking to ‘prevent, un-
cover, isolate and eradicate the exploitation of children in sex tourism’. UNICEF,
the UN agency working to protect children’s rights in the framework of the UN
Convention on the Rights of the Child became a supporting organisation in
2004, following the launch of the Code in North America. In a ceremony held in
the presence of HM Queen Silvia of Sweden and US government officials, the
Carlson group, owner of the well known Radisson and Carlson Wagonlit brands,
was the first North American company to adopt the Code. The tourism private
sector together with ECPAT, UNICEF and the WTO form an international multi-
stakeholder group, the Code Steering Committee. This body is funded by UNI-
CEF and its task is the global monitoring of the Code development.

10.4 Dos and don’ts in the implementation of the model

The framework presented requires establishment of direct relationships between
the tourism private sector, NGOs and IGOs. Factors such as insufficient fund-
ing, lack of knowledge, reciprocal suspicion, misconceptions, tremendous dif-
ferences in work capacity, in work style and in the understanding of the prob-
lem, have often interfered negatively with the outcomes of the implementation.
Clearly, all partners benefited from the experience by developing, or getting
access to new knowledge. Lessons learned include both positive recommenda-
tions (‘Dos’) and negative ones (‘Don'ts’).

Dos

Engagement of IGOs at the highest level was a key component in determining
national governments to approach a highly sensitive topic such as that of child
sex tourism. The role of national NGOs was critical in initiating the process and
in catalysing follow-up activities. However, a formalisation of the model espe-
cially in developing countries relied on the engagement of IGOs, leading sub-
sequently to political support and resource allocation by the national govern-
ments.

Existent national — international affiliation relationships helped create a dom-
ino effect for the model dissemination. Individual countries are members of the
WTO, UNICEF country offices respond to headquarters, and individual tourism
companies are members of sector specific umbrella organisations. These rela-
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tionships created effective leverage mechanisms for atftracting more companies
to join the model.

Working intensely with multi-nationals also maximised the international im-
pact and the expansion of the model. The most influential tourism players are
companies operating globally. Their activities in one country were easily replic-
able elsewhere through the mother-company management structures and cen-
tral headquarters. Furthermore, as key players know each other well, they often
have formal or informal regional operation agreements in place, leading again
to coordinated action on implementing the model in specific destinations.

Pilot projects that started with one large industry partner attracted other local
businesses more easily and built up momentum faster, as compared to projects
that started by incorporating small or medium-sized individual businesses.

Proper understanding of the business by all model partners facilitates com-
munication and agreement on common goals. While this may seem obvious,
the experience with this model showed that often NGOs and the private sector
don’t have a good understanding of each other’s roles and operations. Agree-
ments commonly used in the industry — franchising, management contracts,
brand rights, etc— require the modification of the model accordingly, and con-
sequently a degree of flexibility and adaptability from all partners.

Don’ts

Deficiencies in the implementation of this model were mostly related to circum-
stances such as excessive reliance on a single partner (tour operator, hotel or
NGO) in some destinations, and the dependence of the success of the imple-
mentation on the local political context.

Another major challenge at all times was the insufficient financial capacity
for monitoring and evaluating the implementation in destinations.

10.5 Conclusion

This paper presented a CSR model of public-private partnerships created to
advance a more comprehensive approach fo protection of human rights issues
in tourism. This framework allowed development of know-how that did not exist
previously within the industry, and provided for the private sector reaction to an
emerging issue franscending the usual sector boundaries. The challenge high-
lighted in the testing of the model was the need for balancing between flexibility
in implementation at national level, and maintaining consistency of the interna-
tional conceptual framework. The experience with its implementation until now
shows that it is possible for the tourism private sector to effectively answer a real
need of society in trying to curb the problem of child sex tourism, and in a



A Model for Multi-stakeholder Partnerships on Human Rights in Tourism 89

wider context, to improve protection of children’s rights in destinations. The key
achievement of the model was the re-evaluation, and in some countries the re-
shaping, of the relationships between the tourism industry and civil society. In
this sense, this experience is also relevant and possibly replicable on other hu-
man rights issues within the UN Millennium Goals and UN Global Compact
agenda.
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11.1 Introduction

Public private partnership

Public private partnership (PPP) is a cooperative approach between the public
and private sectors. Such partnership mechanisms have been widely used
around the world to promote the development of infrastructure, public utilities
and services. In some cases such as ‘Build-Operate-Transfer (BOT)’ projects, a
public private partnership can be seen as a socially responsible investment pro-
viding enterprises with an opportunity to both obtain a return on investment and
contribute to society.

The Guangcai Model

The name of the model comes from a Chinese poverty alleviation programme,
which promotes multi-sector cooperation between entrepreneurs, governments,
non-governmental organisations and farmers to reduce poverty in rural areas.
In essence, the Guangcai Model is a partnership between public and private
sectors. In this partnership, each actor assumes a unique role. The company is
pivotal in the Guangcai Model. lts contribution includes:

e Providing high quality materials such as seed, implements, etc. to farmers;

e Transferring practical know-how, technology and ensuring appropriate
training;

e Purchasing farmers’ products for a pre-agreed fixed price.

Farmers produce their goods using both their own resources (e.g. farmland)
and implements (e.g. modern farming tools) provided by the company. Im-
proved knowledge and skills provided by training help increase productivity and
reduce losses caused by diseases and pests. After the harvest, the farmer has
an assured market for his/her crops at a pre-agreed price. The government acts
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as a bridge builder and coordinator between the company and farmers. On the
one hand, it is responsible for atftracting and inviting entrepreneurs to invest in
the project. On the other hand, it helps the company organise and manage the
farmers in carrying out all aspects of the farming operations. Typically, it can
also assist the company by providing and enabling environment and/or prefer-
ential conditions.

The non-governmental organisation (NGO) acts as a facilitator both promot-
ing the creation of PPP projects and providing added value in their manage-
ment. However, the major tasks and prime focus of the non-governmental or-
ganisation are in the areas of monitoring and mediation.

11.2 Essence of the model

Shared comparative advantages

The Guangcai Model provides a public private partnership that is well devel-
oped and functions effectively. The key success factor is that in the model, the
comparative advantages of each participant are used and the overall responsi-
bilities and risk allocation are optimally distributed between the public and pri-
vate sectors. A cost-benefit analysis for each partner provides a useful illustra-
tion to better understand the model and its power (see Figure 11.1).

As participating in the Guangcai project does not significantly increase fixed
costs, a company in the Guangcai Model is not only able to increase its profits
but also gains additional benefits. These benefits include:

e Access to government support: subsidies, tax reduction, reduced interest
rate loans and an appropriate infrastructure;

e Political recognition and an enhanced reputation which can reduce politi-
cal and business risks;

e Decreased cost of information gathering and communication as a result
of the support from the NGO.

Farmers gain income predictability and assurance, optimised profitability over
the long term as well as reduced risk thanks to income guarantees and access to
the broader market resulting from the company’s support. Furthermore, farmers
can get technical services and useful support which help increase their productiv-
ity. In the Guangcai Model the farmers only generally invest in labour and land.
For the government, the following benefits accrue. Through the Guangcai
approach, the government not only achieves its objective which is to develop
areas in need but can also leave the private sector to deal with market risks. The
government eliminates or reduces a whole series of operational and manage-
ment costs which it passes on to the company. Experience shows that business
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Figure 11.1. The Guangcai Model

is better able to manage market opportunities and risks than the government. In
the Guangcai Model, the key responsibility of the government is to provide an
enabling environment for the private sector through tax concession, favourable
credit facilities and an adequate infrastructure.

As for the NGO, normal cost-benefit analysis is not applicable as its goals
are established in terms of social contribution rather than profits. In the Guang-
cai Model, NGOs are working toward their appropriate goals and are making
a definite contribution toward sustainable poverty alleviation. Its costs are
mainly for communication, operation, pre-project assessment and post-
evaluation. Compared to the value added of the entire project, these costs are
not significant.

Key elements ensuring success

The model demonstrates a sound partnership arrangement between public and
private sectors. To ensure success, three elements are necessary.

The first element is information symmetry. The poor in rural areas are often
adequately endowed with natural resources and social capital but lack financial
capital while capable urban business leaders may have significant financial assets
but are often not aware of economically and socially sound projects where their
funds could reap multi-dimensional returns. Around the world, this information
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gap is one of the prevalent reasons for poverty in rural areas. It is only when such
a gap is overcome with an efficient and effective connection or bridge that the
comparative advantages can be used to help regional development.

Who bridges the gap? In the Guangcai Model, the public sector, i.e. the gov-
ernment and the NGO assume that role. Both have nationwide networks which
they can use to collect sufficient, high quality information. This enables them to
understand the potential and limitations, the assets and needs of each partner.
The results of their research can provide an effective platform for potential part-
ners to meet and explore possible cooperation.

The second element is incentive. To ensure appropriate and responsible cor-
porate behaviour an effective incentive mechanism is essential. Without appro-
priate incentives, it is difficult to see how the model can be successful. For in-
stance, philanthropy or charitable donations are helpful in the alleviation of
acute hardship, but they are by their very nature not sustainable and sometimes
can even damage the fragile dignity of the recipient. The sad results of the bil-
lions of dollars poured into Africa in the form of aid published in the Millen-
nium Development Goals reports are a clear indication of the fact that this ap-
proach neither ensures access to basic necessities nor provides the basis for
sustainable economic, social and environmental development.

Therefore, it appears that appropriate incentives are an important if not es-
sential factor in encouraging corporations to invest while at the same time
guaranteeing the sustainability and effectiveness of investments by combining
sound business goals with the objectives of poverty reduction. The Guangcai
Model provides a clear demonstration that each participating partner can find
its own incentive: the government and NGO achieve their goals in terms of
social development; the company makes profits; farmers earn considerable
income and all increase social capital. What is more, the farmers learn they
can rid themselves of poverty through their own efforts and business learns that
investments with a high social pay-back are also good business. These results
and the derived learning not only motivate the partnership but provide exam-
ples for others to explore similar approaches.

The last element is monitoring. Monitoring and the feedback it provides to
the partners is important not only to ensure that all participants adhere to the
agreed rules but that they also identify potential problems and opportunities
and use the information to find ways to improve the performance of the overall
approach. For example, in the Guangcai Model, both the company and farmers
face the risk of default by the other. A change in market prices for products could
result in o company reneging on its purchase commitment to the farmers.
Equally, the farmer might refuse to deliver the harvested crop to the company as
contractually agreed. The involvement of the public sector can help ensure com-
pliance and avoid default behaviour. As coordinators, the government and non-
governmental organisation can use their information systems and market knowl-
edge to warn of potentially dangerous situations. Their understanding of both the
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company and the farmers ensures that they can consistently and accurately moni-
tor relevant developments and provide mechanisms and support measures to
ensure compliance with the partnership agreements and if necessary fo initiate
timely corrective action. In addition, the NGO can play a vital role by monitoring
the government authorities to prevent and deter any form of unfairness and/or
corruption. In short, the Guangcai Model helps to reduce the overall business
and legal risks and greatly increase the potential for smooth and profitable coop-
eration between the company and farmers.

11.3 Experiences

The Guangcai Model has evolved based on the successful Guangcai Pro-
gramme created by ten Chinese entrepreneurs in 1994 aimed at reducing pov-
erty in the poorest areas of China with socially oriented, profit-generating in-
vestments in sustainable enterprises in these regions. In 1995, the Guangcai
Programme established its own organisational set-up under the name of the
China Society for Promoting the Guangcai Programme (CSPGP). Various key
stakeholders participate in the Guangcai Programme including the central and
local government authorities, non-profit organisations, such as CSPGP, the All-
China Federal Industry and Commerce (ACFIC), private enterprises, and farmers.

The Guangcai Programme has developed a unique framework for partner-
ship between investors and beneficiaries which is usually referred to as the
Guangcai Model. Within this framework, investors and beneficiaries create le-
gally binding contracts which clearly define the roles, responsibilities, rights and
obligations of each participant as well as the expected benefits and synergy. In
addition, the participation of the Government and the CSPGP ensures that in-
vestors have access to various subsidies, less political risk, as well as lower
costs for information gathering and dissemination.

The original work programme of the ten pioneer business leaders envis-
aged ten projects, with the development of ten different sources of funds and
training for one hundred people every year. However, the achievement of the
Guangcai Programme far surpassed this original plan. By 2003, over 10,000
Guangcai projects had been started and had helped to free approximately
4.5 million Chinese people from the constraints of poverty by providing op-
portunities for employment, personal development, better health care and
dignity. By promoting investment in sustainable enterprises, job creation and
infrastructure development in the poorer regions, the Guangcai Programme is
also helping smooth regional disparity in China and is contributing significantly
towards increasing the quality of life of people in the western parts of the country.
The Guangcai Programme and its significant contributions have been well re-
ceived by the Chinese Government, as well as by the international community.
This fact was underlined in 2000 when the United Nations granted the CSPGP
the consultative status at the Economic and Social Council of the United Nations.
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11.4 Dos and don’ts

Development steps

Today, the Guangcai Programme in China is the product of a ten-year devel-
opment and learning process. The programme cannot be replicated and the
model cannot be used without going through a series of developmental steps
and a learning process. A possible approach:

Gather and share information on the Guangcai programme and prepare re-
views of a broad range of potential projects. These reviews should ideally be
carried out in the field so that all the programme participants gain a deep un-
derstanding of the programme as well as potential opportunities and chal-
lenges.

Once this has been done, define and implement pilot projects. Two or three
pilot projects should be enough to provide valid experience from which to build
a formal programme definition and operating approach.

Once the pilot projects have been completed and analysed by all the par-
ticipants and the programme adjusted based on this analysis, it is possible to
consider additional projects with greater scope.

Involvement of public and private sectors

As the Guangcai Model is based on the concept of a Public private partnership
(PPP), the public as well as private sector must be involved in creating the
framework for cooperation otherwise the shared comparative advantages will
not be realised. In this model, the company and the government are the two
critical partners. The former brings in business thinking while the latter helps
reduce non-market risks. In some countries, government-organised or govern-
ment-related organisations sometimes assume the roles of the government.

Network

To achieve information symmetry, a comprehensive network is important.
Therefore, to replicate the Guangcai Model, it is necessary to ensure the devel-
opment of a purposeful and heuristic network. One effective approach for con-
sideration is cooperation with the government and utilisation of existing territo-
rial or functional networks. The function of the local agencies is to be an informa-
tion and support hub, therefore they do not need to be very big or cumbersome.

Applicable fields

Basically, the Guangcai Model can be applied to resource-based or labour-
based industries and should support social development. That is because (1)
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farmers’ contribution would be more significant in such circumstances, (2) areas
where such industries are located are usually less developed not only in eco-
nomic terms but also in terms of entrepreneurial and business acumen, and (3)
the government will be keen to support the project if it can promote regional
development and through this make progress in poverty reduction. Conse-
quently, the Guangcai Programme should serve as a model for development
and not for duplication.

11.5 Conclusion

The Guangcai Programme provides a realistic model that demonstrates the
potential of corporate social responsibility based on public private partnership.
The essence of this model is a well-conceived and organised partnership that
capitalises on shared comparative advantages as illustrated in Figure 11.1.
Three key components are essential for success: information symmetry, appro-
priate incentives and effective monitoring. This model has been extensively
tested in China and has made significant contributions to economic and social
development which has in turn resulted in large scale poverty alleviation. The
Guangcai Model is gaining in significance as it is fully integrated into China’s
overriding goal to build a ‘Xiaokang society’ which strives for economic, social
and environmental wellbeing for all. Based on the results achieved in China, it
is felt that the Guangcai Model can be used around the world as a basis for the
development of public private partnerships that in the words of Kofi Annan:
‘reconcile the creativity of business with the needs of the disadvantaged and the
requirements of future generations’.
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12.1 Introduction to the model

In India, the concept of CSR has been mostly confined to the realms of em-
ployee welfare. Industrial firms like the Tatas and the Birlas have played pio-
neering roles in taking care of their employees- building residential colonies,
schools, hospitals and temples. This was in the early part of the twentieth cen-
tury. The Tatas worked on community building (through integrated townships
and self-employment schemes) while the Birlas focused on building educational
institutions for primary and secondary schooling. However, the focus of the rest
of the business community did not change much until the last decade. Liberali-
sation of the Indian economy in 1991 brought in a flood of multinationals.
Concepts like CSR became more important. After 2000, CSR started making it
to the covers of business magazines and an awareness of how CSR can be stra-
tegically important to companies started to grow. Part of the credit goes to ex-
tensive research carried out by NGOs, often funded by multilateral agencies
like the UN. Going beyond random philanthropy, companies started to look at
areas where they could contribute significantly to the social development proc-
ess in a long-term and sustainable way. Various models have been adopted to
link company business with existing programmes. The country’s emerging IT
giants are taking a lead in the effort. Infosys, Wipro, Tata Consultancy Services
are some of the top IT players. All of them have focused on CSR and on educa-
tion in particular. Being in the knowledge industry, education may have been
their obvious choice. To understand the decision process underlying most of the
strategic CSR initiatives, it may help to look at a typical model (see Figure 12.1).

12.2 The essence of the model

Companies first identify areas where they can contribute knowledge and exper-
tise. This is a paradigm shift from earlier trends of allocating a percentage of total
revenue to schools, hospitals or community development. Based on knowledge



98 Subhasis Ray

_Company identifies Decides application Use§ stakeholder
its competence area | —» e —_— dialogue to
for CSR fine-tune project

T

Company moves to
new project/geography

T ,,

Company withdraws
after project reaches | <€——
critical mass

Defines guidelines Monitors &
for future use/r review progress

Figure 12.1. Process flow chart for the learning centre project

resources, companies are able to focus on areas where they have compe-
tence. Often these areas help to improve the competitive context of the
company. Dialogue with stakeholders identifies the methodology and review
mechanisms. Here communication plays a vital role to keep stakeholders
informed of the company’s current activities and future plans. Done in isola-
tion, CSR projects become the corporate showpieces with little long-term
value. The Indian experience shows many innovative initiatives that have
failed to take off to the next level. In this model, periodic review and defining
guidelines are of critical importance to give momentum to the project. How-
ever, it is the last step in the process that is the most challenging: how to
make the project stand on its own, i.e. can there be a viable revenue model?
Indian banks have often looked at bad debts from farmers as part of the so-
cial cost of operation. It took a Grameen bank in Bangladesh to change the
model and make micro-financing a viable business. In CSR project man-
agement, this is a big challenge. Once a CSR initiative starts generating
revenue for itself, companies need to delegate operations and look for the
next project. Maybe they can identify new areas (geographical or functional)
where their expertise and experience can add value.

Chevron is training Nigerian youth in technical skills relevant to the oil and pe-
troleum industry. It is trying to achieve hundred percent indigenous procurement
for its oil projects in the Niger Delta. For the community, in the short term, this
means increased literacy rates leading to better jobs and better quality of life. In
the long term, technical competence also brings in more equitable regional de-
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velopment. For Chevron, it is not only about social responsibility but also about
finding low cost, closer-to-home suppliers. All community employment pro-
grammes are sustainable as long as the parent company contfinues operation.
Once natural resources are depleted, retraining the community can be very
tough. In its Kelian project in Indonesia, Rio Tinto is planning to retrain the com-
munity in fishing, agriculture and automobile repairs so that they can continue to
enjoy the same quality of life long after the gold mine has closed down.

In India, companies like Ballarpur Industries and Patton are working with this
approach to formulate policies or carry out specific projects. Some of them se-
lect a community, work out the primary area requiring focus and work on it.
Others select a functional area (e.g. education, health) and then select the
communities. Many of these programmes are also gender-specific e.g educa-
tion for the girl child or male awareness about the risks of HIV transmission
through multiple sexual partners. The IT major Wipro, has taken an innovative
step in generating a sustainable model in the primary education sector.

Wipro has chosen education as its focal area. Elementary education is a key
area of the Indian government, too. To achieve the status of a global super
economy by 2020, the government has identified health and education as pri-
ority issues. It has been revising policies, investing funds and sponsoring com-
puters in schools as a part of its literacy drive. However, there are no mecha-
nisms to monitor effective administration of such programmes, just as there are
no review mechanisms to understand the bottlenecks. Beyond literacy, there is a
need fo look at the quality of the learning and its delivery. Using its computers
and its knowledge in software development, WIPRO is exploring ways to en-
hance the quality of learning at primary school level. Improving learning deliv-
ery and outcomes are the key result areas (KRA) of its efforts. In a 2002 survey
of more than 100 companies, around 48 % mentioned ‘nation building” (work-
ing in areas crucial for overall national development) as part of their corporate
social responsibility.

The Azim Premji Foundation (APF) is headed by the Wipro chairman, Mr.
Azim Premiji. APF has set itself the task of effectively introducing technology in
rural government schools. Apart from improving the quality of education deliv-
ered, one of the focal areas is to make elementary education more of a com-
munity effort rather than a traditional government project. The Community
learning centre (CLC) is a tool for this purpose.

The concept has been tested on 10,000 children in 34 schools with encour-
aging results. It will not be a substitute for the existing process, but a well-
researched supplement to it. Children are happy with this new tool and the
academic performance has shown corresponding improvement. There are two
broad themes here: the use of IT (mainly in the form of computers and software
content) in the learning process and involvement of the community in the project.

The basic objectives of community learning centres are:
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Attracting school drop-outs back to the schools;

Increasing the attendance rate of pupils;

Improving the quality of learning for the children;

Identifying and helping slow learners;

e Using IT to make learning fun.

The decision to start a community centre depends on the number of out-of-
school children in an area (the higher the number the more suitable the solu-
tion), the school infrastructure and the enthusiasm of school authorities. The
community as a whole should also be interested in this project. The village or
community should also ensure that there are educated youths who could take
charge of the learning centres. Stakeholders occasionally raise a pertinent
question such as whether when schools are without blackboards or even per-
manent classrooms money should be spent on computers? While it is true that
there are schools without a basic infrastructure, it is also true that, within
schools having requisite infrastructure, there is a huge gap between expectation
and performance, particularly when one considers the number of drop-outs
and different levels of learning among the children in the same class. It is here
that community centres are useful. They encourage children to return to school
by arousing their interest in education. The sheer fun of working with computers
(with their multimedia contents) is reason enough for many to come to school.
(see Figure 12.2 for the stakeholder map of the model and the benefits accru-
ing to them from the project.)
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Figure 12.2. Stakeholder map of the community learning centre
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Resource requirement

Generally one computer for every 40 children is found to be an effective ratio
at the learning centres (One computer with an average configuration costs
around Rs. 30,000; 1$= Rs 45 approximately). Therefore, for a school with 250
students, the norm is 6-7 computers. Additional hardware may include micro-
phones, printers, an Internet modem, MS office and a web camera. The aver-
age class size is 36. Dividing the class into two batches of 18, allows a children-
to-PC ratio of 3 to 1. The fixed costs of setting up a learning centre amounts to
Rs. 200,000. The operation costs include salary, electricity, maintenance, in-
surance and other costs. The average total cost is Rs. 40,000 per year.

To make the community responsible for the project, youth from the local vil-
lages are selected to run the learning centres. To qualify for the post, they have
to be educated to at least up to senior secondary level (sixteen years of educa-
tion). Called Young India Fellows (YIF), they are trained in computers and ru-
dimentary teaching. They learn to work both with the community and school
authority. Since existing teachers are normally overloaded with the coursework,
they are not considered for running the centres. Moreover, in many schools the
teacher-student ratio is poor making it difficult for teachers to assume addi-
tional responsibilities. Identifying and training teachers during the initial stages
of the project is often found to be difficult. As teachers are often transferred
from one school to another, continuity is another problem. Under such circum-
stances, a local dedicated youth, who is likely to remain in the area and knows
the community well is thought to be a is a better solution.

Role of the schools

Schools play a vital role in the scheme. They ensure that adequate space is
provided for the project to run smoothly. Each class has a ‘computer period’ of
its own in the regular schedule. The target group is children in grades 3-6 with
provision for children from classes 1, 2 and 7. During term time, the school
ensures that computers are used properly and are secure. During school holi-
days, the learning centres are used as computer clubs or to provide intensive
courses in computer applications for local youth. The children’s clubs consist of
children from other schools. Special courses are designed for them.

Role of teachers

The head teacher plays a crucial role in determining the success of community-
based learing centres. He introduces the changes in the timetable, allocating
space for computers and making teachers available. Much of the staff motiva-
tion depends on the head teacher’s approach to the project. The school’s per-
mission is also required to keep centres open beyond school hours. It acts as a
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bridge between the community and parents of the children. Parents appreciate
the effort and feel encouraged to send their children back to school. In rural
India and in poor families, parents often use the children for domestic labour or
field labour. Particularly, when there are many children in a family some of
them are encouraged to help in business or agriculture. The head teacher also
helps in making the centres self-sufficient by generating revenue.

For the school teachers, these centres are a boon. Children are taught sci-
ence, mathematics, social studies, and languages through multimedia CDs
(available on request from APF). Teachers can effectively use multimedia to in-
troduce new topics. The idea is that each topic will be introduced in the com-
munity learning centre after the teacher has initiated discussions on the same
topic in regular class. Even basic computer skills are not taught separately;
children pick up these skills on their own through interactive CDs. Interactive
games make the learning process informal and fun. The local volunteers teach
the children the basics of computer operation. These centres are not for IT edu-
cation but rather IT for education. Therefore, the focus is on curriculum-related
learning. Sometimes extra-curricular teaching is also available.

A group of villages are clubbed together as so-called ‘blocks’. In each block
coordinators monitor the activities of a group of learning centres. These coor-
dinators are drawn from original groups of YIFs. They act as the nodal point for
the centres, community and government. They attend the review meetings and
are trained regularly.

12.3 Problems faced

Sometimes communities receive these projects with suspicion. There is an initial
lack of involvement. This can be overcome in time with the help of good com-
munication and community involvement in discussions. Generally, communities
interested in the project will contribute to the payment of maintenance costs,
electricity bills etc. They will also refurbish rooms and provide security for the
hardware. There are cases where the community has even convinced individu-
als or companies to sponsor printers and other products. The centre can also
be used for special information purposes such as meetings and training courses
as well as for general communication to the community. A number of areas
would be possible e.g. pulse polio eradication programmes, vaccinations, adult
literacy programmes, continuing education, different rural development pro-
grammes etc. This area has not really been developed yet. Lack of continuous
power supply makes it difficult to maintain a uninterruptible power supply (UPS).
General hardware problems are sorted out by giving annual maintenance
contracts to hardware vendors. The security of the hardware is also crucial, as
cases of hard disc theft have been reported.
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Many children (approximately 30 %) do not develop basic reading writing
skills even in standard/grade 3 (i.e almost 3 years after starting school). Due
to the shortage of teachers in villoges and the inadequate evaluation meth-
ods, it is impossible to provide these children with special coaching. Thus,
when they move from one class to another, they are not able to cope with the
increasing learning pressure and eventually drop out of school. There are few
resources, beyond text books, in rural areas to support additional learning for
the students.

Sources of revenue generation

APF’s strategy is to create and deliver this model. After the model has been
successfully implemented, APF exits the project and moves on to a new area.
Communities need to be well-equipped to continue the project.

Most CSR programmes concentrate more on developing their social responsi-
bility agenda and pay little aftention to making such programmes self-sustaining.
This community learning centre project is a noteworthy exception. The project
has focused on the self-sufficiency of the centres from day one. The time be-
yond school hours is used for this purpose. Some of the innovative solutions
that flow out of this model:

e Children’s computer clubs: children from other schools use the facility to
learn to understand computers. They use the infrastructure on a pay-and-
use basis;

e With IT generating lots of jobs in Indian hinterland, these community-
learning centres are poised to become very popular with the rural youth
who can be trained in Windows and applications;

e Villagers require a lot of documents for their interaction with the gov-
ernment offices. There are plans to use the Internet to provide the village
people with information about crop prices, weather reports or simply to
communicate via e-mail;

e The government can also use these centres for e-governance programmes;

e Revenue is generated for all the above activities. Part of the revenue is
used for proper maintenance of the hardware. More importantly, it cre-
ates great word-of-mouth publicity for the centre enabling the entire dis-
trict to take up these projects in due course.

The model is independent of the type of schools, governments, geography and
social settings and easily replicable all over the country. However, power (for
UPS) and space for running the programme are prerequisites.



104 Subhasis Ray

Content development

Besides providing the infrastructure, it is crucial to develop suitable content to
ensure the success of the learning centres. Contents need to be sensitive to lo-
cal needs and child friendly at the same time. Rural children have different
learning needs than urban children. For example an urban child is under con-
tinuous pressure to excel. This pressure is created both by parents and peers.
Irrespective of what is being taught, the urban child is forced to work hard and
learn. The rural child has no such pressure. Consequently, the only thing that
can enhance their quality of learning is superior content, which will make them
interested in the topics. Here lies the challenge for the learning centres. Com-
puters and particularly multimedia provide a stimulating experience. Such con-
tents again has to be in the mother tongue of the children. It has been found
that rural children particularly enjoy using software where the learning takes
place without conscious knowledge or effort on the part of the child.

The content typically focuses on creating an individually paced, learning en-
vironment. Pacing is important particularly for slow learners. The content also
tries to help teacher with additional questions and gives them tips as to how to
improve their teaching methodology. Content, however, should:

e Be self-sufficient i.e. it can be used without the help of a teacher (the ‘Fel-
low” takes care of administration);

e Be set in a rural context and linked to the Minimum Levels of learning
(MLM) set by the government of India;

¢ Facilitate peer learning;

e Be properly graded in terms of difficulty so that students do not get frus-
trated;

e Be concentric i.e take a core concept like addition and slowly develop the
skills required for higher mathematics;

¢ Include the same topics as those taught during regular class hours;
e Be such that assessment and evaluation are not routine;

e Include non-curriculum content, too.

To facilitate content development, using its expertise in software development,
APF has created a development tool kit for would-be content developers. While
developing content, long conversations, foreign characters and solitary games
are generally avoided.

Developing and running a CSR model like this would involve a proper
knowledge and constraints of the communities, a continuous feedback mecha-
nism and the ability to create networks with the local government. The Com-
munity Learning Centre project has got it right till now.
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12.4 Conclusion

Over time, the learing centre becomes an integral part of the school environ-
ment (with its headmasters, teachers, parents, and school development and
management committee members), self-help group members, school inspectors,
education officers, leaders and prominent local members. It helps the com-
munity and makes primary education management a co-operative and self-
sustaining effort.

CSR models typically marry a company’s core competence with local or na-
tional needs. In this case Wipro's expertise in IT has found a suitable applica-
tion in improving primary education in India. APF’s CSR model is unique in the
Indian education field thanks to its community focus. The model is cost-
effective, scalable, and even self-sustainable. Given the high unemployment
rates in rural India the YIF scheme is a good starting point.

Most of India’s IT revenue comes from business-process outsourcing pro-
jects. Reports suggest some of the IT companies have started moving bases
towards the countryside for projects which are less demanding. In such cases,
there will be an increased need for an IT trained work force in the villages. In
future, community learning centres can double as training centres for the youth.
With the infrastructure in place, CLCs can become new hubs of rural India.

Wipro is one of India’s largest IT companies and this project is definitely
benefiting its brand image. Thousands of children (future stakeholders) are get-
ting to know the brand name, communities regard it favourably and govern-
ments welcome such initiatives with open arms. Wipro is getting to be a part of
India that aspires to be a top global economy by 2020. While doing good, the
model will ensure that Wipro also does well financially in the long run. The
learning centre model highlights how social regeneration and corporate social
responsibility go hand in hand. It is a win-win situation for the country and the
company; rural communities get quality education and the company is able to
create and improve its competitive position in the business environment.

Websites

www.azimpremjifoundation.org

www.eduinfoindia.net
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13.1 Introduction

In his Davos commitment to sustainable development, Kofi Annan warned that
the private sector as a dominant engine of growth is also the ‘principle creator
of value, and that economic growth and opportunity must address equity and
sustainability; otherwise social justice will remain a distant dream’. Partnerships
between government, civil society and the corporate sector provide this, for
while role separation amongst government, societal and corporate sectors has
given professionals a sense of freedom and independence in operation, the
results have often been fragmented and blinkered activity, with sectors regularly
working against each other, blindly preventing common gain through ideologi-
cal, structural or political differences.

What is the Committee for Melbourne?

The Committee for Melbourne (The Committee) is a private, not for profit and
non political network of leaders drawn from senior levels of major corporations,
institutions and organisations across Melbourne’s business, scientific, academic
community and government sectors. The Committee is governed by a 14 mem-
ber Executive board that meets six times a year, thereby providing a neutral space
for interactions between non traditional stakeholders. In addition, the Commit-
tee’s Advisory board meets twice a year, and consists of Foundation members
who maintain oversight of the executive board and the committee’s operations.
The Advisory board also has the role of championing the reputation, ideas, pro-
jects and objectives of the Committee, while providing guidance, feedback, ideas
and opinions relating to the operations of the Committee within the context of
Melbourne’s economic and social development. By seeking to translate ‘ideas
into outcomes’ the Committee moves beyond the traditional think tank model,
seeking to facilitate creative ways of challenging conventional CSR methodolo-
gies. The Committee believes that a dynamic city is good for both business and
the community, fusing the often cited business case and social case for corporate
social responsibility.
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Committee for Melbourne strategic priority areas

In order to ensure geographic focus and the most effective application of scarce
resources, the Committee maintains five key strategic objectives. Taskforces, pro-
jects and initiatives are categorised and defined within these objectives:

e Ensuring global relevance as the first ‘city’ to engage the UN Global Com-
pact. The Committee has developed the Melbourne Model methodology
(see www.melbourne.org.au) to tackle economic, social and cultural im-
pacts of urbanisation by combining and coordinating resources, ideas,
experience and knowledge inherent in the corporate sector, government
and civil society (see Figure 13.1);

e Fostering leadership and creativity to enhance the attractiveness of Mel-
bourne as a magnet for creativity and knowledge;

e Encouraging an innovative business culture that rewards creativity and
creates the space for innovative solutions to complex problems;

e Facilitating leading edge infrastructure as a base to support further inno-
vation and collaborative activity;

e Enhancing liveability through corporate connection to social issues within
the scope of influence for business that makes Melbourne an insightful city;
acknowledging the fusion of business and social goals.

What makes it work?

Creating opportunities to network and catalyse existing work for identifiable
outcomes (Teller, 2003) increases the flow of knowledge between sectors,
thereby helping to remove the fragmentation of many genuine localised ef-
forts. Partnering involves active city involvement across multiple industries (see
Figure 13.1), responding to societal problems that cannot be based in one
system alone, the complexity commanding a synthesis of multiple ideas and
knowledge. The Committee strengthens community actions by enabling the
city to set priorities, make decisions, plan strategies and take advantage of
the ‘neural networks’ (Teller, 2003) corporations create through operations.
Central to this process is the community empowerment bringing together
partners to draft solutions. Drawing on human resources enhances self-help
opportunities and social capacity, developing flexible systems and strengthen-
ing public participation. Through this think tank and action programme lead-
ership function the Committee creates a sense of community. Corporations
engaging in the process have a real sense of belonging and a social connection,
enabling the collective power of corporations to work within the framework of
social justice — making identifiable and valuable contributions through active
and concrete participation.
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13.2 The Constructive Corporate Participation (CCP)
model

The Committee fuses the creative power of civil society, government and the
corporate sector, enabling business to operate beyond the conventional and
purely economic-driven perspective. Driven by corporate issue-based endeav-
ours, the Committee enables a level of engagement within a common space
that provides for: safe creative expression, the joint acknowledgment of social
capital being a product of government, society and business, and the notion of
citizenship that includes both rights and responsibilities within civil society. The
uniqueness of the Committee is represented through the interactions and par-
ticularly the intersections presented in Figure 13.1 below.

The important characteristics are that projects undertaken by the Committee
are issue driven, and entirely focused on achieving real outcomes (examples of
successful projects are displayed through the web site www.melbourne.org.au).
The common ground, where Committee members and stakeholders work to-
gether, is characterised by trust, leadership and common space, with each of
these discussed below. It is not surprising that each of these makes a strong con-
tribution to social cohesion within the community, reinforcing that the Committee

Corporate
sector

Issue driven
Multiple industry representation
Outcome oriented

Committee for Melbourne

Civil Society
‘Community’

Trust
Leadership
Space

Government

Figure 13.1. Committee for Melbourne — Constructive Corporate Participation (CCP)
model (Teller, 2003; Goddard, 2004)
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successfully intertwines social and economic development for the city, inspired
through real business oriented activity.

Trust

Trust is essential to a city’s social and economic wellbeing. Without community
trust (commercially referred to as ‘goodwill’), corporations retreat into bureauc-
racy, resulting in a slowdown or cessation of the creative process necessary for
the creation of innovative solutions to complex issues. A retreat into bureauc-
racy is reflected in the awkward manner by which many corporations globally
are seeking to address their corporate social responsibilities. Continual redefini-
tions of corporate roles within the community is a response to the reported ab-
sence of community frust in corporations and their leaders. The 2003 World
Economic Forum in Davos conducted a survey of 36,000 people across 47
countries to rate trust in 17 institutions. Those deemed to be most trustworthy
were armies, charities and schools with the lowest ranking going to parliaments
and large companies.

Strengthening and maintaining ‘goodwill” (trust corporations create with citi-
zens) is an important objective for big business, embedding ultimate business
success deeply within a humanitarian context, and one contextually difficult to
define as corporations attempt to ‘rebuild’ global and local trust with commu-
nity citizens. Trust remains the most elusive, yet important component of corpo-
rate success. ‘Corporate social responsibility’ (or Constructive Corporate Par-
ticipation as we argue) perhaps presents the ideal opportunity for mature and
insightful corporations to engage with communities in the creation of ‘well being’
for both individuals and corporations alike. This fusion of social capital within a
community is a product of both individual and corporate interactions. The Com-
mittee enhances trust most effectively thought engagement of multiple corpora-
tions from the same industry who are able to put the greater good of Melbourne,
or the city within which they operate, above individual corporate success.

Leadership

A PricewaterhouseCoopers (PwC) global survey (PricewaterhouseCoopers, 2003)
identifies ‘people of integrity’ amongst factors contributing to public trust. Lead-
ers appear less trusted than the institutions they lead; perhaps implying that
declining public trust is as much about personal leadership as institutional
leadership. The PwC survey sought opinions on trust from 1,000 CEOs across
43 countries, with 73 percent indicating public trust in their companies had not
declined; yet stating that the corporate sector generally has suffered from a de-
cline in public trust. In contrast an Environics International study of trust (Environ-
ics International, 2002), covering 15,000 people across 15 countries revealed
that ‘not doing what they say’ is chosen by more than 40 percent of citizens as
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the factor that most leads to distrust of leaders, reinforcing the view that indi-
vidual citizens look for leaders who are able to deliver on their promises. The
action-orientated nature of the Committee is to translate ideas into action, as-
sisting to bring CSR to life through community leadership. A previous Environics
survey on CSR revealed that across 25,000 people in 25 countries, over eighty
percent believed companies need to be involved in addressing social issues,
ultimately contributing to societal well being. The Committee methodology seeks
to avoid traditional and often expensive, inefficient and politically-driven proc-
esses by seeking to ensure that the ‘best’, as opposed to the ‘usual’, people are
involved in the process of developing practical solutions.

Common space

Learning

Corporate memory, an important aspect of preventing the loss of valuable ex-
perience, ideas and information, is often subject to critique due to case study
research often being dismissed as a non-rigorous research methodology. The
Committee’s work, however, provides real-life learning examples, experiencing
phenomena first hand instead of only being content to learn about those prac-
tices that are open to public scrutiny. It is beyond the rules of public disclosure
where ‘truth’ is found, often in the ‘backstage’ of social phenomena in a trust-
ing environment. Case studies and narrative provide an efficient tool for policy
intervention, bringing to life the reality of outcomes people experience in corpo-
rate life, rather than the perceptions of stale policy and procedure so rarely fol-
lowed in practice. Rich case experiences provide ‘truthful’ meaning with the
recording of corporate activity then becoming an essential part of building and
maintaining frust in a corporate and community relationship.

Creativity

As developmental hubs, cities provide the ‘energy’ contributing to ‘intellectual
and creative capital’. Using a city as a defined point is beneficial as a city’s
future success lies in its sustainable economic and creative performance —
bringing powerful people together as a catalyst for change and fresh ideas to
be taken on by the government and the community. A competitive environment
is often identified as a barrier to CSR activity with the inability of internal corpo-
rate structures to look beyond models of financial cost reduction and cost per
unit production stifling a movement towards Constructive Corporate Participa-
tion (CCP). The systemic trans-disciplinary and future-based approach to deci-
sion-making alleviates this problem as corporations seek employees with lead-
ership rather than managerial skills alone and those capable of integrating
multiple business and societal functions rather than working in a restrictive on-
tological financial framework (Goddard, 2004).
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As highly networked focal points of economic wealth, skilled labour, learn-
ing, government and infrastructure, urban centres are prolific incubators of new
ideas, technologies and skills. However, owing to the ‘silo mentality’ and poor
communication that offen characterises relationships within and between organi-
sations, such opportunities are often lost. The Committee, on the other hand,
effectively captures and co-ordinates these outputs to provide solutions to other-
wise intractable problems. The Melbourne Model (see www.melbourne.org.au),
at the centre of the Global Compact Cities Programme, is a mechanism de-
signed to identify, focus and facilitate the constructive capacity present in any
given city—regardless of its economic, social or cultural structure. The Model
puts the principles of the Global Compact (see www.unglobalcomapct.org) into
practice by providing a framework within which business, government and civil
society, in a city, combine their inherent resources, ideas, knowledge and ex-
perience in order to develop effective solutions to pressing local problems.

Citizenship

Citizenship goes beyond ‘doing good things’, corporations cannot remain neu-
tral if something is wrong in the society their success is based on. Corporate
citizenship requires corporate cultural change to embed values and objectives
into corporations that are mindful of the community with whom they engage.
Enlightened corporate members of the Committee focussing on ‘moral owner-
ship’; identifying stakeholders to whom they owe an allegiance, as they cannot
discharge social responsibilities without determining exactly to whom they are
owed and why. Companies engaged in citizenry activities then test ownership
by assessing not with whom the board deals, but whom the board has no moral
right not to deal with, supporting the models reach in needing to bring the ‘right’
people in to resolve the issue, irrespective of where they come from.

Social capital

Seeking to build social capital may appear risky in the traditional commercial
model, however, it can allow corporations a means by which to tap into local
knowledge, enhance their image, create goodwill and enhance social capital
that cannot be ‘bought’ in the financial sense. It can become part of a risk
management profile ensuring sustainability of the corporation in increasingly
unpredictable environments. Social capital, according to the preferred OECD
definition, refers to the very networks, shared norms, values and understandings
that Teller (2003) describes as facilitating co-operation within and among
groups. The Committee enables Melbourne to purse higher levels of mutual
trust, reciprocity, unwritten and unspoken agreement about societal rules, and
social cohesion.
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13.3 Constructive Corporate Participation:
A new paradigm

The Committee acts as an incubator for projects that are issue driven (for success-
ful projects such as the Utility Debt Spiral Project see www.melbourne.org.au).
The purpose for members to engage is clear, supporting the action-based na-
ture of the organisation’s philosophy to drive solution-based outcomes (see
Figure 13.1), that deliver results strategically and enhance the social and eco-
nomic vibrancy of the City of Melbourne. Corporate participation in partner-
ships includes ownership of the issue (contextually and interest driven). The Cit-
ies Programme provides a geographical definition of the ownership and scope
of influence for all those involved. The clear geographical and cultural defini-
tion is an important component of allowing CSR to come to life.

This ‘new economy’ model of CCP, created by the Committee, requires: the
integration of internal and external business and community drivers and, the
creation of structures that move smoothly across corporate and community
boundaries until the boundaries appear so permeable as to produce a new
synthesis. Civil society as a driver of change will continue to influence compa-
nies, reinventing businesses that create identifiable opportunities for commu-
nity-based partnerships (Goddard, 2004). CCP’s are bred from economically
successful cities that attract and retain creative people within industry, civil soci-
ety and government activities, with the booming cities of the 21st century com-
bining tolerance, talent and technology to resolve issues posed within their
geographical boundaries.

Individual capacities are unleashed as the issues are larger than any of the
individual organisations, with CCP representing the ability to harness the re-
sources, ideas, skills and information inherent in the private sector for the crea-
tion of wider social value. Holistic corporate citizens interact with other parts of
the community and function within a global system larger than themselves, inter-
connecting corporate and community activities, be they ecological, economic
or social. This corporate capacity and willingness to make short-term sacrifices
for long-term benefits moves Committee members towards holistic corporate
citizenship. CCP relationships fostered within the Committee are more respon-
sive to changes in the external political and social environments and enable
change of context within which the relationships were formulated.

13.4 Corporate learning through constructive
participation

Organisational learning can occur internally, alongside other corporate citi-
zens, and through prospective learning; planning to learn before experiences
take place. This cognitive function, undertaken by organisations, is a step to-
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wards the development of human-like qualities, or at least the ability to ac-
knowledge their importance. The Committee is a collation of mature and in-
sightful corporations searching for avenues to explore citizenship and espousing
the Darwinian advice, ‘... it is not the strongest of the species that survive, nor
the most intelligent. It is the most responsive to change’. As corporate citizens
within the Committee structure, corporations appear better able to see them-
selves as part of a larger public culture rather than the city’s culture existing as
something external to the company.

The CCP journey provides the answer to ‘... how does a company decide
how to begin the seemingly overwhelming task of changing some deeply em-
bedded practices and attitudes, and how can it develop the capacity to respond
in such a way that turns effort into a business advantage not a business coste’.
The Committee takes corporate functioning out of the vacuum enabling active
and anticipatory responses to community capacity issues. A discussion of multiple
futures can be used in long range and multivariable planning to enable corpo-
rations to be ‘in the community’ rather than simply responding to calls of the
community.

13.5 Conclusion

The Committee fuses the unique characteristics of a think tank and incubator.
Corporations engaging with this learning process enables CSR to become a
‘practice what you preach’ concept generating trust, a small step towards the
resolution of complex community issues in which all citizens can take part.
Ironically, in a corporate environment necessarily focused on the bottom line,
trust is the only commodity once produced that grows exponentially with use,
yet the one that cities and communities tend to least invest in, the Committee
however is one such investment. With trust being the ultimate sustainable re-
source and an active ingredient in citizenship, corporations engaging in CCP
are those most mindful that ‘a business that makes nothing but money is a poor
business’ (Henry Ford). The emotional competencies held by the Committee,
and evident in its membership, allow this unique structure to successfully build
CSR through CCP. These competencies include:

e Organising groups: formatting stakeholder representation across multiple
sectors thereby assisting to break down the silo mentality;

o Negotiating: inviting partners to come together in a common space thereby
assisting to create trust through openness created by common purpose over
and above competition;
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e Developing personal connections: networking across government, com-
munity and corporations to create ‘neural’ connections that may otherwise
not have had the opportunity to develop;

e Social analysis: trans-disciplinary evaluations that fuse social and business
measurements together to reinforce that social wellbeing and business
wellbeing can be closely related.
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14.1 Introduction

The basic idea underlying Corporate Social Responsibility (CSR) is to find a
proper balance between People, Planet and Profit. All companies have to face
a major challenge when deciding on priorities in CSR. There is an increasing
obligation to integrate CSR in business policies and daily activities. Turning it into
a primary company process entails more than isolated projects linked to the
company identity.

No simple techniques exist to help companies make the necessary choices
which range from identifying and defining new CSR challenges to best fit the
company to coordinating various initiatives and building up support for their
implementation. The objective of developing the model was to provide an over-
view of the driving forces in creating added value for People, the Planet, and
the Profit of a company. This overview is intended to serve as a guiding princi-
ple in setting priorities and strengthening links. This conceptual model is set out
below. Two case studies show how the model can help generate insight and
commitment.

The model

The balancing of People, Planet and Profit is often represented visually as a
triangle within which added value is created. People stands for social well-
being, Planet for ecological quality and Profit for economic prosperity. The tri-
angle shape symbolises the idea that one P should not profit at the expense of
another. Each company should define its own ambitions with respect to the
three P’s, thereby also taking into account the views of external stakeholders.
Balancing the three P’s therefore means making choices and setting priori-
ties. Since such decisions should be taken at the strategic level within the or-
ganisation, top management plays a crucial role. Their judgement about what
to do is usually based not only on purely rational arguments. Gut feeling, and
knowledge of what the company can handle, will also influence their views.
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Managers respond with their intellect (head), feelings (heart) and knowledge
about behavioural practices (hands).

These three perspectives (Head, Heart and Hands) can be visualised as a tri-
angle; each side has its own meaning (See Figure 14.1):

e Head-Heart: Who are you? (the balance between rationality and feeling);
e Heart-Hand: How do you do it2 (the mutual influence of feeling and action);

e Head-Hands: What is the impact? (the evaluation of whether it works as
you want).

The infegration of the PPP triangle and the HHH triangle leads to three other
triangles that show in visual terms the decision-making process. This new trian-
gle also includes the following corner segments:

e Operation: What are we going to do?
e Organisation: How are we going to do it?
e Origin: Why are we going fo do it2

Within companies it is common practice to speak about ‘What to do’ and ‘How
to do it". However, in order to be successful one should also talk about why

Heart

Origin
Why

People Planet

Activities
that create
added

How value What

Organisation Operation

Head Profit Hand

Figure 14.1. The basic model
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one is doing something. The answer to the latter question creates clarity about
the goal that it serves, how it fits into the larger whole, and therefore how im-
portant it is for the company.

Integrating People, Planet and Profit means bringing coherence to the three
perspectives: origin, organisation, and operation. To successfully achieve this
linking process it is important to understand the driving forces behind the three
perspectives.

14.2 The essence: Three perspectives
Origin

The origin corner concerns the mentality, culture and behaviour of the company
as well as the reasons for acting (the ‘why’). It highlights the concern of people
(‘mission’) and the spirit with which one works (‘passion’). These driving forces
together form the (shared) norms and values according to which people be-
have.

Mission

The mission of a company indicates how it views the world and which objectives
it has set itself. The challenge is to formulate a mission statement which really
touches the hearts of the people involved in the company. This makes people
feel proud to belong to the company and leads to shared ambitions.

Passion

The mission is made alive through the devotion and commitment of the staff to
their work. This ‘positive energy’ can also be called passion. Although this is an
unusual word to use in a work environment, one instantly recognises a passion-
ate manager or employee: someone who believes in what he does and is full of
energy to make something out of it. Passion triggers others to join the effort.

Organisation

The organisation segment concerns the structure of the company and focuses
on the manner in which the company works (the ‘how’). It gives direction and
definition to the role of people in the organisation by determining their respon-
sibilities (People). It also guides the decision-making process about the amount
of money to be made available by formulating the business strategy (Profit). It
brings coherence to activities and people, so that it becomes possible to ac-
count for the way in which the company acts.
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Responsibility

To be responsible means that one expresses what one wants to achieve; this
gives direction to oneself and to others. It only makes sense to take responsibil-
ity when you are willing and able to do something. If one regards responsibility
as a deliberate choice, the logical consequence is being accountable for the
way one acts. Taking responsibility is a choice and also implies a first step to-
wards action: the readiness to do something and to initiate actions from others.

Strategy

Strategy means making choices and focusing on achieving the goal. A character-
istic of a good strategy is when one is able to reach the desired goal effectively
with minimum effort. It creates synergy between the people involved and coher-
ence in the activities to be carried out. This inspires people to take action.

Operation

The operation segment of the triangle concerns those activities and processes
of a company which concern products and services (the ‘what’). It is oriented
towards what the company does (‘execution’) — and also the company steps to
perform beyond current company limitations (‘innovation’). The combination of
both these aspects leads to ‘best practice’.

Execution

Notwithstanding the kind of products or services which a company offers, the
result should always meet two basic criteria in order to be effective: it should
deliver both a financial and a material result. How one judges the quality of this
result depends on the glasses one wears. In order to meet the expectations of
the company itself but also those of external stakeholders it is wise to take into
account more than one perspective.

Innovation

In principle, attention is directed here towards efficiency: how can the company
reduce the dissipation of raw materials, energy and labour with improvement of
processes and still reach its goal?2 Which measures can one take within the
company itself and which within the product chain? Combining efficiency im-
provements both from an economic and ecological perspective is also known
as the struggle for eco-efficiency. Such efforts can result in incremental im-
provements up to a certain point. Innovation, in terms of a technical re-
engineering of the process, can move the company beyond the current restric-
tion, thus leading to new products or processes with a higher added value.
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14.3 Experiences with the model: The insights

In Figure 14.2 all dimensions of the model are brought together. On the basis
of this complete model a deeper understanding is gained of how a company
can decide on integrating People, Planet and Profit.
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Figure 14.2. Complete Company FIT model

Bringing coherence to the driving forces achieves strong links between Values
(Principles), Accountability (Processes) and Best Practises (Performance).

Values

Passion and mission form the basis of what is deemed important (the values)
and the way in which people relate to each other (the norms). Norms and val-
ues motivate people to act and also function as the touchstone of corporate
behaviour. They usually constitute the implicit rules of the organisation, firmly
embedded in the culture or mentality. Increasingly, however, they are nowadays
also expressed very explicitly in the form of codes of conduct.
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Accountability

Accountability is based on the responsibility taken and the defined strategy. To
be held accountable has a negative connotation for many people. This is due
to the fact that it often implies a value judgement in terms of good and bad.
However, it can also be viewed in a positive sense — as a way of evaluating the
strengths and weaknesses of the company’s efforts.

Best practice

Best practice is the optimal combination of quality execution and innovation
viewed from the perspective of the three P’s. It represents the best-in-class per-
formance compared with peer companies in the sector, and has the lowest im-
pact on the environment in a social and ecological sense.

14.4 Application of the model

The complete model pictured above in Figure 14.2 can be used in decision-
making about balancing People, Planet and Profit. The model provides an
overview of all the dimensions that should be taken into account. It makes clear
that all dimensions relate to each other and therefore should be viewed in a
mutually coherent way. The model also helps to assess where a company
stands in terms of CSR. By analysing the situation from the perspectives men-
tioned in the model, a first impression can be provided of the current state of
affairs. On the basis of this model companies can take action on those issues
that are most relevant to them and need to be improved.

Actual experience: Two cases

The model was used in workshops to visualise the decision-making process and
to better understand the context of CSR projects.

In the following two cases the application of the model is described, firstly in
a profit organisation where it was used to align corporate and product strategy,
and then in a non-profit organisation where it was used to stengthen the im-
plementation of a CRS project.

Case 1: Profit organisation

The problem and the opportunity

The management team of an industrial paint manufacturer, based in the Neth-
erlands, was strongly committed to providing high-quality water-based paint for
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professional purposes. In their product portfolio, they had only one brand de-
livering a natural, ecologically harmless paint. Though this brand has only a
niche market share, it was felt to be the conceptual flagship of the company.
The management team wanted to clarify how to improve on the People and
Profit dimension, in order to reach a balanced PPP value creation.

The process

In a workshop with the management and senior staff the essence of the trian-
gle’s six driving forces were explored. In pairs of two, the meaning of the six
words for the company and the brand were defined, and this was shared with
all participants. As a group they discussed the difference in meaning for the
company as a whole and the specific brand. This made it possible to explore
similarities and deviations in the company and brand identity. After this first dis-
cussion on the separate meaning of all six words, the model was introduced to
visualise the link between these various entities. Further elaboration on these
links produced valuable insight regarding weak and inconsistent processes and
practises, thereby creating an opportunity for improvement.

The outcome

The outcome showed that the strong passion of the company founders had
driven product innovation to reach the highest ecological performance possi-
ble, but all efforts were exclusively focused on value creation on the Planet di-
mension for this specific brand.

The company mission was a less powerful driver. Lacking a formal written
statement, team members had a broad interpretation of delivering quality
products. However during the discussion the relevance of quality in customers
and consumers terms was explicitly introduced. This triggered the team to
start considering more ambitious goals and to redefine its responsibility to-
wards changing industry practise in using paints. The strategy towards profes-
sional painters was adapted to intensify collaboration. First round table dis-
cussions with these users also revealed that the products could be improved
in their application characteristics. This helped make the company realise that
customers’ demand for specific improvements could even make the brand
gain more market share.

The management team decided to strengthen the People dimension by in-
cluding customer and consumer statements in their mission and responsibility.
This gave strong direction to a new communication and quality improvement
strategy, thus opening the possibility for growth and more Profit.
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Case 2: Non-profit organisation

The problem and the opportunity

A government project team was installed to implement a procedure for sustain-
able policy-making. The project team was uncertain as to whether the execution
of the project fitted in with the organisational culture. Prior to the start there was
a difference in opinion regarding the underlying question as to whether the pro-
ject was a simple implementation of a procedure or whether an organisational
change management perspective was needed to combat cultural resistance.

The process

The project team used its first meeting to explore the context of the project as-
signment.

The model helped identify the six driving forces and the relationship to the
project. The essence was identified and expressed in key words in the model.
During these discussions the differences of opinion were rather explored than

debated.

The outcome

The discussion on the more abstract level regarding the context of the project
brought the insight that an exclusive focus on the strategy and execution, (profit
dimension) was the general aftitude and culture in the non-profit organisation.
However a true success factor was identified in the commitment of critical man-
agement layers. To get this commitment, it was necessary to consolidate the
link between the project and the mission and responsibilities of the non-profit
organisation (People dimension). The discussion also revealed the passion of
the young employees for innovation — an opportunity that needed to be to capi-
talised on.

14.5 Dos and don’ts

A practical way to use the model is outside-in. Start by defining the six driving
forces in the company: mission, passion, responsibility, strategy, execution and
innovation.

Evaluate how the mission relates to responsibility, strategy to execution and
passion to innovation. Finally strengthen the interaction of mission and passion
to fuel values, the interaction of responsibility and strategy to fuel accountabil-
ity, and the interaction of execution and innovation to fuel best practises.

Don’t use the model for an individual paper-based exercise. It is far less ef-
fective than a team effort. Introducing the “soul factor” is a discovery tour in
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decisions affecting the company’s identity. Only when participants feel the
meaning of the mission it is possible to achieve their full commitment.

Don't perceive the model for use by CSR professionals only. If you are facing
internal resistance to CSR, the model can be used to help a team perceive the
link between mission and action. This might help to open eyes to CSR respon-
siveness or opportunities.

14.6 Concluding remarks

The aim of the model is to support the decision-making process in integrating
People, Planet and Profit. By defining six driving forces in three perspectives,
management and staff can focus discussion on the essence of CSR for their
company or projects. The visualisation of the triangles enhances the compre-
hension of links, revealing both weak and strong links. Identifying and improv-
ing these links strengthens the integration of People, Planet and Profit value
creation in company policy and practises.

The use of the model in workshops appears to speed up group understand-
ing of the complex concept of CSR and build up a shared commitment to
change. The application of the model encourages employees to express their
feelings as an integral part of the decision-making process. This explains why
so much positive energy is released when individuals perceive their personal
role in the implementation of CSR.
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15.1 Introduction

The introduction to this book recognises that CSR policies and practices are
frequently added on to existing organisational activities as afterthoughts. They
are often ineffective because they are intended to modify embedded prac-
tices. Consequently they are commonly perceived as superficial, meaningless
gestures. The challenge to proponents of CSR is to find ways of incorporating
decisions compatible with social responsibility at all levels of organisational
activity.

This article outlines a management development model which integrates
CSR into organisational policy and practice by focussing on the role of values
in decision-making processes. The model is based on the premise that it is a
mistake to assign responsibility to organisations as if an organisation has a per-
sonality and so to speak of ‘corporate decisions’. Decisions are not made by an
organisation: people within the organisation make decisions. Personal values
inform the perceptual filters which shape individual interpretations of organisa-
tional policy and decisions. Many people are unaware of the ways in which
their values shape their interpretations and influence their decisions.

This model encourages individuals to be aware of their values and the role
those values play in decision making. It also focuses on the relationship be-
tween individual values and organisational policy and practice. It is therefore a
model which is particularly relevant to CSR as it suggests a relationship between
individual and organisational values, while connecting them by improving mana-
gerial effectiveness. This results in better implementation of organisational poli-
cies in general and any CSR policies there may be in particular, which eventually
improves performance and adds value all round!

This model has three components: personal reflection, group exploration
and practical application. These components work together in repeated cycles
of action and reflection:



Reflexivity: Linking Individual and Organisational Values 127

Practical Application

Personal Group Explo-
Reflection ration

Practical Application

Figure 15.1. Cycle of reflection and action

15.2 The essence of the model

The model is a programme of organisation wide management development. All
managers could be involved, since CSR considerations are part of everyone's
work. But to achieve effective and widespread organisational change the pro-
gramme must involve senior decision makers, policy makers and budget holders.

Individuals can develop self-awareness independently by using personality
profiling techniques as a form of self-assessment. There are many popular psy-
chometric assessment and development tools available (e.g. Myers-Briggs Type
Indicator, Personal Values Budget efc.). However, personal development is lim-
ited when attempted alone. People develop greater self awareness with the
support of a professional practitioner in a structured programme.

Personal reflection

Through personal reflection the participant identifies a particular workplace
problem. The practitioner then supports the participant in reflecting on their pre-
dispositions and exploring how these may be contributing to their experience of
the situation. Links are made with a participant’s general behavioural predispo-
sitions and patterns are identified, thus helping the participant see how these
predispositions are limiting their repertoire of responses to the world in general
and in the workplace in particular.

As their self-awareness is enhanced in this way, participants begin to see al-
ternative ways of framing situations in which they become progressively more
able to generate creative responses. They develop response-ability, the ability
to respond to situations with self-awareness. The practitioner supports this de-
velopment through repeated cycles of reflection on their reactions and conse-
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quent actions until the participant reaches adept reflexivity, at which point the
practitioner is no longer needed.

Five steps to reflexivity through personal reflection

Reflexivity is self-awareness refined to the point where self-aware reflection and
considered response take place in the same instant. Reflexivity is awareness of
the way predispositions influence perceptions while they are being influenced
and the simultaneous modification of responses.

Table 15.1. Five steps to reflexivity through personal reflection
Activity Method Result Example
|dentify Reflect on how to | Personal reflec- || want o improve my communica-
learning improve per- tion has direction [tion with certain colleagues and
goals formance and focus sort out some conflicts with them
Focus on [Reflect on how [Discovery of new || see how my responses were
specific personal predis- |responses to the |rooted in unconscious beliefs which
problem | positions contri- | problem conflicted with those of my col-
at work bute to the prob- leagues and so can accept their
lem differing values without conflict
Reflect on [Identify patterns | Increased self- | have a tendency to think | am right
personal | of responses and | awareness lead- |about certain issues and argue with
predisposi- | develop a per-  |ing to improved |those who disagree but can now
tions sonal and pro- | performance see that my personal prejudice is at
fessional profile the root of such conflicts
Learn Reflect on how | Continuing de- | By identifying my unconscious belief
about learning has velopment of in a particular value | saw how it
learning | occurred self-awareness contributed to conflicts and poor
and improving communication
performance
Develop | Practice modify- | Ability to be When | find myself getting into simi-
reflexivity [ing habitual re- | reflexive lar conflicts, | notice my habitual
sponse patterns response pattern and remember that
before taking | need to listen to the other person
action before starting to argue with them

Group exploration

In group sessions participants explore organisational values and the relation-
ship between individual decision-making and those values. They develop their
individual understanding of how the values espoused by the organisation relate
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to its CSR policies and practices, and the combined role these values and their
personal values play in the individual decisions that they make. They also learn
from each other’s experiences of seeking to implement organisational policy
and consider the wider ramifications of such practice. They relate individual
decisions with organisational policy and practice and look beyond to share-
holders, other stakeholders, market forces and government regulations and
thus develop a perspective which is responsible to all.

Practical application

After personal reflection participants go back to work to put new learning into
practice. They then aftend group sessions to share their emerging awareness
about the role of values in making decisions and how this affects the implemen-
tation of policy on a day to day basis. They then go back to work to apply these
new insights and then reflect again. Repeating this cycle provides the mixture of
action, reflection and sharing experiences which are essential to change em-
bedded individual and collective practices.

Rationale

The role of values in decision making in organisations is complex and often
misunderstood. Personal values shape individual interpretations of organisa-
tional policy and decisions. Espoused organisational values often differ from
values implicit in practice and the relationship between personal and organisa-
tional values is often obscure at best. So any values expressed in CSR policy
may or may not be aligned with actual individual and organisational practice.

Individual worldviews are shaped by perceptual filters which colour experi-
ence according to predispositions inherited at birth and learnt during life. These
predispositions are a complex of fundamental beliefs about the world, assump-
tions, conditioned responses, ideas about meaning and significance, habits and
so on. An important group of such predispositions is personal values, which
found many of the judgments people make about their worlds. Such values are
often unconscious and yet play a significant role in informing our perceptions in
the same way as a pair of glasses affects our vision even when their presence
on our nose has long been forgotten.

In the workplace, individuals interpret organisational policy through just such
perceptual filters and consequently make operational decisions according to
personal beliefs. Not only do their values colour their choices, they also limit
the options they perceive as available to them. Becoming aware of these sub-
jective limitations enables individuals to see beyond them to discover new pos-
sibilities for interpretation and action. The more aware an individual becomes
of how their personal values affect their interpretation of organisational policy
the more effective their decisions will be.
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Enhanced self-awareness leads to a better understanding of organisational
aims and a wider range of options for action. Managers with these attributes
are better able to assess whether their intentions are in harmony with organisa-
tional policy and are better able to act effectively because they understand what
they need to achieve. They are flexible, creative decision-makers who learn
quickly, communicate clearly and create better working relationships with col-
leagues. When many managers behave in these ways, organisational effective-
ness is increased and value is added in every way.

Thus effectiveness is perceived as the link between individual and organisa-
tional values. A management development model which focuses on individual
values is an ideal tool to use when working with organisational activity that is
value-driven, such as CSR. All organisational goals are value-driven in the
sense that they represent positive outcomes for the organisation. This method
can be used to work with any goal-oriented activity. That CSR goals in particu-
lar are perceived to be value-driven makes this method an ideal way to achieve
CSR while also developing all aspects of organisational performance.

Reflective Individual & Individual Values
< Group Processes >
Response-Ability
Enhanced
Effectiveness

Reflexivity ——————

v

More Effective Implementation of Organisational Organisational Values

Policy, Including CSR Policy

Figure 15.2. Linking individual and organisational values through reflexivity
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Results: response-ability, reflexivity and effectiveness

As described above, the model develops reflexivity skills across an organisation.
Reflexivity is self-awareness refined to the point where self-aware reflection and
considered response take place in the same instant. Reflexivity is awareness of
the way predispositions influence perceptions while they are being influenced
and the simultaneous modification of responses. Reflexive managers are self-
aware decision-makers who are able to effectively implement policy in practice
with alacrity and consistency. If they disagree with policy they have the critical
self-awareness to understand their disagreement and are able to communicate
accurately and appropriately about it.

The development of response-ability in many managers leads to what ap-
pears to be organisational response-ability but is in fact the development of
shared understanding of organisational values. Organisations are not person-
alities and so cannot be attributed with values. Rather, individuals in organisa-
tions make decisions according to values which create the impression of emer-
gent personality characteristics in the same way as colourless molecules com-
bine to create the appearance of surface colour. Furthermore, the way we are
accustomed to speaking about organisations creates the appearance of char-
acter where there is none. We talk about them as if they were people, an-
thropomorphising them as if we were their creator in our own image!

It is because of this mistaken way of perceiving organisations that misguided
projects intended to align individual and organisational values are proposed.
This model of management development answers the need to address organ-
isational values at individual decision-making levels without falling into the
same trap. However, it also equips individuals with critical skills which they may
use to seek alternatives to organisational policy where they feel the need to do
so. A key feature of this model is that it acknowledges the mutual interdepend-
ence of individual and organisational values instead of assuming that one or
another will prevail. Indeed, its focus on the interface between the two is what
puts it at the cutting edgel

15.3 Experiences with this model in practice

A manager at the international headquarters of a multinational company was
having trouble with community relations management at major projects with
considerable local impact. Conflicts kept arising between her and one manager
in particular which affected their working relationship. By exploring her re-
sponses to him she identified her belief that people are inherently good and
saw how this belief prevented her accepting his perspective, thus causing con-
flict between them. As she became aware of how her belief shaped her re-
sponse she also became able to find alternative ways to respond. Doing so im-
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proved her relationship with the manager enabling them to work more effec-
tively together, as well as improving her relationships in general in the same way.

A team leader was struggling to motivate her team members. By exploring
her responses to the situation she became aware that ‘the way | had posed the
initial challenge question was a direct reflection of my controlling tendencies’.
Because of this realisation she said she was ‘getting a better grip on my ten-
dencies to be controlling and to think about how my shaper personality ... can
bring the wrong result, or the right result with the wrong emotions or feelings’.
One year later she felt she had become a more effective manager by making
her leadership style more participative, an option that had not been available to
her previously because she had not been aware of her habitual managerial style.

15.4 Some dos and don’ts

This model is rooted in the theory of social constructionism as described in the
Complexity and Emergence in Organisations series of books by Ralph Stacey et
al. Individual self-awareness develops in emergent and unpredictable ways, so
practitioner intervention should be facilitative rather than directive. This allows
insight to arise from experience, rooting behavioural change in personal learning.

The same applies to group sessions. New collective meanings and under-
standings are likely to emerge in collaborative explorations. Emergent under-
standing is the key. This approach is sometimes referred to as dialogue and is
described in Dialogue and the Art of Thinking Together by William Isaacs.

Both individual and group sessions should iterate through cycles of action
and reflection. Participants can reflect on their experience, finding alternative
responses to ongoing problems which they can then evaluate for effectiveness.
Repeating this cycle allows participants to consolidate their learning by embed-
ding new behaviours through reconditioning. This recursion also supports the
development of group understanding, thus enhancing organisational perform-
ance.

15.5 Wrapping up: Advice for application

Decision-makers at every level of organisation will benefit from this manage-
ment development model. To be most effective, the model should be systemati-
cally implemented as a programme of management development across the
whole organisation to involve key decision makers, policy makers and budget
holders. Programme commissioners must decide who best to choose from a
range of personnel including key CSR professionals, senior executives and other
managers depending on the extent of an organisation’s willingness to engage
in such a programme. They must be clear about their reasons for this choice as
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it will critically affect the programme’s effectiveness and outcome. In a situation
where organisational management development resources are limited, judi-
cious selection of personnel to represent diverse managerial responsibilities
may be more effective than simply focussing on policy-makers. Where budgets
are more flexible, inclusivity is the aim.

As a key attribute of this method is the perceived link between individual and
organisational values, practitioners must identify CSR policy values as compa-
rable with general policy values. As all organisational goals are inherently
value-driven, CSR goals are no different to economic or strategic goals. Many
managers may think otherwise because CSR goals are often externally imposed
by regulatory or market forces whereas economic and strategic goals are usu-
ally internally generated by executives and profit-motivated shareholders. It is
this misperception that creates misalignment of organisational culture and CSR
policy. However, responsive adaptation to external pressures is a significant
characteristic of evolutionary advantage and therefore economic profitability.
Consequently, organisational investment in such adaptive skills will enhance
effectiveness and CSR at the same time.
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16.1 Introduction to the model

Corporate social responsibility (CSR) must be authentic for it to be both sus-
tainable and a prudent business investment. The leaders in the corporation
need to behave in a way that is visible and consistently ethical, both internally
and externally to the organisation. CSR begins at home by developing trans-
parency, ethical behaviour and trust within the organisation, through compre-
hensive sharing of information among all the employees, through co-creating
interdependent relationships in the ethical agreements among the corporation’s
people, and through helping everyone see the whole corporate picture and
their identity within it.

Information needs to be shared about important issues like how investment
decisions are made, how the personnel and pay systems work, how the pension
and IRA funds are set up, managed and protected for all the people’s future.
People need to know about the rules of their work and understand why they are
the way they are. All information except that, which is personal and protected
by law, needs to be shared openly in their conversations.

Management needs to establish conditions in the working environment to
foster open dialogue and support honest exchanges and questioning. Answers
to questions need to be provided in a timely and full way with everyone having
access to anyone they think may have the information they need to do their job
well. These conversations will open up the corporation so that the rules, proce-
dures and processes can be scrutinised and understanding developed. This
high level of transparency will help everyone know what is going on and why.
This will lead towards increasing trust.

Management needs to engage the employees in conversations to develop
their agreements on how they will be together. For example, they need to agree
to fully share information, up, down and across the organisation; to be open
and honest; to respect and help each other; to tell the truth; to go to those who
have the information that they need to get their job done well; mistakes will be



Self-Organising Leadership: Transparency and Trust 135

seen as learning opportunities; they won't kill the messenger of bad news; no
cover-ups or lying; treat customers honestly and respectfully; treat the members
of the public honestly and respectfully; as a minimum, comply with all laws;
fulfil all quality and safety standards; keep agreements; seek to understand, efc.
These agreements apply to every one (from the top to the bottom of the organi-
sation), and each person agrees to hold themselves and each other to be
responsible in living up to them. Co-creating and living up to agreements like
these builds high levels of authenticity, interdependence and trust in the organi-
sation.

As information is being openly shared, strong, professional relationships
build, trust and interdependence emerge. Trust is the invisible glue that holds
the corporation together. It is also what makes communications with the outside
world credible and meaningful.

Management needs to co-create the corporate vision and mission with the
employees, so everyone can begin fo see how they fit into the corporation’s
future. This begins to help them develop a sense of meaning in their work. They
can be proud of their corporation developing a deep sense of satisfaction in
what they are doing.

Sharing information, building interdependent relationships and helping peo-
ple to see how they fit into the corporate picture are the basic conditions for the
processes of healthy self-organisation. When these internal self-organising
processes are robust and healthy, the employees of the corporation will be-
come ambassadors for the corporation in its efforts of CSR. The outside world
will see this support and be much more inclined to engage positively with the
corporation’s social responsibility efforts. Without this internal credibility check,
the outside world will simply view the corporation’s social responsibility efforts
with cynicism and distain.

Management must become conscious of the process of self-organisation and
the basic conditions that support it in order to build the internal and external
credibility and coherence for authentic CSR. This requires a shift away from the
more fraditional top-down management process towards one that is more open
and engaging of the people. This does not mean that management loses con-
trol of the corporation, but rather develops a stronger, more effective way to
lead. This way of leading is called Self-Organizing Leadership™.

16.2 The model

This model relates to the use of Self-Organizing Leadership™ (Knowles, 2002).
The model helps managers to see and pay atftention to what is going on and to
facilitate a shift to self-organising leadership processes. Traditionally, most
managers use top-down, mechanical, linear processes to work on structure,
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pattern and process which are interconnected and visible things. These are il-
lustrated in the upper part of Figure 16.1.

They work on structure which relates to things like buildings, manufacturing
plants, training manuals, rules of work, etc. They develop and monitor work
processes to be sure they will get the desired results and they pay atftention to
the patterns for the work being done to try to find the most efficient way of do-
ing things. In thinking about structure, pattern and process it is helpful to think
of a road map. The structure relates to the terrain shown on the map. The pat-
tern relates to the way the roads are laid out, and the process relates to the way
the traffic flows at different times.

There is the belief that cause-effect relationships can be established and that
the organisation can be controlled from the top. Many managers have a pas-
sionate desire for reliability, predictability, stability and control. Yet, most are
not satisfied with the results they are getting.

The model is shown in Figure 16.1.

The model also helps managers see the self-organising leadership processes
shown in the lower part of Figure 16.1 below the arrows indicating the transi-
tion zone. These processes are like the roots of a tree; invisible yet vital to suc-
cess and sustainability. The model helps them to pay attention to the need for
sharing information, to building strong, interdependent relationships and to
helping the people to see how they fit into the whole picture, thus allowing
meaning to emerge.

These self-organising processes behave as if they are living. They are cyclical.
They are emerging. The world is neither stable nor predictable at the surface
level where most people have traditionally functioned. But at deeper levels
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the visible things.

LTI I 1r

i Living, Cyclical
System-wide & Emerging:
Self- These tend to b
Organizing Ciisible thing

Leadership™ the invisible things.

« Relationship

Figure 16.1. With Self-Organizing Leadership™ the changes are co-created
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there are reliable and consistent patterns of behaviour which are very useful for
being able to function successfully. In fully sharing information, building
healthy, interdependent relationships and in developing a clear identity, man-
agers can build a bowl which is the reliable, stable container (a deeper pattern)
that provides a sense of direction and control for the corporation while at the
same time opening a space where the people in the organisation can have the
conversations they need to grow and develop.

Within the bowl, people do not need to be micromanaged; rather they know
what needs to be done and work to achieve the best results they can. Meaning
emerges; energy and creativity open up. This form of leading requires a will-
ingness of the managers to be open, transparent and authentic. This way of
leading builds the trust to the levels needed for the corporation to perform at
the highest levels possible and to be credible to those working inside the corpo-
ration and with those working and living outside the corporation. This is Self-
Organizing Leadership™ and is fundamental to CSR. People working in this
way become great ambassadors for the corporation in their CSR efforts.

How to use the model: The process steps

The process begins with a clear statement from top management that they want
to build a more credible and sustainable organisation. In order to do this they
intend to share information more fully, build more trusting, interdependent rela-
tionships and to help everyone to see how they fit into the whole of the organi-
sation.

A facilitator is then charged with organising the effort and in helping people
to come together to have the serious conversations about issues that are of im-
portance to the corporation and its people.

The conversations can be about things like the pay structure, the savings and
investment plans, how the corporation calculates and reports its earnings, how
investment decisions are made, how they communicate with the investment com-
munity, the basic values of the corporation, etc. The conversations may be brief
or they can last over several sessions as needed. The intent is to have everyone
understand how these systems work and to see that they are being used fairly.
With this approach, management is building transparency into their systems.

Invitations are issued to all those who may be interested in a particular issue.
These sessions need to include managers and others (not the facilitator) who
are knowledgeable in how the systems work so that questions can be answered
openly, authoritatively and clearly. Ground rules like those mentioned earlier in
this paper need to be co-created with management and the other participants
about how they are going to behave together. All levels in the organisation
must support and live by these agreements. This is the process of building inter-
dependent, ethical behaviour so it's critical that everyone behaves authentically.
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In these sessions, suggestions for possible improvement in the systems may
emerge. Management needs to be open to this possibility and be willing to
have people form teams to explore and develop them more fully. The final de-
cision as to whether or not adopt these changes rests with top management.
They need to be open and honest in sharing the reasons for their decisions.
Transparency and trust are being built here. These are basic building blocks for
corporate sustainability and social responsibility. Summaries of these sessions
need to be shared with everyone so that all can be as fully informed as possible.

As the transparency, ethical behaviour and trust build within the corporation,
more and more people will become authentic spokes people on behalf of the
corporation and effective ambassadors to the communities and governments
around them.

16.3 Experiences

When the author was plant manager for The Du Pont Company in Belle, West
Virginia, from 1987 to 1995 he developed and used the Self-Organising Lead-
ership approach. Within the plant credibility, authenticity and trust grew. Injury
frequency rates dropped by over 96 %, productivity rose by 45%, chemical
emissions fo the environment dropped by 85% and earnings rose by 300 %.
With this strong base within the plant, the author helped to lead a community-
wide effort in 1994, using Self-Organising Leadership, in which 13 chemical
plants from 8 companies told a community of over 300,000 people 29 ways
that we could hurt and kill them with a worst case scenario chemical release,
and trust went up! Many of the people from the plant played key roles in the
community to help this CSR effort to succeed. Without this credible, active sup-
port by the employees none of the community people would have believed any-
thing we had to say, and our effort would have failed. When McNeil Consumer
Products, a Subsidiary of Johnson & Johnson Company had the Fall of 1982
incident where someone had put poison into a Tylenol® container, they proac-
tively shared information and took strong steps to recall their product to ensure
its safety. They communicated openly and fully with the public about all that
they were doing. Their people rose to the challenge because they were proud
of their company and believed in their management. J & J had built high levels
of trust within their corporation which paid off for them in this difficult incident.
Their proactiveness and authenticity enabled their CSR effort to succeed. When
an Ashland Oil storage tank ruptured in January, 1988, spilling oil info the
Monongahela River in Pennsylvania, their CEO fully shared information with the
public and assured everyone that they would take the responsibility for the
clean-up. This proactive approach built strong credibility with the regulators
and public; lawsuits were minimised. The credibility and trust within their com-
pany was the basis for this CSR effort to be successful.
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16.4 Some dos and don’ts

Do take this approach to leading if you want to develop the conditions and
credibility to reach high levels of performance. It'll take real work by everyone
to learn to live and lead this way.

Don't take on this approach to leading unless you fully intend to be authen-
tic and credible. People will see through any falsely based approaches and you
will fail.

16.5 Wrapping up

Self-Organising Leadership enables the people to achieve high levels of per-
formance. The organisation becomes more nimble and quick as it is able to
quickly sense and respond to changes that will impact it. This approach builds
credibility and trust, enabling the organisation to more successfully compete in
this rapidly changing world. It also is the basis that is needed to have a sustain-
able CSR effort. This process begins with simple conversations about things that
are of importance to the people in the organisation. There is no need for any
new capital investment or big training programmes. The conversations grow
like the circles made by a stone tossed into a pool of water.
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The CSR Brand Positioning Grid

Bart Briggenwirth
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17.1 Introduction to the model

CSR provides an interesting way to build better brands. The challenge is to find
the right balance between CSR and other brand values. The opportunities for
integrating CSR in marketing have to be selected carefully. There are subtle
differences that can be extremely decisive. The CSR Brand Positioning Grid is a
tool that helps define the right balance and determines the importance or role
of CSR in developing and building a brand. It offers a framework for deciding
how explicitly or implicitly CSR should be expressed and what the relationship
with other brand values should be. It can help companies to use CSR to differ-
entiate their products or brands from those of their competitors.

Before developing the brand, its positioning and value proposition (e.g. lowest
price, best product, customer intimacy, sustainability champion) need to be de-
fined. This decision reveals the level or importance of CSR within the business
strategy.

Most mainstream companies have no ambition to become a sustainability
champion. They have chosen another value proposition and CSR is integrated
within this strategy. CSR provides the environment within which the value
proposition is delivered. This can be a result of different motives. Defensive:
because stakeholders demand it and the company wants to avoid possible risks.
In this case there is little room for using CSR in branding. Or offensive: CSR is
an expression of its identity, it reinforces the business strategy. Only then can it
offer opportunities to strengthen the brand and its market position.

In very green-oriented companies, which are often driven by their ideology,
the focus on sustainability is the primary choice and could in itself be described
as their value proposition. To start from this point influences the business
model, the structure, the quality and price of their products etc., and thus the
competitiveness of the value proposition they can deliver to their clients. They
often operate in niche markets and CSR plays an important role in branding.

The model is derived from a marketing technique, called the means-end
chain. This is a method which helps to ascertain the reasons underlying con-



The CSR Brand Positioning Grid 141

sumers’ purchase decisions. It is common practice in advertising and campaign
development. The chain consists of:

e Attributes: concrete, often physical or tangible aspects of a product or
company: product features, competencies, systems;

e Consequences or benefits: the solutions the product or company offers;
e End values: values people live by, lifestyles.

Benefits and end values provide the answers to one of the most important mar-
keting questions, namely: ‘what’s in it for me?’. Take Volvo for example; safety is
the core of its brand positioning. A means-end chain for Volvo could be: ‘a Volvo
is equipped with a solid bumper (attributes), which offers me safety (benefit). This
is important for me, because | care for my family (end value)’.

Branding has become more complex and subtle in recent years. It is not
only about what we sell or about the benefits of our product. Customers also
want brands that offer them inspiration. The consumer’s choice for a brand is
not only based on these three elements. The identity of the company behind
the products or brands has become more important and creates preference
with consumers. For this reason, the consultancy company b-open has
added an element to develop the CSR Brand Positioning Grid: the inspira-
tion that a product or company offers. Inspiration comes from inside. This
reflects the ‘softer’, intangible aspects like philosophy, mission, principles,
ideals and shared values.

Added associations or beliefs

Inspiration / Emotional values /
vision lifestyle

Corporate

Identity based Social Market based

(what do we offer) Responsability (what’s in it for me)

Attributes Benefits

Intrinsic elements

Figure 17.1. The CSR Brand Positioning Grid
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17.2 The essence of the model

The four elements are integrated in a quadrant, consisting of two dimensions:

1. Identity based (‘what do we offer2’) — market based (‘what's in it for me?’);

2. Intrinsic elements — added associations or beliefs.

The result is four boxes appointed in Figure 17.1.

In positioning a brand clearly, one should focus on one of these boxes, al-
though a brand becomes stronger and harder to compete with, when it is em-
bedded in more than one box. The grid can be applied in the branding process
on three levels, corresponding to three successive stages, as shown in the follow-
ing chart.

importance of CSR in opportunities to support campaigns to express

Step 1: defining the [> Step 2: exploring CSR- [> Step 3: developing
brand positioning the brand positioning the CSR of a brand

Added associations or beliefs Added associations or beliefs Added associations or beliefs

Inspiration / Emotional Inspiration / Emotional Inspiration / Emotional
vision values / vision values / vision values /
lifestyle lifestyle lifestyle

Identity Market Identity Market Identity Market
based based based based based. based

Attributes Benefits Attributes Benefits Attributes Benefits

Intrinsic elements Intrinsic elements Intrinsic elements

Figure 17.2. Applying the CSR Brand Positioning Grid

17.3 Experiences with this model in practice

The model can be used for developing and building new brands and for moni-
toring, evaluating and repositioning existing brands. It is a useful tool for ex-
ploring relevant CSR-related topics. Furthermore, the model is a practical tool
for analysing competitors. It helps identify the available scope for communicat-
ing CSR in terms of one’s own brand and offers insight into ways of creating a
distinctive method or campaign to express CSR. The various stages of the CSR
Brand Positioning Grid are explained below, using practical examples and
elaborating on the significance of the four boxes.

Defining the importance of CSR in brand positioning

The first stage in using the model is the creation of a brand. The challenge is to
choose the right focus for the brand positioning. The CSR Brand Positioning
Grid offers a framework to explore the strengths and opportunities for a prod-
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uct or company. An inventory was drawn up for an organic food company that
included various options:

e The company could simply concentrate on the characteristics of the pro-
duct: it has an organic or natural composition and doesn’t contain any
artificial additives (position bottom left); or

e it could communicate its corporate identity and describe its philosophy or
the nature of the production process: that the food is produced in a tradi-
tional way, by a family-owned company, where there is a clear focus on
animal welfare and the environment (position top left ); or

e the company could consider a more market-based perspective and con-
centrate on relevant consumer benefits, like quality, health or the good
taste of the food (position bottom right); and finally

e the company could decide to create a lifestyle brand (position top right),
targeting the product, for example, specifically at people with a environ-
mentally-conscious lifestyle, a group which is involved with the well-being
of our planet such as the group called the Cultural Creatives. An alterna-
tive would perhaps be mothers who care for their family and want food
that has not been messed around with. Their lifestyle and values could
also offer a valid perspective.

In each box an inventory of all the relevant possibilities should be made. There
are only a few examples included above. After putting all relevant options in the
four boxes a trade-off process takes place to select the brand positioning. The
final choice will be based on criteria such as distinctiveness from competition,
relevance and attractiveness for the target groups, authenticity and credibility of
the claim. For the organic food company, positioning the brand based on its
identity (left) may lack the relevance to aftract a broader, mainstream audience.
Healthy or tasty food may seem more attractive directions. The fact that it is
organic would then support this claim. However, it would be of relatively minor
importance in its brand positioning, where taste is the decisive factor.

One of the results of this trade-off process may be to promote CSR or re-
lated aspects of sustainability to become the core element of the brand posi-
tioning. This is only possible for green companies or products which can muster
sufficient supporting evidence. As a consequence, the company knows it will
attract mostly green consumers and will have to be satisfied with serving a niche
market.

However a green company, that wants fo attract a larger audience, can also
choose personal benefits for the consumer, like quality, body care and health,
or a lifestyle to position its brand. A brand that has made this shift is the Dutch
fair tfrade brand Max Havelaar, that uses ‘max genieten’ (= maximum enjoy-
ment) as an advertising theme.
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Exploring CSR opportunities to support brand positioning

After defining the positioning and supporting values of the brand, the model
can be used to explore relevant CSR aspects for building the brand. This is per-
haps obvious for brands that choose a position based on CSR, mostly green-
oriented companies, but it also applies to mainstream brands where other val-
ues or propositions such as innovation, taste, health, customer orientation, or
price leadership are the focal issue.

This is the case for most companies. In this situation the CSR Brand Positioning
Grid can be of great value, because it can inspire these companies to find exist-
ing or new CSR-related characteristics that support these claims. What is even
more important for the implementation of CSR in these companies is that it offers
interesting opportunities from a marketing perspective that stimulates the CSR
process and really integrate CSR into the business. The Grid was used in a multi-
national pharmaceutical company that operates in a business-to-business market.
The strategic focus was to increase loyalty. This was the starting point for investi-
gating the opportunities. Moving through the four boxes with a CSR perspective
an inventory was made of relevant CSR-related topics and issues (infernal or ex-
ternal) to support the customer intimacy strategy. One appeared in the mission
statement (top left). It included the company objective to enhance the quality of
life of patients, an objective it was pursuing with its products. But why not en-
hance the positioning in other ways and encourage clients (mostly hospitals) to
develop ideas to support this cause? The best ideas were then rewarded with a
grant. The patients benefit, and at the same time the programme generates sym-
pathy and builds up the loyalty of the hospitals towards their supplier.

Another example is of a telecom supplier whose brand positioning was to of-
fer connectivity to as many people as possible. A CSR consideration inspired
them to identify special target groups with social needs, like the disabled, and
to develop solutions for them to increase their mobility and safety (market
based: bottom right). This added a niche, but commercially interesting, market
— and one that also strengthens the brand image.

Developing a campaign to express the CSR of the brand

The third way to use the model, is a more tactical one: to develop a campaign
with which to build a sustainable brand. This may be an advertising campaign
or an internal communications campaign. This applies particularly to brands
with CSR as the core element, but is also valuable for brands that have defined
another focus for their brand positioning, yet still see CSR as a relevant support-
ing or additional brand value.

The challenge is to translate CSR into an attractive and effective key mes-
sage. The CSR Brand Positioning Grid helps to find the most relevant or distinc-
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tive angle (box and subjects in this box) for conveying CSR. This focus is the
strategic starting point for the creative development process. Again, the other
boxes can offer inspiration, supporting evidence or other relevant information
for this angle.

For several years Shell has run corporate advertising campaigns to express
its CSR. In the Netherlands they started with a print campaign that explained the
dilemmas and philosophy of Shell. The pay off was ‘Profit. Principles. Or both’.
(identity based: top left). Now they run a corporate campaign which focuses on
the sustainable solutions that Shell is exploring or offering on a product level
(e.g. cleaner diesel, V-power). They use a testimonial concept, in which clients
or other stakeholders give their opinion about these products. They moved in
the Grid to a position on the bottom right.

This corporate campaign adds a (sustainable) value and sympathy to the
brand and to the product claims in its marketing campaigns such as ‘more
power for your engine’ for Shell V-Power. BP has a different approach. In its
marketing campaign for BP Ultimate it has combined an environmental claim
with a consumer benefit: ‘more power, less pollution’.

17.4 Some dos and don’ts

Marketing is not selling ideclogy

Traditional CSR companies — i.e. involved in CSR because of the firm convic-
tion of their founders, board members or employees — are often emotionally
tied to their identity and principles. They want to sell their ideals. However, that
is not the way to reach a mass market. Therefore it is necessary to combine
these ideals with the relevant benefits for their clients. Conveying CSR implicitly
is often more effective than obvious claims.

Don’t hide

Mainstream companies that have achieved a great deal in the field of CSR may
miss opportunities in the areas of branding or marketing if they fail to communi-
cate these efforts. This model can help them to find the subtle and relevant per-
spective.

Co-ordinate corporate and marketing efforts

It is still business practice to treat corporate communications and marketing as
two completely separate functions, especially within larger corporations. How-
ever, there is a mutual influence between marketing and corporate communica-
tions and branding on a product and corporate level. Integration is necessary.



146 Bart Briggenwirth

Don’t concentrate exclusively on the final consumers

A strong brand positioning is not only aimed at the needs of the customers, but
also takes into account the needs of other stakeholders (e.g. employees,
NGOs, local communities). Such a positioning is based on a overall brand
value or theme that connects with all these groups and from which they can
each derive their own value. It should also leave room to differentiate the ex-
planation of the brand positioning to each group. A leading Dutch bank ABN-
AMRO uses ‘making more possible’ as a slogan in their advertising campaign,
but it is also the title of their sustainability report.

17.5 Concluding remarks

The CSR Brand Positioning Grid is not a box-ticking exercise. Applying the
model requires analytical skills and the ability to collect the right information for
the four boxes. The information should be provided by representatives and spe-
cialists inside or outside the company. It is also a creative process that requires
the judgement, creativity and intuition of the people involved. A well-tried
method to achieve this is to arrange working sessions and to discuss the options
for defining the role of CSR in branding with management teams or representa-
tives of different management disciplines relating to CSR (e.g. HRM, quality,
marketing, buying, operations, sales).

Branding is more than advertising, especially when CSR is at stake. It is
about building strong relationships which people value. This is achieved by the
way a brand behaves: through its employees, its products, prices, community
involvement and its communications. All these elements build the brand and
contribute to a brand image. As values like sustainability and trust become
more important, so CSR and branding gradually converge. For those compa-
nies that embrace CSR, the Brand Positioning Grid is a valuable tool in their
objective to ‘live their brand” and ‘walk their talk’.
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On Dialogue: A Self-Development
Tool

Robert Beckett
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18.1 Introduction

The underlying theory presented in this dialogue model is founded in communi-
cation ethics. This new practical discipline situates the human capacity to com-
municate in a close relationship with ethical reasoning; the human ability to live
cooperatively as well as to understand and use moral principles and their un-
derpinning values. Christians and Traber (1997) characterise dialogue in the
following statement which indicates how human relationships, knowledge, well-
being and ‘talking together’ are all fused through dialogue, a form of ‘face-to-
face’ communication that remains an essential procedure to establish and bal-
ance ideas of human wellbeing in community. ‘Communication is not the trans-
ference of knowledge but a dialogic encounter of subjects creating it together.’
(Christians and Traber, 1997, p. 9).

The ‘5circle” used here is based on the hermeneutic circle, a concept in phi-
losophy, suggesting that knowledge and interpretation are linked through an
emergent ‘understanding over time’.

discipline
outcomes

communication practice

ethics

method

theory

Figure 18.1. A disciplinary model for communication ethics
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Discipline: The necessary human condition of always being in relationship with
others establishes communication as human beings” most valuable skill. Ethical
responsibility is to understand the effects of communication and its responses
on the other and to privilege the personal, the human and the cultural over the
imposed realm of technological, political, media and organisational ideolo-
gies, in Habermas's expression to ‘privilege the lifeworld over the systemworld’.

(Habermas 1984/7).

Practice: A practice of communication ethics offers all people, not just special-
ists, an opportunity fo be involved in dialogue, through a) problem identifica-
tion, b) examining deeper issues, c) offering hypotheses, d) establishing knowl-
edge e) and building competencies.

Theory: Dialogue emphasises communication that is two-way, rather than one
way, that is unrestricted by one of the partners and that emphasises human be-
ings as specially privileged in being together. See the discourse ethics of Jurgen
Habermas and the particular the notion of the ‘public sphere’, a theoretical
realm protected from co-option by political and other systemworld attempts at
control. (1984/7, 1990), thereby providing a space for the discussion and
resolution of foundational ideas such as human rights, democracy, citizenship
and self-governance.

Methods: This model uses the ‘Scircle’ to enable participants to identify their
own issues, although the example below has been filled out with working mod-
els of communication ethics. Each circle is read from the top right in a clock-
wise fashion. If an issue becomes ‘live’ controversial etc, the group may then
pursue their own thinking using their own hand-drawn ‘5circles’ to describe the
results of their dialogue. As a network model 5systems may also be used to join
issues from other sources (see www.5systems.net).

Outcomes: Using this ‘heuristic technique’, to promote ‘open thinking’, con-
cepts of various kinds can be examined, new ideas may be captured and alter-
natives discussed. The more conceptualisation the participants bring to the dia-
logue, the greater opportunity for shared knowledge formation and thereby,
shared consideration for the implications of those actions the dialogue intends
to affect.

This guide analysis is composed of questions that may be asked in dialogue,
thereby to identify underlying assumptions and concepts important to the dia-
logue. Many further questions can be added to these as part of the dialogue.
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systems

relationships

resources

values

communication
miscommunication

foreign
language

aims identity

language &
culture
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people relations

religion

social
dialogue

interpersonal political

media

language

data organisation

behaviour judgement

knowledge information

communication

Figure 18.2. A self-development model for dialogue

Language and culture (circle 1)

Foreign language Which language groups are represented? What assump-

Culture

Religion

Relations

tions lie behind these languages? What terms2 What ruling
ideas? What can we learn that informs the current discussion?

How do our different cultures affect dialogue? What cul-
tural assumptions do we bring? Which are dominant cultural
values? Which are subsumed cultural values? How can we
use culture to improve lives?

Which religious groups are represented? How do their val-
ves differé What critical values are important to the dia-
logue? How may these affect outcomes? What principles
can we agree?

Which relationships do we all hold importante Who does
not attend the event? Who is overly powerful2 How might
they influence the dialogue? What people should we take
particular care of?2 How do we value our relationships?
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|dentity

How do individual notions of identity affect our interac-
tions2 What can we learn from individual viewpoints? How
do we understand the link between relationships and iden-
titye How are fragmented identities dealt with fairly?2 How
does the community support the individual?

PMOGI (circle 2.) — Model of communicative relations’

Political

Media

Organisation

Group

Interpersonal

What political structures are involved?2 Who controls them?
How can they benefit? How do they disturb the dialogue?
Are people protected from outmoded forms of political as-
sociation (i.e. are dialogue participants self-governing?) are
principles of self-governance, or self-determination open
for discussion?

Which media may inform the dialogue? How can they af-
fect dialogue participants positively or negatively? Is the
medium the message? How can media be used to build
dialogue? How much information is necessary and how
much more required?

Do organisations dominate the dialogue? Is the dialogue
free from coercion or interference by organisations? Are
organisation assumptions similar to participant assump-
tions? Are organisation structures outmoded in the net-
work model of information? Are organisations able to
deal with individual concerns without resort to ‘discipli-
nary’ behaviour?

Can the group agree a clear process for managing its dia-
logue? Can it work with other groups? Are leaders neces-
sary? Are followers able to affect leader decisions? Is an
ethical process of group discussion established?

Can individuals affect the dialogue? Are individual con-
cerns met? Are solutions that are creative accepted in the
dialogue? Does dialogue analysis value individuals? Do the
other structures of the PMOGI model respond to individual
concerns?

1

See www.communication-ethics.org.uk.
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DICKJ (circle 3)

Data How is data collected? By whom?2 What are the assump-
tions of its collection? Who is in involved in its capture and
dissemination? How can new data capture techniques be
employed to support dialogue?

Information Where is the information from2 Who controls it¢ In whose
benefit does it work? When is information re-interpreted?
Are information systems 100 % transparente

Communication Is all communication open to changed assumptions? How
is communication used to benefit people? Who controls
communication? How can individuals and groups affect
communication with political, media and organisation sys-
tems¢ How is communication ethical?

Knowledge Who claims knowledge of a subject? What principles is the
knowledge founded on? Have these been examined? What
techniques have been used in knowledge formation2 And
how is new knowledge accounted for2

Judgement Whose judgements prevail2 Are these historical judgements?
How can judgements be reversed even if benign? If the
community decides new judgements are necessary, then how
can old agreements be updated?

Communication — miscommunication (circle 4)

Signs How does symbolic communication operate in the dia-
logue? What symbols are used?2 Who owns the symbols?
Can they be used by the community? How can symbolic
(graphic-visual-behavioural) communication be improved?

Language What assumptions operate in the languages used in the dia-
logue? How do people use terms2 What technical vocabular-
ies are used? How can new language ideas/words be in-
cluded in community learning? What terms control and/or
reduce lifeworld concerns?

Behaviour How do the actors and audiences involved in analysis be-
have? Are they open and honest2 Able to change? Commit-
ted to their own path? And able to work with each other?

Relationships Which are the key relationships for communication? How are
they understood as significant? How can they be improved or
changed? Which people are limiting the dialogue? Who is
cared for, or not?
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Systems Which powerful systems (technologies, media, operations,
resources etc) reduce dialogue possibilitiese How can they
be affected? Who controls them? Are they open to 100%
transparency? How are changes timed i.e. are the effects of
technology used to slow or reduce change?

Tactics for dialogue (Circle 5: short form for complete dialogue)

Aims What are the aims of the dialogue? Are they faire Are they
balanced? Who do they privilege?2 Who is disempowered?

Roles Who is involved in dialogue? Who is not? How are com-
munities identified? How are people involved? What means
are used to protect people, if necessary, from coercion?

Values What values do people hold and why2 How have these val-
ues been taken into account? Who protects values ‘that
cannot be measured’? What is the difference between facts
and values?

Plans What plans can be made to improve aims? Who carries
them out? What alternatives are possible? Are all partici-
pants in agreement? If not why not?

Resources What resources are necessary? And how do we measure
success? Who provides the resources? Is this faire Does re-
source management limit dialogue? How are further dia-
logues planned to oversee resource management?

18.2 Experience in practice

This model has been used successfully over a number of years by members of the
Institute of Communication Ethics, a not-for-profit network of teachers in higher
education. It has proven helpful to those studying and working in communication
environments because of the model’s innate flexibility. It does not tell participants
what they should do, know, think or concede. It allows them to create their own
models of what dialogue is and should be about, taking into account the founda-
tional nature of communication and examined values (ethics) for living together.
Theory is juxtaposed with the day-to-day needs of people working in dialogue,
moving from the general to the particular and back again in the process.

The existing model has been left with its theory at quite a developed level,
whereas for participants undertaking a typical community dialogue, they should
only use theory where necessary, while being encouraged to create their own
‘heuristic models’ and to compare these against the theory, or other models
developed by the group.
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18.3 Some dos and don’ts

e Do let people work in groups to identify key issues;
e Do let them map out their own issues and present them using the model;
e Do look at each ‘issue chart’ and try and map them out collectively;

e Do spend time understanding all the issues; if it takes time, then that is
what is required;

e Do enjoy the process of bringing collective thinking together.

e Do not delegate the important task of informing yourself to experts;

e Do not allow yourselves to be deflected from the task of ordering-
evaluating information;

e Do not forget that thinking and revealing knowledge is a collective task;
e Do not take matters so seriously that you lose all sense of the outcomes;

e Do not forget that your human relationships are valuable and should not
be damaged over personal disagreement, or temporary grievance.

18.4 Advice for application

Users can print out the ‘5graphics’ as blanks and work with them to fill in their
own detail. Or simply draw out a circle and put words around the circle to ex-
press an issue. The more dialogue is studied, the better participants will be-
come at working with it, but don’t forget this is knowledge that will be used
again and again and is therefore of substantial value. This means knowledge
should be carefully developed, explained and assessed before proceeding ei-
ther to agree, or disagree.

Conclusions

The principle of dialogue is critical to notions of Western thought and to the
Western model of democracy, which is specifically founded on communicative
openness to change. If change cannot be made through dialogue, how then
does democracy represent people? The aim of these dialogue techniques is to
demonstrate how complex human communication is, quite naturally, and how
simple graphic modelling techniques can show ‘open-thinking” in a way that is
available to all participants to see and understand. Ideas can be generated and
discussed openly, allowing the evaluation of disagreement as well as the proc-
esses of moving beyond it. However, ideas that supersede historic privilege and
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pre-negotiated rights are not always welcome and this is where an evidential
approach to dialogue is significant. The quicker key arguments are formed and
understood through dialogue, the quicker historic injustice and misappropria-
tion of society-community resources can be repaired. Shared and transparent
information resources become important to understand issues and to evaluate
alternative courses of action.

The ‘5dialogue’ model can be adapted using a vast range of suitable con-
cepts, — the number five is selected only as a guide to show how ideas often
presented as simple, are in fact complex, and built on deeper assumptions that
may themselves require reconsideration. Where an idea is simple and agreed,
make sure this is clearly set out, not assumed.

Participants should contribute their own imaginative ideas and readings to
the dialogue. Only when citizens can address their own unique issues in dia-
logue, unmediated by outside interference can they be free and able to deter-
mine their own futures. The responsibility for the community, however, is to
manage their own dialogue(s) effectively and legitimately, a situation that can
only be decided by the members themselves. ‘Justice for all’ might be the
catchphrase for every dialogue. The final word goes to Thomas McCarthy, the
communication theorist;

‘The enlightenment of political will can become effective only within the com-
munication of citizens. For the artficulation of needs in accordance with technical
knowledge can be ratified exclusively in the consciousness of the political actors
themselves. Experts cannot delegate to themselves this act of confirmation from
those who have to account with their life histories for the new interpretation of
social needs and for accepted means of mastering problematic situations.’

(Thomas McCarthy, 1997, p. 15)
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19.1 Introduction

No longer can business say that it exists simply to generate shareholder profit.
Business aspirations reach beyond the financial dimension to encompass con-
tributions to a broader set of societal goals, including those focussed on envi-
ronmental and social responsibility imperatives. One need only read a selection
of organisational mission statements to draw this conclusion. Business decision-
making and strategy development does not occur in a vacuum defined only by
economic considerations. The contextual landscape is much wider, as wide as
the world itself. To assess the impacts, opportunities and risks of its operations,
products and services, therefore, a business must engage with, learn from, and
understand the needs and expectations of its stakeholders.

For a global cement company such as Holcim, with operations in more than
70 countries, this is a very real challenge, not something that has come to the
organisation’s notice from the realms of academia. Perhaps in past decades
there was no umbrella concept which described our methodology for negotiat-
ing relationships with different stakeholders. Nevertheless the practical experi-
ences of our local operations were key to elaborating the process model of
stakeholder engagement described in this paper.

The model is used by Holcim Group companies to assist in preparing, im-
plementing and evaluating their local stakeholder engagement strategies; it
details, step-by-step, the cyclical process of engaging with stakeholders. Each
step contains basic principles, tools and mechanisms to apply. It delivers a con-
sistent approach across our worldwide organisation, yet is born of hands-on
practice in the field.

A guidebook explains the model and its tools to those directly involved in
stakeholder processes. This is then supplemented by online support materials,
such as templates, matrices and good practice examples, with in-person sup-
port available when required. A quick reference pocket guide is used to sensi-
tise a broader internal audience to the value of stakeholder engagement as
well as reinforce the need for a common approach.
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19.2 The essence of the model

The checklist approach enables local management to proceed logically from
step to step whilst applying the recommended tools which supplement the
model at each stage of the process:

e Analyse situation: What is the current situation? From the company’s per-
spective? From the stakeholders’ perspective?

e Define objectives: What do you want to achieve? Are the obijectives
measurable?

e Outline internal roles and responsibilities: Who should do what2 And why?

e Map stakeholders and assess their needs for information: Who are your
stakeholders2 What are their needs and expectations?

e Develop key messages on relevant topics to meet these needs: Has their
understandability been tested with the chosen audience?

e Use the most appropriate engagement method for stakeholders: e.g. dia-
logue (group or one-to-one), community advisory panel, public hearing,
focus group etc. Are you well prepared for the actual engagement ‘event’2

e Evaluate engagement plan: Were the stated objectives achieved?

e Invest in corrective or preventive action: Will some stakeholder recom-
mendations be acted upon? Will aspects of strategy be changed to better
meet stakeholder needs?

The step-by-step and cyclical nature of the model is described in Figure 19.1.

19.3 Experiences with the model in practice

To illustrate how the model is used in practice, one must step back a moment
to understand the nature of the cement industry. Reliant on heavy manufactur-
ing plants, generally close to their raw material (extractive) source, the cement
industry can have significant environmental, social and economic impacts on
stakeholders — both positive and negative. Our licence to operate, therefore,
comes very directly from the communities surrounding our facilities.

In this context, some of the dilemmas facing Holcim include:

e How can we ensure that we contribute to improving the quality of life of
our stakeholders within our spheres of influence?

e How do we decrease CO, and other emissions, decrease impacts on biodi-
versity, and generally shrink our ecological footprint while at the same time
meeting the increasing demand for cement and other related products from
a rapidly growing population, particularly in the developing world?
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Figure 19.1. Engagement Process Cycle

e What is our responsibility for the environmental and social impacts of our
products when, in most cases, we have little influence over construction
methods and processes?

The model provides Holcim with a framework for engaging stakeholders on
these and other issues in a continuous cycle of learning and improvement.
Moving onward and upward enables the engagement to become richer, while
delivering more and better outcomes. The relationships developed with one’s
stakeholders are stronger as a result and our licence to operate more secure.

However, it was not always like this. Prior to introduction of the model,
Holcim had been haphazard in its attention to stakeholder needs. At some
operations, stakeholder management practices were well-established, at oth-
ers only in their infancy — a situation which the application of a global model
clearly sought to address. Experience in the field has taught us that ongoing
direct engagement with stakeholders is key to ensuring their active involve-
ment during, for example, the lifecycle of a community project. In this way the
priorities, skills and resources of Holcim are best matched with the commu-
nity’s needs.

Firstly, a formal stakeholder ‘needs assessment’ is undertaken to ensure that
the right information is collected in the most efficient way — usually via document
reviews, surveys, focus groups and interviews. As a stakeholder engagement
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tool, the needs assessment is a required component of Step 1 of the model.
However, it also has the advantage of capturing knowledge needed for Step 4
of the model — where stakeholders, their needs and expectations are mapped
and analysed.

Wherever possible, and when acceptable to stakeholders, facilitation of fo-
cus group discussions or individual interviews is undertaken by an independent,
yet internal specialist from Holcim Group headquarters. There are several ad-
vantages to this approach:

The facilitator is able to bring professional expertise to the process, yet still
be fully cognisant of the Group company’s perspective. The facilitator can bet-
ter manage stakeholder expectations about what is possible in terms of com-
pany support, compared to an external facilitator who may not have such requi-
site knowledge about boundaries, parameters or focus areas. There is still a high
level of objectivity in the process as the facilitator is not perceived as ‘local’.

A case in point — the approaches of Holcim Spain and Holcim Vietnam

Lessons learnt from the field show that there is no ‘one size fits all” approach. In
practice, for example, several steps in the planning stage of the model can oc-
cur concurrently. Application depends very much on the local stakeholder
‘londscape’.

To illustrate, the Holcim operations in Spain and Vietnam represent two dis-
parate locations with very different social, cultural, economic and political
backgrounds, thus requiring different needs assessment approaches to analyse
company/community relations. The objective, however, is the same throughout
— fo:

o Determine the company’s primary and secondary stakeholders;

Assess the current relationship with, and needs of, these stakeholders;
e Match these with the company’s priorities, resources and expertise;

e Develop a relevant and responsive plan of community action.

The Carboneras cement plant of Holcim Spain is located on the Mediterranean
coast. Taking account of the local socio-cultural landscape, the analysis com-
prised separate focus groups with plant management and plant workers (includ-
ing union representatives), as well as individual interviews with a broad cross-
section of external stakeholders — e.g. environmental groups, political leaders,
community administration, education facilities, social clubs etc.

The focus group discussions provided a reflective space for company em-
ployees to consider their current relationship with the community (including an
analysis of their history of engagement). It enabled the identification and priori-
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tisation of issues where opportunities could be seen for adding value to both
Holcim and the community. These inputs were then factored into the individual
external stakeholder interviews for ‘sounding’. An internal working group then
took all findings and developed appropriate community actions to meet local
needs.

The findings indicated that a previously agrarian seaside community had
welcomed the industrialisation brought by various major firms to the region,
which included developing infrastructure and education opportunities. How-
ever, in the latest wave of development, the port town had found itself at the
centre of tourist promotion, and a large retiree and second homeowner popu-
lation (principally non-Spanish) had evolved. Community actions therefore
needed to take account of the potential for conflict between industry and tour-
ism — and restorative environmental projects were the agreed net result.

By comparison, the needs assessment process at Holcim Vietham sought to
determine the company’s impacts since commencement of the Hong Chong
operation (a greenfields site in the primarily agrarian community of Binh An)
five years previously. For this level of scrutiny, and to ensure a high degree of
independence of findings, collaboration was undertaken with Ho Chi Minh City
University for the external stakeholder consultations. Nevertheless, the Holcim
needs assessment approach was followed by the university researchers in their
stakeholder interviews and consultations. They questioned about the main
events and developments of the community over time, the impacts of the com-
pany’s arrival, the major issues facing the community, and their desired future
life quality.

One major community need identified was clean water and sanitation in the
community’s schools, cross-cutting the various themes raised. The joint project
team involved the People’s Committee of the local commune, further embed-
ding stakeholder engagement in the process. Also identified in the needs as-
sessment was the critical importance of hygiene-awareness training to the long-
term sustainability of the project, to ensure that the schools make best use of
their new infrastructure.

19.4 Dos and don’ts

Based on the applied knowledge from the use of the model in the field, advice
is provided to Holcim management about some fundamental keys to success —
a case of ‘the dos, not the don’ts'’:

' This list is drawn from the work of the WBCSD’s Capacity Building programme. The

brochure ‘Stakeholder Dialogue — the WBCSD's approach to engagement’ is freely
available for download from http://www.wbcsd.org.
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Have a clear, well-articulated objective;

Be realistic — do not start what you cannot finish;

Allow enough time for planning, planning and more planning;

Be aware and manage expectations — both yours and your stakeholders’;

Start thinking about the longer term engagement process early, and consult
your stakeholders on what they want in terms of continued communication;

Focus on quality, not quantity — participants should be invited on the basis
of their credibility and ability to be thought-provoking;

Acknowledge genuine differences. Everyone should make an effort to
share perspectives, listen and learn;

Be prepared to be as open and transparent as possible;
Aim to build joint ownership for actions toward change;

Ask the right questions — be flexible and open to improvising based on
stakeholder needs;

Be ready for a messy, time-consuming process;

Listen!

Guiding principles? are also elaborated to assist management in their engage-
ment activities:

Preparation — all parties need sufficient information and preparation;
Openness — by all participants, without fear of restriction or discipline;
Accountability — engagement should inform decision-making;

Respect — acknowledge all opinions; be sensitive and facilitate fairly.

19.5 Conclusion

Holcim has found that the systematic planning of stakeholder engagement
represents good risk management. It helps builds reputation and contributes to
the achievement of business objectives, enabling us to:

Stay on the same wavelength as our neighbours;
Mitigate the negative effects of potentially ‘hot issues’;

Spot opportunities and address stakeholder concerns proactively.

2

These principles are derived from and extend the learnings received from the inde-

pendent think-tank and strategy consultancy, SustainAbility Ltd (http://www.sustain-
ability.com).
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The Holcim experience shows that implementing local solutions according to a
global methodology is a powerful tool. It enables us to engage with stake-
holders covering a diverse spectrum of cultures, languages, and aspirations.
One could expect that the model would have wide application across the busi-
ness community, providing an opportunity to better understand and meet
stakeholder needs in a spirit of openness and collaborative effort.
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20.1 Introduction to the model

In this paper the BNI-instrument (BNI stands for Business NGO Interaction) is
presented. This is an on-line available tool for NGOs and companies engaging
in CSR. The aim is to create explicit understanding between those parties by
comparing issues of CSR in a systematic way based upon a practical ap-
proach to the field. For this, a web-based self-assessment tool is developed,
shaped upon the Servqual methodology. The result of this tool is a gap analy-
sis signifying differences in mutual expectations of the process of dialogue
and collaboration. This analysis is mailed to every respondent in the form of
an automatically generated report, and can be used to construct a structured
agenda for interaction, to be used at the start of or during collaboration be-
tween the parties involved. Furthermore, through the use of the instrument the
underlying database is filled with a gradually emerging data set, providing an
overview of the different expectations around CSR. This article presents the
conceptual background for modelling the interactions between companies
and NGOs, the experiences with the web-based instrument, as well as the
outcomes of the analysis of the differences in expectations.

The tool is developed within a research project that was carried out in 2003
and 2004 within the framework of the Dutch National Research Programme on
CSR, financed by the Ministry of Economic Affairs in the Netherlands. The Na-
tional Programme consists of a coordinated set of research projects on Corpo-
rate Social Responsibility, executed by a group of researchers from 7 Dutch
Universities in close cooperation with businesses. The research project focusing
on the development of the BNI-instrument was led by the University of Twente in
cooperation with Radboud University Nijmegen and the Erasmus University of
Rotterdam.
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Collaborating for CSR

The BNI instrument is based on a notion of CSR starting with the observation
that companies and NGOs are increasingly interacting on emerging CSR issues.
This inferaction is seen both as an opportunity and as a huge challenge. Both
parties have complementary competencies and interests. NGOs seek the sup-
port of business, since liberal governments tend to leave the regulation of an
increasing number of social issues to the market-mechanism. Businesses do of
course play a significant role in the market. Furthermore, businesses see the
advantage of engaging with NGOs through improving their image and em-
ployee motivation, and in decreasing the risk of running info unexpected anti-
business campaigns. The challenge lies in overcoming the world of difference
between the parties, since differences in values and culture can frustrate and
even destroy collaborative attempts. For this reason, exploring and managing
the mutual expectations in the early stages of an interaction delivers valuable
information about the possibilities and risks for cooperation.

The conceptual model

The model used to explore these expectations is based on an adaptation of the
Servqual Method originally developed by Zeithaml, Parasuraman and Berry
(1990). This is a tested method for measuring the possible match — or mis-
match — between expectations of customers and the way a business perceives
and franslates these expectations into products and services. In this project the
Servqual methodology was adapted to the context of CSR. It was assumed that
the expectations of customers and companies with regard to the delivered
products would be comparable with the expectations of NGOs and companies
with regard to possible collaboration in the face of emerging issues.

Measuring expectations

In order to start measuring these expectations in a systematic way, the relevant
concepts were derived from a literature study with respect to stakeholder theory
and partnerships (Bendell, 2000; Zadek, 2004) and from interviews with
NGOs and companies. These concepts gave way to seven criteria that were
further elaborated in a list of indicators which is presented below:

1. Issue: The first criterion concerns the issue around which the parties in-
tend to engage. This criterion is operationalised into indicators such as
the rationale of the parties to get involved with each other and the de-
gree of shared recognition of the problem(s) at hand.

2. Representativeness: The second criterion focuses on the legitimacy and
representation of actual persons that will exemplify the contact between
the parties. The first indicator refers to the critical mass (in terms of com-
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petencies, professionalism and organisational resources) necessary to be
perceived as a relevant and potentially satisfactory partner. Other indica-
tors are the complementarity and recognition of capabilities and re-
sources and the personal authority of the contact persons to make deci-
sions that imply commitment for the organisation as a whole.

. Values: The third criterion addresses the underlying values of the parties

involved. It is assumed that a basic level of trust at the start needs to be
plain in order to be able to engage in a constructive and fruitful dia-
logue. During the actual process of collaboration around a specific issue,
the level of trust needs to be developed in order to foster the relationship.
Indicators that contribute to trust are long-term commitment and respect
for different value systems and worldviews between the different parties.

Collaboration: A fourth element in the mutual expectations of NGOs and
companies relates to the recognition of the rules of the game. Important
indicators relate to operational co-ordination and sharing of risks. Fur-
thermore, the awareness of and flexibility to respond to changing envi-
ronmental demands, and past experiences of the parties involved in simi-
lar processes need to be taken into account.

. Independence: Collaboration influences by definition the independent

position of the parties involved. Therefore the fifth criterion focuses on the
risks that can accompany close contacts between NGOs and business,
showing the reverse-side of collaboration. Relevant indicators are the loss
of legitimacy and credibility of the NGO if its support is derived from a
critical stance towards business, misuse of information, and expectations
about practices of NGOs to take action while being in dialogue with a
company.

Transparency: The sixth criterion deals with the transparency of the future
collaboration. Sharing relevant and useful information beforehand and
during a project is a prerequisite for effective interaction. This will en-
hance trust building, and enable understanding of the often different
worldviews. Indicators provided by literature are: the reliability of the ex-
changed information, the possibility for third-party or other forms of ex-
ternal verification, and the nature of the (joint) communication with other
relevant actors.

Impact: The last criterion points at the impact that both parties aim for
and what is actually achieved. Impact refers to possible direct and indi-
rect results, and is as such crucial in the development of patterns of ex-
pectation. Indicators are: linkage of activities with the core business of the
organisation, clarity of common understanding of goals and results at the
start, demonstrable achievement of results, and mutual learning.
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Each of these indicators and subsequent criteria has been translated into a
concise questionnaire of 35 closed questions with a 7-point Likert answer scale.
This questionnaire was then mirrored for both of the parties involved, trying to
frame mutual expectations and experiences at the start of a possible collabora-
tion. After a discussion of the questionnaire with several representatives of busi-
nesses and NGOs, a web-based tool was developed.

20.2 The essence of the BNI-instrument

The picture shows a schematic overview of the model on which the BNI-
instrument is based.

Expectations Gap 2 \4 R Experiences
NGO interaction process NGO
issue
1 collaboration t
legitimacy
Gap 1 independence Gap 4
values
transparency
impact
\ 4 < > \ 4

| Terminating the interaction |

Figure 20.1. The BNI-model

20.3 Experiences with the BNI-instrument

In October 2004 the tool was released and disseminated through dedicated
databases and an e-mail alert to approximately 20.000 people. In December
2004 we started with the analysis of the gaps identified in the questionnaires.
By then we had 65 valid responses. This is too limited to draw any valid conclu-
sions about the nature of the instrument and its functionality. Discussion of the
results so far is therefore preliminary.

The goal throughout has been to support businesses and NGOs who have
the intention to form some kind of a joint activity, maybe in the form of a part-
nership, and to provide them with practical means to create this collaboration
in an explicit and transparent manner. The developed tool enables them to as-
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sess mutual needs and expectations at the start of this collaboration. Further-
more it enables them to identify the characteristics of the (desired) collaboration
and to communicate about it. Some intermediate conclusions can be drawn,
based on a brief qualitative and statistical analysis of the results.

The attitude of NGOs and organisations is above all determined by previous
experiences. Pre-existing personal relations are a key point; initial doubts and
perceptions on both sides turn out to be more positive once collaboration is
established.

Different value orientations do not seem to be an important hurdle; investing
time in developing common perspectives on the nature of the issues involved
pays off; results on a short-term basis provide internal consciousness on both
sides, leading to support and building trust.

In general, businesses are led by expectations of customers. A possible col-
laboration with an NGO needs to add concrete and short-term value in that
respect; the often referred to reputation mechanism as an important driver for
collaboration is not confirmed in the view of organisations, whereas NGOs
indeed focus on this issue.

20.4 Lessons learned

Through questions on the instrument and the feedback on the reports, some
suggestions have emerged for people interested in using the instrument. We
formulated these suggestions as instructions on how to use the instrument:

e The identification of gaps is most relevant when both the NGO and the
company involved in collaboration fill in the questionnaire. This results in
an agenda for dialogue dedicated to these parties;

e However, most respondents filled in the instrument separately. In this case
the results of the respondent are compared with the average scores of
other users. Although the resulting report is not dedicated, it still can fulfil
the function of reflecting on the possibilities and risks of the collaboration
at hand;

e Filling in the instrument takes about 20 minutes. This results in an agenda
for dialogue between an NGO and a company. The time needed to dis-
cuss the relevant gaps with each other depends to a large extent on the
differences in the mutual expectations. When the parties focus on the most
relevant gaps this discussion may take 1 to 1,5 hours;

e When a collaboration has developed for some time, the focus changes
from expectations to experiences. Therefore the instrument has the oppor-
tunity to fill in the experiences at a certain point during or after the col-
laboration. The generated report compares whether the actual experi-
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ences match the expectations expressed beforehand. This results in impor-
tant evaluation results about the added value and disappointments of
evolving collaborations;

e The model with the seven criteria for the relevant expectations of NGOs
and companies can also be used to select possible partners. It then serves
as a checklist of success factors that foster successful collaboration. Mak-
ing a conscious choice about what partners have the potential to deliver
the preconditions for an effective collaboration is crucial, in order to pre-
vent frustration during the collaboration;

e Although there is a large stream of literature on partnerships for CSR,
many companies and NGOs have just begun to explore this. Until now
most parties state that they underestimated the time needed to get started.
Several cases even mention that it takes years to overcome the hurdles
present at the beginning of a possible collaboration. This stresses once
more the importance to take some time for a deliberate choice about the
most promising partners.

20.5 Wrapping up

Collaboration between businesses and NGOs is a crucial element in the devel-
opment of CSR. The instrument presented here is a first step in helping to iden-
tify important gaps that might frustrate the upcoming collaboration. Analysis of
the results so far demonstrates that — once well debated up front — it paves the
way for an effective collaboration. Common understanding and clear arrange-
ments can diminish problems based on misunderstanding further down the
process of collaboration. In this way effective interaction and dialogue has im-
proved and real value added for those involved. Meanwhile a number of issues
remain open for debate. Without any pretensions to be comprehensive we
would like to stipulate the following:

(a) Implicitly, a rather mechanistic view is taken in this research project. Based
upon explicit assumptions about collaboration it is still unable to capture
the ‘human chemistry’ between people. Despite the fact that the use and
outcome of the developed model can offer ample ground for a fruitful col-
laboration, it remains impossible to capture the emotion that is a funda-
mental prerequisite for collaboration. Unmistakably trust — as one of the
criteria in the model — is a key component, yet does not cover the senti-
ments at stake.

(b) Although the presented list of criteria seems to represent rather accurately
what is at stake when engaging in a possible collaboration, it is neither
exhaustive nor can the interdependency between them be taken into ac-
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count. The weight of these criteria will differ between the parties involved.
In the Servqual methodology a weight is given by the respondents to their
scores. Now that the first release is in full swing, it might become appro-
priate to add this methodological feature to the instrument. It will also dif-
fer depending on previous experiences, the business sector, the actual
people engaged in the discourse, and so on.

(c) A final issue is how the stakeholders will perceive the usefulness of the in-
strument. Leaving aside issues of reliability, the core remains to create
added value for the parties involved. This added value comes about in e.g.
consensus concerning the issue at stake, the way it will be approached or
the contributions of the parties involved. We assume that it is only in the
actual testing and subsequent use that this practical added value can be
demonstrated.

These hurdles, with respect to the present status of the BNI-instrument, point at
possibilities for a further development of the instrument and underlying model.
At the same time, the instrument available on the internet already contains a
rather comprehensive tool for business-NGO interactions to make progress
with regard to societal issues. In the coming years the instrument will be avail-
able on www.bni-instrument.org at no cost for NGOs and businesses. Further-
more, the involved researchers will make periodical reports on the relevant
gaps based on an analysis of the expectations and experiences expressed, and
make these reports available through the same website. Both the use of the in-
strument and the reports on the most important gaps may hopefully deliver valu-
able information for effective collaborations between businesses and NGOs.
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Management
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21.1 Introduction

Corporations are embedded in networks of stakeholder relationships. These
relationships can range from conlflict to partnership. To operate within such a
complex system of interests and influences, businesses need to carefully assess
and evaluate these external forces as well as build up and foster their relation-
ships with stakeholders. Effective stakeholder management is a critical require-
ment for the long-term success of any company. It provides a clear overview of
societal expectations and a firm foundation for a stronger, customised and le-
gitimate corporate social responsibility (CSR) strategy. However, managing
stakeholder relationships is not an easy task and raises numerous questions.
Although companies are aware of the importance of involving and managing
their stakeholders, managers have a confused notion of how to actually imple-
ment the process.

The following model offers a clear trajectory from stakeholder analysis to
strategy implementation, addressing the strategies a firm should take to best
manage stakeholder challenges and opportunities. It concentrates on the prac-
tical side of stakeholder management and provides a systematic approach for
managing relationships with stakeholders. The model is based on the assump-
tion that CSR is a strategic aspect of a company’s management and stake-
holder management a necessary step to CSR operationalisation. The ultimate
aim is to provide a guideline for managers in order to increase corporate
performance.

The model: Trajectory framework for stakeholder management

Freeman (1984) defines stakeholders as ‘any group or individual who can af-
fect or is affected by the achievement of the organisation’s objectives’. It in-
cludes a number of people and groups like non-governmental organisations,
media, governmental organisations, employees, customers, shareholders, sup-
pliers, communities and others, all of which may have conflicting expectations
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and inferests. This list may differ according to each individual company and
situation. As stakeholders are large in numbers and resources are rather scarce,
a company will have to make choices and set priorities with regard to these
stakeholders and their issues.

Note that opposing views do exist between the business world and civil soci-
ety. The business world is mainly concerned with its direct stakeholders,
whereas society as a whole is made up of a very heterogeneous set of stake-
holders, all of whom have different expectations of corporate social responsi-
bility. Business firms wishing to maintain a good dialogue with stakeholders
need to develop a stakeholder process.

21.2 The essence of the model

The model offers a trajectory framework to guide managers in stakeholder
management. It provides an innovative and long-term approach to corporate
sustainability and successful entrepreneurship. The aim is to help companies
work out a stakeholder audit, leading to concrete action plans that integrate an
understanding of the stakeholders and their expectations, an estimation of their
individual importance from a strategic point of view and a clear perception of

Step 1
Definition of the Level of Analysis

-Level of Analysis
-Level of Abstraction

/\

Step 2 Step 3
Internal Audit Stakeholder Audit
-Personal Attitude (- q -Stakeholder Identification -
-Corporate Attitude -Stakeholder Mapping
Step 4

Prioritisation of Stakeholders and Issues

!

Step 5

Concrete Action Plan

-Stakeholder dialogue
-Translation into business processes '

Figure 21.1. Stakeholder management trajectory
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how satisfied the stakeholders are and what could be done to build sound mu-
tual relationships. In this respect, the model can be regarded as part of the risk
management process.

Figure 21.1 shows the five steps of the trajectory: definition of the level of
analysis; internal aftitude audit, stakeholder audit; prioritisation of stakeholders
and issues; and a concrete action plan. These steps are successive, however,
there should be room for feedback between the different steps. Each step leads
to a number of concrete questions.

Step 1: Defining the level of analysis

The first step consists of identifying and defining the level of analysis and the
level of abstraction.

The level of analysis refers to the level to which the stakeholder analysis will
apply, i.e. group level, national level (all companies in a certain country), com-
pany/site level, or business unit/department level. Also, the stakeholder audit
can be done for a specific project or problem. According to the level of analy-
sis, outcomes may vary a lot.

The level of abstraction refers to the motives that underline the analysis. The
analysis may address a specific problem or project within the company or it
may be a general exercise aiming at integrating the stakeholder management
approach or CSR in the business. The level of abstraction needs to be clearly
identified as it will define the boundaries of the analysis.

Key questions

e What is the level of analysis: Group level2 Country level2 Company/site
level2 Or business unit/department level2

e What is the level of abstraction: Does the analysis address a specific pro-
blem or project within the company or the group? Or is it a general exer-
cise aiming at integrating the stakeholder management approach or CSR
in the business?

Step 2: Internal audit

The second step aims at exploring the internal position of the firm vis-a-vis the
specific problem/project, or CSR and stakeholder management in general
(according to the level of analysis and abstraction). In addition, the organisa-
tion’s own definition of CSR is discussed.

The aim of this step is to obtain a clear idea of the company’s attitude to-
wards its stakeholders. An internal reflection and analysis is necessary in order
to assess the current position of the company and a clearer understanding of
the current actions and reactions of company stakeholders. This will make it



174 Céline Louche and Xavier Baeten

easier later to draw up an optimal, customised and realistic action plan. This
step should be addressed at the corporate/company/unit level as well as at the
individual level (e.g. aftitude of senior management towards stakeholders).

Key questions

e How does the organisation define CSR2 What is its aftitude towards CSR2

e What is the position of the company and its managers regarding CSR or
the issue in question?

e What are the main internal drivers and barriers for stakeholder manage-
ment and CSR2

e Why do we, as a company, need to tackle this issue/problem/project
(e.g. reputation, public relations, advertising, trust building, performance,
vision, innovation, management, employees)?

o What is the actual state of affairs with regard to stakeholder management
(e.g. mission statement, stakeholder approach, ethical code)?

e What are the previous experiences related to CSR or in dealing with the
specific problem/project?

Step 3: Stakeholder audit

The stakeholder audit consists of the identification and mapping of stake-
holders. It deals with questions related to who the stakeholders are and how
important they are with regard to the company or problem/project.

A stakeholder audit starts with a clear definition of the stakeholders. Relevant
stakeholders should be listed (the list should be as complete as possible even if
some of them may be deleted later on) with a short description of: who the
stakeholders are, what they do, what their position is regarding the company or
specific problem/project, what their means of action are.

From this description, it is possible to draw a power/interest matrix' (see Figure
21.2). The matrix is a useful tool for evaluating the expectations and the impact
of particular stakeholders. It helps to assess the degree of interest of each
stakeholder group, the extent to which their expectations affect the organisa-

Power is the mechanism by which expectations are able to influence strategies. There
are four dimensions of power: status (e.g. position within hierarchy), resources claim
(size, in all meanings), representation in powerful organisations, and potential to dam-
age. There are several ways fo exert such power, for instance by direct authority, lobby-
ing or exerting a dominant market position. The power of stakeholders can be based on
various sources such as hierarchy, influence, resources, knowledge. Power gives an idea
about the company’s dependence on the stakeholder. Interest refers to the stakeholder’s
willingness o communicate his experiences with regard to the company’s strategy.
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tion’s decisions and the means and power they have to exercise their influence.
The outcome of the matrix provides the basis for developing stakeholder strate-
gies (e.g. how to communicate). It can also indicate whether certain decisions
will receive support or resistance and provide guidelines as to which groups
have to be included in the decision process.

The matrix provides a classification of the stakeholders into four distinct
categories:

e Group A: the most important group of stakeholders with a high level of
interest and power. They are the key players. Their support is strategic to
the success of the company or project. They should be carefully managed
and involved in all relevant developments;

e Group B: this group has a high level of interest in the company and its ac-
tivities but has limited means to influence decisions or actions. However,
this group may contain potential allies, therefore they should be kept in-
formed;

e Group C: this group can present some difficulties. Although they behave
passively they can have an enormous impact on the company or project.
It is therefore crucial to keep them satisfied, and identify their potential in-
tentions and reactions, engage in a dialogue in order to learn more about
their discontent and involve them according to their interest;

e Group D: this group is less important and requires minimal effort. It con-
sists of secondary stakeholders who do not have high interest in the com-
pany and no power to affect it directly. However, it is important to be
aware of these stakeholders and their views. They should still be given the
necessary and minimum amount of information.

High
B: Keep informed A: Key Players
Interest
D: Minimal efforts C: Keep satisfied
Low
Low High
Power

Figure 21.2. Interest/Power Matrix (Johnson & Scholes, 1999)
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This matrix is a ‘living’ matrix. Some stakeholders will be key players when dea-
ling with specific topics and they will be less important or interested when dea-
ling with other issues. Also, stakeholder interest and importance can change
over time, e.g. because of media exposure?.

When carrying out this step, the present quality of the relationship from the
point of view of the stakeholder, i.e. stakeholder satisfaction, should be consi-
dered. For each stakeholder, it should include: the most important satisfaction
measures, the existence of open and structured communication, comments on
the satisfaction levels and an overall satisfaction score. Such considerations are
useful at a later stage of the stakeholder management trajectory in order to
track the improvement in stakeholder satisfaction. Satisfaction measures may
include for example the existence, frequency and type of communication
and/or meetings between the company and the stakeholder, historical events,
capital flows, existence of a personal relationship with the stakeholder and op-
posite interests. Neely et al. (2002) provide some example of stakeholder-
specific potential measures.

Key questions

o Who are the relevant stakeholders?
e What power do they exert on the company?
e What interest do they have in the company or company’s project/problem?

e What is the actual quality of the relationship of each of the stakeholders
identified with the company (stakeholder satisfaction)?

Step 4: Prioritisation

In the previous steps, we have identified the organisation’s drivers and stance
with regard to stakeholder management/CSR and the relevant stakeholders.

Now, it is time for action. As dealing with all stakeholders at the same time is
impossible, it is essential to prioritise stakeholders as well as issues. This focus is
very important in order not to develop a programme that is too ambitious. The
aim of this step is to synthesise the most important results and blind spots that
have been discovered in the previous steps. It will help to identify potential ar-
eas of risk.

Building on the information collected during the internal and stakeholder
audit, the aim is to identify the stakeholder(s), the issues, the activities, business
units, and departments to be focused on, including the geographical focus.

2 Therefore, the media are seen by some authors as a ‘bridging stakeholder’.
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Key questions

e What stakeholders should be focused on?

What issues should be focused on?

What activities, business units, departments should be focused on?

What geographical area(s) should be focused on?

What are the objectives with regard to the stakeholders?

Step 5: Action plan

The last step consists of the action plan. Based on the priority list, it should pro-
vide substance to the analysis by defining the objectives and strategies for the
next years or months and sefting out a timetable of measures as well as the fi-
nancial implications necessary for achieving these objectives. The action plan
should include stakeholder dialogue (incorporating stakeholder satisfaction)
and translation into business processes.

Key questions

e What concrete actions need to be carried out and with which stakeholder
or group of stakeholders?

e How will the stakeholder dialogue be organised, what are the dialogue
techniques that will be used and what will be the content of the dialogue?

e When does each action need to be carried out (start and end date)?

e What resources does it involve (capital, human, goods, technological, etc)?
e What are the expected outcomes of each of the actions?

o What are the expectations of the overall action plan?

e What impact has the action plan had on stakeholder satisfaction?

21.3 Experience with the model

The model was first tested during an internal training for senior management in
a multinational corporation which led to some changes and adaptations. It was
used as a reference tool in a Belgian training programme for managers on sus-
tainable development called Trivisi and is currently taught in Vlerick’s Masters
and MBA programmes. The use of this model in training programmes has been
met with great approval by the participants, both managers and students, who
praise its pragmatism and direct applicability. The trajectory framework offers a
useful guide for managers navigating through the stakeholder process.
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21.4 Some dos and don’ts

Our model offers a framework for developing the stakeholder management
capability. This trajectory model helps to make clear which stakeholders should
be prioritised and what actions need to be undertaken.

Our experience reveals that stakeholder management is very complex in
practice and requires individual qualities but also collaboration and partner-
ship. The model we propose necessitates in-depth discussions that involve re-
presentatives of the entire organisation. It is a significant added value to bring
together managers from several departments. Another key aspect of the model
is stakeholder dialogue. It helps to provide a clear concept of the expectations
of the stakeholders and of these satisfaction determinants. This dialogue gives
input for building and maintaining long-term relationships. Finally, the organi-
sation should report to its stakeholders to what extent it has met its own objec-
tives and the objectives of the different stakeholders. Measures will need to be
developed and structured in a value scorecard.

21.5 Concluding remarks regarding the application of
the model

The trajectory framework presented in this paper is intended to provide gui-
dance and to help managers design the most appropriate stakeholder approach.
It clearly maps the different steps that managers need to take in order to identify
and understand the organisation’s stakeholders, to define the opportunities and
challenges stakeholders present and finally to draw up an action plan.

The model should be used as a strategic management tool and should be
regarded as part of the company’s long-term objective to understand and align
its strategy with societal expectations. However, it may be inappropriate to use
this model in a crisis, when tension is high and immediate action necessary,
and could lead to manipulating rather than understanding stakeholders.

Applying such a model requires time and commitment in order to obtain the
long-term involvement and trust of the stakeholders. Therefore timing is an im-
portant factor in the implementation. When used at the right time, the model
can help managers to overcome opposition, build coalitions, and channel in-
formation and resources to promote and sustain the firm. Since stakeholders
and their positions may change over time, stakeholder management needs to
remain an ongoing process allowing for strategy design to adjust. Ultimately,
the model is a critical tool in optimising the firm’s environment and can help
identify those parties that should be incorporated in decision-making processes.
The successful implementation results in increased employee commitment and
buy-in.
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Ideally, it is best to carry out this stakeholder management process in the or-
ganisation every two years. A working group should be put together represen-
ting different hierarchical levels from throughout the organisation. This ensures
the best results.
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22.1 Introduction

Suppliers of brand-name companies, especially in labour intensive sectors like
clothing and footwear, are usually located in countries where labour regula-
tions and their legal enforcement are less stringent than those in west European
countries. Organisations of civil society have stepped in to promote improve-
ments in such areas as human and labour rights and use a variety of strategies
to try and ensure responsibility, accountability and transparency. Their demands
are directed at both public and private bodies, but while public bodies have
been slow to react, the private bodies, mainly multinational enterprises, started
introducing private CSR initiatives in the 90s.

The approach to CSR in global supply chains puts the emphasis on monitor-
ing the suppliers to compensate for the lack of an official labour inspection
body. Among the more than 300 different CSR initiatives listed by the Interna-
tional Labour Organisation (ILO), the Fair Labour Association (FLA) is one of
the most demanding. The FLA model, unlike other models, does not rely solely
on one-off certifications but requires the total commitment of the brand-name
companies to a programme of code implementation, internal monitoring and
unannounced independent external monitoring. Under the FLA system, the brand
is held responsible for the labour standards of their suppliers. Since experience
has shown that CSR initiatives which concentrate solely on auditing fail to identify
and cure the root causes of non-compliance, the FLA model integrates a system
of monitoring, corrective action, third party complaints, and public reporting. The
FLA Code of Conduct is based on the core labour standards of the ILO.

The FLA was formed in 1999 to promote respect for labour rights around the
world. The FLA represents a multi-stakeholder coalition of companies, universi-
ties and NGOs. There are currently 16 brand-name companies participating
fully in the FLA, including Adidas, Liz Claiborne, Nordstrom, Nike, Patagonia,
Puma and Reebok and around 1000 university licensees who have included
only their university production. With their membership in the FLA, these com-
panies show their commitment to a rigorous programme of corporate social
responsibility along their entire supply chain. 4000 facilities in over 80 coun-
tries are covered by the FLA programme, including 850 factories in China.
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22.2 The essence of the FLA Model
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fees equivalent to auditing 5%
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Figure 22.1. The FLA model

The first model is shown in the form of two rings to illustrate the fact that the
FLA compliance programme is not a single but continuous process and, at the
same time, that auditing is just one part of the CSR model. Even when the par-
ticipating company programme has been accredited by the FLA (as in the case
of the Reebok programme), the monitoring, corrective actions and public re-
porting continues. The first model shows the cycle of responsibility the FLA re-
quires from the brand-name companies. The second model gives some details
of the FLA monitoring system.

For the companies that join the programme, the FLA Model essentially in-
volves:

¢ Implementation of the FLA principles (referred to here as the ‘Code’) in
the factories that manufacture its products. This requires designating a
person or division in the company responsible for promoting Code com-
pliance at all levels of the supply chain and ensuring that factory man-
agement and workers are aware of the standards;

e Conducting internal monitoring and then correcting any non-compliances;



182 Jacques Igalens and Martine Combemale

FLA
FLA System
Code of Conduct FLA of complaints

A &
1 FLA
| Website
FLA Participating

Company (ex Nike)

Nike Code of Conduct

FLA Participating
Company (ex Reebok)

Reebok Code of Conduct

Accredited
Monitors

Suppliers
Audits on
Nike CoC and FLA CoC,

Labor
Inspectors  Local
~ government
[ issues with this model S
Audits on
— —> Supply chain and stake holders Nike CoC,
relations Reebok CoC

FLA CoC

=P Audits relations

Figure 22.2. The FLA monitoring mechanism

e Submitting to independent external audits conducted by FLA-accredited
auditors of a random sample of 5% of suppliers. The results are published
on the FLA website after the company has been given a chance to imple-
ment its corrective action plon;

e Reporting to the public on the various activities.

There are a number of additional activities that are used to support the FLA pro-
gramme, but we shall concentrate here on the key steps making up the FLA pro-
gramme: how the FLA collects compliance information, remediate the compliance
issues identified, checks that remediation, and reports the results to the public.

Collecting compliance information

The external monitoring work is done by independent accredited monitors con-
tracted and paid by the FLA. In order to be accredited, the auditors have to
demonstrate their knowledge in audit work, in human rights and in the culture
and language of the country they want to work in. They have to conduct a trial
audit so that FLA staff can check their ability to conduct an audit according to
FLA standards. The FLA works with international commercial audit companies
but is increasingly encouraging local audit companies or NGOs to apply for
accreditation. Two NGOs — Coverco and GMIES in Central America — for in-
stance, have been accredited by the FLA.
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The FLA provides the auditors with a short training course, tools and audit
instruments which help them to consult knowledgeable local sources, conduct
worker and management interviews, review wage and hour records and inspect
the facility to identify problems of non-compliance like health and safety issues.
What makes them different from other CSR programmes is that the monitoring
work is regarded as a measurement tool and not as a pass or fail assessment.
FLA-accredited auditors report on the problems that they find with a view to
identifying areas for improvement and making the participating companies ac-
countable for ensuring long-term and sustainable progress in their factories.
The auditors’ reports are sent to the FLA which ensures they meet the required
quality before sending it to the participating company so that they can use it as
a basis for the remediation process. The FLA staff can accompany any auditor
to check the quality of the audit.

Remediation is the heart of the FLA programme. Companies are required to
work with their factories to correct and prevent any instances of non-
compliance identified by internal or FLA-accredited independent external moni-
tors. Companies report to the FLA on the status of their remediation plans for
factories that have been subject to audit and the FLA updates this information
on its website on an ongoing basis. The companies are urged to continue pro-
duction at factories that are found not to comply with the standards and to work
with them to improve conditions and protect the rights of the workers responsi-
ble for manufacturing their products. It is only in cases where the supplier fac-
tory is unwilling or unable to meet the requirements of the FLA that the partici-
pating company may terminate its contract with the supplier.

In order to receive accreditation for its programme after the implementation
period, a company participating in the FLA programme has to demonstrate to
the staff that it meets ten requirements of the FLA Charter.

The FLA staff also makes the field visits to observe the work of the partici-
pating company’s local compliance staff and assess factory conditions. In
order to be closer to the factories and the local compliance staff of the par-
ticipating companies, the FLA opened regional offices in Asia and South
America. This also allows the FLA to be in contact with the stakeholders. By
consulting and working closely with local groups around the world, the FLA
has participated in the formation of a global network dedicated to improving
labour rights.

Transparency is one of the most important aspects of the FLA model. This is
a quality that is rare enough in CSR models to merit particular mention. The
FLA issues a public report for each participating company. In order to verify,
evaluate and publicly account for the compliance programme of a participating
company staff members of the FLA conduct an internal audit of the compliance
programme of the participating company on an annual basis as well as an ex-
ternal audit of their suppliers. The FLA publishes both a report on the company’s
compliance programme and the results of the external audits on their website.
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Any third party (for example an NGO or trade union) is able to file a com-
plaint regarding alleged non-compliance at a supplier of an FLA affiliate. The
participating company then has up to 45 days either to investigate the alleged
non-compliance internally and demonstrate that it has been remedied, or to
request that the process be assessed by the FLA. The FLA will prepare a sum-
mary report of the complaint and its progress to date and provide that report to
the complainant, the company and the FLA Board of Directors.

The costs (the affiliation fees, the cost for the FLA external audits which are
paid once a year and the administrative fees) are paid by the participating
companies and university licensees. The accredited monitors are selected and
paid by the FLA for each audit.

22.3 Experiences with the model in practice

The FLA has often mediated in disputes between workers and management in
companies participating in the FLA programme. In Guatemala, the Dominican
Republic, Sri Lanka and Thailand the FLA responded to complaints from work-
ers that their freedom of association rights were being violated and through
mediation was able to secure recognition for the unions. In two of the cases
collective agreements have also been negotiated.

There are ten charter requirements that a participating company must meet
to have its programme accredited by the FLA. These range from establishing
clear standards, creating an informed workplace, developing an information
database, establishing a programme to train company monitors, conducting
periodic visits and audits, providing employees with the opportunity to report
non-compliance, establishing relationships with labour, human rights, religious
or other local groups and establishing means of remediation for their factories.
In April 2004, the FLA accredited the monitoring plan for Reebok footwear (41
suppliers) which was implemented over a period of two years, and in April
2005 a further six company compliance programmes were accredited. Even if
the accreditation by the board means that the programme has been fulfilled, all
the performance requirements remain the same and the FLA stresses the need
for continued improvement at the level of the factory and the company. The
FLA revaluates the accreditation every two years and may retract it.

22.4 Dos and don’ts

Does this model lead to an improvement in the well-being of the workers?
Does it help to put in place free representation in the factories and freedom of
association and collective bargaining? Does it help to build social dialogue
between workers and employers? Do monitoring strategies increase the capac-
ity of factories to comply?
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As we saw with the example of Reebok, by pushing the participating compa-
nies to work with a global approach, the FLA helped to create positive competi-
tive pressure for suppliers engaged in business with the FLA participating com-
panies. This position is important to ensure that all workers in the supply chains,
regardless of their country, experience the benefits of improved labour rights.

In spite of the positive aspects, the FLA model needs some improvement. The
FLA is aware of the necessary improvements and has already introduced steps
to remediate them.

One of the issues is that FLA doesn’t require the auditors to have human re-
sources management knowledge — which limits the quality of the result of the
audit. The problem is common in CSR audits., Comparative analysis' of the
reports and methodologies of CSR audits in general showed that auditors,
whether they are from NGOs or private firms, simply list problems and do not
conduct acceptable social audits (Combemale and Igalens, 2005).

The quality and methodology of compliance audits limit the information
available to the public.

Audits and code of conducts are too numerous and generate confusion
and frustration mostly for manufacturers and suppliers. The participating
companies audit the factories based on their own code of conduct even when
they share factories with other participating companies. What is more, the
FLA code of conduct is very confusing for the suppliers; it is not unusual for
the supplier to undergo several audits, carried out by different participating
companies, in the same month. Therefore the remedial responses of each
company may duplicate the efforts of others and the results can even contra-
dict each other. The FLA is beginning to share or combine remedial initiatives
to reduce duplication, achieve some economies of scale and maximise the
leverage and impact.

Ultimately, as for the other CSR models, suppliers are the recipients of im-
posed standards. This tends to generate rejection of the latter instead of appro-
priation because it doesn’t improve their management system. The FLA CSR
Model as the other CSR organisation in general places the factory manager in
a double bind situation. He is caught between an injunction where the capacity
of making a high quality product and demanding speed production are directly
opposed to the implementation of a multinational code of conduct. He is put in
a deadlock situation that obliged to turn to defensive strategies with negative
impacts as cheating on social issues.

' Codes of Conduct Implementation and Monitoring in the Garment Industry Supply

Chain- Summary Evaluation of the Field at the 10-year Mark — Fondation des droits
de I'Homme au travail (infos@fdht.org ), February 2005.
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22.5 Concluding remarks regarding the application
of the model

The FLA model shows the complexity of CSR issues and remediation pro-
grammes; it demonstrates that an inspection alone does not improve the life of
the workers in a sustainable way. An ‘audit’ provides only the action list and
would have to identify root causes if the remedial action is to have any chance
of success. The FLA is emphasising the need for the root causes to be ad-
dressed through training and other capacity building programmes.

The involvement of suppliers in the process is essential. Suppliers are usually
the recipients of imposed standards. This tends to generate rejection of the lat-
ter instead of appropriation. Some suppliers would like to establish partnerships
with companies and invest the money spent in audits in improving their man-
agement system. Some multinationals are aware of their shortcomings and the
conflict they create through their drive to lower costs and shorten lead times
which can have perverse effects on working conditions in their supply chain.
The FLA has therefore started to recruit suppliers into the FLA.

Considering the points mentioned above, it is imperative that social auditors
competencies and practices improve to match the higher standards of the FLA
and the participating companies. It is important to evaluate efforts and not only
results. As we saw with the FLA model, improvement needs time and it is an
ongoing process, the audit will never improve the lives of the workers by itself.
In short, the FLA model is a model that results in capacity building because it
does not concentrate solely on auditing.
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23.1 Introduction

In keeping with the central dimensions of corporate social responsibility (CSR)
and building on the experience of a chemical modified bio-based new product
development project, the intention of this paper is to provide a stakeholder
analysis model for use in organisations intent on demonstrating CSR specifically
in relation to new and emerging technologies. This focus on new and emerging
technologies is particularly important given the growth in, for example, envi-
ronmental management, engineering, information technologies and biotech-
nology, and the desire to balance ethical, social and cultural impacts with sus-
tainability as well as commercial factors.

For organisations active in the development and commercialisation of new
technologies, the full pursuit of CSR has a number of challenges as these or-
ganisations grapple with the identification, evaluation and harmonising of
stakeholder interests in relation to brand new areas of knowledge and their
unique applications. All of this is frequently entirely new, both to the organisa-
tion and their relevant stakeholders, those known and yet to be identified. Spe-
cifically, with a wealth of issues commonly associated with new technological
developments, mechanisms are being sought as to how environmental, ethical
and cultural concerns can be effectively identified in order to assess benefits
and risks appropriately for accurate evaluation, continuation or discontinuation of
new technology developments.

Lee (2003) has suggested that the way to evaluate highly uncertain risks is to
employ risk assessment as a scientific process within an explicit decision frame-
work that directly addresses stakeholder values, trade-offs, and the uncertainty
on decisions. The term ‘requisite model’ refers to a policy model that contains
questions essential for informing the issue at hand. Questions that may be
asked to develop such a model include:

o Who are the legitimate stakeholders?

e Who bears the consequences of the decision?
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e Who is responsible for making/implementing/enforcing the decision?
e What do the stakeholders care about?
e What are the preferences for different outcomes?

e What trade-offs are they willing to make among different consequent di-
mensions, e.g., cost versus safety?

e What are the competing decision options to be evaluated?

e What information do the stakeholders need to make well-informed deci-
sions/what questions are they asking?

e What information is immediately available about the probable conse-
quences of different decisions?

e What data gaps and uncertainties exist, and what means exist to reduce
uncertainties?

e What analytical tools and experts are available?

e What are the resource and time constraints on making the decision?

With this information in hand, analytical frameworks such as multi-aftribute utility
theory (MAUT) and multi-criteria decision-making (MCDM) can be employed,
although these frameworks have, in the past, not been commonly used for
biotechnology analysis.

Private entities, research bodies and governments who are directly investing
in scientific discovery can face extreme scepticism and caution from the general
public in relation to the introduction and acceptance of new technology prod-
ucts resulting from scientific endeavours. The increasing number of technolo-
gies becoming available is likely to result in a large number of people voicing
their concern in regard to the potential impacts of these technologies. Invest-
ment in this research is considerable, as is the desire to obtain some return on
this investment. Therefore, means are being sought in a number of different
domains to ensure appropriate recognition and evaluation of social, cultural,
ethical and environmental impacts, as well as an effective information dissemi-
nation process following appropriate assessment of these impacts.

23.2 The essence of the model

The stakeholder analysis model for emerging technologies is made up of a
number of key dimensions, such as perceived benefits and threats, perceived
societal impacts, guiding values and principles, ethical decision-making guide-
lines and stakeholder information needs. These dimensions inter-relate tfoward
the ultimate evaluation of the impact of an emerging technology by a specific
stakeholder (see Figure 23.1). The model begins its process of analysis by pre-
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senting a new technology scenario to a stakeholder in which the stakeholder
can identify what they foresee as general potential benefits of the technology as
well as the general threats and potentially negative impacts. In doing so, the
stakeholder begins the decision-making process by initially scanning their own
internal perceptions in order to communicate perceived benefits and threats
that might not previously have been identified by the technology developers. It
is important that this step is undertaken before leading the stakeholder on to a
more in-depth analysis of potential impacts.

The impact assessment section of the model allows the perceived impacts of
the new technology to be examined in more detail. In addition to a generic
‘other issues’ category, there are seven specific impact areas:

e Health impact — the impact of the new technology on health, fitness and
well-being;

e Social impact — the impact on social issues, i.e. privacy, security, safety
and freedom;

e Economic and financial impact — the impact on general economic and
financial conditions, i.e. earning power, financial profitability, financial se-
curity, economic development and competitiveness;

e Technology impact — the impact on the development of new technology,
i.e. further development of new knowledge, products or processes;

e Political and legal impact — the impact on political legal conditions, i.e.
need for political involvement, intervention, legislation;

e Environmental impact — climate and atmospheric impacts;

e Cultural impact — the impact on cultural and sub-cultural factors, i.e. cul-
tural values.

In the questionnaire instrument that accompanies this model the impact as-
sessment is undertaken in relation to the stakeholders themselves and their fam-
ily, their immediate community or organisation, and future generations nation-
ally and internationally.

Having assessed the perceived benefits and threats and undertaken a more
detailed assessment of the likely impacts of a new technology, the model turns
to the values used in evaluating a new technology. Here the stakeholder is able
to indicate what guiding values and principles they believe are relevant to the
technology scenario in question, and what values are being enhanced or
eroded, such as recognition of rights, promotion of human welfare, respect for
persons, etc. In the questionnaire accompanying the model, a list is provided to
the stakeholder from which they can select relevant guiding values and principles.

With the establishment of the values and principles that impact on the relevant
technology, the model then moves to identify the underlying ethical decision



190 Gael M. McDonald and Deborah Rolland

BENEFITS/THREATS

- General benefits
- General threats

IMPACT ASSESSMENT

- Health impact

- Social impact

- Economic & financial impact

- Technological impact

- Political/legal impact

- Environmental, climate and
atmospheric impact

|

EXISTING CURRENT Evaluation and
KNOWLEDGE [¥»{ INFORMATION Stakeholder Decision
BASE NEEDS

DECISION GUIDELINES

- Self-interest

- Rationalisation

- Duty

- Justice

- Spiritual direction

- Utilitarianism

- Categorical imperative

A

GUIDING VALUES/
PRINCIPLES OF
STAKEHOLDER

Figure 23.1. Stakeholder analysis model for emerging technologies
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frameworks, i.e. what are the cognitive frameworks used by stakeholders when
considering technologies which potentially contain ethical conflicts. Seven deci-
sion guidelines appear in the model:

o Self-interest — based on teleological/consequential theory, self-interest dic-
tates that during the evaluation process the principal guideline used by the
stakeholder in evaluating risks and benefits is the ultimate achievement of
self-interest, i.e. what's best for the stakeholder;

e Rationalisation — a stakeholder utilising a rationalisation approach will
have the ability to perceive both positive and negative impacts but will ra-
tionalise the negative impacts in favour of the positive outcomes of the
new technology;

e Duty — the essence of the deontological school, here a stakeholder would
be guided in their evaluation by what they perceive as being their duty or
obligation despite the outcomes of the technology;

e Justice — here the stakeholder questions the ultimate fairess inherent in
the evaluation of the decision perspectives;

e Spiritual direction — involves the utilisation of religious or spiritual frame-
works in the evaluation process;

o Utilitarianism — the stakeholder would approach the evaluation of the new
technology by balancing costs and benefits in an effort to maximise utility,
i.e. to produce the greatest ratio of good over bad for everyone;

e Categorical imperative — drawn from deontological normative theory, the
stakeholder would evaluate whether a technology would be appropriate
or inappropriate regardless of the consequences. Consideration would be
given to whether ‘we would be willing to have others act in this way” and
whether individuals or animals are being treated as an ends or a means,
i.e. respected and in possession of rights, or are they being utilised purely
for the sole achievement of a specific objective.

As emerging technologies are often dealing with new and complex areas of life,
it is also important to assess the existing knowledge base of stakeholders. Those
who are more informed on an issue, e.g. genetic engineering, may be deemed
to be more insightful and their perceptions to have greater validity. The model
establishes the stakeholder’s existing knowledge base. Similarly, it is important
to assess what new information would be useful to the stakeholder for further
consideration of each of the impact areas, i.e. health, social, environmental as
they may not be in possession of, or have considered, all the relevant informa-
tion necessary to make a decision in regard to the new technology.

The ultimate outcome of the model, having examined the above dimensions,
is the resulting consideration by the stakeholder in regard to the social, cultural
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and environmental impacts of a new technology, with a number of decision
options being available. In the questionnaire accompanying the model, the
stakeholder has the choice of:

e Making the technology available with no restrictions;

e Making the technology available with legal restrictions;

e Further consideration via a national referendum;

e Delaying availability pending further scientific study;

o Delaying availability pending further public discussion;

e Delaying availability pending further development of improved safeguards;
¢ Banning the technology;

e Fence-sitting — inability to make an informed decision.

23.3 The model in practice

The model was prepared in support of a New Zealand Foundation for Re-
search, Science and Technology-funded project administered by New Zealand
Forest Research in conjunction with the authors. The intended outcome of the
project is to develop an ‘acceptability threshold position” model for biomate-
rials-based technologies, which incorporates environmental, social and ethical
concerns impacting on the design and development of next generation prod-
ucts and technologies. In doing so, the research is designed to provide mecha-
nisms for informed dialogue and decision-making on new technologies, par-
ticularly relating to biomaterial opportunities and, in this instance, in relation to
new technologies in the wood industry.

In the wood industry, recent restrictions on the use of the wood preservative
chromate copper-arsenate (CCA), have redirected technological developments
in the wood protection arena, with a subsequent search for alternatives to CCA.
In his review of emerging technologies in wood protection, Evans (2003) has
indicated that emerging technologies promise competitive advantage, reduc-
tions in the environmental impact of treated wood products, and solutions to
problems such as the treatment of refractory timbers. Forest Research has been
developing these new technologies and wishes to examine the environmental,
social and ethical issues pertaining to existing and transitional biomaterial
technologies with relevant stakeholders within the context of New Zealand.
Within the research project, three decking materials with three different types
and degrees of chemical modification are being evaluated: CCA treated pine
(existing technology base), acetylate pine, and thermawood (transitional tech-
nologies currently under development). Following preliminary development
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through the use of focus groups (N=25) in two geographic locations in New
Zealand, the model has since been fleshed out in the form of a written ques-
tionnaire (subject to modification) to be administered to a diverse range of
stakeholders.

It should be noted that in relation to this model and of particular concern to
the developers and to the New Zealand government, is the issue of cultural
impacts of new technology. When examining cultural issues that impact on new
technology, one usually refers to the dominant culture in evidence. However, in
the New Zealand environment that would be inappropriate given legislative
commitment to bi-culturalism and the vocal concerns of native Maori. Recent
government commentary has indicated that there is heightened awareness
among Maori regarding cultural and intellectual property rights, particularly the
patenting of inventions concerning human, animal and plant life. The current
concerns appear to be in regard to genetically altering indigenous flora and
fauna, which is considered culturally and spiritually unacceptable to Maori, and
the granting of exclusive rights over the genetically altered indigenous flora and
fauna (Ministry of Economic Development, 2004, Maori Concerns about Pat-
enting Biotechnology).

23.4 Implications and conclusions

While the primary focus of the research project relates to chemical modification
of bio-based products leading to the design of new and innovative green tech-
nologies in the forestry industry, the model is not constrained by wood as the
sole raw material. It has a generic application to emerging technologies, where
there is an underlying theme of balancing sustainability, social and ethical in-
fluences with market factors. Clearly, there are numerous other arenas in which
organisations are also grappling with investigating the social, ethical and envi-
ronmental impacts of existing and emerging technologies.

To conclude, and as a cautionary note, there is a concern that stakeholder
analysis provides an excellent codification of current hot-buttons but that it does
not help in rationalising or resolving existing stakeholder differences. Stake-
holder analysis may give the appearance of decision-making but it is, in fact,
only part of the process. Stakeholder analysis is the fact-gathering and analysis
component while resolution is still awaited. ‘In many bitter political conflicts
involving environmental issues, environmentalists cast business people as greedy
and uncaring, while the business people portray environmentalists as ideological
zealots’ (Cordano, 1996, p. 347). A stakeholder analysis in these circumstances
may only serve to reinforce existing prejudices and opinions. More investigation is
needed if we aim at developing a sustainable development framework for bio-
technology innovation and to tackle resolving differences among stakeholders.
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Product Stewardship for CSR
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241 Introduction

The term ‘product stewardship’ is generally used to mean a product-oriented
approach to environmental management. It is one of the many issues being
addressed by companies under the broader umbrella of CSR. It is being driven
by a global trend to make companies more responsible for the environmental
impacts of products that they make or sell. The two key principles behind prod-
uct stewardship are ‘life cycle thinking” — the need to consider impacts over the
total life cycle of the product — and the ‘shared responsibility’ of different stake-
holders for managing these impacts. One of the problems however, is that spe-
cific responsibilities of companies are often not defined. This chapter provides a
framework for product stewardship which translates a broad concept — product
stewardship — into a series of performance indicators that can be used by prac-
titioners in the field.

Introduction to the model

The approach used for this study was to analyse product stewardship within a
CSR framework originally developed by Carroll (1979), which had 3 dimensions:

e Types of responsibilities: the range of obligations that companies have to
society;

e Social issues or topics that companies must address;

o The strategy behind corporate responses to social responsibility (responsive-
ness).

Labatt (1991) took this further by developing a system for assessing discretion-
ary corporate responses fo environmental issues. A set of indicators and a
measurement scale was developed for each indicator. Quantitative scores were
used to measure performance against each indicator along a CSR scale, from
‘defensive’ to ‘proactive’. The following model builds on this earlier work by
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exploring product stewardship as one of the CSR issues being addressed by
companies, and by developing a series of indicators and a measurement scale
for different aspects of product stewardship.

24.2 Description of the model

The model provides 17 product stewardship indicators. These are allocated
according to that part of the business which is most likely to have responsibility
for a particular activity, i.e. management, product development, production,
marketing or external relations, and to the relevant business activity. Each busi-
ness function has a direct influence on environmental impacts at particular
points in the product’s life cycle (Figure 24.1), although decisions made by
management and product development functions are likely to influence all as-
pects of the life cycle.

Which products will be produced?

o

Manage-
ment

What materials and
energy will they use?

How will they be
recovered after use?

T

How will they be
sold and used?

6 .

Figure 24.1. Links between business functions and product life cycle impacts
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Company performance against each indicator is scored from 0 to 3, from ‘de-
fensive’ to ‘proactive’ (Table 24.1). Labatt’s category for ‘appeasement’ (the
minimum required to maintain a good public image) is interpreted for this pur-
pose as legal compliance.
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Table 24.1. Responsiveness score (based on Labatt 1991, p.165)

Score Description

0 Defensive: do nothing or denial

1 Compliant: do the minimum required to maintain a good public
image

2 Progressive: issues approached with desire to improve social con-
ditions

3 Proactive: anticipatory; being a leader among all industries in ad-
vancing social conditions

Performance indicators

Each of the indicators is briefly introduced below.

Product stewardship policy and objectives

A company’s product stewardship objectives and strategies may be outlined in
a stand-alone document or integrated info a broader Environmental Policy.

Resource allocation

Building an internal capability to implement product stewardship requires allo-
cation of appropriate resources, assignment of responsibilities to staff members
and building internal expertise.

Product-oriented Environment Management System (POEMS)

This has been described as an EMS with a special focus on the continuous im-
provement of product eco-efficiency through the systematic integration of eco-
design in the company’s strategies and practices (Rocha and Brezet, 1999).

Product-based accounting

Environmental accounting systems can support planning, monitoring and re-
porting of product stewardship. Measures may include the mass of products
which is produced, recycled and disposed to landfill.

Product stewardship reporting

In recent years there has been growing pressure on companies to report on
environmental and social peformance. A product stewardship report could be
a separate document, or included in a Sustainability Report, Annual Report or
corporate web site.
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Environmental assessment of products

Environmental assessment will help to identify priorities for environmental design
of products. This involves assessment of environmental impacts throughout the
product life cycle, for example through use of life cycle assessment (LCA) tools.

Research and development

An ongoing research and development programme will help to identify oppor-
tunities for new product development linked to innovation in materials, tech-
nologies or markets.

Design for environment (DFE)
DFE involves integration of environmental requirements in the product devel-
opment process to ensure that lifecycle impacts are minimised.

Supply chain management

DFE also requires a certain level of engagement and cooperation with other
organisations in the supply chain, particularly with suppliers and customers.
Sometimes companies need to work with organisations beyond their traditional
supply chain, for example with recyclers.

Cleaner production

Cleaner production involves redesign of manufacturing processes to eliminate
or reduce wastes and emissions.

Recycling of solid production waste

Cleaner production tries to eliminate waste at source, but any waste which is
generated during manufacturing and which cannot be reused in another proc-
ess should be recycled.

Environmental marketing strategies

Environmental marketing is normally interpreted as strategies aimed at increas-
ing sales of products to environmentally aware or concerned consumers, but it
can also include marketing of corporate policies or initiatives.

Product labelling

An important element of any marketing campaign is the communication of es-
sential information to consumers on the product label, including information on
the environmental attributes of the product.



Product Stewardship for CSR 201

Product recovery

Product stewardship has always been politically driven by the problem of in-
creasing waste, and the desire to improve recycling or reuse of products at end-
of-life.

Litter management

Litter management is another important aspect of product stewardship for com-
panies involved in packaging or other single-use products consumed out of
doors.

Regulatory compliance

There are an increasing number of product stewardship regulations worldwide,
such as the European Packaging Directive. Participation in voluntary environ-
mental programmes is perhaps an even better indicator of CSR, as this involves
going ‘beyond compliance’.

Consultation and education

Some companies undertake surveys or use other methods to gather the views of
stakeholders about product stewardship (and other CSR) issues. Education
strategies may also be used to inform stakeholders about product stewardship
programmes.

24.3 Experiences with the model

The author has worked for many years at the Centre for Design at RMIT Univer-
sity, Melbourne, Australia. The Centre is internationally recognised for its pro-
gramme of research and consulting with industry on environmental assessment
of products, eco-design and product stewardship. This work has informed the
development of the product stewardship model, which is currently being tested
through a study of the Australian packaging industry’s responsiveness to prod-
uct stewardship.

The study used secondary data from annual company reports to the National
Packaging Covenant (NPC) Council, as well as other publicly available infor-
mation such as annual reports, EHS or sustainability reports and corporate web
sites. This information was used to score each company against the 17 indica-
tors contained in the model. Guidelines were developed to provide a consistent
basis for scoring companies in the Australian packaging industry, e.g. with spe-
cific reference to the requirements of the NPC for the ‘compliance’ score. These
guidelines are presented in Table 24.2.
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Table 24.2. Guidelines for a product stewardship (PS) evaluation in the Australian pack-

aging industry

Defensive (0)

Compliant (1)

Progressive (2)

Proactive (3)

Management

PS policy,
obijectives and
targets

No policy in place

The company has
a stated commit-
ment to PS

The product pol-
icy identifies PS
obijectives, strate-
gies & quantified
targets

The product pol-
icy includes ambi-
tious PS targets,
e.g. 100 % recy-
clability, sustain-
ability

Resource
allocation

No indication of
any resources
allocated to PS

Financial contri-
bution to NPC
Transitional Fund

Financial & hu-
man resources
allocated to PS
activities

Responsibility for
PS allocated
across all aspects
of the business
with significant
budget

Product-oriented
EMS

No comprehen-
sive management
system in place to

Environment poli-
cies, objectives &
monitoring system

Certified EMS in
place for some
sites (e.g. high

Product-oriented
EMS in place

ing on PS activities

& achievements
published in an-
nual reports to the

NPC Council

manage PS in place risk sites)

Product-based | No system in A monitoring A product data- | The product da-

accounting place to measure |system in place to | base tracks prod- |tabase is also
product flows or | measure per- uct flows and being used for
performance formance against | achievements strategic analysis
against objectives | objectives against NPC and DFE

objectives & KPls
PS reporting No public report- | PS commitments | An environment | The company

or sustainability
report produced
with information
on broader com-
pany impacts and
initiatives, includ-
ing PS

publishes an envi-
ronment or sus-
tainability report
according to the
GRI or AAT000
Standard

Product development

Environmental
assessment of
products

Environmental
assessment is not
undertaken

Some research is
being undertaken
on the environ-
mental impacts of
products, e.g.
process in place
to review packag-
ing over time

Policy & proce-
dures in place to
ensure an envi-
ronmental as-
sessment is under-
taken for all
product develop-
ment (qualitative
or semi-
quantitative)

Policy & proce-
dures in place to
ensure LCA is
undertaken for all
product develop-
ment
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Table 24.2. (continued)

Product development (continued)

Research &
development

No expenditure
on environmental

R&D

Some expenditure
on environmental
R&D to achieve
waste reduction

Some expenditure
on environmental
R&D to reduce
environmental
impacts of product
life cycles

Significant R&D
effort is focused
on developing
new fechnologies
or products to
position the
company as @
leader in envi-
ronmentally-
improved prod-
ucts

Design for
Environment

(DFE)

Environmental
issues are not
considered within
the design
process

The company has
a stated commit-
ment to DFE, uses
the environmental
code of practice
for packaging
(ECoPP) & there is
some evidence of
environmental
improvement

The company has
a written DFE pol-
icy and the ECoPP
is integrated within
the product devel-
opment process

There is a DFE
policy and pro-
cedures, and
evidence of ef-
fectiveness of
DFE process (i.e.
products with
reduced envi-
ronmental im-
pact)

Supply chain
management

There is no proc-
ess in place to
involve suppliers
in PS

Suppliers have
started o be en-
gaged in PS, e.g.
involved in joint
projects or en-
couraged to re-
duce impacts of
products

An environmental
purchasing policy
is in place and
environmental
information is col-
lected from all
suppliers. Other
product chain
partners are also
consulted about PS
initiatives

Suppliers are
selected on the
basis of their
environmental
performance, i.e.
the questionnaire
is used in select-
ing suppliers

Production

Cleaner
production

No cleaner pro-
duction initiatives

At least one
cleaner produc-
tion initiative has
been implemented

There is a stated
commitment to
cleaner production
& several initiatives
have been imple-
mented

Company has a
zero waste goal
& processes are
in place to treat
and recover all
wastes in-house

Recycling of
solid production
waste

No recycling of
solid wastes
apart from in-
house reprocess-
ing of clean
plastics

Recycling of some
waste streams by
external organisa-
tions, e.g. card-
board, pallets

Recycling of more
difficult waste
streams, e.g.
stretch film, or-
ganic wastes

All solid wastes
are recycled




204

Helen Lewis

Table 24.2 (continued)

Marketing

Environmental
marketing
strategies

No environ-
mental marketing
undertaken

Some limited envi-
ronmental market-
ing, e.g. environ-
mental claims and
labels

Marketing being
used to sell the
company’s prod-
ucts as environ-
mentally responsi-

ble

Marketing being
used to sell the
company as a
leader in PS and
CSR

Product labelling

The company
does not use any
environmental
claims or labels,
or makes mean-
ingless or incor-
rect claims

Programmes un-
derway to include
logos on products
fo promote recy-
clability, recycled
content or anti-
litter

Programmes un-
derway fo include
clear and detailed
statements about
environmental
impact

Environmental
benefits of prod-
ucts are certified
by a third-party
organisation

External relation

S}

Product recovery

Company does
not take any
action to ensure
products are
recovered at
end-of-life

The company
contributes to the
NPC Transitional
Fund which sup-
ports recovery.
Products may
display a recycling
logo

The company is
actively involved in
an industry pro-
gramme to
reprocess its own
products, or is
undertaking R&D
to find markets for
its own recycled
materials

The company is
directly involved
in collection of at
least some of its
own products for
reuse or recy-
cling

Litter manage-
ment

The company
does not take
any action to
minimise the
impacts of its
products in the
litter stream

Products include
an anti-litter logo

The company con-
siders litter impacts
during the design
process and con-
tributes funding to
anti-litter
programmes

The company
can demonstrate
that it has re-
designed its
products to re-
duce impacts in
the litter stream

Regulatory com-
pliance

Not a signatory
to the NPC

Signatory to the
NPC and submit-
ted at least one
Action Plan

An early signatory
to the NPC (first
Action Plan pub-
lished in 2001 or
earlier)

Also involved in
other voluntary
environmental
programmes

Consultation
and education

No communica-
tion with stake-
holders about PS

Education pro-
vided for employ-
ees & contractors
(e.g. NPC obliga-
tions)

Education provided
for suppliers
and/or customers

Other stake-
holders are con-
sulted about PS
programmes,
e.g. community,
government
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The preliminary evaluation found a significant gap between the strong perform-
ance of a small number of industry leaders and the mediocre performance of
most of the Australian and multinational companies assessed for the project.
Very few companies are going beyond compliance in their product stewardship
activities, highlighting the importance of regulation in achieving change.

For some companies, publicly available information on product stewardship
activities was limited, which meant that they received low (or zero) scores for
some indicators. While this may not reflect their actual level of activity, a ‘non-
compliant’ score is justified because public reporting is an essential element of

the NPC.

24.4 Some dos and don’ts

With some adaptation the model could be used for different applications and
purposes (see ‘dos and don’ts’ in Table 24.3). For example, it could be used to
identify areas of CSR performance which need to be improved, or to assist a
company to decide where it wishes to be positioned in relation to its peers. Any
company that intends to remain competitive in the longer term would not wish
to be anything less than compliant. Whether a company wishes to be posi-
tioned as ‘progressive’ or ‘proactive’ would depend on its core values, vision
and corporate identity.

Table 24.3. Guidelines for use

Do Use the model for strategic planning, gap analysis or benchmarking;
Adapt the model for the specific regulatory requirements of the relevant
product sector / country;

Update the model over time for changes to regulations & best practice
standards;

Develop clear guidelines to assist in the evaluation (to facilitate consis-
tency and transparency);

Pilot test and refine the model before undertaking the study.

Don't Expect the model to provide all the answers — a complete evaluation
would require additional data, for example interviews with company rep-
resentatives (e.g. fo include initiatives which are not covered in public
documents).
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24.5 Conclusions

The model is a useful tool for evaluating the responsiveness of companies to
one aspect of CSR, i.e. product stewardship. It was originally developed for an
Australian study of responsiveness within the packaging industry, and therefore
specific indicators (e.g. litter) were chosen to reflect community and government
expectations of industry. It could very easily be adapted to other sectors or
products by adding additional indicators or eliminating unnecessary ones, or by
amending the guidelines.
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25.1 Introduction to the model

Currently technological developments, e.g. in ICT, biotechnology and nano-
technology, pick up momentum to an increasing degree, emerge in a number
of markets and enter the scientific and public discussions. There are a number
of arguments for the promotion of those technologies, such as job creation
potential, economic growth or contributions to sustainable development (e.g.
OECD, 1998). However, there is a growing body of evidence that they do not
automatically contribute to a sustainable development (see e.g. Kuhndt et al.
2003). Therefore, innovative concepts and practical tools are needed to evaluate
technology development according to the implications of sustainability. Espe-
cially in early stages of technology design a large share of costs as well as
environmental and social effects are determined, while at the same time in-
formation on sustainability implications is still limited (Von Geibler and Wall-
baum, 2005).

Although the assessment of sustainability implications for different industry
sectors has evolved and entered scientific debate, there is a lack of broad
consensus on adequate indicators or a consistent method of their identifica-
tion. Whereas in the environmental or economic area more or less widely-
accepted indicators have been developed, a consensus on indicators evaluat-
ing the social side to sustainability is still to be developed, in particular for
specific industrial sectors (Global Reporting Initiative, 2002).

The Research Group ‘Sustainable Production and Consumption’ at the
Wuppertal Institute has realised the relevance of evolving technologies for
sustainable development. Regarding biotechnology the research group is
conducting the project ‘BioBeN — Assessing social sustainability of biotech
products’, funded by the German Ministry for Research and Education. The aim
is to elaborate a methodology for the social assessment of processes in the
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biotechnology sector and make it available for practical application through
a software tool. This software, called ‘sabento’, can be used by corporations
for assessing and steering potential sustainability risks of biotechnological
production. (for further information visit www.sabento.com)

In order to identify relevant social aspects and to compile a set of indica-
tors, four basic perspectives on technology assessment have been taken into
consideration, drawing on the methodology approach of concept specifica-
tion developed in social science. On a macroscopic scale the political rele-
vance of the issue has been dealt with by regard of single political initiatives.
On a more systemic level the relevance of stakeholders of the biotech sector
has been addressed through an analysis of the outlook of both regional and
global actors involved. The entrepreneurial and product relevance has been
considered through a survey of biotech companies and the consideration of
the information demands from rating agencies of the financial market as well
as international sustainability reporting demands from the Global Reporting
Initiative (GRI).

Taking into account the results gained from this multi-perspective ap-
proach on technology assessment (including the implications of an interna-
tional stakeholder survey), it has been possible to identify eight aspects that
are notably significant for the social assessment of biotechnological opera-
tions: health and safety, quality of working conditions, impact on employment
policy, education and advanced training, knowledge management, innovative
potential, customer acceptance, and societal dialogue.

Within the software-based evaluation, eight questions are posed for each of
the eight aspects. This allows the transfer of the set of indicators to a more
practical and applicable level. For the evaluation two layers of evaluation are
distinguished: (1) The layer of the technology development and (2) its applica-
tion. This distinction has been made since the social context of the biotechno-
logical processes varies between developing and applicative stage. As far as
e.g. the acceptance of a genetically engineered product is concerned, it does
imply quite a difference whether a biotechnological process is implemented in a
secluded laboratory under controllable conditions; or whether it is carried out
on an agricultural area that is per se integrated into a compound and rather
unascertainable ecosystem. The set of questions has been specifically devel-
oped for each layer. Within the software the answers to these questions given
by the user are then transferred into a grading system. For each question a
maximum of three points are given. Subsequently the achieved points will be
accumulated and can also be presented graphically. A verbal summary of the
evaluation is given at the end of the evaluation.
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25.2 The essence

Theoretical Criteria Dimensions Indicators
Paradigm Aspect Indicators
D
Health and
Safety
2)
Quality of

Working Conditions

Employment

Education and

Training
Social
Sustainability
Knowledge
Management

AN AN AN NN AN

Innovation Potential
Product Acceptance
and Societal Benefit

Societal Dialogue <

Figure 25.1. Indicator set for the evaluation of social sustainability of biotechnological
processes (source: Wuppertal Institute)

25.3 Experiences with this model in practice

Due to the complexity of the biotech-sector and its sustainability implications,
the integration of both the companies’ and the stakeholders’ perspectives has
been regarded as a valuable approach. The two surveys among companies
and stakeholders highlight a broad awareness of CSR and Sustainable Corpo-
rate Governance with most of the participants. However, an overriding experi-
ence drawn from the dialogue with the attendees shows the necessity to assist
corporations in the assessment of social impacts arising from the technology.
The eight aspects mentioned above are relevant to the actors of the biotech
sector as outlined below:

Health and Safety. The term ‘health and safety’ refers to all measures to im-
prove the employees’ safety and well being at work — such as the prevention of
working accidents, occupational diseases or work-caused dangers to health. In
the context of biotechnological production, improved health and safety can
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lead to a higher motivation of the employees, reduced risk of damage to public
image of the enterprise as well as cost reduction. Health and safety manage-
ment is well advised to surpass compulsory legal measures to improve the con-
ditions of work. Some aspects of health and safety, such as the use of hazard-
ous substances, are subject to national regulation.

Quality of Working Conditions. The quality of working conditions is a competi-
tive factor of growing importance. Quality implies aspects such as labour time
arrangements, operational regulations of remuneration, social benefits or the
elevation of the employees’ psychological strain. In the personal-intensive bio-
tech sector, positive working conditions can result in better work satisfaction,
motivation and efficiency of the employees.

Impact on Employment. Due to its innovative potential and key-technology
character, the biotechnology sector offers opportunities for employment. This
leads to an improved societal and political acceptance and positively influences
the granting of public support. Substitution effects in other sectors might yet
lead to an overall loss of jobs. Besides the sheer number of jobs created, it is of
overriding relevance, how long and in which region jobs are secured and cre-
ated. Correspondingly, sustainable production requires a differentiated long-
term approach to internal employment policies.

Education and Training. In the biotechnology sector, the qualification of the
employees is an important factor, since academic research and development
form a key activity of the companies. The qualification includes e.g. the consis-
tency of advanced training, a frequent check-up of the demand of basic, ad-
vanced training by the executive management level, or the consideration of the
employees’ demands. Offering apprenticeships or taking voluntary measures to
optimise an enterprise’s training management likewise defines the quality of
internal education and training.

Knowledge Management. Knowledge is an important factor of biotechnological
production. Strategic knowledge management is to be pursued in order to
achieve entrepreneurial goals. Knowledge management aims at the deliberate
and systematic handling of knowledge, covering the creation, collection, distri-
bution, advancement, and application of knowledge. Knowledge management
addresses the quality of experience and information exchange, the check-up of
this exchange's efficiency, the integration of EDP-based information systems, or
the employees’ participation in processes of company-internal decision-making.

Innovative Potential. Biotechnology offers a wide array of new development and
application opportunities. For biotech companies the innovative potential is
especially relevant, because it determines future income. This innovative potential
is especially shaped by questions of national and international patenting, which
become more and more important for issues of commercialisation prospects.
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Customer Acceptance and Societal Product Benefit. The acceptance of products
by customers is significantly influenced through product characteristics and in-
formation as well as production conditions. Regarding biotechnological pro-
duction, the utilisation of methods of genetic engineering or the compliance
with social standards play a key role. From a sustainable point of view, products
should also have a societal use and help securing and increasing everyone’s
quality of life. A higher value for society can be ascribed e.g. to products that
combat malaria or HIV/AIDS, rather than to the development of a new artificial
sweetener that does not bear an extensive societal use or financial advantage.

Societal Dialogue. The most recent development in the area of biosciences,
particularly regarding work with genetically modified organisms (GMQOs), has
attracted public attention and initiated an intense debate. Sustainability de-
mands a sincere dialogue, which includes all societal segments. This societal
dialogue can also optimise a company’s competitive ability, e.g. when it is ap-
plied in the field of marketing strategies.

A software-based assessment tool turned out to be practical for companies
to internally evaluate biotechnological production. In order to advance the ap-
plication of the software in different entrepreneurial structures, including small
and medium sized enterprises, and to improve the understanding and motiva-
tion of the operator, the tool is clearly and simply structured. Step-by-step the
user is led through the assessment by the dynamic assistant concept, which
conveniently leads into the assessment; for each question various development-
and application-focused responsive options exist. In addition, concise back-
ground information is given to each criterion of evaluation of the biotechno-
logical process. This allows an uncomplicated handling of the tool as no spe-
cific or complex knowledge of the subject is required. Eventually the assistant
automatically generates a summary of the results.

The resulting evaluation of the biotechnological process outlines the
strengths and improvement potential of the company with regard to the social
dimensions of sustainability. The results are given both graphically and verbally,
which assists the integration of the sabento software into existing entrepreneu-
rial assessment concepts. The report can be used for the internal and external
communication, especially sustainability reporting, and thereby be supportive to
the promotion of the relevance of sustainability-based CSR activities.

The prototype of the social part of the software has been tested in actual bio-
technological research and development environment by two pilot partners of
the project. Interviews have been conducted to assess the practicability, rele-
vance and benefits of the software. The interviews highlighted the high practi-
cability of the software tool, as well as the completeness of the aspects covered.
The interviews confirmed increased awareness tfowards aspects that were previ-
ously not regarded as being part of the company’s influence and responsibility.
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The analysis showed that the neglected aspects would have had a great poten-
tial of being negatively perceived by stakeholder groups with potentially harmful
consequences for the company. The results were considered to be beneficial for
internal and external communication, specifically in the area of financing and
marketing.

25.4 Some dos and don’ts

Do take into account, that the assessment of the early product design phase is
of major importance since it influences more than 80 % of the cost spent for a
product (i.e. production costs, maintenance costs and end-of-life costs). Simi-
larly, the environmental and social effects are also determined in early stages of
process development. Meaningful assessment of biotechnology and other
evolving technologies therefore has to cover early phases of technology devel-
opment and take the implications of the Triple-Bottom-Line of sustainability into
consideration.

Do perceive assessing social aspect of biotechnological production as de-
picted by the model as a starting point for continuous evaluation. Accordingly
the launch of the software tool initiates a phase of verification of its user-
friendliness and practical suitability. Hence only through a long-term approach
to sustainability assessment CSR can enter internal management circles and
have wide-range impact on operational production patterns.

Do be aware that the model has been specifically developed for the biotech
sector and should not be applied to emerging technologies in other industries
such as the ICT or nanotechnology. However, the methodological approach
used can well be transferred to other industries. This is particularly appropriate
as far as the identification of adequate indicators and their systemic arrange-
ment is concerned.

Don't think that the application of a singular assessment tool alone will fur-
ther sustainable development in the biotech sector. Along with internal evalua-
tion and reporting tools it is necessary to develop a responsibly-minded culture
of organisational learning (Hartmann et al., 2005). A culture that enables com-
panies to actively and productively harmonise their economic objectives and
(social) sustainability requirements.

Don't neglect the importance of stakeholders’ integration into existing man-
agement and reporting systems. Stakeholders have substantially provided con-
tribution to the identification of relevant evaluation aspects during the develop-
ment of the sabento software. Equally significant is their consideration in com-
panies’ sustainability assessment procedures. Sabento as a software-based as-
sessment tool can aid companies to optimise their communication with stake-
holders.
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25.5 Wrapping up

The sabento-assessment model highlights social indicators for the early-stage
sustainability assessment of biotechnological production, which have been
transferred into a software-based evaluation tool, tailor-made for SME of the
biotech sector. Key companies’ and stakeholders’ perspectives have been
addressed — granting the model a sector based approach and fostering a
compound dialogue on potential sustainability impacts of new technologies
that includes a wide array of actors. This dialogue on the potential of sustain-
ability assessment vitally contributes to the promotion of CSR in the biotechnology
sector.
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The Branding of CSR Excellence
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26.1 Introduction

Being corporately socially responsible is a desirable thing in and of its self. But
doing the right thing does not of itself build reputation, brand and therefore
equity for shareholders or any other stakeholders. CSR needs to be built into
marketing and brand: CSR and the future of brand are one and the same. The
essence of brand in the 21st century is sustainable marketing from a place of
integrity.

Getting and sustaining better results these days is about building and nurtur-
ing relationships. And every relationship — commercial or otherwise — is de-
pendant on good communications. In the commercial world this is widely ac-
cepted as the key differentiator. Meeting the needs and demands of stake-
holders is a critical success factor with regard to CSR. Stakeholders demand
information. Not filtered, sporadic information, but regular, meaningful and
sustained communication. CSR based on sustainability and responsibility with-
out communication is virtually meaningless. More positively, CSR credentials,
when communicated well, bring about self-perpetuating and self sustainable
marketing. So key marketing/brand issues for any organisation should include
how to (a) identify and (b) communicate CSR excellence.

26.2 A model for communicating CSR

The CSR driven contribution to the business proposition needs to be viewed in
three interconnected but different contexts:
e Law: the legal duties of an organisation;

e Value Add: the value add for stakeholders;

e Core Values: the impact of core corporate values.

Within organisations these three elements of the business proposition are typi-
cally owned by different teams/units. These different organisational units have
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different cultures, languages, objectives and perspectives. As a consequence,
‘front line troops’ are confronted with CSR policies and strategies from diver-
gent sources of information and different internal channels with different priori-
ties and levels of emphasis: At best, confused and overloaded team members
will make their own choices, at worst, they will ignore CSR imperatives alto-
gether. To help overcome this challenge | have created the model shown as
Figure 26.1 to address the issues outlined above in a practical, easy to apply
manner.

WHAT
HOW

TONE of VOICE

VALUE ADD

Figure 26.1. Communicating CSR

The model’s aims are to:

e Structure CSR content information in a way which makes stakeholder (es-
pecially customer) contact more commercially successful, by identifying,
organising and promoting CSR credentials;

e Tailor this information to specific stakeholder audiences;

e Facilitate joint planning, working and communication by establishing a
common language and approach (model) for joint use by CSR specialists
and non-CSR specialists, especially Sales and Marketing. And in so doing,
improve the working relationships between CSR experts and front line op-
erations;
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e Help organisations identify value and equity for their stakeholders;

e The model takes as a core premise the fact that stakeholder groups require
a different balance or focus of information. However, in my experience
the information required falls in most cases into broadly three categories.

Here are more detailed definitions of these categories:

Law and duty

Law in this context refers to the laws of the countries the organisation operates
in, including local by-laws. But it also refers to international agreements to
which it is a signatory and the rules of professional organisations — procure-
ment for example. These are things organisations do because it is the law, they
reflect professional standards and / or they protect human rights at all levels.
Compliance because organisations have to — it's the law — but also because it
is the right thing to do. Stakeholders need to trust organisations to do what is
right. A brand without trust is living on borrowed time.

Value add

These are things organisations do in the context of CSR because they increase
revenue and / or drive down costs for themselves and customers and/or make
life better for:

e Their clients (business and consumer);
o Their people (employees, contractors, associates efc);

o The societies they impact directly and indirectly.

When applying this model it is very important to remember that value add in
this context may be measured in non-monetary, societal and environmental
terms. However measured the critical aspect of value add is that what ever is
being described will actually be delivered. Stakeholders need to know that or-
ganisations will deliver for them. CSR without delivery is just words. An organi-
sation’s brand is its promise. And in my experience the thing which all stake-
holders, worldwide will forgive least is an unfulfilled or broken promise.

Core corporate values

These are the things organisations do because they passionately believe that
they are the right things to do. This means having heart and standing up for
what the organisation believes in. In many cases these may not have a quantifi-
able measure. Or the measure might be inapplicable. For example, consider
racism. It is quite possible to make a strong business case to show that diversity
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adds to the bottom line. But an organisation that has ‘zero tolerance’ for racism
is likely to value diversity irrespective of its final contribution to the bottom line.
It follows that communications based on core corporate values only works
when there is a clear statement of ‘The way we work’ or something similar in
the organisation. Otherwise, everyone engaged in communicating is free to
create their own interpretation of what they believe the organisation stands for
and will/will not tolerate.

26.3 Using this model: Guidance based on experience

In the space available in this chapter it is very difficult to give detailed sector,
geographic or other stakeholder specific guidance. But there are core principles
which in my experience are applicable across most situations. At its simplest
building and creating content for this model follows the following steps:

Information content owners (the CSR specialists) decide what they have that
is appropriate in each of the circles. Choices have to be made in terms of pri-
orities, verification, security etc. Simply providing every bit of unedited informa-
tion will not help.

Users and providers decide on the preferred methods of sharing, maintain-
ing, building, editing efc. the model. Prescriptive guidance here is impossible as
every organisation will have its preferred method of internal communications.
But in a large organisation this will probably be by intranet or something simi-
lar. Obviously this ongoing activity will not apply for a one off use of the model.

Users make choices with regard to the needs of their particular audiences.
Audiences vary with regard to what type of information they require (facts or
case studies for example), how they prefer to receive information (on line or
paper or face-to-face) and the preferred tone of voice they like to hear (authori-
tative, guide or equal partner for example).

When applying these three steps in all the organisations | have worked with
one important principle stands out. The needs of the front line user (usually in
Sales and Marketing) should dominate. Something designed by a central ad-
ministrative function in isolation is likely to remain unused. When using this
model to balance and focus communication three questions regarding the
needs and preferences of the target audience are important: dominance, se-
quence and dynamics.

Dominance

Consider an audience where one topic area is so all important that attention to
it dominates.

So for example, ‘Value Add’ might dominate for a particular audience. An
example might be SMEs. Virtually all SMEs will be pre occupied with the issues
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of how can what the organisation offers lower their costs, drive up revenue
and/or make their lives easier. This is where communication with this audience
will normally focus. For this audience over focusing on ‘law’ is inappropriate.
They expect and trust CSR motivated organisations to lead in this area. Focus-
ing on ‘core values’” may well come across as preaching. With all audiences it
is important to remember that nothing is set in concrete. Irrespective of the au-
dience if a scandal in the Enron mode were to occur then the areas of ‘law’
and ‘core values’ will temporarily dominate even with audiences for whom
‘value add’ is normally dominant.

Sequence

Consider an audience for whom core, corporate values are all important. An
example might be a business customer such as the Body Shop or Co-op Bank.
In this case the sequence of communication is important. Leading straight away
with financial examples of ‘value add’ will probably be less appropriate than
establishing common ground with regard to ‘core values’, backing this up with
proof positive examples of compliance and leadership with regard to the ‘law’
and professional standards before moving onto the area of ‘value add’. Clearly
the appropriate sequence varies with the audience. To take another example,
when dealing with financial analysts the areas of ‘value add’ and ‘law’ have
to be addressed simultaneously (‘we add value with appropriate corporate
governance’ being the message). Then it may be appropriate to discuss ‘core
values’.

Dynamics

Consider an audience with changing priorities. An example might be financially
well-off consumers. All things being equal they will be interested in ‘core values’
(brand) messages about how well an organisation is doing with regard to build-
ing a better society and environment and ‘value add’ messages re how the or-
ganisation is making their lives easier. But when stories of corporate malprac-
tice or other scandals hit the headlines their priorities switch to the ‘Law’ and
compliance.

Summary

The core message is that every audience is different and their needs change
with time and circumstances. The above examples are just 3 illustrations of
dominance, sequence and dynamics. Users of this model need to think about
these three things in order to customise the most appropriate information for
their audience, to stimulate thinking and aid planning. Dynamics needs especial
attention. The impact of global communications technology is such that the focus
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and balance of audiences’ communications needs can change on a daily basis.
The model is an aid to thinking. Intelligent interpretation and a flexible ap-
proach by users are essential.

26.4 Dos and don’ts

The model deliberately uses simply, international English. This is not just to fa-
cilitate cross cultural working in the sense of across geographies. It is also
aimed at demystifying the languages used by CSR specialists so that they can
communicate with others e.g. Sales and Marketing who often find the current
terminology of CSR as at best difficult and at worst a huge turn off. So avoid
CSR jargon. ‘Triple Bottom Line reporting’, for example, is not a phrase much
used by Sales and Marketing.

| have found that those whose job it is to communicate find examples and il-
lustrations especially useful with regard to using the model in the context of
specific audiences. So using target audience specific examples helps. These of
course are particularly helpful when developed on an organisation by organisa-
tion level. With regard to content, users of the model especially in Sales and
Marketing have very clear preferences. Across all sectors and geographies, in
particular they value facts and figures, case studies and links/further help.

Collaborative use of this model by CSR specialists and sales and marketing
enables the creation of powerful materials for collateral, press interviews, online
content, bid documents — all kinds of media. Building these CSR essentials into
the day-to-day currency means organisations stay ahead — proactively — and it
will ultimately determine whether they still have their stakeholders’ permission to
stay in business. When such collaborative work produces such useful outcomes,
do ensure that this is noted, internally communicated and celebrated within the
organisation. This helps build greater understanding of the contribution of CSR
to the organisation’s success.

Facilitating and encouraging usage of the model fundamentally depends on
four things; simplicity, consistency, access and flexibility. Users want simple lan-
guage free from jargon and they plead for consistency. Users get extremely
frustrated when a model is infroduced and then frequently altered or not used.

When these basics are satisfied, users then ask for ease of access. If, for ex-
ample, they are used to using one intranet site, that is where they want to find
the model. They are much less likely to go to a separate CSR specialist site.

Finally, when using this model flexibility is key. Customers don’t come and
their needs don’t come in neat circles. The needs of stakeholder are blurring in
a world where the roles, and needs, of governments, NGOs and markets are
converging. Therefore common sense is needed when using the model. For
most people, the analysis of the CSR activities is not a science. An organisa-
tion’s judgments can be called into question by anyone with access to commu-
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nications infrastructure. And as any marketer will tell you, they will base their
opinion on emotional and common sense reactions more than on logical
analysis. This model is an aid to structuring and communicating information,
not a means for imposing artificial constructs on the needs of stakeholders.

26.5 Wrapping up

Progress re more effective communication and marketing of CSR is needed ur-
gently. The World Wide Web, satellite channels, SMS and the rest of today’s
technological paraphernalia mean that transparency in business happens at the
speed of light. Geography is history. In the future of brand, neutral is not an
option. Put these things together and communicating CSR is inseparable from
any organisations business proposition.

Using the model described in this chapter creates a virtuous circle where bet-
ter communication leads to greater trust between CSR specialists and front line
employees which leads to better communications which creates opportunities
for adding value.

There are other uses of the model yet to be explored. | have, for example,
had interesting conversations with government experts re its use for predictive
strategic modelling. Another topic for exploration is the cross cultural differ-
ences with regard to Law, Values and Value Add. There has been some excel-
lent work recently on cross cultural differences in marketing (Trompenaars and
Wooliams, 2004). There is much less to date by way of research specifically in
the field of cultural differences in marketing driven by CSR. Some more formal
research to supplement practical experience would help.

All stakeholder relationships are CSR dependant and better relationships —
inside and out — mean better business. Getting and, more importantly, sustain-
ing better results is about building and nurturing better relationships with all
stakeholders. The needs and demands of regulators, customers, pressure groups,
shareholders efc. are converging. And stakeholders are becoming increasingly
informed and demanding with regard to their communications needs. In this en-
vironment the only sustainable marketing is visible, well communicated ethical
marketing. Communicating CSR is not an option for any organisation. Better
communications means better relationships, means better business and gov-
ernment. And ultimately that means a better world.

For me this is the link between CSR and marketing. Good brands outlive
products, offers, fads and fashions. The best marketers know that their brands
cannot survive without attention to CSR. My hope is that those whose concern is
CSR, sustainability or related areas pay more attention to the power of brand
and communications. And in this process | hope this model will help.
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Introduction

The Centre for Human Ecology model describes a process for implementing
environmentally and socially responsible procurement within an organisation. It
is based on working with the champions within the organisation to:

Agree, and communicate, clear definitions of the scope, breadth and depth
of responsible purchasing that are relevant to the organisation;

Agree where, in relation to responsible purchasing, the organisation is now;
and where they would like to see the organisation in the future;

Identify and understand the influence of the main players within the organi-
sation;

Identify and understand key external influences on the organisation with re-
spect to responsible purchasing;

Develop an initial objective for implementing responsible purchasing in
terms of scope, breadth and depth;

Develop and implement an action plan towards the initial objective;

Prepare to review and agree development objectives and action plans.

Central features of the model are the three dimensions of responsible purchasing:

Scope: the range of issues that will be addressed by the organisation’s re-
sponsible purchasing policies and procedures;

Breadth: the extent to which each of this issues will be addressed, along a
spectrum from legislative compliance to the expectations of society that
are still emerging and perhaps contested;

Depth: the distance down the supply chain that the issues will be pursued.

In defining scope, breadth and depth a number of factors are relevant including,
but not restricted to: Justifiability: how can the decision to adopt an approach
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to social responsibility in purchasing be justified? Importance: to what extent
are the issues recognised by key opinion formers in the organisation, as being
important? Relevance: to what extent are the issues relevant to the goods and
services purchased by the organisation? Risk: what is the risk of not addressing
particular issues? Practicality: do practical means to address the issue exist, or
can they be developed? To what extent can existing procedures be used or
adapted to address these objectives? Legality: can the objectives adopted be
pursued without breaching WTO, EU and UK procurement regulations? Verifi-
ability: to what extent is it possible to demonstrate any policies adopted are be-
ing followed and objectives being achieved?

Scope: all issues, fully integrated

Breadth: developing practice in response to emerging societal expectations;
externalities fully incorporated in whole life costs
Depth: demonstrate highest standards are met throughout the supply chain
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to protect self and pass buck if challenged

‘Defensive’

Figure 27.1. The Four Dimensions of Responsible Purchasing: Scope, Breadth, Depth and
Time

P Time

The figure highlights the key features of the model, and introduces the fourth
dimension — time.

Firstly, Responsible Purchasing is presented as a spectrum from ‘Defensive’ to
‘Ultimate’ responsible purchasing. It is important to note that ‘defensive’ respon-
sible purchasing is not laissez-faire purchasing — there are clear policies and pro-
cedures in place, but the scope, breadth and depth are very narrowly defined,
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essentially the organisation is taking the minimum amount of responsibility consis-
tent with legality. ‘Ultimate’ responsible purchasing represents the full potential for
the organisation to completely integrate responsible principles into all its proce-
dures and practice with the greatest possible scope, breadth and depth.

Secondly, the organisation places their current and future desired performance
— defined in terms of scope, breadth and depth — on the spectrum by:

e Agreeing their responsible purchasing aspiration — where they would like
to see the organisation in the future;

e Clarifying their current position in relation to responsible purchasing;

o Establishing an achievable objective for phase 1 of a programme of work
towards the aspiration.

This model was developed by the Centre for Human Ecology in work for with
the Procurement Office of the Scottish Parliament. The Scottish Parliament is a
devolved, single chamber legislature within the United Kingdom, established by
the Scotland Act 1998, with 129 elected members, over 400 staff and a multi-
million pound annual procurement budget.

The Procurement Team already had high quality procedures for procurement
with specific policies taking account of equalities and environmental issues.
There was keen inferest in the project among the procurement professionals
leading to the following shared objectives: to create an overarching approach
to guide treatment of other ethical and social considerations such as fair trade,
employment practices and local supply, to promote compliance with current
and possible future regulation, and to improve results though more complete
risk management in supplier relationships.

27.2 Key stages in implementing the model

Workshops and interviews

Group discussions and one-to-one interviews were held with a broad cross sec-
tion of procurement staff and contract managers (internal clients of the pro-
curement staff). The intention was to ensure that all concerned had a genuine
sense of ownership of the developments and did not have cause to react nega-
tively or defensively to the eventual new conditions or procedures. It was also @
mechanism for transferring knowledge and building the internal capacity of the
team for tackling social responsibility issues with confidence, and it enabled the
professionals to explore the concepts of social responsibility and to relate them
to their individual areas of expertise. Genuine differences of opinion and of
emphasis were expressed which clarified the challenge of defining common
aspirations for responsible purchasing.
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Consideration of good practice

Little directly comparable practice existed in similar institutions at the time of the
project, but there was a strong element of learning from other initiatives where
possible. A balance had to be struck between creating approaches that were fit
for purpose in the Scottish Parliament, and demonstrating recognisable links
with other practice, which were significant in building confidence. Most relevant
practice was in the private sector and/or had a strongly environmental bias so
innovation was necessary. Where recognised standards such as EMAS, 1SO,
SA8000 could be referenced, there was much higher confidence to include issues
within the scope of the procedures. Where it would be necessary to create rele-
vant standards of performance, there was justifiable hesitation to be pioneers.

Limits to opportunity

The team initially perceived tight constraints on what might legally be achieved
in relation to responsible purchasing. The EU Directives were frequently quoted
as limiting. The commitment to strict legal compliance inhibited exploration of
the envelope of opportunity. In this context, the evidence of other successful
developing practice, although limited, was very important. The subsequent de-
velopment of public policy towards sustainable purchasing and growing prac-
tice in other public institutions appears to support growing confidence to ad-
dress areas of opportunity.

Analysis of the dimensions of social responsibility

The analysis of scope, breadth and depth as defined above proved to be a
valuable framework to describe the full potential framework of issues — as in
the familiar grouping of typical social responsibility issues within marketplace,
workplace, community and environment and governance.

Discussion also highlighted the seat of ‘responsibility’, which is an attribute
of organisations or persons: a product or service itself cannot be ‘responsible’ —
‘responsibility’ relates to how the product or service is produced and used. So
the analysis proceeded with consideration of the responsibility both of the pur-
chaser (their ethics, fairness and consistency) and of the supplier (their practical
observation of standards for example on working conditions, equalities, environ-
mental impact). In the case of the Scottish Parliament this led to recognising three
distinct sets of issues within the scope of responsible purchasing: professionalism
and ethics, environment and sustainability, equalities and social justice.

The dimensions of socially responsible purchasing were agreed, firstly for the
Scottish Parliament’s aspirations (i.e. eventual goal) and secondly for Phase 1
of the work programme towards those aspirations (see Table 27.1).
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Table 27.1.

The Scottish Parliament’s dimensions of responsible purchasing

Phase 1

Aspiration

Scope

Widely defined to include all issues
which have an impact on people
and the environment in the present
and the future. Integrated in princi-
ple, but not yet in practice.

Widely defined and integrated to
include all issues which have an
impact on people and the environ-
ment in the present and the future.

Breadth

In all priority areas: achieving, or
clearly working towards, good prac-
tice, reflecting government policy,
anticipating emerging legislation,
and contributing to the achievement
of international commitments.

In all areas: achieving good prac-
tice, reflecting government policy,
anticipating  emerging  legislation,
and contributing to the achievement
of infernational commitments. In
selected areas: At the cutting edge
of developing emerging practice in
response to social expectations.

Depth

Addressing own performance. First
tier suppliers: active engagement to
take account of, and seek to improve,
performance of most first tier suppli-
ers. Second tier and beyond: Proc-
esses in place to identify, and re-
spond to, high risk issues right down
the supply chain.

Addressing own performance. First
tier suppliers: actively taking account
of, and seeking fo improve, the per-
formance of all first tier suppliers.
Second tier and beyond: Encourag-
ing first tier suppliers to take account
of, and improve, performance down
the supply chain. Actively taking
account of identified high risk issues
right down the supply chain.

Definition and acceptance of responsible purchasing policy

From the exploration of the concepts, and matching these with the practical
experience of current contracts, the procurement team identified the priority
issues for attention. They also attributed value to social responsibility or respon-
sible purchasing as an overarching concept, recognising that a patchwork ap-
proach to issues such as equalities, environment, and fair tfrade made it much
more likely that important issues would slip between the cracks. The eventual
definition was captured in a statement of principles (see Table 27.2), reflecting
both the underlying values of the organisation and a commonly recognised
articulation of sustainable development.

This statement of principles has in turn been used as the basis for integrating
responsible purchasing considerations into procurement policies and proce-
dures; in accordance with a risk management approach, all contracts will in
due course be reviewed and re-let under the new policies and procedures.
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Table 27.2. The Scottish Parliament’s statement of principles on responsible purchasing

‘The Scottish Parliament is committed to purchasing responsibly in ways
which build on the Parliament’s strategic priorities and contribute to sustain-
able development. Purchasing responsibly means:

o Effectively meeting the needs of the Scottish Parliament for goods, ser-
vices and minor works;

e Taking account of the impact of today’s decisions on people and the
environment both now and in the future;

e Acting ethically at all times in our dealings with colleagues, customers,
actual and potential suppliers;

e Having the necessary skills and knowledge to evaluate and respond to
conflicting demands;

e Complying with regulations and taking reasonable steps to ensure that
others act in compliance’.

Communicating to suppliers

Throughout the development of this approach to responsible purchasing, atten-
tion was given to the interests of, and impact on, suppliers. It was recognised
that commitment by the Scottish Parliament needed to translate into opportuni-
ties rather than burdens for suppliers. While information had to be sought, and
validated, this needed to be proportionate and relevant. And it was important
that the burden was not discriminatory, for example against smaller suppliers.
The approach to suppliers was very transparent, distributing a leaflet on the
Scottish Parliament’s approach to responsible purchasing, and including dis-
cussion of the issues in ‘meet the buyer’ events. The emphasis was on joint de-
velopment and a collaborative approach towards best practice.

Incorporation in procedures

Work in hand to embed the responsible purchasing approach across procure-
ment includes insertion of detailed conditions in procedures. Active internal
communication continues to include internal clients and contract managers as
well as the immediate procurement team. In particular, it is recognised that the
impact of responsible purchasing is not limited to the stages of prequalification
or contract specification — the principles must have effect throughout the man-
agement of the contract; furthermore, any lessons from specific contracts must
be taken account of for the continual improvement of procedures.
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Communication

It was recognised that management of expectations was a critical factor in suc-
cess. Strategic management of external communication was particularly impor-
tant in such a high profile and accountable organisation. The model of respon-
sible purchasing was therefore implemented in a low key manner, but with
strong internal communication.

27.3 Lessons from experience with this model

Engage staff ot all levels and include contract owners. The purpose of the
model is to facilitate the development of approaches and procedures that are
appropriate and sustainable for an individual organisation. It is not a strait
jacket into which different organisations must fit. It is therefore critical from the
outset to stimulate thinking about the issues of social responsibility and to work
for collective ownership of the conclusions. Staff interviews and workshops,
including strategic professionals, implementing officers and contract owners,
provide for effective engagement.

Recognise the importance of major players in the organisation and their po-
tential to advance or hold back the process. Any organisation is political. Many
have distinctive reputation pressures. Linking the definition and scope of re-
sponsible purchasing issues to the priorities of the core business is important to
ensure that other leaders in the organisation support the process. Working with
an elected body, a range of pressures were explicit including cost effectiveness,
social justice, local and smaller business engagement.

Recognise both the starting position and the higher aspirations, to allow for
managed progression. The framework approach enables an organisation to set
the direction of their journey and determine how far and how fast they wish, or
can afford, to travel towards their ‘aspirational’ responsible purchasing. Setting
grand ambitions that may be beyond the needs of a particular organisation at a
particular point in time is unlikely to command continuing support.

Maintain momentum, while being sensitive to external pressures. Realistic as-
sessment of the resources required to implement new approaches to purchasing
is critical. There will always be other pressures (particularly issues of cost and
staff time) which threaten new initiatives that may be considered ‘nice to have’
rather than essential. Reaching for goals attainable in the short to medium term
is prudent so that resource allocation can be assured. Even where, as in the
case of the project under discussion, it was necessary to put development on
hold for several months and then to absorb new lead players, the agreed de-
velopment path and the embedded project partnership provided the necessary
grounding fo regain the pace of development.
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27.4 Concluding thoughts

The authors believe significant change by individuals and organisations is es-
sential and urgent to promote ecological sustainability and social justice, and
public procurement is potentially a vital force for such change. However, for the
widespread growth of good practice a more positive framework of policy and
incentive is required — locally, nationally and internationally. Despite constraints,
where there is enthusiasm and interest among professionals, much can be
achieved, and the CHE Model provides a safe and supportive environment to
bring together personal values with professional practice on a journey towards
potentially fundamental change in procurement practice.

At the time of writing, the Scottish Parliament Procurement Office is making
good progress towards its Phase 1 objectives: having reviewed selected con-
tracts, staff are now finalising new policies, procedures and key performance
indicators to embed responsible purchasing firmly within every stage of the pro-
curement cycle, while also engaging with existing and potential suppliers to raise
their awareness of the Parliament’s commitment to responsible purchasing.

Lynn Garvie, Head of Procurement, explains ‘the Centre for Human Ecology
has been sensitive to the practical difficulties of addressing environmental and
social issues in procurement. Throughout, their approach has been to build on
the Parliament and the Procurement Office’s existing commitments and to gain
support from staff and other key players. We plan to continue making progress
towards the aspirational objectives we have adopted.’
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This is not a complicated method! It's a simple self-evaluation tool for the
identification and analysis of hurdles to green procurement, which can help
organisations to easily identify the strengths and weaknesses of their current
green procurement practices and also support them in making improvements.

28.1 Introduction to the method

To enhance corporate social responsibility (CSR), the management of procure-
ment processes can help to improve the environmental and social performance
of the whole value chain because of the gatekeeper position of procurement.
Procurement can be seen as the link to most of the other steps of the lifecycle of
products and services, because the characteristics and the resulting environ-
mental impacts of these are determined in this phase. Therefore greening pro-
curement can be seen as the crucial step in developing efficient CSR strategies
(Gunther and Scheibe, 2005).

To support organisations in their efforts to change their procurement proc-
ess, factors that may hamper, decelerate or even block green procurement —
so-called hurdles — have to be identified, evaluated, and strategies developed
to overcome them. Therefore the hurdles analysis method — a three step ap-
proach — was developed. This method enables organisations to identify, assess
and overcome hurdles to green procurement and in this way manage procure-
ment processes more proactively in the future.

Initial research: Analysing hurdles to green procurement

Considering the high potential of public procurement for fostering the produc-
tion and supply of greener products and services — the public demand volume
is about 12 % of total GNP — it is perhaps surprising that green procurement is
not yet that common in the public sector. So the question arises, what reasons
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might exist for this fact? Studies (Hauschildt and Geminden, 1999; French and
Raven, 1959) indicate a number of disturbing factors — so-called hurdles —
which can be responsible for hampering, slowing down or even completely
blocking green procurement initiatives. It is, therefore, an important step for a
public authority to identify such hurdles, both real and perceived, to make their
procurement process greener.

To assist public authorities in identifying and handling their hurdles to green
procurement, the hurdles analysis was developed by the Professorship of Busi-
ness Administration, esp. Environmental Management of the Dresden University
of Technology — Technische Universitdt Dresden (TUD) in co-operation with
European municipalities within the EU research project RELIEF. Further im-
provement of the method resulted from another research project of the Profes-
sorship on green public procurement in Germany, and some case studies with
administrative staff of a number of English municipalities. The result of this
process was the hurdles analysis in its present form— a method to identify, as-
sess and handle hurdles to green public procurement.

The hurdles analysis focuses on perceived hurdles, as these have the most
influence on decision-makers by appearing to be most important to them. The
method therefore lists a catalogue of potential hurdles throughout the decision-
making process of public procurement and connects them with the key actors
within this process. The different decision-makers of a public authority are ques-
tioned about their perceived hurdles with the help of a standardised question-
naire based on the catalogue of potential hurdles. Following this, the hurdles
are assessed with the help of four simple assessment methods to identify the
most relevant ones. To deal with these hurdles, strategies have to be developed
within the public authority which can be accomplished with the help of work-
shops including all actors of the decision process.

From previous experiences with the hurdles analysis within the above-
mentioned projects and case studies, it can be clearly stated that ‘Hurdles are
perceived differently in each public authorityl” This is due to very different or-
ganisational structures and different numbers of actors within the process, as
well as differences in the development status regarding green procurement. It
was concluded that it currently seems impossible to identify ‘the’ hurdles valid
for all public authorities alike. In fact hurdles can only be tackled by each pub-
lic authority individually, together with accompanying counselling based on its
framework conditions.

The results were examined for a way to overcome hurdles within public au-
thorities themselves. As a result the online available self-evaluation tool was
developed. This tool is based on the methodology of the hurdles analysis and
offers public authorities the opportunity to identify, assess and handle hurdles
on their own. The self-evaluation tool consists of three steps (Figure 28.1).
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Step 1: Choosing the participants for the self-evaluation
and completing the questionnaires on the hurdles
to green procurement
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Figure 28.1. The self-evaluation tool

These steps, together with their benefits for and their technical realisation in the
public authority, are presented in the following paragraphs.

28.2 The hurdles analysis self-evaluation tool — A tool
for public authorities

Step 1: Choosing the participants for the self-evaluation and completing
the questionnaires on hurdles to green procurement

Description of the step

In this first step the decision as to who shall take part in a hurdles analysis is to
be made. Therefore all people who can influence the procurement process
have to be identified (so-called key actors). To focus on key actors is important
because they will be the ones who influence procurement decisions by deter-
mining and/or removing hurdles within the procurement process based on
their perceptions. E.g. one perception could be, that there is almost no infor-
mation on greener products and services available, or that such products and
services are too expensive. With this perception a hurdle is created by the
person, yet it might not be valid because in fact the products are no more
expensive and/or information is available, but the person in question does
not know where to look. Hence it is necessary for improving green procure-
ment to firstly identify the key actors and their hurdles, and secondly to de-
velop strategies to overcome them.
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To identify such key actors within the hurdles analysis, the procurement proc-
ess of an organisation has to be analysed thoroughly — which steps does it
have, which departments (e.g. procurement, finance, environment, users) are
involved, which persons work in these departments and who can influence pro-
curement decisions by making their own decisions (e.g. by stating that the
green product seems to be too expensive, etc.). In general the procurement
process follows the steps of a decision process. But as the procurement process
differs from organisation to organisation the results will be different depending
on the structure and the environment of each organisation. Different steps will
be identified as well as different key persons. But as a result this analysis pro-
vides the public authority with a clear picture of its procurement process. Con-
sequently, a sensitivity for the process as a whole is achieved, because the steps
of and the actors within the process are identified — possibly for the first time —
and thus the interplay between the actors becomes clear. This leads to a clearer
understanding of who the key persons in the organisation are with respect to the
procurement process. This will help in adapting the organisational structure and
increasing the identification of the employees with their organisation, by making it
clear to them the important role they play within the procurement process.

After the identification process, the persons who shall be included in the sur-
vey can be chosen out of the identified key actors, so setting the system bound-
ary. It is possible to define the system boundary very tightly and only to choose
those people directly involved in the act of purchasing. But it is also possible to
include all those who can influence the result of a procurement decision in the
organisation (widest system boundary). This decision influences the outcome of
the analysis, because it defines the assessment perspectives. By choosing a tight
system boundary, only one perspective can be evaluated — the one of the pur-
chasers. Within a wider system boundary more perspectives are assessable and
comparable, and a deeper analysis is possible. But this decision depends on
the objectives the public authority has for the analysis. The choice is optional
within the tool.

After the setting of the boundary, all participants fill in the standardised ques-
tionnaire concerned with hurdles to green procurement, and the data of all
answers is collected and stored in a database for the assessment.

Technical realisation

First of all, interested public authorities can register free of charge to get some
general information on the hurdles analysis. Then the decision whether to take
part or not has to be made.

After a positive decision, the next step is for the person responsible for carry-
ing out the self-evaluation (the contact person) to register the public authority
by giving the number of participants (depending on the chosen system bound-
ary), the time span planned for the survey and a login.
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After this registration the contact person will receive an email from the Dresden
University of Technology — Technische Universitdt Dresden (TUD) giving instruc-
tions for completing the online questionnaire, including a login (user name).
All participants can then use this login to answer the questionnaire online
(even at the same time). The online questionnaire is therefore very practical
and is an easy-to-use tool for participants. The only requirement is access to
the internet.

The data of each questionnaire is stored in a database at TUD for the as-
sessment.

Step 2: Identification and assessment of the hurdles to green procurement

Description of the step

When analysing a hurdle it is important not only to consider the relevance of it
for a single person but also to look at the differences between the answers
given by all participants. This is essential for upcoming strategy development
and in-depth analyses.

For this reason, four simple assessment methods based on the averages,
spreads and deviations of the results have been developed for analysing the
perceived hurdles (Figure 28.2). These methods combine the answers of all
participants and sketch the hurdles situation of the organisation’s procurement
process from a bird’s eyes view (the view of all participants). The methods allow
the authority to identify trends and sort hurdles according to their relevance for
the participants. This will help the public authority to decide on which hurdle/s

to concentrate their efforts.
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Figure 28.2. Assessment methods of the hurdles analysis
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Technical realisation

In the data processing step, all the answers of one public authority are sub-
sumed and prepared for the assessment. The data is then analysed with help of
an Excel tool that produces charts of the four simple assessment methods for
the local authority.

The initial set of charts shows the hurdles situation of the whole inquiry
(combination of the answers of all participants). However, separate assessments
of different groups of actors (procurer, finance, etc.) as well as the generation
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of charts for these groups are possible, so that an analysis of differences be-
tween their views can be made. Initially, these charts are in an Excel format, but
they are also available in PDF format.

Step 3: Interpretation of the results and development of strategies for
handling hurdles proactively

Description of the step

To interpret the results of the survey and, based on this, to develop strategies
for handling identified hurdles to green procurement, workshops are recom-
mended. They shall bring together all key persons of the procurement process
within the public authority. At these workshops the results of the survey, and
possible reasons for the identified hurdles will be discussed (e.g. why do differ-
ent views exist on one hurdle, such as, green products are too expensive) and
strategies developed for tackling them in future. This process will contribute to
possible organisational improvement and strategic actions in handling hurdles.
The aim of this internal discussion process is to work out a list with all relevant
hurdles in order of their priority and then to compile and implement measures
to overcome the identified hurdles. After some time, the success of the process
can be monitored by rerunning the self-evaluation with the same participants
and comparing the results.

Technical realisation

This step is accomplished by each organisation itself. The charts with the results
of the assessment methods, together with a short guide showing how to inter-
pret them, is given by TUD. The local authority organises and conducts every-
thing else itself.

28.3 Practical applications of the method and their
outcome

In the first projects initiating the development of the self-evaluation tool, hurdles
analyses were accomplished by several European municipalities. In the first step
the key actors were chosen by each municipality and they completed the ques-
tionnaire. Based on their answers the hurdles situation of each municipality was
assessed with the help of the above-mentioned assessment methods, and inter-
views with some of the key persons were conducted to check on the results and
deepen the analyses. Subsequently, the interpretation of the results took place
within each municipality, and perceptions as well as strategies could be gained
from this. The results of these practical applications of the method were summed
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up in the status reports of the participating cities which can be found and
downloaded on the indicated RELIEF website. Further explanation and interpre-
tation on these analyses are included in the publication of Ginther and Scheibe
(2004). But the most important perception gained from these applications and
consequently the initial thought for the development of the self-evaluation tool
was the one, that the hurdles situations vary widely from municipality fo munici-
pality and hence an individual analysis for each organisation is necessary.

28.4 Dos and don’ts

e Do analyse your procurement process thoroughly to determine all impor-
tant steps and more importantly all key persons within it — key persons are
persons who can influence the procurement decision with their own deci-
sions;

e Do choose the participants in the inquiry carefully to get a representative
result depending on the aim of your analysis;

e Be sure to provide all participants with an access to the internet, the URL-
address of the questionnaire and the login for the survey!

e Do not include less than five participants in the inquiry. This is essential for
a meaningful assessment of hurdles;

e Do not think the workshop to be less important than the assessment. It is
the most important part of the analysis as the in-depth interpretation of the
results takes place and strategies are developed in this step;

e Make sure that the key actors included in the workshop are aware of the
importance of this step by sending them the results and a short interpreta-
tion in time, and by discussing the results in an appropriate way;

e For in-depth analysis, have the assessment of different groups (e.g. finance,
procurement, etc.) handy to include them in the discussion and with that
identify starting points for strategies (e.g. when different views exist it is
interesting to discuss why persons/groups do not see a hurdle when others

do).

28.5 Conclusion

With this simple self-evaluation tool and its assessment methods public authori-
ties will be enabled to identify and tackle their hurdles to green procurement
themselves, as well as measure and control their success by rerunning the pro-
cedure. Consequently, the method can contribute to fostering CRS the following
way:
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e Firstly, it makes public authorities aware of their potentials in the area of
green public procurement;

e Secondly, it raises the performance of public authorities in green procur-
ing to help them reach and accept a higher level of responsibility.
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29.1 Introduction to the model

A model is presented to help managers communicate their companies as ethi-
cal and socially responsible organisations to a variety of stakeholders. While
managers acknowledge the necessity to communicate their corporate social
initiatives to ensure positive stakeholder identification with the company and
thus maintain their corporate ‘license to operate’, they also acknowledge that
trust and responsibility are extremely difficult messages to convey. Companies’
own claims about how socially responsible they are do not necessarily generate
admiration or trust among stakeholders.

| present a model for strategic CSR communication that suggests that manag-
ers in addition to ‘informing stakeholders’ about the corporate CSR initiatives
need to improve the corporate skills to continuously ‘interact with stakeholders’.
It is suggested that companies need to integrate both information and interac-
tion communication strategies in the corporate repertoire for developing frust-
worthy CSR communication in the eyes of corporate stakeholders. Strategic CSR
communication needs to enter the board room of top executives.

Stakeholder expectations

Since Freeman’s legendary work on stakeholder management appeared in
1984, it has become a general assumption among managers and scholars that
companies increasingly depend on their stakeholders’ expectations, and that
companies need to develop a sensitivity towards these stakeholder expecta-
tions. At the same we acknowledge that stakeholder expectations are a ‘moving
target’, i.e. stakeholders concurrently change their perception of what it means to
be a responsible company in modern society. For companies to follow, under-
stand and even influence how stakeholders construct and reconstruct their expec-
tations to the company, managers need to understand how to build and maintain
an organisational sensitivity that reaches beyond the corporate boundaries.
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Organisational sensitivity does not evolve by itself. Many companies have
started to communicate about their CSR initiatives, and often the CSR com-
munication is a one-way process of informing stakeholders about corporate
intentions and activities. While this may improve the overall corporate trans-
parency, it may not satisfy stakeholders’ concerns and expectations. Many
companies have not yet taken advantage of integrating their stakeholders in a
two-way approach as part of the communication process itself. This paper
argues that all companies can benefit from developing skills and routines for
ongoing dialogue with stakeholders, i.e. to build and maintain an organisa-
tional sensitivity towards stakeholders’ concurrent expectations — and perhaps
even beyond them.

29.2 A model for strategic CSR communication

The strategic CSR communication model consists of two strategies: an inform-
ing strategy and an interacting strategy and a process: moving from one
strategy to the other. ‘The informing strategy’ suggests on what issues to in-
form stakeholders concerning corporate CSR initiatives, i.e. those actions
taken to display conformity to stakeholder expectations in a one-way commu-
nication process. ‘The inferaction strategy’ suggests what two-way communi-
cative processes the company can stage and encourage to enhance stake-
holder dialogue and hereby increase understanding of stakeholder expecta-
tions. Finally, to promote the process of moving from one strategy to the
other, it is suggested to structurally strengthen and tie the corporate commu-
nication to strategic management.

The model conceptualises how a company’s informing and interacting
strategies altogether make stakeholders themselves (employees, opinion
leaders and consumers') inclined to positively identify with the company as
well as provides the company with sensitivity towards stakeholder expecta-
tions. The model provides a coherent and integrated conceptualisation as it
demonstrates how the two communication processes depend on, interact with
and extend each other in the attempt to make stakeholders positively connote
to the corporate CSR efforts. Finally, the model suggests that top managerial
attention and support is needed in the process of moving from informing to
interacting with stakeholders.

' This paper focus on three general stakeholder groups: employees, opinion leaders

and consumers, because these stakeholder groups represent important audiences
for any company as they present themselves as ethical and socially responsible or-
ganisations.
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Figure 29.1. The strategic CSR communication model

The informing strategy (1)

The informing strategy builds on the assumption that companies can strengthen
their visibility and build trustworthy communication by integrating its internal
and external communication into one coherent message that is in accordance
with the corporate strategy and is able to appeal to a variety of audiences at
the same time. The core concept of the message does not automatically
emerge, but is a result of careful internal and external analysis. To ensure co-
herent and appealing information about corporate CSR efforts, the following
four issues should be integrated in the CSR information package:

e Show CSR as a shared concern (promise);
e Link CSR to the core business (proposition);
e Demonstrate organisational support (evidence);

e Demonstrate objective claims (results).
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Show CSR as a shared concern (1a)

Corporate CSR messages can emphasise the company’s affiliation to its stake-
holders as it expresses a shared concern for or a commitment to a specific issue
related to CSR and establish CSR as a potential bond between the company
and its stakeholders. Keeping in mind that stakeholders’ interests are diverse
and changing, the shared concern must evoke a certain general interest. For a
pharmaceutical company like Novo Nordisk, one of the world’s leading pro-
ducers of insulin, the overall shared concern is improvement of people’s health,
which is presumably a shared concern for most people around the world. Novo
Nordisk promises as part of its commitment to help not only diabetes patients,
but also to work towards preventing diabetes to develop into an epidemic?. But
also other CSR issues are central in Novo Nordisk’s CSR messages. For exam-
ple, environmental issues related to saving water which is a concern in the
company’s local environment, gender issues such as the promotion of women
to managerial positions which is considered a general societal concern well as
a concern for female employees, decent care for animals in test laboratories
which is a particular concern for those NGOs representing animals’ welfare,
and integration of ethnic minorities into the labour market which is a concern
for not only those minorities but also for community leaders such as politicians.

Link CSR to core business (1b)

Companies need to propose a solid set of arguments, principles and processes,
which show the integration of the corporate CSR initiatives to the core business
and that CSR matters for corporate survival as well as for its stakeholders’
benefit. Quite often companies launch primarily visionary and airy statements
about saving the world or mention their efforts within benevolent initiatives such
as environmental protection policies, employee-friendly practices or humanitar-
ian sponsorships. Such communication will appeal across stakeholders: con-
sumers, employees and opinion leaders as well as shareholders. However, when
CSR initiatives appear to be emotionally or purely morally driven, the company
runs the risk of being associated with religious or philanthropic organisations.
This may not necessarily generate trust across stakeholders such as sharehold-
ers. In fact, it may have the opposite effect.

The central message throughout Novo Nordisk’s financial and sustainability
reports is the proposition of a rational link between corporate CSR initiatives
and core business. In the sustainability report 2003, the link is indicated and
depicted as a link between sustainability-driven initiatives, business benefits,

2 ‘Qur aspiration is to defeat diabetes by finding better methods of diabetes prevention,

detection and treatment. We will work actively to promote collaboration between all
parties in the healthcare system in order to achieve our common goals’ (Novo Nordisk
Sustainability Report, 2003:3).



242 Mette Morsing

potential financial impact and potential benefits to society. For example poten-
tial business benefits of CSR initiatives are stated as for example ‘raised aware-
ness, customer satisfaction and loyalty, employee satisfaction and motivation,
new knowledge, strategic management capacity, stakeholder trust and sharing
better practices’ (Novo Nordisk Sustainability Report, 2003:13).

Show organisational support (1c)

CSR messages should also demonstrate organisational support behind the CSR
claims. Visible managerial support is a key determinant for CSR messages to
signal corporate dedication and commitment, and to make clear that the CSR
initiatives are not solely a concern of the marketing or communication depart-
ment but a top managerial concern. To demarcate organisational support, the
message may also include employees.

Novo Nordisk’s CEO and the Board of Directors are highly visible in stating
and symbolising the company’s CSR initiatives in all corporate communication,
but also employees are part of the CSR message. Many employees appear in
photos, interviews and statements or articles in Novo Nordisk’s communication
material. In sustainability reports, brochures and advertisements employees
comment for example on the implementation of the company’s CSR policies.
Novo Nordisk’s employees’ statements and photos in corporate communication
serve as evidence for the organisational support, as they show a loyalty and
dedication which serves to appeal to employees, potential recruits, consumers,
and opinion leaders.

Demonstrate objective claims (1d)

Analyses show that stakeholders are less likely to trust information from com-
pany-controlled sources such as advertising and corporate subjective claims,
which use surrogate indicators for indicating a company’s benefits or aftitudes.
However, these analyses also show that stakeholders are less sceptical towards
corporate objective claims, i.e. technical specifications, numerical cues, and
visual presentations.

Novo Nordisk has for many years provided substantial factual information in
its annual sustainability reports, and while the reports embrace abstract inten-
tions and visionary statements, they also convey objective claims in terms of
statistics, facts and figures often in a sophisticated, insightful and at times almost
scientific manner to support the visionary and subjective claims. Novo Nordisk
addresses those issues recommended by internationally recognised guides such
United Nation’s Global Compact, or the Global Reporting Initiative, and the
company informs the reader that it complies to these guidelines. Perhaps even
more importantly the company has identified six strategic areas (values in prac-
tice, access to health, our employees, our use of animals, eco-efficiency, contri-
bution to society) and each strategic area has its own key performance indicators,
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that show how much the company has improved from previous years — or the
opposite, and new targets are set for the year to come (Novo Nordisk Sustain-

ability Report, 2003:16-17).

The interacting strategy (2)

Research has shown that stakeholders’ reactions to a company depend on the
extent to which they know and trust the company, and ‘the interaction strategy’
suggests that the company needs to engage in a two-way communication proc-
ess with key stakeholders to develop organisational sensitivity and to build trust
among stakeholders. While the informing strategy provides the basic CSR in-
formation (promises, propositions and evidence), the interaction strategy im-
plies a further pro-active engagement between company and stakeholders.
Culture studies have shown how close relationships arise when stakeholders,
including employees and consumers, engage in company-related rites, rituals,
and routines and result in strong intricate and trusting relationships. For instance
when consumers and opinion makers interact with the company in a significant
and meaningful way, they may come to feel more like insiders than outsiders. In
the following we suggest three two-way communication processes to develop
increased interaction between the company and its stakeholders: social partner-
ships, local articulation and pro-active endorsement.

Social partnerships (2a)

Not only Novo Nordisk but also other companies like Royal Dutch Shell Group
and Volvo have started to systematically engage in social partnerships with socie-
tal opinion leaders. A social partnership occurs when a company takes initiative
to invite opinion leaders from for example NGOs, international organisations,
universities, and political parties to dialogue on the corporate CSR initiatives.
Novo Nordisk report that the company’s reasons for doing so are to understand
stakeholders” interests and expectations, to relate to different agendas, to identify
and prioritise themes, and to manage business risks and benefit from possibilities.
The company attempts to not only meet but also exceed stakeholder norms dic-
tating desirable organisational behaviours. The company labels its strategy ‘From
Dialogue to Partnerships’, and by doing so the company builds trust and under-
standing of important stakeholder concerns as well as to create a better basis for
decision-making and hence solutions.

Local articulation (2b)

Local articulation is defined as a two-way communication process in which the
company invites stakeholders to express their identity in close relation to corpo-
rate identity. Prior research has shown how managers and employees may
serve as public relations representatives, as they are invited to talk to external
audiences about for example the company’s historical development, its vision,
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mission and principles. As managers and employees articulate the corporate
statements in their own words, they are of course not free to fell the story as
they like, but they could give the story a particular private turn. Most importantly
they could relate their own identity to the corporate identity as they liked. Stud-
ies show how managers and employees gradually internalise the corporate
strategies as they hear themselves speak about it. In this sense local articulation
provides managers with an updated insight into their workplace and more im-
portantly a sense of ownership of the corporate strategy. At the same time, local
articulation creates goodwill and understanding amongst the public.

Local articulation does not necessarily make the opinion leaders less critical
to the company’s CSR initiatives. However, allowing for local articulation in for
example the corporate annual report is likely to evoke an acknowledgement of
corporate initiatives from those external stakeholders, while demonstrating an
acknowledgement of other’s viewpoints and an openness for dialogue with
critical stakeholders.

Pro-active endorsement (2c)

Endorsement happens as the company’s CSR initiatives are observed, sup-
ported, praised and even challenged by external stakeholders. Pro-active en-
dorsement occurs as the company pro-actively seeks the support of third party
stakeholders to provide a favourable public mention. It is pro-active because
the company pro-actively seeks and displays an endorsement from external
stakeholders rather than awaiting their comments. It happens as companies for
example hire auditing consultants to audit their sustainability reports, like Novo
Nordisk has asked Deloitte to audit their latest reports. The auditors produce an
independent assessment of corporate CSR initiatives and provide the social re-
ports and the CSR initiatives with an authority and credibility, which the com-
pany by itself cannot. Pro-active endorsement is also enacted as companies
hire public relations agencies or communication consultants to assist them in
influencing the public debate in the company’s favour on issues of CSR. In-
creasingly CSR-related prizes are awarded and favourable CSR positions are
seen in reputation rankings or image analyses, which companies themselves
more or less actively can contribute to stage.

29.3 The process from an informing to an interacting
strategy

Top management is the central criteria for a successful move from informing
stakeholders about social initiatives to actually interaction with stakeholders. As
with so many other strategic issues, top managerial attention and support is
key. Visible top managerial support is needed to allow for corporate CSR initia-
tives to be communicated coherently and consistently and to develop a strategy
for what stakeholders to interact with and how.
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While there is no recipe for the individual company on how to interact with
stakeholders, the strategic CSR communication model suggests that invitation
of critical reflection is a decisive element in moving towards more strategic
stakeholder interaction. Companies can benefit from strategically inviting what
sociologists call ‘the professional stranger’, i.e. inviting employees, opinion
leaders and consumers to comment upon what they may see as potentially
burning issues for the company. It is most often such opinion leaders that form
the general perception of the company’s CSR initiatives. For example the media
is a central stakeholder in providing companies with an ongoing self-description,
and rather than awaiting the critical journalist’s critical moral judgment in the
morning paper, companies can themselves prepare for replying quickly and
consistently when ‘the critical issue’ appears in the media by having an ongoing
dialogue with critical stakeholders — including journalists.

29.4 Dos and don’ts

Dos

e Design a strategic CSR communication model that informs stakeholders
about CSR initiatives while at the same time invites interaction with stake-
holders about the corporate CSR initiatives;

e Perceive internal and external stakeholders as senders as well as receivers
of the corporate CSR messages;

e Develop an organisational culture that invites critical dialogue from exter-
nal stakeholders;

e Extend the communication scope from a marketer perspective to a strate-
gic communication perspective and embed it in the organisation as a top
managerial issue.

Don’ts

e Do not conspicuously celebrate your CSR efforts;

e Do not expect stakeholders to be positively welcoming your CSR commu-
nication — even if they expect your CSR efforts;

e Do not underestimate the power of engaging internal and external stake-
holders in local articulation;

e Do not think that there is no quick fix to handle the managerial challenge
of displaying a company as a socially responsible organisation. CSR com-
munication is a long-term process that requires a concurrent organisational
awareness of infernal and external stakeholders’ changing expectations.
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While communicating CSR initiatives seems an aftractive path, it is also a path
filled with complexities for managers and employees. This paper has raised
some important issues for managers to consider as they rethink their corporate
CSR communication.
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30.1 Introduction

Corporate social responsibility (CSR) relies on communication, outside and
inside the company. Outside a company, CSR communication is the link to so-
ciety and its various subsystems in which a company is embedded. Inside a
company, CSR communication is based at least on communication strategy
and image profile as well as organisation, staff, and infrastructure of informa-
tion and communication technologies (ICT). In the last few years, CSR commu-
nication has become a topic of broader and global interest in academia, busi-
ness, and government. Due fo its increasing relevance to companies and capi-
tal markets, even through the eyes of investors, today CSR communication is
broadening, both in its scope and quality: A narrow focus, merely communicat-
ing face-to-face with shareholders in terms of market communication or via
investor relations is not sufficient anymore. CSR communication is moving away
from an obviously outdated practice simply providing ‘glossy brochures’ often
produced on print media and usually prepared as ‘one size fits all’ vehicles,
towards an advanced online approach communicating with a number of stake-
holders offering a CSR communication system. Such a system is available on
the world wide web and covers a set of target group tailored, individualised or
even personalised tools, e.g.: reports, brochures, leaflets, newsletters, press
releases, slides, presentations, audio sequences, video clips etfc. that are acces-
sible via download and/or online, prepared for being pulled or automatically
disseminated via email or other current push technologies.

30.2 Drivers for internet-based CSR communication

Current trends indicate that CSR communication is in a phase of transition, en-
tering a new digital online stage: The field elevates from a rather ‘managerial
closed shop procedure’ towards a ‘quasi public effort’ of engaging and involv-
ing various stakeholders like employees, customers, suppliers, investors, rank-
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ing and rating institutions, governments and local authorities, but also pressure
groups and other non-governmental organisations (NGOs). Companies recog-
nise that their business usually has economic, social, and environmental im-
pacts and thus is of relevance for CSR communication. Further, companies
consider that their range of influence extends across borders, and they are
aware that their responsibilities also extend beyond basic compliance with na-
tional law and regulations. Hence, companies are going to expand CSR re-
sponsibilities onto a global scale.

As a result, companies need to communicate on CSR with different stake-
holders via online relations, not just with shareholders in terms of market
communication and via investor relations. Information supply evolves from
local focus, strict monologue, and one-way company controlled exercise to-
wards a more interactive and participatory approach, while communicating
(online) with a greater audience, trying to get feedback from a number of
stakeholders, or even to engage interested parties and then providing CSR
communication tools exactly meeting these requirements. Such a process of
fine tuning results from the fact that stakeholders are more critical of compa-
nies’ business and well informed about their activities. Ultimately, stake-
holders’ criticism could lead to activism, campaigns, or other forms of exert-
ing pressure on or challenging companies.

Classification framework of internet-specific benefits for CSR communication

Due to the importance of (online) communication as the basis for CSR, compa-
nies are expecting help on how to apply ICT as proper means for further im-
provements. They need assistance on how to use the internet for CSR commu-
nication in general, particularly to exploit the internet benefits for the provision
of CSR communication tools. These media-relevant questions all involve issues
of ICT, its operating internet-based online systems, information management
and stakeholder online relations. The latter are to a large extent responsible for
potential benefits and total costs of CSR communication. Furthermore, these
issues also define added value, and facilities to provide online vehicles and
other CSR communication tools in form and content in an efficient manner. In
other words, companies want to know what are the unique capabilities offered
by the internet and its associated technologies, services, and current mark-up
languages like XML (eXtensible Markup Language) and XBRL (eXtensible Busi-
ness Reporting Language) and how to make use of them for CSR communica-
tion: Is the internet merely a platform for downloads, perhaps with public ac-
cess, in the sense of a medium for smart presentation or just another distribu-
tion channel? Beyond this, could the internet become a real facilitator for CSR
communication that carries a number of media-specific benefits probably far
from being utilised to its full potential?
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As a resource for practical guidance on how to use the internet for advanced
CSR communication, a generic classification framework has been developed.
This classification framework arranges the various capabilities of the internet for
CSR communication along four basic categories of benefits:

1. Benefits concerning the underlying purposes of communication;

2. Benefits concerning workflow and core processes along the production of
communication tools;

Benefits concerning the contents of communication;

Benefits concerning the communication style.

Table 30.1. Classification framework of internet-specific benefits for CSR communication

Category of benefits Possible realisations
(i) Benefits concerning Resource Information, Dialogue, two-way- Learning issues and
communication purposes controlling disclosure communication concerns
Rationalisation Customisation
(ii) Benefits concerning the
I th ducti A . . . R "
workflow 9n9 ‘@ production Easy administration of Efficient digital preparation Fast distribution of Smart presentation of
of communication tools - - L -
communication tools of communication tools communication tools communication tools
Communication vehicles Additional information
(iii) Benefits concerning
communication contents . " . " . External links: e.g.
Customised selection Topical selection, Internal links: e.g. CSR -
. . L guidelines, NGOs, stock
(data view) retrieval division .
exchange, ranking
iv) Benefit i Online-, offli - " .
™ ene.l N .ooncernmg |ne. i o. " ne- Navigation Hypermedia Feedback mechanisms
communication style availability

The first category covers the benefits concerning the underlying purposes of
communication, e.g. improving efficiency and controlling resources, disclosing
performance, enhancing reputation, learning issues and concerns of interested
parties, initiating dialogue with external stakeholders, improving image, and
engaging employees.

The second category includes the benefits concerning workflow and proc-
esses along the production of communication tools, e.g. automated data-
based preparation and administration, multiple-utilisation of contents for differ-
ent instruments (so-called single source cross-media publishing), online
distribution, and smart presentation of communication tools.

The third category comprises the benefits concerning the communication
contents, e.g. features to access CSR information through retrieval and search
facilities, archives, tailored views, personalised communication tools on de-
mand and various hyperlinks to guidelines, NGOs and other relevant informa-
tion resources.
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The fourth category contains the benefits concerning the communication
style, e.g. online and offline availability, downloads, hypermedia, feature to
assist stakeholders’ navigation, web rides, order and feedback forms, opportu-
nities for online dialogue like chat, forums, bulletin boards, and newsgroups.

However, exploiting the full range of internet benefits is not as simple a
process as it may appear at first glance. On the contrary, CSR online commu-
nication merely becomes true when all four categories are taken into account:
Purposes, processes, contents and style are to be linked and need to be con-
sidered as a total entity. One-sided solutions do not seem to be sufficient or
successful.

30.3 Methodical basis of the classification framework
and practical experiences

The classification framework above is an outcome of a research project on
internet-based corporate reporting. This project was carried out at the Depart-
ment of Business Information Systems and Operations Research and was em-
bedded in a broader research programme ‘environmental management and
energy’ at the University of Kaiserslautern, Germany. A goal of the project was
to develop a generic classification framework on how corporate communica-
tion could benefit from internet use, which aspects are to be considered, and
how to implement such a digital online approach. To gain full conceptual clar-
ity and to present the whole potential using the internet, a comprehensive litera-
ture review of current approaches, examples and projects in corporate online
communication and internet-based reporting was carried out. This analysis re-
vealed that most proposals are more or less basic listings covering only some
benefits, but lack a substantial structure and thus do not cover the full possible
range of benefits using the internet taken as a whole. While some proposals
highlight opportunities to prepare communication vehicles in an automated
manner, some others focus on opportunities for smart presentation and dis-
semination.

From the pool of benefits found in literature, a catalogue of actually relevant
aspects was developed. This pool was structured with the help of two powerful
heuristics, i.e. the ‘morphological box” and the technique of the ‘four causae’.
The morphological box is a tool used for creative problem solving, operations
research, and computer sciences. It was intfroduced by the Swiss Astronomer
Fritz Zwicky in the 1940s and helps to deconstruct the complex conceptualisa-
tion ‘internet use’ to a number of different aftributes and their certain realisa-
tions. The technique of the ‘four causae’ goes back to Aristotle (384-322 B.C.).
It provides a useful method to describe what a thing is made of (causa mate-
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rialis), its form and design (causa formalis), the existence of a thing (causa effi-
ciens), and its underlying purpose (causa finalis) and thus helps to obtain order
in the number of attributes and realisations. Together, the heuristics provide a
clear structure in terms of: purpose, process, content, and style when exploring
the internet benefits construct in a systems approach.

The classification framework, as depicted here, is schematic, not photo-
realistic. However, it constitutes a helpful scheme for surveying the impressive
array of benefits that ICT, particularly the internet, could provide for CSR com-
munication in a broader sense. Further, the classification framework gives an
overview of media-specific capabilities that the internet offers, bringing definite
improvements in the areas of communications, information management and
organisation, and perhaps smoothing the way when moving away from an or-
thodox stage to a CSR online communication approach. Moreover, it helps to
refine companies’” CSR communication while considering issues of ICT, e.g.
how certain communication strategies could benefit from internet support, or
what methods are to be employed for CSR online communication.

The classification framework has shown its usefulness in a number of empiri-
cal studies surveying the extent to which the internet is already being used in
corporate online communication and what capabilities have already been ap-
plied. The fields that are analysed with the help of the classification framework
vary from standalone environmental online communication and financial online
communication to its integrated fashion as sustainability or CSR online commu-
nication.

30.4 Value and limitations of the classification
framework

In order to exploit the full value of the classification framework, issues of critical
importance are arranged to a list of dos:

e Do check which are the current purposes of CSR communication and de-
cide whether CSR communication could also be linked to other fields, e.g.
market communication, brands marketing, financial communication, etc.
so that CSR communication may truly be incorporated in and consistent
with common corporate communication;

e Do assess to what extent workflow and communication processes could
benefit from internet use. Such an ICT support depends on companies’
CSR strategy and existing ICT capabilities. It varies from standalone data-
bases and other information systems to sophisticated and integrated (web)
content management systems (WCMS) that are able to perform single
source multiple media publishing;
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e Do use the classification framework for producing CSR tools to become
more precise and transparent in terms of clarifying terminology, how data
are synthesised, translating measurement techniques into better manage-
ment of resources, and improving standards of external audit or third
party verification;

e Do put emphasis on issues of communication style; in particular throw
light onto media availability, menus, search facilities, navigation, and
feedback mechanisms like forums and bulletin boards, audio and video
clips, and games as prerequisites to provide more interactivity, target
group tailoring, and stakeholder dialogue.

Despite its overall usefulness, CSR communication supported through the inter-
net opens up a host of questions, e.g. with respect to the target groups ad-
dressed and the ones actually reached. Among technical aspects of online
communication and matters of efficient information management, a credible
effort in CSR online communication has also to address issues such as the
digital divide, restricted access, etc. Further, appropriate ICT infrastructure is
needed at both ends of the communication link; not just with the companies
communicating, but more importantly with the stakeholders who need to be
actually reached.

In contrast to the binary logic of either recommending print media with a fo-
cus on real face-to-face communication, or favouring computer-based media
with a preference for virtual (online) communication, as opposite means of CSR
communication, a broad mixture seems to be appropriate and thus recom-
mendable. Hence, the challenge is to develop a CSR communication system
that covers all forms of communication, written and verbal tools, and to make
print media and computer-based media work in tandem. Subsequently, a cross-
media CSR communication approach is proposed that relies on an underlying
ICT infrastructure, and is based on the internet, supporting the whole workflow
along the production of the set of communication tools. Such an approach
keeps companies in a position to provide a number of different target group
tailored communication tools in a variety of media, based on a single data
source that serves as a shared publishing basis.

The idea behind internet-based communication is that this computer-based
method provides an array of media-specific capabilities opening windows for
advanced CSR communication. For example, online availability, downloads,
external CSR documents, interactivity, feedback opportunities, contact details,
automatic order forms, CSR electronic forums, hyperlinks, graphically designed
websites, navigation, search engines, web rides, regular updates, and site
promotion, are just some of the style and content capabilities which compa-
nies could use. Compared with orthodox methods, internet-based CSR online
communication overcomes the limitations of paper-based communication
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through one-size-fits-all vehicles, hard copies, print media fixation, and one-
way-communication.

Verbal communication tools and face-to-face communication like public
meetings, inferviews, personal contacts, focus groups, open house information
days, site visits, workshops and dialogue events, presentations, and business
dinners are effective and proper means, but have restrictions in reaching a great
and heterogeneous audience, and they are rather laborious and in several
cases not feasible. Hence, it could be a useful supplement to have a readily
available CSR online communication system for providing the information
needed. Many of the questions asked could already be answered in compre-
hensive online resources. Stakeholders could extract the information they need
from a publishing database, i.e. users generate their own ‘tools & la carte’,
simply selecting key words, clicking on preferences on menus or choosing a
certain guideline — perhaps creating a report in accordance with certain CSR
guidelines at one’s fingertips.

Because of its overall added-value-creating nature, the internet is already
used by several companies and stakeholders as the pivotal platform to provide
or to access information on environmental performance, social activities, and
economic strategies or other related issues of CSR. In the growing information
society there is a converging trend that the internet will become the prime
communication vehicle of the 21st century as it has the potential to provide
interactivity, customised or even personalised communication vehicles, and to
offer a platform for permanent dialogue as the gateway to companies.

30.5 Implementing internet-based CSR communication

Implementation of a CSR online communication approach based on internet
support requires at least three elements:

o Stakeholder analysis and information requirement analysis, representing
the demand for CSR information that stakeholders are probably requiring;

e Document engineering, representing the contents a company is willing to
communicate;

e Online communication system, representing a suitable |CT-architecture
for cross-matching offer and demand, intended to provide a set of truly
tailored tools, not just smartly polished versions of a uniformed repor,
while offering communication in a dialogue-oriented way.

Such a procedure helps to make CSR online communication work, with special
emphasis on interactivity, target group tailoring and stakeholder dialogue, even
when approaching through an incremental development. In terms of CSR, ad-
vanced internet use will improve the way in which companies give CSR informa-
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tion, communicate CSR issues, exchange knowledge, learn stakeholders’ con-
cerns and issues, and manage resources internally and externally, finally to the
benefit of all members involved or affected, be they companies, key target
groups, or other interested parties. The classification framework, as presented
here, helps to exploit the internet opportunities.
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31.1 Introduction

This article describes a model to evaluate a product’s sustainability. The
method assesses the sustainability impact of a product and its production proc-
esses. Integrated product management (IPM) has so far mainly been focusing
on the environmental impacts of products. However, the framework for IPM is
sustainable development. Therefore, a genuine IPM means that the impacts of
a product’s life cycle are to be assessed in all dimensions of sustainability: envi-
ronmental, social and economic. To incorporate environmental as well as so-
cial and economic aspects, the product related LCA method is complemented
with an organisation related approach. The system has been tested on several
cases (refrigerator, bananas, textile, coffee ...) and proved to be practical.

The model was developed by the Centre for Sustainable Development
(University of Ghent, Belgium) and Ethibel in the frame of a research project
on a ‘sustainable development label” for products. The study was commis-
sioned by the Belgian Federal Office for Scientific, Technical and Cultural
Affairs (OSTC). The label is part of the Belgian government’s policy to en-
hance the harmonisation of labels across Europe. To facilitate the integration
of existing labels, the ‘sustainable development label” was based on the Bel-
gian social label and the European ecolabel, and contains elements of sev-
eral other existing labels. The label’s mission is to contribute to the reduction
of the environmental and social burden of production and consumption, by
offering guidance to consumers through identifying environmentally and so-
cially preferable products, and by encouraging manufacturers to develop sus-
tainable products and services.

The model is not only useful in the frame of the study on a product label, but
can also be applied for chain management by companies. The baseline is that
the subject of chain management should be a product instead of the company,
because the company is also responsible for choosing partner companies that

' Both authors equally contributed to the realisation of this article.
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operate in a sustainable way. A product can only be considered sustainable if
all stages of its life cycle are performed in a sustainable manner, so what hap-
pens in the product’s life outside the company gates should also be considered.
The model can be used to assess a product’s sustainability and use the results
to make adjustments or it can be useful in the phase of product design to take
sustainability considerations into account right from the start.

31.2 A two-fold model for assessing a product’s
sustainability

Presentation of the model

The following graphic shows the structure of the model that is used as frame-
work for the label.

Product

Process tree

Product and process - aspects linked to the
related aspects “«— & orgla(tn_lsatlon '
framework = process tree Aamewor! h— !)roductlon
chain

[
Analysis of the

production chain
T

| delimitation —\
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Generic analysis Generic analysis Unknown chain
Location of bottlenecks Location of possible actors
bottlenecks
delimitation delimitation
Place specific analysis Place specific analysis
refinement Location of bottlenecks

Figure 31.1. Theoretical model for an integrated approach to chain management
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The framework

The sustainability of a product can be assessed through the evaluation of the
various environmental, social and economic impacts associated with its life cy-
cle (from raw materials to waste stage).

Life cycle analysis (LCA) is a widespread and accepted method to assess the
environmental impacts of a product. An environmental LCA is based on the
product’s process tree, which is an inventory of the flows of raw materials, en-
ergy and emissions associated with the product’s life cycle. The possible envi-
ronmental impacts of these flows (e.g. the contribution of the emissions to
global warming) are determined using software tools. The result of the analysis
is an overview of the various environmental impacts and the life cycle stages
and processes by which they are caused. An LCA employs an input-output
model (the overview of what goes in or out the process) and usually relies on
the use of generic data. No account is taken of the companies involved in the
production process. Most environmental impacts are strongly related to the
specific characteristics of the product and its production process. The impor-
tance of e.g. ‘energy use’ will be different in the evaluation of a varnish than in
the evaluation of a dishwasher.

The LCA-method is not suitable for the analysis of social and economic aspects.

If one wishes to include social and economic aspects in the product evaluation,
the LCA-approach turns out to be inadequate. The social and economic im-
pacts are related to the situation in the companies where the product is proc-
essed rather than to the product itself. Therefore, data collection for evaluation
has to be done at the level of the organisation. E.g. to evaluate whether the
workers producing the product receive a decent wage, the situation in the dif-
ferent organisations (companies) involved in the production has to be assessed.
The same goes for some environmental aspects such as e.g. noise nuisance in
the factory or soil contamination. Furthermore, the generic data used in an LCA
can lack necessary precise information and differences can appear between the
theoretical analysis and the real situation. Therefore an organisation related
analysis of the environmental impacts is also recommended.

The LCA-method has to be complemented with an organisation related ap-
proach in order to develop a method to consider all aspects of sustainability
in the assessment of products and processes.

Considering these restraints, a theoretical model for the evaluation of environ-
mental, social and economic aspects related to the life cycle of a product and
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its associated businesses was developed. This twofold model makes a clear
distinction between aspects closely related to the product on the one hand,
and organisation-specific aspects on the other. The generic assessment of the
product-related environmental aspects is based on the LCA method, which
analyses the product’s process tree. To include social and economic aspects,
the model incorporates an approach considering the organisations involved in
the production chain. The analysis of the process tree only concerns environ-
mental aspects, while the analysis of the production chain concerns environ-
mental as well as social and economic aspects.

A two-fold model making a clear differentiation between aspects closely re-
lated to the product on the one hand and organisation-specific aspects on the
other, and between the related evaluation methods, makes a genuine inte-
grated product assessment possible.

How the model works
The model outlines a step-by-step plan.

1. For the analysis of the product and process related (environmental) as-
pects the process tree is determined. This is an overview of the successive
life cycle stages and production processes and the flows of materials, en-
ergy and emissions entering and leaving the life cycle.

2. The LCA method is used to make a generic analysis of the process tree.
This is done by using software tools. The result is an overview of the dif-
ferent environmental impacts the processes in the different life cycle
stages cause, based on which the bottlenecks and problem areas can be
located (approximately). For example, an LCA of a washing machine in-
dicates that compared to the environmental burden caused during the
use phase (use of energy, water and washing powder during at about 15
years), the environmental impact of the production and the waste stage is
relatively small.

3. It is possible that there are areas where the evaluation is insufficient. In
that case, it is recommended that the results be further refined through a
place-specific analysis (i.e. by collecting data on the organisations in-
volved).

4. To study the organisation related aspects the production chain has to be
made up. This implies that all companies linked to the process tree need
to be identified (names and addresses of suppliers, subcontractors,
manufacturers, transporters )
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5. A first analysis of the production chain makes it possible to make a dis-
tinction between known and unknown (or changing) chain actors. Since
chain management is an important feature of sustainable production, it
might be concluded that the product is not produced in a sustainable
way if it is impossible to trace significant chain actors. In that case, it could
be considered to change the production chain to make it as transparent
as possible.

6. A generic analysis of the known chain actors can be based on sector-
specific or regional data: information on the general situation in com-
panies in certain sectors and countries (e.g. in China it is not allowed to
join trade unions). This facilitates the location of possible bottlenecks.
Note the word ‘possible’: to locate the real bottlenecks, a place-specific
analysis is necessary. The place-specific analysis is far more important
for the organisation related than for the product and process related
evaluation.

7. The place specific analysis will be carried out by a cost-efficient system
including desktop screening (see also section on monitoring).

8. The chain actors where problems are most likely to occur can be identi-
fied and visited if considered necessary.

9. Chain actors are given the time to intfroduce corrective actions were nec-
essary.

Sustainability themes

In order to be classified ‘sustainable’, the product and its production chain
have to comply with certain social, environmental and economical criteria. In
the frame of the label project, an extensive set of criteria was developed, again
based on the two-fold model since there are both organisation-related and
product-related criteria. The organisation-related criteria are the same for all
kind of organisations. They are based on a literature study and stakeholder
consultation, taking into account their relevance, measurability, economic and
technical feasibility, policy relevance, fairess. The product related criteria are
based on the outcome of LCA and are specific for a well defined product
group. E.g. every company has to pay its workers a decent living wage (al-
though the amount will vary), whereas criteria for sustainable coffee growing
differ from criteria for dyeing cotton or composing a varnish. An extensive list of
criteria with the corresponding evaluation method can be downloaded from
www.ethibel.org.
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31.3 The model in practice

Chain delimitation

An important prerequisite for applying the model is that it must be possible to
draw up the process tree and the production chain. Although many companies
recognise the importance of chain management and transparent chains, there
are still few products with transparent chains. Organising production chains in
order to make them more transparent and solid is a very important step to-
wards sustainable production patterns. Working with long term contracts can
also allow to make agreements on other sustainability themes (e.g. long term
contracts including conditions on social and environmental subjects).

Chain delimitation is indispensable for example in the light of the expenses
related to the monitoring, which can form an obstacle to the practical workabil-
ity, especially in the frame of the label. The evaluation of the complete chain
against all sustainability criteria can be too expensive and time consuming. To
keep the analysis workable, in many cases the process tree and the production
chain will have to be delimited.

Currently there is no widely accepted scientific model for general chain de-
limitation considering social, environmental and economical aspects at hand.
The researchers developed an adapted system based on field experience.

The LCA of the process tree defines the environmentally precarious stages
that should be included in the further analysis. For example, in the case of a
washing machine, the environmental efforts should concentrate on making the
use phase less harmful.

Motivating principles to include relevant actors can also be used: the com-
ponents produced by the actor should represent a certain % of the weight, a
certain % of the volume and/or a certain % of the costs of the assessed prod-
uct. The retained chain actors in both procedures are to be linked. In the coffee
case this would mean that — since according to the LCA the packing of coffee
does not contribute significantly to the environmental impact relative to the en-
tire life cycle — the companies performing the packing are not included in the
analysis. Companies excluded by the LCA, might however be included if they
are considered significant chain actors within the analysis of the production
chain, for example if they represent a critical percentage or if the social contro-
versies are too important. This is the case for maritime transport: while transport
of coffee could be excluded in the LCA because it contributes only to a very
small extent to the total energy cost of the coffee production, the existing social
controversies require the inclusion of these companies.

The significant chain actors and life cycle stages are retained and those of
little importance cut off using both motivating principles and LCA.
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Monitoring

The data collection to prove compliance with the criteria — which is a vital part
of the labelling system — proved to be one of the main difficulties of chain
management. Different methods were used for product and process related
aspects and for the organisation related aspects.

The first part of the monitoring is the verification of the data provided by
product and process related proofs given by the company based on LCA spe-
cific criteria.

The most difficult step consists in verifying if the companies related to the
production chain comply with the criteria. Ideally, the place specific analysis
would be carried out by paying each chain actor a visit, but this would be far
too expensive and time consuming, even with a limited chain. The number of
visits could be limited using statistically sound random checks, but this implies
the risk to overlook serious problems and is therefore considered too hazard-
ous. Therefore, a more cost-efficient system including desktop screening and a
limited number of visits on the spot is proposed. Desktop screening is a re-
search method carried out according to standard written procedures. These
procedures contain the search of controversies on the company by consultation
of the Internet, literature and various specialised databanks. Besides that, rele-
vant stakeholders of the companies have to be consulted, with priority to the
union representatives representing the workers of the company and environ-
mental NGO's. Note that the definition of the relevant stakeholders and con-
tacting them can be difficult.

Based on desktop screening and the generic analysis of the chain actors
where problems are most likely to occur, can be identified and visited if consid-
ered necessary. In the framework of the label project, a method was developed
which classifies the companies in different risk groups and facilitates a statisti-
cally sound choice of chain actors to be visited.

A cost-efficient system is used for the monitoring of the production chain in-
cluding desktop screening and a limited number of visits on the spot.

31.4 Some dos and don’ts

Transparent chain management is the future management system, but it has to
be introduced gradually. The model can first be used as a companies guide for
chain management. Transparency of the total production chain is a future goal
all companies will be confronted with. Most companies involved in the case
studies recognised the determination of the chain and the contacts with other
chain actors as a very informative process. The introduction of an integrated
chain management leads to better relationships with suppliers and better quality
management. It gives the possibility to influence the production policy and to
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act preventively. This can lead to less risk of scandals. Companies can best take
into account sustainable chain management at the phase of product design.

31.5 Wrapping up

Moving towards a sustainable chain management system for products is a nec-
essary but also an ambitious objective. First mover companies are getting
aware of this, but there is still a long way to go before all companies will be
ready to introduce the system. In most cases the model will have to be intro-
duced step by step, starting with partial aspects of chain management. The ap-
plication on a wide scale of complete sustainable chain management, taking
into account social, environmental and economic aspects, is still in the future.
The introduction of the system and its advantages however should start right now.

References

Borgo, E., T. De Moor, A. Deny and S. Spillemaeckers (2000). An integrated approach
to chain analysis for the purpose of corporate chain management. Ghent: Centre for
Sustainable Development, Ghent University.

Belgisch sociaal label, 27 Februari (2002). Wet ter bevordering van sociaal verant-
woorde productie, (http://www.cass.be/cgi_wet/wetgeving.pl).

Europees Ecolabel, verordening (EG) Nr. 1980/2000 van het Europees Parlement en de
raad van 17 juli 2000 inzake een herzien communautair systeem voor de toekenning
van milieukeuren,
(http://europa.eu.int/comm/environment/ecolabel/pdf/regulation/001980 nl.pdf).

Websites

http://www.ethibel.org
http://cdonet.rug.ac.be



Drawing the Lines in Value Chain
Responsibility

Johan Verburg and Sean Gilbert

Key words: Value chain, reporting, stakeholder engagement, dialogue, dilemma
sharing.

32.1 Introduction

Business goes global, risks and opportunities go global, and responsibilities
extend. The rapid changes in the global economy have changed business,
enabling the emergence of global corporations of a size, scale, and degree of
networking not previously seen. Complex business models now involve a variety
of players across the value chain in multiple countries, including subsidiaries,
joint ventures, suppliers or customers in developing countries. The risks to and
opportunities for a company’s success can lie in far-flung parts of their networks
of business relationships.

New business models have changed relationships with stakeholders. Busi-
nesses are now perceived to have new responsibilities with respect to sustain-
able development, matching basic business concerns, such as risk reduction,
market opportunities, and corporate governance. As part of these changing
expectations, pressure has also grown on the strongest and most prominent
players in value chains to demonstrate leadership in catalysing change across
a sector or in their value chain. As one observer expressed it, they are ex-
pected to challenge even physical laws and to ‘make the chain as strong as
the strongest link’.

Delivering on these broader expectations — of both business as well as its
stakeholders — requires managers to develop strategies for working with a wide
range of relationships on issues that go beyond traditional boundaries of finan-
cial control. This new thinking requires a manager to understand where ac-
countability lies and develop a suitable approach to stakeholder engagement
and sustainability reporting accordingly. Reporting is essential for both internal
and external stakeholders to make better informed decisions about value chain
strategies and performance. However, how does an organisation decide which
relationships are important to managing and reporting performance? Business
needs new tools to manage risks and opportunities across traditional bounda-
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ries, a compass that enables management to link two dimensions: sustainability
impacts and an organisation’s degree of influence.

This article outlines concepts to address these issues based on the work of
the GRI Boundaries Working Group. GRI is the Global Reporting Initiative; a
framework designed to enable reporting on economic, environmental, and so-
cial performance.

32.2 The two dimensions of value chain responsibility

The GRI approach identifies two dimensions as key to determining how to ap-
proach measuring performance in the context of a value chain, which is de-
picted in Figure 32.1. The first is the scale of impacts or risks (positive or nega-
tive, actual or potential) associated with an entity with which the organisation
has a connection. Second is the degree of control or influence that the organi-
sation has over the entities of its value chain, from raw material producers to
(in)direct suppliers, through to clients and end-consumers. With the two dimen-
sions on the axes of a graph, this framework can be used to map different or-
ganisations or groups of organisations in the value chain for purposes of thinking

High risk / impact

Lo/Lo:
do not report

Sustainability risks or impacts

Low risk / impact

' Low Significant/high influencelcontroll

Degree of control or influence over value chain

Figure 32.1. Evaluating control/influence and sustainability impact for value chain ac-
countability
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about how to measure and report performance. This mapping of impacts and
relations should be helpful, since the non-complying supplier, or the critical
consumer may seem fo be part of the problem, however, these may also prove
to be part of the solution.

For any given reporting entity, this gives four different combinations, each
requiring a different strategy:

¢ hi/hi: entities with a high impact over which you have a high control/influ-
ence;

o lo/hi: entities with a low impact over which you have a high control/influ-
ence;

e hi/lo: entities with a high impact over which you have a low control/influ-
ence;

e lo/lo: entities with a low impact over which you have a low control/influ-
ence.

Where both impact and control are high

When the degree of control over an entity of the value chain is high, internal
and external stakeholders have an interest in quantified performance informa-
tion. For example, a subsidiary that is subject to the financial control and rele-
vant for measuring financial performance is clearly also relevant for assessing
sustainability performance. More importantly, its contribution to overall organ-
isational performance should be measured and managed in a very precise and
quantitative manner. According to the GRI Boundaries Protocol, control and
significant influence can be determined by financial relations (e.g. percentage
ownership of subsidiaries or joint ventures), contractual relations (e.g. supply
requirements on food safety) or operational relations (e.g. safety standards for
contractors in oil and gas operations). Control and significant influence are
defined in the protocol based on financial accounting definitions.

For entities subject to control, with a significant impact, performance infor-
mation should be accessible, and, if it is not, that is the sign of a problem.
Quantitative data easily show trends and allow an objective assessment of the
current position. The GRI provides a number of performance indicators suitable
for these purposes.

Where impacts are not significant

There are other examples of entities which are subject to control, that have
minimal impact such as the sales office of a major manufacturer where the en-
vironmental impacts are likely to be minor compared to a major production
centre. These entities are important from the perspective of completeness, but
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many organisations still expend an unnecessary amount of effort in gathering
and reporting detailed data on these entities (bottom of Figure 32.1). These
entities are not the primary concern of most report users who seek concise re-
ports that focus on significant or material issues and entities. The GRI Guide-
lines recognise this by allowing organisations to exclude indicators or entities,
assuming that the exclusion does not substantively change the overall perform-
ance assessment. Just as in financial reporting, all the sustainability data should
be available to management, like in the balance sheet. However, it may not be
necessary fo track in the same level of precision and it is certainly not necessary
to report in a manner equal to major impacts. It may be limited to explanatory
texts, comparable to the qualitative way financial reports handle entities under
significant influence.

Where influence is below comfort level

The most challenging quadrant from the perspective of management and sus-
tainability is where impacts associated with an entity are high, but influence is
limited. As put by one businessperson: ‘Those are the issues that keep me up at
night’. For example, a second tier supplier with a highly polluting production
technology who provides critical inputs for an organisation, but is not depend-
ent on the organisation as a customer or otherwise susceptible to being influ-
enced. Another example might be, owning 49 % of a joint venture that is ac-
cused on multiple occasions of human rights violations. These are the situations
where many stakeholders will perceive the organisation to have a degree of
responsibility due its close engagement with the entity, and therefore where a
strategy for defining, measuring, and reporting performance is necessary. The
best approach will vary to a degree depending on the nature of the impact and
the relationship. In some cases, such as the joint venture, it may be possible to
use direct measures of performance aspects such as emissions. In other cases,
like the second tier supplier, it may be necessary to use more qualitative meas-
ures of management performance such as audits or training.

For many companies, the greatest impacts associated with their activities
may indeed lie in extended parts of the value chain and therefore require co-
operation from other partners. Examples include steps such as: implementing
design changes to ban the use of hazardous chemicals, sector codes to fight
child labour, or conditional financing to prevent the social and environmental
impacts of large project investments, e.g. on tropical forests and indigenous
communities. This recognition of extended responsibility is also reflected in a
number of international standards and initiatives such as the 2000 revision of
the OECD Guidelines for multinational enterprises, and the emerging UN
norms for business that apply to the ‘spheres of influence and activities” of busi-
ness.
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Which quadrant do you want to manage towards?

From a management perspective, not all quadrants are equal and the combi-
nation of entities with a high negative impact/risk subject to minimal control is
clearly least preferable. The organisation faces a high degree of risk with lim-
ited ability to force the entity to change its activities. Measurement is the key
step towards being able to gain control of a situation and begin to manage it.
Reaching this point involves a sequence of learning that starts with first recog-
nising a challenge or dilemma. Then, the organisation proceeds through a cy-
cle of developing a strategy, implementing policies and/or systems, and meas-
uring progress. This requires a system of performance measurement and inter-
nal and external disclosure that is capable of supporting this cycle. GRI report-
ing and the approaches considered in the Boundaries Protocol offer an ap-
proach to thinking about this.

Stages of progressing influence

An organisation should report through a combination of hard numbers, its poli-
cies, its initiatives with business partners and stakeholders, or — simply — its rec-
ognition of encountered dilemmas, as depicted in Figure 32.2. So given all of
the complexities, how are you expected to manage, measure, and disclose?

High impact
Narrative: dilemma
Performance: internal

controls
Performance: quantified

information

Low impact

E Low influence Significant/high influence/control E

Figure 32.2. Different nature of value chain reporting in subsequent layers



270 Johan Verburg and Sean Gilbert

Quantitative performance measurement

For entities that fall under the control of the organisation, performance expecta-
tions can clearly be defined and tracked in terms of quantitative measures,
supplemented by qualitative measures and information where necessary. While
challenges always exist in data gathering, managers (in theory) should have
access to clear data on the state of their own operations. If they don't, it is a
bad sign.

The boundaries of data gathering for quantified performance measures
should sometimes be extended even in absence of full control. In certain cir-
cumstances, the size of the impacts and the resulting weight of expectations and
the associated risks are so great that managers need to be able to understand
and track progress in terms of precise quantitative measures of operational
conditions. The same would be required for important financial risks outside
formal financial control. Therefore, it makes sense to give similar instructions to
the sustainability people on the 4th floor as to the financial controllers on the

3rd floor.

Qualitative performance indicators

As one moves beyond the lines of control, quantitative measures about operat-
ing conditions can become harder to obtain and, sometimes, less reliable. Per-
formance management should remain clearly focused on measuring and im-
proving trends, but the focus and accountability expectation may shift to em-
phasising either qualitative assessments or measurements of management per-
formance. Here the distinction becomes clear between output indicators (giving
information on resulting outcomes) and input indicators (giving information on
management efforts taken).

Many of the indicators in the GRI Guidelines are management indicators,
describing typically the elements of a company’s system of internal controls,
including policies, procedures, implementation, monitoring and monitoring
results. Management and stakeholder decisions are then based on numbers of
new procedures introduced, training given, audits performed and corrective
actions taken, e.g. in relation to human rights issues in the supply chain. This
type of information is also highly relevant for Socially Responsible Investment
analysts looking for information to determine the risk profile of a company. It is
also worth noting that while the boundaries of financial statements may stop at
the line of control, the boundaries of mandatory financial reporting actually
extend fo entities beyond those subject to control.

In applying qualitative measures and specifically measures of management
practice, a key distinction is whether the measures are designed to assess an
entity’s compliance with a given standard or whether they are designed to re-
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veal the effectiveness of actions adopted to solve the sustainability problem. A
simple example would be the distinction between measuring the ability of sup-
pliers to comply with rules about employing children, compared to a measure of
the number of children sent for schooling. The underlying problem is creating
educational opportunity for children that will later enable economic opportuni-
ties. Many measures currently applied focus on compliance, which can some-
times undermine the ability o achieve the ultimate goal of the efforts. Research
by Oxfam shows, that purchasing practices of large retailers may undermine
their own codes of conduct, implemented and enforced by the audit depart-
ments of the same company. As such, there is interest within the stakeholder
community for seeing value chain thinking that goes beyond setting standards
and enforcing compliance, but also trying to identify emerging problems and
catalyse solutions through a ‘leadership approach’.

Strategic initiatives — narrative

To control risks — or more positively seize opportunities — a company, even with
limited influence over entities with significant impacts may take the lead in or-
ganising a strategy. Examples here include sustainability initiatives in the food
industry, e.g. the Roundtable on Sustainable Palm Qil, or in the financial sec-
tor, e.g. the Equator Principles. These strategic initiatives seek to bring together
a critical mass of players in the value chain that is big enough to have an effec-
tive positive impact. In thinking about performance targets, identifying chal-
lenges for the value chain and seeking to develop a strategy that engages others
can sometimes be the main opportunity and performance objective.

The larger ‘brands’ and multinationals are seen as stronger players in the
value chain and are often expected to show this type of leadership. It often
requires ‘out-of-the-box’ thinking to identify and take strategic partnership
initiatives. The complexity of many sustainability issues necessitates openness
to find new partners for effective problem solving. In many cases this may
bring ‘first mover’ advantages. Often not only business partners, but also
relevant stakeholders from civil society (e.g. labour unions), are engaged in
these so-called multi-stakeholder initiatives aiming to adopt new sustainability
standards in a particular sector. Sometimes the initiatives are intended to cre-
ate a ‘level playing field'.

At this end of the influence axis, performance may only be defined in nar-
rative terms. Typically reporting will therefore describe the strategic initiative,
the company’s role in it, intended outcomes and results so far. In the context
of the GRI, the elements of the GRI Guidelines address this area, e.g. the precau-
tionary principle, voluntary initiatives, industry memberships, upstream/down-
stream management and the approach to indirect impacts.
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Recognising dilemmas — discussion

Finally, in case of newly emerging sustainability challenges, it may be too early
for strategic initiatives, management controls, and performance results to have
been established. This should not be a reason to be silent about them. On the
contrary, from the perspective of a stakeholder such as Oxfam, best practice
sustainability management at present seriously shares dilemmas and engages
stakeholders to collaborate on finding a solution. This is already called for to
an extent in the context of discussing an organisation’s vision and strategy and
statement from its Chief Executive. However, as companies continue to evolve
their stakeholder engagement systems and applying the principles of transpar-
ency and inclusiveness, more sustainability reports will also engage in this area.

32.3 Dos and don’ts

Table 32.1. Dos and don'ts

Do

Don't

Look beyond traditional financial bounda-
ries

Draw a hard boundary where financial
control ends

Engage pro-actively with stakeholders in
and around the value chain

Ignore ‘early-warning’ signs from stake-
holders who have eyes and ears close to
the far sides of your value chains

Let the degree of impacts and information
needs drive reporting and set boundaries

Let information availability and control be
the only factors that determine your
reporting

Gather quantified data on performance of
value chain actors, even in absence of
your full control

Restrict your reporting to your own man-
agement indicators regarding the value
chain, e.g. audits of suppliers

Increase focus of reporting on what is
relevant in value chains

Report indiscriminately on all indicators
for the sake of compliance

Report effectiveness of problem solving in
chains

Report only on effectiveness of internal
control systems and compliance

See chain improvements as opportunities,
chain actors as part of the solutions

See chains as risks to be controlled, with
actors that just need to comply

Report dilemmas, even when undecided

Report only about decisions and solutions
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32.4 Conclusion

Managers are in need of new tools to help them plot strategy and navigate an
increasingly complex market where they are perceived to have a wider set of
responsibilities and roles than in the past. The key to solving this puzzle lies in
the ability to understand the intersection of impact and influence. Previous
paradigms tried to draw a hard line where financial control ended and assume
that events occurring with entities beyond that line were only of tangential rele-
vance to an organisation’s accountability. That paradigm no longer holds as
organisations are penalised for actions by suppliers or other business partners,
and even governments in areas where they operate.

The ultimate purpose of developing tools such as reporting and the bounda-
ries thinking outlined in this paper, is to enable better performance manage-
ment, better decision-making internal and external to an organisation, and ul-
timately, more sustainable development. Given the complexity of the global
economy, and social and environmental problems, the only solutions will come
from new modes of thinking that recognise networks, share dilemmas, and seek
to identify where and with whom problems can be influenced and how to
measure individual contributions towards solutions.

Websites

www.globalreporting.org/boundary

www.maketradefair.org
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33.1 Introduction to the model

In the macro economic dimension, the de-coupling of economic growth and
the use of resources has been declared as a major objective. In 2000, during
the Lissabon conference, the European Council set out a ten-year strategy for
sustainable development which was followed in 2003 by the publication of the
European Commission’s resource strategy. However, according to the Commis-
sion’s Spring Report 2004 economic growth is still not sustainable enough,
meaning a new development model is necessary.

What does this entail at the corporate level2 Companies have an essential
role to play in de-coupling economic growth from the use of natural resources.
Therefore, it is their responsibility to contribute to such a new development
model in their day-to-day business routines and decisions. Companies should
define concrete CSR management strategies and implement the relevant tools
within their organisations. A closer examination of this issue is more than
worthwhile: Costs related to material and energy consumption are the major
cost driver. Depending on the sector and positioning in the production chain,
these costs can exceed all other cost factors up to the factor of two. However,
corporate measures to reduce costs still focus mainly on labour expenses.
How far strategies focusing on resource efficiency — an important part of CSR —
can also contribute to cost cuts is an issue that is generally ignored in normal
business practices. So what are the requirements for an adequate instrument?
Fulfilling three main requirements results in an effective and efficient instrument,
namely: user-friendliness (i.e. manageable outcomes), accountability (i.e. compa-
rability and reduced complexity) and transparency (i.e. concise environmental
impact assessments and identification of cost-reduction potential).

33.2 The essence of the model

Resource Efficiency Accounting (REA) aims at meeting these requirements. The
objective of REA is to collect and interpret data, both on life-cycle wide material
and energy inputs, as well as to define the corresponding costs within an enter-
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prise (Orbach and Liedtke, 2002). To achieve the latter, REA uses the com-
pany’s existing cost-accounting systems. In order to identify cost-reduction po-
tential, the ensuing step focuses on the problem of cost misallocation. Based on
the results, a decision is made as to how and what extent the cost accounting
needs to be reorganised and adjusted. Eco-efficiency strategies can then focus
either on process optimisation or on product assessment and design.

To start with, corporate material and energy inputs are considered from an
environmental point of view. The specific material consumption, energy use,
and flow rates are first structured and than classified and assigned to single
production processes or end products (Liedtke et al., 1998). At this stage, the
usual assumption is that fewer inputs always deliver better solutions in terms of
improved eco-efficiency, both in view of the environmental impact as well as
costs. From the financial point of view, this assumption is right in most of the
straightforward cases. Reduced material or energy flows usually entail fewer
costs. However, from the ecological perspective, one basic fact is inconsistent
with this assumption: slimming down material or energy inputs per product or
service unit does not automatically result in an improvement of the over-all eco-
logical impact. It is not always obvious which strategy provides the optimal so-
lution. For example, it is important that measures not only consider internal im-
provements. It is also necessary to analyse and incorporate the hidden inputs of
preliminary or downstream production processes within the supply chain. The
REA approach embraces these processes as it takes the ecological impact of
the entire life cycle into consideration. This is done by the utilisation of so called
material infensities that are published on the web page of the Wuppertal Insti-
tute (see web pages).

The main advantage of this approach is the simple impact assessment and
the generation of comparable and manageable results. The sum of the result-
ing mass equivalents is described by the Total Material Requirement indicator
(TMR). This indicator encompasses the following areas: abiotic material, biotic
material and soil (Schmidt-Bleek, 1993). The results are illustrated by a resource
efficiency portfolio, whereby the life-cycle wide environmental and according
cost data are considered simultaneously. Based on this, management strategies
can be analysed and investment decisions can be evaluated. The results can
help the companies to find a way to achieve more sustainable growth. A differ-
entiation can be made between:

e an eco-efficient objective function;
o cost-efficient business strategies;
o resource-efficient business strategies;

e ecologically-economically less relevant areas.
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Figure 33.1. Eco-efficiency portfolio analysis (source: Busch et al., 2004)

The objective of the portfolio analysis is to provide a decision-making basis for
relative comparisons of two or more product or process alternatives. The indi-
vidual axes of the portfolios are described by the material- and energy-input-
based cost data (X-axis) and the material input oriented, ecological data (Y-
axis). The data represent company-specific information since they correspond to
the relative values of the overall company.

33.3 Experience with this model in practice

The REA is suitable for any company, regardless of size or sector. The REA ap-
proach was applied in different German companies within the scope of a pro-
ject funded by the German Ministry for Education and Research. Significant
improvements were achieved, both in the economic and ecological areas. In
the three-year project the REA-based eco-efficiency portfolio analysis was im-
plemented on different levels within the participating companies.

For the application of REA at the process level a detailed analysis is neces-
sary. This reveals the individual processes within the company and their relative
portion of the overall costs (derived from the Profit & Losses Statement) and the
relative portion of the companies TMR (derived from an input and output analysis
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and the material flow accounting). Processes with the highest potential for im-
proving eco-efficiency are identified as so-called ‘hot spots’. In the ensuing
step, the same procedure is applied at the product level. This focuses the analy-
sis on single output components. Usually these are end products or services
that fulfil the same or a slightly different purpose for the consumer or sub-
purchaser. The hot-spot analysis on this level is focused on determining prod-
ucts which have a relatively high total material requirement.

In the practical application of REA the following steps are helpful when iden-
tifying individual sources, accumulating different types of data, and processing
the resulting information (Busch et al., 2004):

e Definition of the production-process structure: The structure of production
processes including the connections between the individual processes can
usually be identified from work plans. However, especially in small and
medium-sized enterprises, it is often necessary to generate a totally new
coherent structure plan;

e Assembly of data on material and energy consumption at the company:
This type of data can be found in the profit and loss statement, bookkeep-
ing, cost accounting, storage and purchase systems. This data can pro-
vide insight about the companies overall consumption of the main com-
ponent and its related purchasing expenditures;

e Definition of volume of consumed material, substances and energy, and
allocation of figure per process/product: Process-related material data are
usually available on work plans/routings or in internal production orders.
However, the internal use of energy volumes is usually not determined at
the process level, especially in small- and medium-sized companies. Once
this information has been gathered it can be assigned to single end-
products/service units;

e Allocation of costs per process/product: Cost and activity accounting
means that cost allocations per process or product are sometimes avail-
able. Nevertheless, it is advisable to check whether the established ac-
counting system is working in a reliable and concise manner, especially in
terms of the accurate assignment of material- and energy-related over-
head costs;

e Addition of material intensities: Material intensities have to be added for
all different kinds of used materials and the specific energy consump-
tion. The web page hitp://mips-online.info provides a compilation of
main material intensities and a general introduction of how to apply the
concept.
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33.4 Some dos and don’ts

Put together an REA team: When implementing REA a central success factor is
to ensure that the topic is not discussed in separate management or specialised
departments, but rather across all company departments and divisions. The
team should comprise of employees who (1) possess experience and know-how
in the areas of raw materials, consumption and purchasing quantities, and who
are in contact with suppliers and thus have an overview of the scope of delivery,
delivery times, etc., (2) have a technical overview and some years’ experience
with the company, thus guaranteeing precise knowledge of internal procedures,
processes, operations, etc., (3) have IT experience or are in charge of opera-
tional/production control and/or (4) are involved in the process of product de-
sign and development.

Do not get put off by the volume of work: The REA method is based on de-
tailed information about internal material and energy flows as well as the corres-
ponding costs. Depending on the status of the established cost accounting sys-
tems within the company, specific data have to be evaluated and allocated. As
this can be a rather complex process, the introduction of REA is dependent on
the use of financial and personnel resources. However, the additional capacity
is mainly required during the early stage of the project. If you are still con-
cerned about the amount of work needed to get an according project started,
please take a look at the model for beginners presented in the concluding sec-
tion below.

Do not get confused due to the apparent contradiction between the require-
ments user-friendliness, accountability and transparency. In order to manage
this issue, REA is based on an innovative approach that uses material intensi-
ties. Material intensities are easy to handle, as they are publicly available and
utilise aggregated data. Furthermore, they give consolidated information on
complex life-cycle wide environmental impacts.

Do not consider this approach as an all-round assessment of all kind of eco-
logical aspects. The purpose of this method is to assess and improve resource
efficiency. Aspects concerning toxicity or emissions should be included in the
risk management. It is already mandatory to pay attention to many of these as-
pects, as companies have to adhere to environmental laws. However, emissions
are included in material intensities, as for example in the case of CO2 the car-
bon inputs of fuel and gas (Ritthoff et al., 2003). Thus, by utilising this concept
in your company, the purpose is twofold: (1) optimising resource efficiency and
(2) reducing the complexity of ecological economic assessments to a point
where they can be managed in a simple and comprehensible way.
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33.5 Concluding remarks

Start preferably with an initial analysis. The following ‘wrapping up’ model is
particularly appropriate for companies approaching the topic resource effi-
ciency for the first time and/or small and medium-sized enterprises with limited
financial and personnel capacities.

On the process level, the goal is to improve the eco-efficiency of the entire
company by means of process optimisation. To start with, material and energy
flows should be determined. Usually, a complete input-output balance sheet
does not have to be set up for this purpose. The company’s main inputs are
sufficient for a first analysis. The required annual consumption figures as well as
the associated costs can be obtained e.g. from accounting documents. The
total annual consumption figures can then be linked with the respective mate-
rial intensities. The result is an assessment of the lifecycle-wide impacts of the
most significant material and energy inputs. The next step is then to identify the
internal processes that play an important role in the overall resource consump-
tion or processing and which are presumed to have potential for improvement.
In general, these are processes that also have great cost-saving potential.
These processes are thus also the internal hot spots; the aim of eco-efficiency
strategy is to optimise the implementation of improvements, since this could
lead to the most effective result for the entire company.

When the focus is on product optimisation, it is possible to bypass the step of
outlining and mapping the internal material and energy flows within the scope
of an initial optimisation strategy. For the purposes of defining the eco-
efficiency strategy, the main component(s) of products for which there are alter-
native production options should be identified first. The result should comprise
specific details of the exact contents for each main component that is used for
the end product. The respective product data can then be linked with the mate-
rial intensities and subsequently summed up. The result describes the lifecycle-
wide environmental impact of the various product alternatives. The relative
profit share can be calculated to assess the economic impact. For this purpose,
the production costs of each product are taken from the cost and activity ac-
counting. If there is insufficient information in this regard, approximation values
for the production costs should be determined for the previously identified main
components. The difference between the selling price and the production costs
can then be formulated as the profit share of each product. The profit share in
relation to the respective production costs can be designated as a relative profit
share. In conjunction with the environmental impact, this value forms the basis
for the eco-efficiency assessment of the product alternatives. The strategy can
then either be a sales increase of the product with the best economic-ecological
performance or optimisation of the product with the worst REA result.
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34.1 Introduction to the model

GoodCorporation Ltd is a private company founded in 2000. In conjunction
with the Institute of Business Ethics (London) it developed a global standard of
responsible business practices and a service to assess performance against the
Standard. lts approach to corporate responsibility focuses on the organisation’s
transactivity — its relations with stakeholders — and accountability — its willing-
ness to submit to external evaluation.

GoodCorporation is a pure ‘audit’ business and avoids any type of consult-
ing to allow it to take a genuinely impartial view about a company’s corporate
responsibility. The Standard emphasises the principle of fairness, which cuts
across differences in situations, sectors, and cultures within an organisation. If
both a Mexican employee and a Birmingham supplier believe that an organisa-
tion treats them fairly, their testimony is sounder evidence than any other data
that it is living up to its code of conduct. The Standard underpins ethical princi-
ples with concrete practices; assessment against the Standard evaluates how
fairly those practices are working ‘on the ground’ from the standpoint of the
stakeholders who use them.

34.2 The framework: Standard and assessment

The Standard covers six stakeholders: employees, customers, suppliers, and
shareholders; environmental impacts and contribution to the community. Since
the Standard is in the public domain, any organisation can adopt it as a code
of conduct or use it as the basis for its own specific set of business principles.
Some 62 working practices underpin principles of business conduct in each
of these six areas. For example, all companies aim to be honest and fair in their
dealings with business-to-business customers. Some of the practices that demon-
strate that principle in daily operations are: clear terms of business in contracts;
procedure for recording and resolving customer’s complaints within a defined
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time-scale; a process for taking customer feedback into account when develop-
ing customer policies.

Assessment against the Standard involves a mix of qualitative and quantita-
tive measurement. It leads with a detailed review of policies supplemented by
extensive interviews with stakeholders to evaluate how effectively procedures are
working. On the basis of this qualitative overview, the assessor assigns grades
for performance in each of the 62 practices. Grades are converted to numeri-
cal values that benchmark and capture overall performance in a metrical for-
mat. Each of the stakeholder groups can be assessed and graded using the
same system. The assessment is confidential; it is up to management to decide
how it will use the data with internal and external audiences.

How the assessment works

The stages in the assessment are:

e GoodCorporation aligns the Standard’s 62 practices to an existing code
of conduct or the organisation adopts the GoodCorporation Standard as
the basis of its code of conduct. If there are key principles in the com-
pany’s code not covered by the GoodCorporation Standard, they can be
added to the assessment;

e GoodCorporation and the organisation develop a programme to assess a
sample of business units based on the size of the work force and locations;

e The assessor reviews the procedures of the organisation in each unit and
conducts extensive stakeholder interviews;

o The assessor weighs up the evidence from all the units assessed and gains
an overview of performance across the organisation;

e The assessor awards one of five grades for each practice ranging from
fail’ to ‘commendation’ (see below);

e When there are no fail grades for the 62 practices, the organisation be-
comes a GoodCorporation member and can use the members’ logo;

e The GoodCorporation Accreditation Council reviews all reports for
consistency and quality;

e GoodCorporation re-assesses the organisation periodically as the basis
for tracking progress and renewing membership.

While GoodCorporation’s main activity is certification against the 62 practices of
the Standard, the number of practices can be extended to meet specific concerns
of the organisation. GoodCorporation also offers customised versions of the as-
sessment using the same methodology. However, this service would confer mem-
bership only when all of the Standard’s normal criteria were included and met.
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Evidence review

First, the assessor checks that a policy exists in relation to each of the 62 prac-
tices. Then he/she ascertains that a system is in place to implement the policy;
the organisation provides records indicating how the system is designed to work
or how it believes that it is functioning.

By conducting extensive interviews with stakeholders inside and outside the
organisation, the assessor can detect any differences between stakeholder
and management’s evaluation of how effectively and fairly practices actually
work.

Stakeholder interviews

Interviews with employees, customers, suppliers, NGO groups, shareholders,
regulators and community groups help to flesh out the ‘bare bones’ of policy-
related documents. The assessor is not an opinion pollster: he/she does not
restrict the conversation to a checklist of questions and multiple-choice an-
swers. He/she can decide to ask a stakeholder about any or all the practices
being assessed. For example, the assessor very likely would seek an em-
ployee’s views on customer feedback or supplier relations. Interviews with
management and employees are face-to-face and last on average 40 min-
utes; those with suppliers or customers usually are conducted over the tele-
phone for about 15-20 minutes.

Awarding grades

Having weighed all the evidence, the assessor awards grades for each practice:

o Fail: there is no policy/system to implement the practice or it has largely
broken down;

e Minor non-compliance: there is a policy/system but it does not always
work in practice;

e Observation: there is a policy/system that functions but possible improve-
ments can be identified;

o Merit: the policy/system works well;

e Commendation: the policy or system is an example of best practice.

GoodCorporation converts the grades into metrics that graphically capture the
quality of performance in each practice and overall in the six stakeholder
groups. The organisation’s data can be benchmarked against aggregated data
to enable real-world comparison. Grades in a metrical format for the practices
in each stakeholder group are shown in Figure 34.1.
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Figure 34.1. GoodCorporation assessment metrics

34.3 Company experience with GoodCorporation

ARM designs microprocessing technology used in advanced digital products.
Over the past few years, the company has grown from around 600 employ-
ees to an infernational company with more than 1200 employees in over 20
locations worldwide. In 2004 it acquired Silicon Valley-based Artisan whose
library products complement its own hi-tech IP business.

Reason for using GoodCorporation: When ARM first became involved with
GoodCorporation in 2001, as Bill Parsons, Vice President for Human Re-
sources recalls, ‘We didn’t have any policies. We were an unbureaucratic
company, behaving ethically but with no evidence.” When it became a
founding member of GoodCorporation in 2001, ARM started to use its an-
nual GoodCorporation assessment to benchmark improvement and to iden-
tify emerging issues. It also produced its first Corporate Responsibility report
based in part on its assessment.
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Investor relations: ARM’s engagement with Corporate Responsibility is
founded on a belief that ‘good business is good for business.” In line with the
GoodCorporation Standard, ARM treats investor relations as part of its
commitment to corporate responsibility. A FTSE 250 company, it also trades
on the Nasdaq in the United States; evidence from the GoodCorporation
assessment underpins some of ARM’s non-financial submissions to the SEC
as required by the Sarbanes-Oxley Act. It also uses the summary of grades
from the assessment in its Operating and Financial Review.

Environment: Like many high tech or service-oriented companies, ARM con-
sidered itself to have relatively low environmental impacts. However, follow-
ing its first GoodCorporation assessment which highlighted the absence of
environmental policies, it drew up a detailed environmental footprint. This be-
came the basis for subsequent innovations in building design, energy use,
travel, paper use and waste management over the past few years.

Human Resources: For a number of years ARM has been rated as one of
the best companies to work for in the UK. ARM’s approach to HR has had to
evolve from an informal ‘around the coffee machine’ style to a more struc-
tured approach in order to adapt to global expansion and deal with a rapidly
changing marketplace. The GoodCorporation assessment helped to high-
light specific HR issues. In the first assessment, GoodCorporation pointed out
the absence of any consultation procedures. Bill Parsons recalls his reaction:

“At first we wondered why we needed a consultation process. However,
the company has grown since then and has gone through some tough times.
We've actually found that having an employee forum over the past couple of
years now has been very beneficial.”

The company receives consistently high scores for employee relations in its
annual evaluation. lts innovative approach to HR goes beyond its own needs.
For example, it set up the Learning Collaboration and Skills exchange in
Cambridge to pool training resources of local companies, allowing all com-
panies in the area to benefit from economies of scale and a broader offering
of schemes.

GoodCorporation vs. other CSR frameworks

Many frameworks have evolved to meet the specific concerns of stakeholders or
sector demands especially in the area of environmental impacts and working
conditions.

The GoodCorporation Standard does not attempt to go into the same depth
as some other standards that have already become the established ‘marque’
for a specific business practice: EMAS for environmental systems management or
Rainforest Alliance to certify sustainable development in agriculture and forestry.
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Although the Standard requires that companies have environmental policies
and actually reduce environmental impacts over time, it does not set the criteria
for achieving environmental goals. For some organisations, this may be a
drawback but for others such as ARM, cited in the case study above, the obser-
vation that a service company needs to consider its impacts is enough to launch
a complete environmental programme. The Standard complements sector spe-
cific frameworks because of its broad scope, which allows a company to man-
age corporate responsibility on all fronts and compare performance across
stakeholder groups, business units and regions.

34.4 Preparing for assessment: Dos and don’ts

Independent assessment requires a shift in the way some organisations ap-
proach corporate responsibility: managers have to turn their focus away from
internal processes and onto stakeholder feedback. This involves a willingness to
see the organisation from the outside in, not inside out. So one of the very first
‘dos’ is to make clear the difference between external assessment and CSR re-
port assurance. The assessment does not ‘verify’ the data and report already
produced by the organisation to tell its CSR story. Instead it provides a com-
pletely independent check, a kind of ‘corporate physical’ by an external asses-
sor. Assessment holds a mirror up to an organisation showing how stakeholders
actually perceive the fairness and effectiveness of the way a company does
business. So to use the GoodCorporation framework demands recognition by
the board that if it really wants to understand how it affects its stakeholders,
then it has to delegate to an external assessor the job of holding up that mirror.

Case study

Ladbrokes, founded in 1886, is the largest cash betfting company in the
world. It has 2000 betting shops employing over 12,500 people in the UK
and Ireland. It has operations worldwide and offers online betting and gam-
ing in 13 languages.

Reason for using GoodCorporation: Ladbrokes is a founder member of
GoodCorporation and uses the GoodCorporation Standard and assessment
as an external check on how its practices are working on the ground. As Ros
Barker, HR director puts it: ‘at the end of the day no matter how hard you try
to self-audit, you need that external viewpoint.’

It is important to recognise the limitations of ‘quantified data’ in the realm of
corporate responsibility. Quantified data can be helpful in some areas, like
measuring environmental inputs and outputs. But the only way of evaluating
corporate responsibility impacts is by talking to the stakeholders affected and
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measuring their perceptions. Management should see the advantage of adopt-
ing a methodology based on a highly focused and systematic set of interviews
that converts ‘soft issues’ into numerical values for benchmarking performance.

Finally the benchmarking data created by GoodCorporation is the basis for
improvement over time and comparing performance within the organisation or
against other organisations assessed by GoodCorporation. The benchmarks pro-
vide a clear measurement system. However, they do not translate directly into
monetary values.

34.5 Conclusion

The GoodCorporation Standard serves as a driver to embed best practice into
core activities. Re-assessment adds value over time as the organisation im-
proves on its benchmarks and highlights new issues that need to be addressed.
In commenting on each practice, the assessor highlights actions that could im-
prove a specific practice. The assessment is not just another audit but an
opportunity to identify and resolve issues of importance to people engaged in
the business. Grading performance provides benchmark data for ‘soft” issues
where measurement is otherwise difficult.

By systematically capturing performance and stakeholder feedback, the as-
sessment provides benefits for the entire organisation. Certification against the
Standard generates performance data about specific practices that a company can
use in external and internal reporting. Some companies use the evidence to comply
with the UK Operating and Financial Review regulations — and other implemen-
tations of the EU’s company modernisation directives as well as some of the re-
porting requirements of the Sarbanes-Oxley Act. The results are confidential, and
management maintains full control over how to use or communicate the data.

GoodCorporation only conducts assessments against the Standard. Between
assessments it does not offer consulting services; it does not write assurance
statements about the client’s own reports nor does it audit the client’s data or
internal systems. In this way, it avoids conflicts of interest and preserves the
genuine independence of its methodology. Since its launch, GoodCorporation
has conducted over 150 verifications in 30 countries worldwide for organisa-
tions including large listed companies, small private firms, not for profit and
public sector institutions.

Websites

www.goodcorporation.com
www.ibe.org.uk

www.ethicalperformance.com
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35.1 Introduction

The Global Compact and UN Norms for Transnational Corporations, among
other such initiatives, render the management of labour practices in the supply
chain an important and highly relevant case study. By drawing on examples
from successful supply chain management practices implemented by corpora-
tions today, an effective model can be derived. This model is a road map for
communication and interaction with supply chain partners. By following the map,
you will have a clear indication of how to model a successful labour standards
programme and how to move from model to action.

The model, as illustrated in the flow chart, includes (a) the dissemination of
standards by means of contractual obligations through the supply chain, (b) as-
sessment of risk and the subsequent prioritisation of resources, (c) the use of edu-
cation to promote long term goals and achievements, (d) the use of monitoring
mechanisms to assess progress and stimulate continued improvement, supple-
mented by (e) long-term interactions with local partners or industry initiatives.

35.2 The essence of the model

The first step in developing a supply chain labour standards programme is to
define what labour standards, or code of conduct, your company will endorse
for their supply chain partners, i.e. the vendors, agents, and factories that help
manufacture and deliver your product to you. This code of conduct standard is
conventionally linked to sourcing contracts or similar terms of business en-
gagement. This allows the standard to be incorporated directly into purchasing
practices as well as other vendor, agent, or supplier requirements.

Once the code standard has been determined and communicated, it is im-
portant to educate all interested parties on this new programme, the standards
being espoused, and the expectations you have of each party, including corpo-
rate senior management, buying and quality staff, in-house compliance teams,
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vendors, suppliers, workers, and other relevant stakeholders. A risk assessment
exercise can help prioritise interactions in your supply chain, such as education
and monitoring. Those regions or products presenting the highest risk to your
brand or programme may take priority in the implementation of the labour
standards programme.

Finally, central to any supply chain labour standards programme knows first
hand the conditions that exist in the supplier facilities. Monitoring the labour prac-
tices of your supplier partners allows you to identify if they are meeting their coun-
try labour standards, any international standards endorsed by your programme,
and where there are opportunities for improvement, if any. This knowledge will
allow you to, in turn, determine if specially focused engagements are needed,
what long-term interactions should be considered, and the kinds of local partners
or stakeholders that may be instrumental in the labour standards programme.

Application of this model ensures the up-front commitment of your supply
chain partners to promoting human rights through ensuring good labour prac-
tices. It focuses your resources on your highest risk regions or products. When
your supply chain partners need support to meet the agreed on standards, this
model focuses improvement activities on specific areas of weakness, facilitated
through education and training. In addition, this model looks to long-term local
solutions by incorporating activities with local stakeholders, which help to en-
sure more sustainable improvements over time.

35.3 Experiences with this model in practice

Elaboration of standards

Corporations generally elaborate their commitment to international standards
of human dignity and ethical trading through the exposition of a ‘supplier code
of conduct,” or statement of minimum expected practices regarding labour
conditions. At a minimum, such codes request supply chain partners to uphold
the national laws of their respective countries. Frequently, they go further and
require supplier partners to also uphold international standards. These can be
defined as the labour standards contained within International Labour Organi-
sation (ILO) conventions, as well as internationally recognised documents such
as the Universal Declaration of Human Rights. Corporations that have con-
structed such standards for their supply chains include global retailers such as
Wal-mart, the Walt Disney Company, Mattel, Nike, Debenhams, and Marks &
Spencer. These companies make their supplier codes of conduct available pub-
licly on their websites.

Some companies may prefer to adopt an existing supplier code, rather than
draft their own. With literally hundreds of supplier codes in existence today, it
may be seen as less burdensome to the suppliers if a pre-existing standard is
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adopted. Such standards would include those of certification programmes, such
as Social Accountability 8000, or industry association standards, such as those
adopted by toy (International Council of Toy Industries), apparel (Worldwide
Responsible Apparel Production, Fair Labour Association), and regional asso-
ciations (Ethical Trading Initiative, Business Social Compliance Initiative).

Some companies and non-governmental organisations advocate that par-
ticipation of your stakeholders, such as the suppliers and the workers they em-
ploy, is important when drafting the code. Yet the logistics of such an endeav-
our can be mind-boggling when the supply chain is expansive. For this reason,
some companies choose to endorse the labour standards of the ILO; as a tri-
partite body including government, enterprise, and worker representation, the
ILO labour standards are already the product of a multi-stakeholder effort.

Whether a private company code or an industry endorsed code, most sup-
plier codes of conduct contain provisions on child labour, forced labour, free-
dom of association, discrimination, harassment and abuse, wages and benefits,
working hours, and safety, among other things. The minimum standard set by
your code will provide the philosophical guidance for your supply chain labour
standards programme, setting important parameters within which your partners
should operate.

Dissemination of standards

A signature page often accompanies the code of conduct, where supplier part-
ners annually commit in writing to uphold their code as a condition of continuing
the business relationship with the buyer or retailer. This provides important lever-
age when engaging with suppliers who are reticent to comply with the code.

Another important means of dissemination is the visible posting and commu-
nication of the code within the supplier operations. Nike has incorporated a
requirement within their code of conduct asking each supplier to post a copy of
the code standard in the language of the employees within the employee work
areas. In addition, Nike requires that the supplier conduct training with their
employees to advise employees of their rights under the code as well as under
the local laws.

Use of education to promote long term goals

When striving to educate the programme stakeholders, an interactive workshop is
the best format, allowing participants to ask questions, express any concerns, and
give feedback related to the initial programme goals, structure, and methodol-
ogy.

In addition to general stakeholder training, many companies choose to pre-
pare and disseminate a vendor or supplier manual, containing information in-
troducing and preparing suppliers for their role in the compliance programme.
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Such manuals are important tools that allow your supply chain partners to re-
view and understand the terms and standards of the programme. Adidas-
Salomon is one company that has prepared a range of reference manuals to
guide their supplier partners and ensure adequate comprehension of their
standards. Guidelines may include a copy of the supplier code of conduct
standards, an outline of the verification process, and examples of acceptable
and unacceptable labour practices.

Face to face training with your supplier partners is another effective way to
communicate the standards and practices of your new or changing programme.
Reebok conducts workshops with their supplier facilities to review their pro-
gramme standards, provide examples of best practices, and assist factories in
developing their own internal compliance teams. Many large retail companies
may choose to train their vendors and ask the vendor to be responsible for com-
municating the programme tenets and standards to their contracted suppliers.

While introductory trainings often cover the entire compliance programme, it is
also valuable to utilise educational initiatives to target challenging areas uncov-
ered during the monitoring process. Looking again to Reebok as an example, in
addition to their monitoring efforts, they may set up pilot programmes in specific
countries targeting areas of concern identified through monitoring. Through one
such pilot project, Reebok visited all footwear factories to monitor freedom of
association. Based on their findings, they designed specific correction actions to
address the issue regionally, rather than by factory. In Indonesia and Thailand,
Reebok invited NGOs to conduct training on union/welfare committees for work-
ers in China, Reebok arranged for workers and factory managers to be trained
on the worker representative committees, provided for under the China Trade
Union Law. Subsequently, elections were held at two Chinese supplier facilities to
elect workers to the committees. This kind of targeted education can help achieve
improvements in areas of difficulty within the supply chain.

Assessment of risk

Supplier questionnaires are normally used to gather data on the size and loca-
tion of supplier facilities. For example, a vendor compliance packet, containing
a contractual agreement to comply with the code standards as well as a full
introduction to the programme, may also contain forms to be completed by the
supplier disclosing the location of all facility locations. The supplier or vendor
should complete such forms, including the address of each facility, the contact
information at each facility, the type of product being produced, and even what
percent of your brand production, if any, is conducted at the facility. These
forms may be completed and submitted electronically, by fax, or by mail, de-
pending on the level of technology available to your supply chain partners.
Companies like Wal-mart use on-line supplier questionnaires for normal busi-
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ness transactions. These can be an effective means to gather the locations of
the facilities used by your supplier partners.

Once you have gathered this supply chain data, you can use it to prioritise
your inferactions. For example, if you have a supply chain of 500 factories, you
may only have the fiscal budget to carry out interactions with a portion of those
factories during the first year of the programme. Let’s assume that your budget
allows you to engage 50 factories the first year, including educational interac-
tions, monitoring, and supplementary interactions. In order to identify which 50
factories should be engaged during year one, you may choose to assess the
apparent risk of the labour standards conditions based on several variables in
your supply chain data. These may include, but are not limited to, the country
where the facility is located, the product that is being manufactured, the percent
of your brand label that is present in the facility, and the presence of other
reputable brands in the facility.

By cross-referencing the data provided by your suppliers with the risk values
you have chosen to consider, you will be able to make an informed selection of
the 50 priority suppliers for your year one engagements.

Monitoring mechanisms

Monitoring may be conducted by trained internal staff, third party monitoring
firms, non-governmental organisations, in conjunction with industry associa-
tions, and/or by other stakeholder groups. Many companies use diversified
combinations of these, such as internal staff and third-party monitors to conduct
the monitoring process and NGOs and industry associations to carry out long-
term engagements or specially focused activities.

The Fair Labour Association (FLA) in the United States and the Ethical Trad-
ing Initiative (ETI) in the United Kingdom both provide examples of diversified
monitoring. Each of these industry organisations brings together various com-
panies to address supply chain labour standards. While member companies in
the FLA or ETI may conduct their own monitoring activities, in addition they will
participate in monitoring through the associations, in special pilot projects organ-
ised by the associations, and benefit from learning together with other member
companies how best to improve labour standards in their supply chains.

Reebok presents an example of diversified monitoring. Reebok is a member of
the FLA, has trained internal staff to monitor supplier facilities, and also hires ex-
ternal third party monitors to conduct supplementary monitoring of specific facili-
ties. In addition, they partner with an NGO in Central America called COVERCO,
which engages with one supplier facility over a period of four months to effect
long-term change one-on-one. By utilising a diversified monitoring approach,
Reebok is able to assess actual conditions on the ground across a large range of
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suppliers, place additional emphasis on specific suppliers, and even engage in
long-term corrective action efforts one-on-one with supplier facilities.

Supplementary interactions

While diversified monitoring provides many opportunities for fostering targeted
improvements in labour standards, additional stakeholder engagement may
help propel sustainable change in different ways.

The GAP uses its membership in the ETI, Social Accountability International
(SAl), and the United Nations Global Compact (UNGP) to help it expand its
supplementary interactions with its supply chain. For example, ETI membership
allows them to participate in industry pilot projects designed to identify effective
ways of improving labour standards. Through one such project, the ETI focused
on the issues and conditions surrounding home workers in the supply chain. As
a notoriously exploited labour pool, the project examined different approaches
to improving the labour conditions of home workers, which are frequently not
protected by local labour laws.

35.4 Dos and don’ts

When implementing this model, it's important to find the right balance of par-
ticipation for each of your stakeholders. This will ensure the final programme
model has credibility. From the beginning, prepare to be transparent on your
efforts related to supply chain labour standards and determine how you can
report progress regularly to your stakeholders. Stakeholder consultations will
provide important feedback at various stages throughout the development and
life of your programme.

Revisit your programme goals and standards regularly to ensure they are re-
alistic and drive you and your supply chain to constant improvement over time.
If you find the bar is low compared to other companies in the industry, don’t
hesitate to recommit yourself to a higher standard. Don’t reinvent the wheel,
either. Learn from what has worked for other companies that have been man-
aging supply chain labour standards programmes for years.

35.5 Wrapping up

In applying this labour standards model, it's important to set realistic goals.
When considering what the programme should achieve initially, it's imperative
to recognise that the labour conditions you will encounter are likely much worse
than what you imagine. Set realistic goals with your supplier partners, such as
achieving legal compliance as the first step, then progressing over time to pre-
ferred practices.
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This model will work best in an environment independent from the pressures
of sourcing and quality. Where possible, your company should ensure the
compliance staff or division are separate from the buying and quality staff when
it comes to decision making, but that they collaborate closely when it comes to
supplier selection.

Finally, strong executive support is key to ensuring the credibility of your pro-
gramme, ability to be transparent, and the assurance of regular financial sup-
port for continued efforts. If your senior executives are not on board, be pre-
pared to make the business case for compliance. There are many examples out
there to draw from.
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36.1 Introduction

Corporate social responsibility (CSR) is a popular ‘umbrella’ label for a wide
range of environmental and social issues and topics. CSR is indisputably impor-
tant but lacking in specificity for business decisions. The July 2002 European
Commission communication concerning ‘Corporate Social Responsibility: A
business contribution to Sustainable Development’ calls for voluntary integra-
tion of ‘social and environmental concerns in their business operations and in
their interaction with their stakeholders’ and promotes a voluntary European
Union multi-stakeholder forum for discussing CSR choices.

Practitioners must find specific ways to cope with broader roles and respon-
sibilities in contemporary society. The ‘triple bottom line” typology calls simply
for an undefined balancing among sustainability (‘planet’), stakeholders (‘peo-
ple’) and profit (‘business’). CSR must be linked to the business’s specific value
proposition in concrete ways. The framework for defining the specific details of
the value proposition and discovering linkages to sustainability, society and
stakeholders is the value chain model, illustrated in Figure 36.1 of this chapter.
Detailed understanding of the company’s value chain—meaning how the value
proposition is actually designed and implemented—is vital to business integra-
tion of social and environmental concerns and interaction with stakeholders.

Value chain analysis, widely accepted for analysis of business competitive
strategy, can be used readily at business, stakeholder, industry, societal, and
ecological levels. This chapter links the editors’ generic CSR management
model to the value chain of a business and its industry embedded within eco-
logical, societal and stakeholder contexts. The approach is to specify the busi-
ness’s value proposition and to map the external linkages—industry, ecologi-
cal, societal and stakeholder—to that particular value proposition.

The value chain model in Figure 36.1 demonstrates how to take the business
proposition of the generic CSR management model and define that proposition
concretely in relation to business and societal contexts. The generic CSR man-
agement model depicts identity, transactivity, systems, and accountability in
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general relationship to the business proposition and contexts. The value chain
model organises the business proposition in relationship to the internal organis-
ing systems of the organisation on the one hand and in relationship to the vari-
ous stakeholders of the organisation of the other hand. There is no one-to-one
correspondence of stakeholders to dimensions of the generic CSR management
model. Customers are addressed in identity (branding and image), systems (ex-
ternal communication), and transactivity (involvement). Investors are addressed
in identity (drivers), systems (external communication), and transparency (audit-
ing and reporting).

The value chain model, including revenue and cost drivers and profit pools,
analyses the detailed structure of the value proposition of a business or its in-
dustry. The value chain concept originated as an extension to the focal business
of industry structure theory. At the industry level, the chain concerns the inherent
profitability attractiveness of an industry and the distribution of profit pools (i.e.
high or low profit margins) across the interacting elements of the industry. At
the business level, the chain involves where to draw boundaries of the business
relative to its external environment and how to generate profit margin through
cost reductions and/or price increases and/or innovations. The value chain
concept has been instrumental in shifting businesses from an internal product
focus to analysis of value creation along the supply and demand chains of the
industry, and the value chain model provided here facilitates transition from a
purely profit focus to analysis of ecological, societal and stakeholder linkages.'

36.2 A generic model for value chain analysis in
multiple contexts

A value chain depicts a set of value adding activities (or processes). Value
chain analysis has been widely used over the past two decades. What has been
missing in this experience is direct mapping to ecological, societal and stake-
holder environments. The value chain approach permits positioning of sustain-
able competitive advantage simultaneously in market and non-market contexts.

' Michael E. Porter pioneered use of the value chain approach in Competitive Advan-

tage (1985, 1998). Porter conceptualised an activity-based theory of the firm (1998,
p. xv) as the basis of sustainable competitive advantage. A business performs some
set of discrete activities (or processes). Activities (e.g., processing orders) are narrower
than functions (e.g., production or marketing). Activities are ‘the basic units of com-
petitive advantage’ for generating costs for the business and creating value for the
buyers (1998, p. xv). The value chain concept is ‘a general framework for thinking
strategically about” the activities of a business. This value chain concept is an exten-
sion fo the business level of the industry structure model published in Porter's Com-

petitive Strategy (1980, 1998).
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Figure 36.1. Value chain of a business and its industry within ecological, societal and
stakeholder contexts

‘Value' is broader than the profit margin addressed within the narrow context of
a chain of business value adding activities. Interaction with stakeholders can be
depicted as a value network generating a much more broadly defined ‘organ-
isational wealth” comprising the welfares of all the stakeholders of the business.

Figure 36.1 can be read left to right or top to bottom. Left to right, the figure
depicts at industry and business levels flow of resources and products, services
through the supply chain and demand chain to final customers. This flow is @
set of value creating activities. The extension of value chain analysis to ecologi-
cal and societal contexts works top to bottom. The figure organises top to bot-
tom as follows:

e Ecological and societal contexts within which the industry is embedded;

e Inherent profit aftractiveness of the industry supply and demand chains in
relationship to the broad generic strategy and relative competitive position
of the focal business (outputs and ‘custom’);

e Relationship of industry and business value chains to stakeholder contribu-
tions and impacts;

e value chain of the focal business as operational details of its particular
positioning within the industry value chain.



300 Duane Windsor

The inherent profit aftractiveness of an industry is the relationship between cus-
tomers’ willingness to pay and sellers” costs of production and distribution. In the
upper part of the associated figure, the value chain as activity structure of an in-
dustry is shown as a linear relationship among suppliers, businesses, intermediate
customers, and final customers. This generic model includes resources, produc-
tion, distribution, and consumption as stages of economic activity.

As illustrated in the associated figure, the relative competitive position of
any business is affected by direct competition and indirect competition. Direct
competition comprises the immediate rivals of the business. Indirect competi-
tion comprises both potential rivals that might enter the market and substitute
goods — services competing to attract the business’s customers. Profit pools
(i.e. size of margin) may vary along the value chain of an industry. Porter
characterised industry structure as a relationship of five forces bearing on
costs and margins of a focal business: immediate rivals, bargaining power of
suppliers, bargaining power of customers, threat of potential entrants, and
threat of substitutes. Complements, one form of spill-overs among compa-
nies, encourage company sales.

The lower part of the figure breaks out the business value chain of a particular
company in accordance with Porter’s conception of competitive advantage. The
supply chain of a business is its set of suppliers from which the business pur-
chases. It transforms those resources (or inputs) info goods and services (or out-
puts) for sell to customers. The business’s value chain is its combination of what
Porter characterised as primary value adding activities and support activities. A
business may pursue a competitive strategy of differentiation (i.e. higher price
resulting from some uniqueness perceived by the customer) or of cost leadership
(i.e. lower cost resulting from some efficiency). The figure illustrates that price
commanded by a business may be less than customers” willingness to pay.

Porter identified four key support activities

e Firm infrastructure includes all planning and control activities of the busi-
ness such as accounting, finance, management information and strategic
planning;

e Human resource management includes all aspects of employee recruit-
ment, training and compensation;

e Technology development is innovation in aspects of fechnology (e.g., produc-
tion, Internet marketing, e-commerce, and so forth) aimed at reducing costs
and improving quality. Technology is often closely related to differentiation;

e Procurement is the purchasing of resources (e.g., goods, services and ma-
terials) coming from outside the business. The general goal is to obtain
highest possible quality at lowest possible cost.
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Porter identified five primary value creation activities.

e Inbound logistics concerns receipt and storage of resources (e.g., goods
and materials) from suppliers;

e Operations concern in-house manufacture or assembly of goods and/or
services by the business through transformation of purchased resources;

e Outbound logistics concerns distribution of goods and/or services further
along the value chain to intermediate customers (e.g., wholesalers or re-
tailers) or directly to final customers;

e Marketing and sales concern design and implementation of promotion ef-
forts;

e Service includes installation, post-sales service and customer complaints,
among other aspects of direct interaction with customers.

Profit margin or value added is the difference between value (i.e. cost) of inputs
and value (i.e. price) of outputs obtained from those resources. Porter identifies
various drivers of cost, differentiation and value. Cost of the business accumu-
lates through purchasing, operations, logistics (inbound and outbound), mar-
keting and sales, and service. To this operating cost must be added the cost
due to support or overhead activities.

36.3 Experience with this model: Criticisms and
alternatives

Value chain analysis has been used for some 20 years and connects directly to
practical strategy options. A company must choose between differentiation and
cost strategies at the most fundamental level. A company may engage in hori-
zontal integration (i.e. monopolisation), vertical integration (forward by suppli-
ers to capture margin or backward by customers to reduce cost) or outsourcing,
multi-business combination, globalisation, and innovation approaches. The mar-
gin of a business can be appropriated by various stakeholders or various forms of
competition and integration. The extension provided here provides linkages to
ecological, societal and stakeholder contexts of the business’s value proposition.
Three examples illustrate how and when to use the value chain model.

The value chain concept is a workable model for assessing the ecological
sustainability of products and/or processes. For example, the Novatlantis group
has studied the value chain of sustainable mobility through pilot and demon-
stration projects in the region of Basel, Switzerland.? The mobility value chain

2 ‘Novatlantis Studies the ‘Value Chain’ of More Sustainable Car Use,” Environment,

vol. 47, no. 3, April 2005, p. 30.
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includes resources, fuel production, automobile production, and end-users. In
this application, the goal is to make mobility more ecologically friendly and
sustainable.

Value analysis has broad applicability to corporate social responsibility.
Horizontal and vertical integration imply possibilities for monopolisation or car-
telisation (by networks of businesses) and thus antitrust policy issues. Intel, Mi-
crosoft and the proposed General Electric — Honeywell merger have been the
subjects of recent European antitrust actions. The basis for such actions is im-
pact on competitors and customers. The companies should have more carefully
analysed their stakeholder environments.

A business may have total product responsibility for the impacts of its
products on customers and employees, as well as on nature. A business may
have total supply chain responsibility for all activities feeding into its position
in the industry value chain. Nike was the subject of a U.S. lawsuit, settled out
of court, alleging that the company had made public misrepresentations
about abuses by its contract suppliers. Unocal was the subject of a U.S. law-
suit under the Alien Tort Claims Act (ATCA) of 1789, also settled out of court,
alleging liability for misconduct of the military regime in Myanmar (Burma)
during Unocal’s participation in a pipeline project in that country. U.S. law-
suits have attempted to bring environmental destruction by oil companies
within the ambit of the ATCA.

One key criticism argues that the value chain approach implies a linear rela-
tionship between cost drivers and value drivers. Activities are linked together by
complex interdependencies and overlaps (Holweg and Pil, 2004, p. 18).
Holweg and Pil (2004) prefer the broader notion of a ‘value grid.” Various al-
ternatives to the value chain have been proposed, including grid, network, shop
and web. What is important in value analysis is identification of the basic logic
of the activities of a business or other organisation (Holweg and Pil, 2004, p.
127). As Figure 36.1 suggests, support and primary activities interact in much
more complicated fashion than implied by a simple linear structure.

36.4 Some dos and don’ts

Porter explicitly held constant the role of government and by extension other
environmental considerations such as stakeholders and nature as influences on
industry structure and competitive strategy in order to focus on the five forces.
Figure 36.1 positions the industry and business value chains within non-market
ecological, societal and stakeholder contexts. One can apply traditional PEST
(political, economic, social, technological factors) or STEEP (socio-cultural,
technological, ecological, economic, political forces) approaches directly to the
expanded value chain model. Alternatives to the value chain have been pro-
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posed that recognise non-linear complexity of business processes and relation-
ships (e.g., grid, network, shop and web). The overarching notion is that of
value configuration analysis (Stabell and Fjeldstad, 1998), for which the value
chain is still the benchmark notion. If the alternative conceptions are different
configurations for value creation, then businesses have a broader set of strate-
gic options from which to choose. It is important not to neglect the possibilities
of non-linear relationships in business and with the macro-environment of the
business, while at the same time not neglecting the key strategic and opera-
tional insights yielded by the linear value chain model. The definition of stake-
holder arguably excludes competitors, while the value network conception may
include competitors.

36.5 Wrapping up: Advice for application

Norman Augustine, CEO of Martin Marietta and then of the merged Lockheed
Martin (aerospace, defence contractors), views the ‘toughest decisions” in busi-
ness as balancing conflicts among the multiple commitments of the organisa-
tion to key stakeholders such as customers, employees, investors and communi-
ties (Paine, 1992). Augustine’s experience is that fairness to multiple stake-
holders requires constant practitioner work. A ‘stakeholder’ is anyone who
makes a positive contribution to the business or who is impacted by the busi-
ness. Contribution or impact occurs only through the business’s value chain of
value creating activities, from the suppliers to the customers of the business. A
business must translate its corporate social responsibilities directly into stake-
holder relationships, including governments and the general public. If not
strictly speaking a stakeholder, nature is important to various stakeholders and
an overriding force affecting business sustainability.
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37.1 Introduction

Sustainability as a business decision-making model gives extra dimensions to CSR
by taking an integrated approach to all business activities, including those previ-
ously considered regulatory requirements or charity. lts emphasis on the long-
term legacy that a company leaves requires a fundamental rethink on how corpo-
rations can be socially responsible and gain competitive advantage, stable profits
and shareholder value. The Minerals Council of Australia calls this perspective on
sustainability ‘Enduring Value’ (MCA, 2004). It requires a company to think of all
of its activities in terms of their value to the region where it operates. The follow-
ing model outlines one way to implement an enduring value approach to sus-
tainability and then applies it to the Argyle Diamonds story.

37.2 The essence of the model

The model is illustrated in Figure 37.1. Essentially, if a company can prove that
it contributes net-positive and ‘Enduring Regional Value’ in each of ‘Five Val-
ves’ then it is a sustainable operation with all aspects of corporate social re-
sponsibility being fulfilled.

The Enduring Regional Value model reconfigures the Sigma Project’s ‘Five
Capitals” model to focus on value because it encourages rigorous investigation
info the real worth that society places on various social, environmental and
economic elements surrounding a project (Forum for the Future, 2004). The
Five Values of this model enhance the normal triple-bottom-line by clearly
showing what normal business practices produce: financial value created
through profits and public revenues, economic value through the flow-on to
household income and associated business revenue, and the technological
value in the buildings, infrastructure and intellectual property contributed by the
firm. However, the remaining two values are often seen as the ‘intangibles’ of a
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Focussing on Creating Enduring Regional Value

VALUE TRANSFORMATION
5 New Types of Value

profits & public
revenues

Environmental

MCF>S MOACOUMA

Figure 37.1. Enduring Regional Value model

business (Fiksel, 2004). By digging a little deeper, the value contribution of these
elements to the company and Enduring Regional Value becomes clear. Social
and human value is the legacy of skills, health and social improvements in the
community that have been generated from and by the firm. The environmental
value is what the firm has contributed to improving ecosystem function and re-
storing land in a region. Enduring Value is then measured in terms of the re-
gional Five Value ‘stocks’ (akin to assets) created by the company’s Five Value
flows” (akin to cash-flow) (Forum for the Future, 2004). The importance of the
model is how the Five Values can help a firm discern its real value to society.
The goal is for a firm’s CSR and other activities to combine to create ‘net en-
during value’ in each of the Five Values. The firm can then show its market
value and its other values at the same time in the same way. Thus, CSR be-
comes internalised into good business.

In order for a firm to demonstrate that it is providing ‘enduring value’ in
these five areas, the model prescribes two processes:

1. A regional focus through some kind of Regional Sustainability Partnership;

2. the use of value indicators for a Regional Sustainability Audit.
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Regional Sustainability Partnership as a Value Multiplier
The key to transforming resource value into enduring regional value

REGIONAL
SUSTAINABILITY
PARTNNER ;

Figure 37.2. Regional Sustainability Partnership Model

Regional Sustainability Partnerships

Value cannot be created in a vacuum. People determine values. A firm needs
to establish partnerships with communities near where it works and creates
value. These communities’ priorities and preferences will determine where the
company should focus its efforts and what value to place upon the results. The
set of possible things a business can add value to while simultaneously enhanc-
ing its own business values also needs to be understood. This focus is crucial
for identifying possible in-perpetuity assets. Companies can expect that it will
take several iterations within the regional partnership to get a marriage of what
it can do with what the region wants it to do. The scale of this needs to be care-
fully considered; however, regionalism is increasingly favoured around the
world. Regions are large enough to encourage a systems view of impacts on
society, the environment and the economy, and small enough not to lose sight
of local issues. The United Nations, Canada, the European Union, the World
Business Council for Sustainable Development, and Western Australia all take a
regional approach to much of their work. For the same reasons, regions are
also a good starting point for companies when designing their CSR strategies.
Figure 37.2 sets out the basic elements of a Regional Sustainability Partnership
(RSP) and how this approach first determines and then multiplies value in a region.
A clear agreement between members is a good basis for an RSP. The goal is to
use the understanding created through the process of determining the Five Values,
to multiply the outcomes of regional activities by identifying synergies and oppor-
tunities that add Enduring Regional Value for the stakeholder groups involved.
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Regional Sustainability Audits

Asserting that a firm has created Enduring Regional Value can be supported
through stories (such as the one which follows about Argyle Diamonds), but
will be more powerful if it can also be quantified. A range of Five Value indi-
cators determined by the RSP, raise the credibility of a company’s CSR per-
formance reporting in the eyes of all stakeholders. Shareholders, managers,
and board members can better understand the value created through their
business and CSR strategies. Employees, community members, customers and
governments can gauge the real worth of their relationships with a business.
Sustainability professionals and business analysts can interpret the data, find-
ing new ways to add value that makes the company more sustainable and
competitive, while doing the same for its host region.

37.3 Experiences with the model in practice

Argyle Diamonds brought in a new management team in 1998 to review the
impending closure of the mine. Seven years later the mine is still running and
the financial value increased from $200 million to $2 billion. During this pe-
riod, sustainability has gone from a way of describing the survival of the com-
pany to becoming its primary strategic directive. Management continues to
work at embedding sustainability into its planning and operations, because it
recognises its business potential.

The catalyst that revealed the advantage of a sustainability approach to CSR
was Argyle’s success with training and hiring indigenous employees. This pro-
gramme has seen the indigenous percentage of the workforce grow from less
than 1% to approximately 25 % since the late 1990s. Argyle’s publicly stated
goal is now 40 % indigenous and 80 % local employment by 2010. This strat-
egy recently culminated in the signing of a partnership agreement in June
2005 between Argyle, the local indigenous communities, and the state gov-
ernment. Per the agreement, clear commitments now exist on indigenous
concerns such as employment priority, engagement on all mine decisions,
inheriting the pastoral lease, and funding. In return, the mine can now extend
operations underground.

The sustainability implications are profound. As a CSR programme it delivers
badly needed jobs and skills to those most in need in the Kimberley, while also
offering increased opportunities for non-indigenous residents. As a business
strategy, it reduces fly-in/fly-out costs dramatically, improves regional relations
and acts as a catalyst for further regional business opportunities as regional
economic capacity grows. It has also buffered Argyle somewhat against poten-
tially extremely high turnover in an overheated Western Australian labour market.

Argyle’s portfolio includes many CSR activities, such as:
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e Employing indigenous people to assist with re-vegetation of mined areas;

e Training programmes that build skills, which increase local and particu-
larly indigenous employment;

e Collaborating with local business to increase regional procurement;

e Creating a flexible employment schedule that can adjust to indigenous re-
quirements for their law practices;

e Teaching indigenous children to participate in the wider economy, while
maintaining their unique culture.

Each of these activities has been undertaken within a sustainability mandate.
This means that each CSR activity has obvious business benefits for the eco-
nomic bottom line. Argyle has made a decision to move away from investing in
charity where there are no sustainability implications for the business. In doing
this, it has also come to see that its sustainability is bound up in a much wider
regional sustainability. Argyle is engaged in sustainable development activities
across the Kimberley region, both to enhance its potential as a workforce and
to leave a legacy of in-perpetuity assets. However, its strategy so far has been
limited to numerous partnerships with stakeholders on individual projects. By
2004, it became clear that a consolidated internal and external framework had
become crucial to further progress. This approach has been summarised here
by the Enduring Value model. The goal was twofold:

1. Create a clear rationale for CSR activities that made sense externally and
internally by reporting sustainability progress in terms of financial value;

2. Develop a mechanism to rationalise and enhance CSR initiatives in terms
of regional and company sustainability.

To this end, Argyle is in the process of measuring its Enduring Regional Value in
Five Value terms. At this point, the work on the Five Value flows is complete,
and work on measuring stocks is being considered as part of the mandate for a
Kimberley Regional Sustainability Partnership. These discussions are currently at
an early and informal stage between key Kimberley business, government and
indigenous stakeholders.

The Regional Sustainability Partnership mechanism is an extension of the
logic behind the State Sustainability Strategy’s call for a series of regional sus-
tainability strategies. It is currently under consideration as a way of enhancing
regional CSR programmes. It also offers the right kind of forum for assessing
the Five Value stocks related to the company’s operations. The ambition behind
it all is to demonstrate through a Regional Sustainability Audit in twenty years
that Argyle’s operations have left a legacy of net-positive Enduring Regional
Value, in each of the Five Values. To achieve this, management will employ a
strategy of direct value creation where possible, and value creation offsets
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where mining will irrevocably change things such as the landscape. Meanwhile,
it aims to bring new clarity to CSR objectives and greater rigour to sustainability
reporting. There is no doubt that these are ambitious goals; however, Argyle
anticipates returns of equal value via a reputation for responsibility and reliabil-
ity for parent company Rio Tinto, and other direct business value created
through a focus on value creation synergies.

Argyle’s sustainability transition also inevitably produced considerable frustra-
tion for company executives. Despite continuous improvement across all meas-
ures, the company has had accusations of ‘green washing’ on one hand, and
had difficulty explaining the business benefit to market analysts on the other.
The Enduring Value approach is intended to measure sustainability perform-
ance against one scale (financial value) that both regional stakeholders and the
market can trust. By aligning the market and ‘intangible’ values through Enduring
Regional Value, Argyle hopes to end the debate over the importance of CSR
and sustainability by shifting it to how best to capture the Five Value benefits
simultaneously to improve competitive advantage. It hopes in this way to drive
CSR and sustainability innovation by effectively making them part of the market.
The effort involved is also a proactive strategy for Argyle to benefit from deliver-
ing on Rio Tinto’s expectation that its ‘... businesses, projects, operations and
products should contribute constructively to the global transition to sustainable
development ... (through) ... focusing on people, the environment, resource
stewardship and management systems, [to] better manage risk, create business
options, reduce costs, aftract the best employees, gain access to new markets
and resources and deliver a better product to our customers.” (Rio Tinto, 2004)

37.4 Some dos and don’ts

The overlap between Argyle’s social responsibility to the communities it works
around and its business interests is the reason that the transition to sustainability
has lasted through the swings in the diamond market and the present uncer-
tainty about the mine’s future. This alignment has made believable Argyle’s
claims that it wants to leave in-perpetuity assets that contribute to the sustain-
ability of the Kimberley, because its own interests are so transparently inter-
twined with those of the region and the state. Thus, the first dont is a narrow
focus on charity and the first do is sustainability.

The next step of valuing the total sustainability of the company, while simul-
taneously augmenting it through a Regional Sustainability Partnership, gives the
company a sufficiently powerful economic rationale for CSR to no longer use
the term. It hopes to do the same with sustainability, as it too becomes overtly
connected to business performance. Thus, the second ‘do’ is to embrace a
‘value’ perspective on sustainability. Even if it proves too difficult initially to cal-



Pursuing Sustainability Through Enduring Value Creation 311

culate precise financial values for a company’s impacts, the perspective will
enhance the rigour applied to evaluating CSR projects in terms of regional and
company sustainability. Ultimately, it will also provide the basis for the collective
transition to future financial valuation by markets of elements currently consid-
ered to be ‘intangibles.” This is both a worthwhile effort to contribute to and an
area of future opportunity for those companies with the understanding neces-
sary to benefit from an expanded marketplace.

The last ‘don‘t’ is to attempt sustainability in isolation. Instead, the ‘do’ is
to embrace partnership wherever interests are aligned and mutual intent is
strong. To the extent that this is successful, it creates the conditions for devel-
oping a broader regional partnership group designed to identify and promote
synergies. The Regional Sustainability Partnership multiplier effect on Enduring
Regional Value is a powerful way to leverage greater results for the company
and a region from a minimum of extra effort. This is the key to regional sus-
tainability, and to the competitive advantages associated with CSR and sus-
tainability.

37.5 Wrapping up and advice for application

This chapter suggests that a transition is possible from CSR to sustainability and
ultimately to Enduring Value creation, particularly in the way each step along
the transition enhances the regional partnership required to produce genuinely
sustainable development.

CSR is a tool that allows companies to begin to engage with sustainability.
However, corporate benevolence and business imperatives may only loosely
align. It is far better to take the social understanding that comes from CSR ac-
tivities and put them into an Enduring Value model, as a way to understand the
sustainability implications for the business. As this begins to occur, the synergies
between some benevolent activities and business drivers become evident and
the market rationale for such exploits often becomes obvious. Adopting the
language of value for this transition instils the correct mindset and offers a
powerful way to evaluate the benefit of various activities across the Five Value
categories. As time progresses, sustainability oriented decision-making along
value lines allows a company to demonstrate its performance to markets,
communities and governments alike on a uniform scale.

Whenever possible, company efforts to create Enduring Value should be
augmented by overarching Regional Sustainability Partnerships. These partnerships
simplify the task of the company by offering a concise view of regional character-
istics and activities, while multiplying the benefits when overlaps of interest occur.
The identification of new opportunities by such groups is also a matter of course.
This is the raw material necessary for creating Enduring Regional Value.
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38.1 Introduction to the model

The basis of the model, supported by statistical analysis, is that companies hav-
ing a superior coverage of social, ethical and environmental (CSR/CR) matters
will, on average, have a higher market value relative to comparable companies
within their sector. lts main application is to listed companies, but with a little
interpretation it can be applied to unlisted companies as well. When looking at
the commercial and CSR/CR performance of companies, the Price: Earnings
(P:E) ratio has particular significance. It is defined as:

Market Capitalisation

P:E Ratio Company Earnings

Figure 38.1. P:E ratio definition

Market capitalisation is the stock market valuation of the company. Earnings
are the company profits after interest payments, tax and depreciation. Typically
P:E ratios range from 4-30 and, within reason, higher numbers are indicative of
greater investor confidence in specific companies or sectors. The P:E ratio
combines two key aspects of a company’s financial situation. The company’s
executive tfeam is responsible for, and can influence, the company’s earnings
through the strategies they adopt. Market capitalisation on the other hand is set
by the attractiveness of the company shares in the market. Investor views of the
aftractiveness of the shares are influenced by the prospects for the sector, the
competitive position of the company within it, and, perhaps most importantly,
by their perceptions of the competence of the executive team. Companies hav-
ing a superior grasp of CSR/CR matters generally show higher P:E ratios rela-
tive to their competitors, being more favoured by investors. Consequently,
CSR/CR performance can be taken as one of the indicators of executive team
competence.
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38.2 The essence of the model

Use of the tool requires that the company establishes its P:E ratio relative to its
peers within the sector, and also benchmarks its governance and reporting sys-
tems on CSR/CR-related matters. These would include social, ethical and envi-
ronmental issues insofar as they are important for the delivery of the company’s
strategy and strategic objectives. This analysis will position the company in one
of the four quadrants of the matrix in Figure 38.2.

A

|
|
|
i |

Higher Exposed [ Resilient
|
P:E Ratio |
Relative |

toSector F ———~—————— - -

Average :
|

Lower Lethargic 1 Potential
|
|
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Relative coverage of CSR/CR issues and impacts

Figure 38.2. Schematic relation between P:E Ratio and CSR/CR coverage

Nomenclature within the matrix is designed to be descriptively provocative and
to provide a continual stimulus fo sustain the momentum of CSR/CR activities.
The company position on this matrix raises different questions for the company
executive team to consider as follows:

Resilient — these companies have a relatively high P:E ratio and relatively good
CSR/CR coverage, indicating that they understand their CSR/CR issues and are
taking action on them. Their key issues to consider here are:

e Maintaining this position as the market drivers and standards develop;

e Ensuring consistency between public statements and company actions to
reduce risks to reputation;



Price: Earnings Ratio and Commercial Performance 315

e Ensuring that all actions and programmes are aligned with the delivery of
the company’s strategy and that there is no wasted effort.

Potential — these companies have a relatively low P:E ratio, but a relatively
good CSR/CR coverage, indicating that they may not be capitalising on their
CSR/CR activities to gain competitive advantage. Their key issues to consider are:

e Reviewing the coverage of CSR/CR topics and ensuring that they align
with the company’s commercial objectives;

o Cutting out the ones which do not add value;

e |everaging the actions which are being taken to gain commercial leverage.

Exposed — companies in this position have a relatively high P:E ratio and rela-
tively poor CSR/CR coverage, implying that they have grown to a position
where CSR/CR matters should be more important, but the full scope of the is-
sues has yet to be addressed. The matters for consideration are:

e Developing a CSR/CR strategy which focuses on reducing risks to the de-
livery of the company’s commercial objectives;

e Setting in place an appropriately commercial CSR/CR programme, build-
ing on current activities;

e Developing a communications strategy and beginning to report on the is-
sues and actions being taken.

Lethargic — here companies are characterised by relatively poor P:E ratios and
CSR/CR coverage, which can lead to concerns that they do not fully appreciate
the developing market pressures in the CSR/CR area. Such companies need to
be sure of:

e Understanding the extent to which CSR/CR market drivers impact on the
commercial risks and performance of the company;

e Sefting out a strategy to address the CSR/CR issues which are important;

e Developing CSR/CR programmes reducing the risks to the delivery of the
commercial objectives of the company;

e Developing a communications strategy to inform stakeholder groups.

More importantly, whatever position a company finds itself on within the matrix,
each faces a common issue associated with possible discrepancies between a
company’s public statements and how it actually operates. Inconsistencies be-
tween these will lead to reputational risk, having potentially serious commercial
consequences. These can affect the sustainability of the business. This is a criti-
cal factor to be borne in mind during all reporting of CSR/CR matters.
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38.3 Experiences with this model in practice

The model provides some useful insights into the higher level questions which
companies need to address. The approach has proved useful in prompting
discussion of the more strategic issues relating to the support CSR/CR pro-
vides in reducing the risks to the delivery of the company’s strategy and stra-
tegic objectives. lts prime use has been to begin to define CSR/CR pro-
grammes from a commercially strategic perspective. Frequently this has led to
extensive discussions of the risks to a company’s strategy, and only at the end
of this process have the issues and risk countermeasure actions been grouped
into something called a CSR/CR programme. This contrasts with the ap-
proach in some companies where CSR/CR is somewhat peripheral to the
business, and the programmes developed are more ‘bottom up’ rather than
‘top down.’

Applying the model to listed companies is relatively straightforward as the
P:E ratio information is available through numerous sources. Establishing the
sector average can either be taken from the published information in such
sources as the Financial Times, or can be easily derived if the company consid-
ers that its sector peers are more specific.

An assessment of the company’s relative position on CSR governance and
reporting is however more subjective. Numerous questionnaire-based method-
ologies are available on the market, such as PIRC, EIRIS, SAM and Business in
the Community. Of these the annual ranking of a large proportion of the UK
FTSE 350 companies on their social and environmental performance is one of
the more useful sources of comparative information. It should be noted, how-
ever, that it is not uncommon to find a company as the sector leader in one
index but fowards the bottom in another. This is to be expected since they fre-
quently take a ‘one size fits all’ approach assuming that all issues are equally
important to all companies in all sectors. Whilst this situation is improving, pro-
gress is slow. In these circumstances the advice is for companies to assess the
key social, ethical and environmental risks for the sector and the company, and
use these to benchmark the relative position of the company on the matrix,
supplementing this with information from the Business in the Community sur-
veys. This will provide a qualitative view of the company’s relative position on
CSR/CR matters.

For Small and Medium-sized companies (SMEs) a similar procedure can be
followed. It is straightforward to establish the company earnings, and most ex-
ecutive teams will have a working estimate of the value of their company. It is
therefore relatively easy to estimate a P:E ratio, which can be compared with
similar companies which are publicly quoted as a rough benchmark. Compa-
nies can similarly establish their relative CSR/CR position since the executive
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team will have a good understanding of what is going on within the company.
Benchmarking this against the competition may not be easy, especially if little
information is available publicly. However, a quick comparison with one or two
publicly listed companies within the sector who participate in the Business in the
Community surveys and who generally publish fuller accounts of their internal
activities, will provide a qualitative insight. For an SME this is all that is likely to
be required in view of the need to economise in resources. Reporting, where it
is necessary for an SME, should follow the principle of ‘Minimum and Ade-
quate,” since deploying any more than the minimum level of resource on this
task may not be cost-beneficial.

For SMEs the supply chain pressures related to CSR/CR can also be very
relevant. Frequently SMEs are part of the supply chain to larger quoted compa-
nies who themselves are seeking to align their suppliers with their CSR/CR stan-
dards, policies and practices. For this reason SMEs are advised to use the matrix
to examine the CSR/CR position of their business-to-business customers, and
assess what the implications for the SME might be.

38.4 Some dos and don’ts

The model is fairly broad both in its application and its general diagnostic mes-
sages. It is therefore not necessary to grind too fine on the detail. It will suffice
to gain a rough estimate of the quadrant the company falls within and then
take the key points. In this respect it is also necessary to take a realistic view of
the company’s position in relation to its competitors.

It is important not to assume that people will know what a company is doing
if they are not fully informed. It is common to find more good things going on
within companies than they talk about externally. However, great care should
be taken when reporting and using such all-encompassing statements as: ‘CSR
is central to our strategy” or ‘CSR is at the heart of our business’ if they cannot
be justified in all respects.

For example a company may state that ‘Safety is paramount’. This implies
that safety is the pre-eminent consideration in all strategic and operational de-
cisions, and that the company target setting and remuneration systems reinforce
this. If there is not this thorough alignment and consistency, this will lead to the
potential for investors and other stakeholders to be misled as to the actual pri-
orities within the company. Ultimately this could reflect badly on the compe-
tence of the executive team, and end up with legal proceedings against them
either individually or collectively if there were a safety-related incident. Unfortu-
nately corporate history is littered with examples of just such gaps between pub-
lic statements or theory, and how a company actually operates.
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38.5 Wrapping up

Overall then, application of the matrix can provide some insights into the ques-
tions around CSR/CR which a company needs to consider protecting and en-
hancing its commercial position. When properly addressed, the answers to
these questions are likely to raise complex issues for a company to resolve since
they should centre on the way CSR/CR integrates with the delivery of the com-
pany strategy. However, attempting to bolster a weak strategic position by im-
proving CSR/CR performance and reporting will not dig a company out of its
commercial difficulties. As has been emphasised throughout this chapter, it is
imperative to focus on strategy, assess the risks and issues related to its delivery,
design programmes to address these, and only at the conclusion of this catego-
rise some of these as a CSR/CR programme. Approaching the topic the other
way round will run the risk of CSR/CR matters being perceived as peripheral to
the company’s commercial position and a waste of resource.
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39.1 Introduction

This analysis discusses the influence of corporate sustainability strategies and
environmental regulation on the relationship between environmental and eco-
nomic performance. The model presented here is supported by empirical analy-
ses of the European paper manufacturing and electricity generation industries
and of a selection of British and German manufacturing firms. The view put
forward is that the potential for different industries to realise a win-win relation-
ship between environmental and economic performance differs, but that a cor-
porate sustainability strategy with an Environmental Shareholder Value and/or
pollution prevention approach enables firms to move closer towards sustainability
without jeopardising their competitiveness.

39.2 The essence of the model

This chapter discusses the influence of social or environmental regulation and
corporate sustainability strategies (CSS) on overall performance. The theoretical
model presented and discussed below proposes two different sets of specifica-
tions for balancing the environmental and social considerations with economic
performance. In the subsequent section, the chapter looks at the effect of strict
versus weak environmental and social regulation on the relationship and how it
differs depending on the company approach.

Traditionally, the influence of environmental and social considerations on
economic performance is expected to be negative. This reflects the view that
pollution abatement activities will only increase production costs and addition-
ally increase marginal costs. In other words, pollution abatement and environ-
mental performance improvements are expected to have decreasing marginal
benefits. It is not considered possible to make innovations in this area that are
also profitable for the firm. The situation is depicted in Figure 39.1 below,
where high environmental/social performance (e.g. low emissions or resource
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Figure 39.1. Traditional relationship between environmental/social and economic per-
formance (based on Wagner, 2003; Wagner, 2005a)

inputs) correspond to low economic performance (i.e. low profitability or com-
petitiveness), — just as vice versa low social/environmental performance (e.g. in
terms of high emissions) corresponds to high economic performance. In all fig-
ures, environmental/social performance can be regarded as an aggregate in-
dex, individual emissions/inputs or an environmental/social rating. Economic
performance can be regarded as an individual profitability ratio, an aggregate
index of economic variables or stock-market performance. Generally, eco-
nomic performance (as depicted in Figure 39.1) decreases with the increasing
environmental/social performance, i.e. the slope of the curve in Figure 39.1 is
always negative. In addition to this, the slope becomes increasingly more nega-
tive in the case of a non-linear relationship. The latter represents therefore the
increasingly negative marginal impact of social or environmental considerations
on economic performance.

Unlike Figure 39.1, the relationship in a revised approach would be that of
an inversely U-shaped (concave) curve with an optimum point (i.e. a level of
social/ environmental performance at which profitability or competitiveness is
maximised). This curve (shown in Figure 39.2) is upward-sloping for so-
cial/environmental performance levels below the optimum (which by definition
is the point where economic performance is maximised). This means that the
benefits reaped from increased environmental/social performance increase
continuously for lower levels of environmental/social performance. The increas-
ing part of the curve is maintained until a certain point which is somewhere
above average social or environmental performance. Beyond this point, the
relationship is represented by a downward sloping curve, i.e. increased envi-
ronmental/social performance corresponds to reduced economic performance.
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That part of the concave curve which lies to the left of its maximum point is
characterised by a positive slope but decreasing positive marginal impact on
profits from increasing environmental or social performance. The part of the
curve, which lies to the right of its maximum point is characterised by a negative
slope which has an increasingly negative impact on profits with the higher levels
of environmental/social performance.

An important aspect here is the question of how environmental or social regu-
lation influences the model proposed in Figure 39.2. What becomes clear is that
there are two distinct situations which managers may face (Wagner, 2005a):

(i) The regulatory regime is ‘weak’, so that the social/environmental per-
formance level required by regulation is below the optimum level of so-
cial/environmental performance according to the curve in Figure 39.2. In
this case, as shown in Figure 39.2, it would be beneficial (and thus ra-
tional for companies), to improve their environmental or social perform-
ance beyond the level required by law, since this would simultaneously
improve their economic performance. This contradicts the situation de-
picted in Figure 39.1, where the optimum level of social/environmental
performance would still be the one just achieving legal compliance with
environmental (or social) regulation;

If the regulatory regime is ‘strict’ (the right vertical line in Figure 39.2)
then the optimum level of environmental or social performance is identi-
cal to the one prescribed by regulatory compliance, as can be seen from
the fact that the level of environmental or social performance which
maximises economic performance is lower than the minimum level of en-
vironmental/social performance, as required by regulation. The same
conclusion applies also to a ‘traditional’ type curve. Therefore, with strict
regulation the outcome for both types of curves would be the same. The
optimal social or environmental performance level to choose is that
which just achieves regulatory compliance.

An example of these two situations would be to compare a firm which has just
adopted a new technology enabling lower-than-required emissions at un-
changed cost and a firm which has stayed with an old, ‘dirty’ technology. These
extremes can often be found in highly regulated and environmentally intensive
industries such as paper manufacturing or electricity generation.

In short, the analysis of the interaction of environmental and social regula-
tion and the precise functional relationship between economic and environ-
mental/social performance (as well as sustainability performance comprising
both, environmental and social aspects) reveals two things. If regulation is weak
then the firms’ rational choices depend crucially on whether a firm faces (or
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Figure 39.2. Revised relationship between environmental/social and economic per-
formance (similar to Schaltegger and Synnestvedt, 2002; Wagner, 2005a; 2005b)

thinks it faces) a ‘traditional” type (as in Figure 39.1) or a concave, ‘revised’
type relationship (as in figure 39.2) between economic and environmental/social
performance.

When regulation is ‘strict’, studies show firms will always choose to just be
compliant. This is regardless of whether the actual and perceived relationships
differ or are the same. Given the possibility that firms cannot always establish
which relationship they are facing, pure compliance seems a rational choice in
many cases. For a manager, an important rule resulting from the model is that
he should aim at continuously increasing environmental or social performance
when facing a concave relationship and at the same time weak regulation. In
this situation the chances of increased profits are highest. The cases are sum-
marised in Table 39.1 to assist the management decision.

The analysis of Figures 39.1 and 39.2 also indicates that a CSS may have
an important influence on the relationship between social/environmental and
economic performance. A strategy explicitly aimed at linking environmental or
social considerations with economic performance seems to be more likely to
bring about a relationship as described in Figure 39.2. In particular, for the
case of environmental performance, the Environmental Shareholder Value (ESV)
concept (Schaltegger and Figge, 2000) provides theoretical justification for this
proposition. In short, ESV stipulates, that for a defined level of environmental
performance, economic performance can be improved more significantly if the
environmental management activities of a company are linked to the key value
drivers of shareholder value.

For example, the ESV concept finds that efficiency improvements brought
about by means of an integrated pollution prevention strategy usually only re-
quire limited additional investments (compared to an end-of-pipe strategy).
These improvements may well result in reduced operating costs and therefore
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Table 39.1. Summary of situations which managers may face

Level of regulation is ... ‘Traditional” type link ‘Revised’ type link
(Figure 39.1) (Figure 39.2)

... strict Optimal choice is to just be | Optimal choice is to just be
compliant compliant

... weak Optimal choice is to just be | Optimal choice is to be
compliant over-compliant

higher profit margins. All of these aspects have a favourable effect on the value
drivers of shareholder value and thus lead to a more positive relationship be-
tween environmental and economic performance. This explains why a pollution
prevention orientation (being a special case of an ESV-oriented CSS) empiri-
cally results in a more positive relationship between environmental and economic
performance. Similar arguments can also be made for social performance.

39.3 Experiences with the model

So far, a non-linear specification of the relationship between environmental/
social and economic performance has neither been used in conceptual models,
nor in empirical studies. Empirically, a non-linear relationship can be ascertained
based on a multiple regression analysis. This, as well as confirmation of the
effects of strategy choice and regulation is the focus of this section. It concen-
trates on the link of environmental and economic performance and reports the
results of two empirical studies.

In a first analysis of firms in the Netherlands, ltaly, the UK and Germany
(Wagner, 2005b; 2003) it could be shown that in environmentally intensive in-
dustries such as paper manufacturing and electricity generation, it may be diffi-
cult to bring about a positive relationship. However this is made easier by fo-
cusing on integrated pollution prevention (as a special case of an ESV-oriented
CSS). This empirical analysis (Wagner, 2005b; 2003) also showed that internal
factors (such as strategy considerations) as well as external factors (e.g. market
settings or regulation/legislation) both have an effect on the relationship, as is
proposed in the model presented in the previous section.

The study found that for firms in the paper industry a move towards pollution
prevention brings about a more positive relationship between environmental
and economic performance than an end-of-pipe approach. The link still
doesn’t show a significantly positive trend, probably because the paper industry
is already strictly regulated. Nevertheless, the choice of the firm-internal strategy
does play a role in the relationship in the paper industry, unlike the European
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electricity generation industry, which is even more strongly influenced by firm-
external factors like regulation. In both cases, the results reflect the type of in-
teraction between regulation and performance discussed under (i) in the previ-
ous section, namely pure compliance.

The second empirical study concerned selected firms in the UK and in Ger-
many for the manufacturing industry. Here it was shown, that for firms with an
ESV-oriented strategy the relationship between environmental performance and
four different dimensions of competitiveness is more positive than for firms
without such a strategy (Wagner, 2005b). The dimensions were market-, inter-
nally-, profitability- and risk-related competitiveness. In this second study, the
main result was that for firms with an ESV-oriented CSS an environmental im-
pact reduction index was found to have a significant positive influence on all
four environment-related dimensions.

However, all four analyses carried out on firms without a strong ESV orienta-
tion in their CSS showed no significant effect on the environmental impact re-
duction index for any of the four environment-related dimensions of competi-
tiveness analysed. This means that for firms without an ESV-oriented CSS, there
is no positive effect of environmental on economic performance, indicating that
strategy makes a difference. In other words, firms that have an ESV-oriented
CSS seem more likely to achieve a positive relationship between environmental
and economic performance, while firms, which do not have such a strategy,
seem less likely to bring about such a positive link. This confirms the impor-
tance of the strategy, as proposed in the previous section.

39.4 Dos and don’ts: Limitations of the model

In short, the model presented is a recommendation to companies and man-
agers to check the alignment of their CSS with the ESV concept and the prin-
ciples of the model introduced earlier. A company can screen their environ-
mental (and social) management activities based on the value drivers of
shareholder value. This establishes a bottom-up perspective of the degree to
which these activities create profits and improve competitiveness. The signifi-
cant differences between end-of-pipe and integrated pollution prevention ac-
tivities should be a focal issue when screening environmental management
activities and can help guide strategy development. Similar considerations
apply also to social aspects of a firm’s CSS. Knowledge of their strategy ori-
entation allows companies to link their insights to the proposed model and
the level of environmental (or social) regulation in their industry. This allows
managers to make optimum choices with regard to the level of their firm’s
environmental/social performance.
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39.5 Concluding remarks regarding the application of
the model

Overall, the model and findings reported here show — that depending on the
specific conditions — managers may face a positive, a neutral (i.e. insignificant)
or a negative relationship between environmental or social and economic per-
formance (or competitiveness). This means, that both theoretically derived views
introduced in Figures 39.1 and 39.2 may be applicable, but under different
conditions. Managers can, for example, expect an end-of-pipe strategy that
focuses mainly on improving the undesired outputs of production processes
(such as polluted air and water emissions) to show little positive or even nega-
tive effects on economic performance. This was found in the first empirical
study reported above. Therefore, a corporate environmental strategy based on
end-of-pipe activities cannot be considered an ESV-oriented strategy. However,
often efficiency improvements, brought about by means of integrated pollution
prevention, do not require additional investments. These may have the addi-
tional benefit of reducing operating costs and therefore increasing profit mar-
gins; they are thus ESV-oriented.

Prime examples of ESV-oriented strategies are improvements in the energy or
water efficiency of a company as well as increased resource efficiency, i.e. re-
duced amounts of production inputs per unit of product output (Schaltegger
and Figge, 2000). Corporate sustainability strategies, which focus on activities
leading to such efficiency improvements thus, have a strong ESV orientation, as
do integrated pollution prevention-based strategies. Managers should therefore
ensure that they represent a key corporate objective.
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Modelling the Business Case for
Sustainability

Rachel Batley

Key words: Cost leverage, risk reduction, options creation, stakeholder pref-
erence.

‘The business case is not a generic argument that corporate sustainability
strategies are the right choice for all companies in all situations, but rather
something that must be carefully honed to the specific circumstances of individual
companies.” (Reed, 2001)

40.1 An introduction to the model

As with all business activities, there are no guarantees of success from improv-
ing sustainability performance. However, the ability to identify the risks and
capitalise on the opportunities will become increasingly important with the
growing pressure on companies to embrace sustainability. The most significant
opportunities available through actively pursuing more sustainable approaches
to business are to reduce costs, reduce risks, create options and increase
stakeholder preference. The business case model for sustainability (Figure 40.1)
relates key aspects of sustainability to a set of recognised business principles,
demonstrating visually where the viable business case exists.

It is important to understand that this business case exists for all companies,
although the specific elements vary. Thus there is diversity in the business case.
For instance, small enterprises in emerging markets may focus on short-term
cost leverage and options creation, while intangibles such a reputation, brand
value and stakeholder preference are more significant to companies operating
in bigger, more visible markets.

40.2 The essence of the model

In order to create a business case for sustainability, a company must draw on
its three main pillars — natural capital, economic capital and social equity — as
described below.
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Figure 40.1. The business case for sustainability

Natural capital: the subset of all components of nature that can be linked di-
rectly or indirectly with human welfare and are valuable, vulnerable, scarce,
fragile, or irreplacable enough to justify investments in monitoring.

Economic capital: produced assets that are easily assigned monetary value and
sold worldwide. Some examples include appliances, furniture, automobiles,
buildings, dams and other elements of the built environment.

Social equity: refers to trust, norms and networks that people can draw upon to
solve common problems.

Sustainability offers a direction, not a destination. Companies that see value —
and a major chance to create more value — in sustainability expect their engage-
ment with the concept to help drive them towards corporate transformation.

We have identified four ‘levers’ that companies can use to derive short-,
medium- and long-term value from sustainability: cost leverage, risk reduction,
options creation, and stakeholder preference (Table 40.1). These levers align
sustainability principles with established business management approaches
and can deliver a clear premium over those approaches. In addition, they
reinforce a company’s reputation, adding to its ability to attract resources,
both capital and talent.
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Table 40.1. Benefits of corporate sustainability at a project level

Levers

Operational Benefits

Fact

Cost leverage
Maximising cost sav-
ings through sustain-
able improvement

Avoid disruptions and delays

Reduce dependency and usage of raw
materials

Less waste

Reduce insurance premiums

Reduce energy usage

Operational efficiency improvements

70% of CEOs say
that sustainability is
‘vital” to profitability

Risk reduction
Focussing on man-
agement of long-term
as well as short-term
risks

Prevent show stoppers

Avoid prosecution and penalties
Reduce customer and regulatory re-
taliation

Prevent supply chain disruption
Improved business risk management
Assure license to operate

86 % of institutional
investors in Europe
believe that sustain-
able risk manage-
ment will have a
significantly positive
impact on a com-
pany’s long term
market value

Options creation
Creating new methods
of operation and new
opportunities through
penetrating untapped
markets, and under-
standing and appeal-
ing to new stakeholder
values

Competitive advantage

Develop new methods of operation
and new ways of working

Enhance access to new market oppor-
tunities by growing stakeholder trust
Pre-empt/ shape regulation

Raise cost of entry for competitors

80 % of European
business leaders
believe that respon-
sible business prac-
tice allows compa-
nies to invigorate
creativity and learn
about the market-
place

Stakeholder preference
Increasing stakeholder
preference through
building stronger
stakeholder relation-
ships

Maintain and build relationships with
stakeholders

Attract best supply chain and business
partners

Attract resources, people and invest-
ment

Employee retention

Enhance employee morale and moti-
vation

Enhance reputation

Regulatory approvals

Three in five people
want to work in a
company whose
values are consistent
with their own

Companies can consider whether their project portfolios are really capitalising
on corporate responsibility issues by examining how well each of these four key
levers are being utilised.
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40.3 Experiences with this model in practice

To illustrate the application of this model we have provided some case exam-
ples above.

Case example 1: An urban transport company

The model recently underpinned work conducted by Arthur D. Little (ADL) for
the Brussels Inter-Municipal Transport Company (STIB) in order to identify sus-
tainable development actions for business strategy. The project initially set out
to understand corporate responsibility expectations from stakeholders and
company employees, from which a list of potential sustainable development
initiatives was drawn.

The model was applied as a framework, by assigning initiatives to one of the
four ‘levers’, in order to help cluster and prioritise actions, and more impor-
tantly to help managers understand the value of the proposed actions. Al-
though it was sometimes difficult to assign an action to just one ‘lever’ the im-
portance was that it should fit at least one category (and therefore has value for
the company), and that if it fitted two ‘lever’ categories then the value was in-
creased. In particular, ADL found the model brought the following benefits to
the assignment:

e |t encouraged actions to be elaborated thoroughly: by having to identify
which lever the action fits, the team were obliged to propose actions that
were more concrefe;

e The process in itself was robust, which demonstrated to the more ‘scepti-
cal” managers that the actions were derived in a systematic way, which
was not representative of the ‘soft’ way in which sustainable development
is often perceived;

e By clustering the actions, gaps in levers could be identified, which war-
ranted further brainstorming;

o The framework served as an efficient tool for prioritising actions.

Case example 2: A global beverage company

A leading global beverage company wanted to develop an effective roadmap
to integrate sustainability into their business strategy within one of their regional
operations. We planned and facilitated a Sustainability Master class with the
company’s senior management to explore what sustainability meant to the
business, their current position relative to their peers and where they wanted to
be in the future. A key component of the master class was to answer the ques-
tion ‘why is this important for our business?’ The business case model was used
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to structure discussions around the determinants of value that could be derived
through a clear strategy for sustainability. Figure 40.2 illustrates the determi-
nants of value that were identified for each lever. These were identified as being
most appropriate for their particular business.

Cost Leverage

| Efficiency (cost reduction)

M [ndustrial ecology

Option Creation

B Emerging markets
M Licence to perform

B Organisational learning

Risk Reduction
B Risk management
m |nfluencing regulation
B Relationship building

B Operation consolidation

Stakeholder preference
B Brand reinforcement
B Customer preference

® Investor preference

B Top talent performance

Figure 40.2. Determinants of value for each lever of the model

Risk Reduction

Determinant of value

Influencing regulation

Business hypothesis

Influencing regulation lowers the time to
market and strengthens competitive
advantage

B Existing or impending legislation relating to the
environment, health and safety, labour
requirements and advertising force behaviour

B First mover advantage achieved where
regulation has been shaped around best
practice or new technologies developed by the
company

B Pre-empting legislation can lead to self-
regulation:

-> provides greater flexibility (e.g. over
deadlines)

-> can be developed through negotiation

Figure 40.3. An example of how each lever can be presented in terms of the business

hypothesis and key drivers
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For each ‘determinant of value’ we then explored the business hypothesis for
value creation and the key drivers of value for each determinant. An example is
provided below in Figure 40.3.

This process was successful at engaging senior managers to understand the
potential business value of an effective sustainability strategy. It paved the way
for the senior management team to develop a sustainability roadmap for the
company, enabling them to prioritise the key actions required to ensure their
regional sustainability programme delivered the intended business value. Such
an approach can be tailored for any organisation and can be used to demon-
strate a ‘generic’ business case for developing and implementing a sustainabil-
ity strategy. However, the limitations of this approach are that these determi-
nants of value are not directly linked to specific activities and some levers may
be more appropriate to use at the early stages of implementing a sustainability
strategy, perhaps focused around delivering quick wins, whereas other levers
may take more advanced approaches to deliver business value.

Case example 3: An oil major

Arthur D. Little supported the development of a sustainable development man-
agement framework for a global oil and gas major. During a period of four
years, we assisted the company in the revision of its business principles to ex-
plicitly support the principles of human rights and sustainable development and
in the implementation, measurement and reporting of performance. As part of
our work, we undertook a systematic dialogue programme to understand
stakeholder perceptions and expectations of the company as well as an inten-
sive analysis of the implications of sustainable development for the company. A
key component of this work was to establish the business case for sustainable
development for the company. Each lever of the model was used to demon-
strate the potential business value of sustainable development. For example:

e Reduce costs: decoupling wealth creation from the depletion of the natural
resource base can lower costs by reducing dependence on raw material
inputs;

e Reduce risks: Using engagement to develop a superior understanding of
trends which could affect the pricing of natural and social resources low-
ers business risk, and costs of managing risk;

e Create options: Developing options which can capitalise on future oppor-
tunities generated by anticipated environmental, social, and economic
conditions required to support sustainable development enhances value
by improving the predictability and sustainability of returns;

e Stakeholder preference: Finding ways to meet stakeholder preference for
a better more equitable world at the same or lower cost generates prefer-
ence, loyalty, and market share.
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By matching these levers to the company’s strengths and competencies, the
company was able to demonstrate how a combination of commitment and per-
formance enhances reputation which in turns leads to an improved ability to
aftract talent and capital. Value propositions for different business units will be
different and the extent to which different levers will deliver value in the short
and long term will also vary. For example, most companies find that reducing
costs and managing risks deliver quick wins in the short term, but deriving value
through option creation and stakeholder preference can take more time to de-
liver business value (Figure 40.4).

Short Term Value Proposition Long Term Value Proposition
A A A —
1 Y N
Creation
Costs
S Customer
= Preference
3 Reduce
oe Risk
3
S /
© Reduce
> Risk
Customer
Preference
cosie

Migrating Value Proposition Over Time

Figure 40.4. Strategic and tactical value propositions may vary by business and over time

40.4 Some dos and don’ts

The model should be viewed as a framework. In other words it should form a
support for thinking and direction, rather than a prescription that is to be mind-
lessly followed. No business case for sustainable development will be identical,
and therefore the levers, levels and aftributes of the model may carry different
weights, or in some cases may not be applicable. In particular, the model is a
useful foundation for identifying gaps when assessing the business case.

Before applying the model it is critical to identify the stakeholders first, as
they will have a strong influence over the outcomes. In addition to the ultimate
outcome of reputation and resource attractiveness, one may for example
want to include further outcomes in the model, such as access to new markets
or innovation. Or, one may break down reputation according to stakeholder
group for example.
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Attention should be focussed on the four ‘levers’ of value companies can
derive from sustainability, in order to generate and understand the way in
which corporate responsibility and business principles could lead to competi-
tive advantage or risk. Potential advantages and risks can be mapped out to
understand the balance and guide decision-making. For example, if a com-
pany is considering launching ‘green’ products but at an increased cost to the
customer, they can assess how much profit they gain from the ‘low price’ cus-
tomers in relation to how much they will generate from premium ‘green’ cus-
fomers.

Ideally, outcomes from the model should be quantified. A practical, bal-
anced set of indicators can be used to translate corporate responsibility princi-
ples into measurement parameters at the project level. These measurements
should link directly and transparently to your corporate policies. Recognised
standards for measurement and reporting may be used where appropriate, al-
though it is important that the organisation goes through the development of
indicators from first principles to create a sense of ownership and true reflection
of company results. Such measurement will inform a diverse range of stake-
holders as to how the organisation is performing, and thus enable them to
make informed judgements. Caution should be taken not to double-count as-
pects of the model. For example, if a company intends to reduce costs then it
may assign this to several parts of the model:

e Cost leverage (cost savings);

e Customer preference (customer savings for lower price/ more energy-
efficient product);

e Attracting resources (decreased cost of recruitment due fo increase in ap-
plications).

Therefore, good practice is to avoid such double-counting.

40.5 Wrapping up

The business case is constantly evolving. Companies will need to be flexible in
their approach and monitor change. It is not just companies that can take ac-
tion, but also other players have responsibilities and can help to strengthen the
business case. Governments in emerging markets have a responsibility to pro-
vide sound governance, investors can include companies’ sustainability per-
formance in funding selection processes, NGOs can apply appropriate pres-
sure on companies, and customers can act on their values.
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Creating Competitive Advantage:
The Sustainable Value Model*

Chris Laszlo, Dave Sherman, and John Whalen
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41.1 Introduction to the model

Stakeholder value, based on a company’s economic, environmental, and social
performance, is a new and largely untapped source of competitive advantage
that is likely to grow in the years ahead. Declining traditional sources of advan-
tage and rising societal expectations of business are creating new strategic op-
portunities. Although much has been written about stakeholders, we re-frame
the subject in terms of competitive advantage using an approach that system-
atically integrates stakeholder considerations into business strategy and opera-
tions. Such an approach can assist companies to reduce costs, differentiate
products and services, develop new markets that serve unmet societal needs,
and influence industry ‘rules of the game.” Success in capturing these opportu-
nities requires a new leadership vision and the courage to understand and en-
gage a diverse set of constituencies.

The need for a new approach

A stakeholder value approach requires managers to think ‘outside-in’ about
how their companies create and sustain competitive advantage. Outside-in
thinking, which sees the world from the perspective of stakeholders, is a power-
ful new lens through which managers can discover new business opportunities
and risks. Leaders who engage stakeholders and proactively address stake-
holder issues can better anticipate changes in the business environment, dis-
cover new sources of value, and avoid being surprised by emerging societal
expectations that can put shareholder value at risk (Andriof et al., 2003). Busi-
ness leaders are familiar with managing financial value, whether in terms of

This brief treatment of sustainable value is an excerpt from a longer article entitled
‘Expanding the Value Horizon: How Stakeholder Value Contributes to Competitive
Advantage,” with Jib Ellison, forthcoming in Issue 20 of The Journal of Corporate
Citizenship, Winter 2005.
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economic value added (EVA) or other measures driving stock price perform-
ance. They are less knowledgeable about measuring and managing stake-
holder value. Because a company’s impacts on stakeholders are often uninten-
tional, it faces hidden risks and opportunities that managers can no longer af-
ford to ignore.

To succeed in a stakeholder-driven business environment, business leaders
must think and operate in new ways, shaping strategies and actions with full
awareness of their impacts and implications on key stakeholders. Figure 41.1
describes company performance along two axes: shareholder value and stake-
holder value. Managing in two dimensions represents a fundamental shift in how
managers must think about business performance. In this framework, companies
that deliver value to shareholders while destroying value for other stakeholders (or
exploiting externalities) have a fundamentally flawed business model. Those that
create value for stakeholders are cultivating sources of extra value that can fuel
competitive advantage for years to come. Sustainable value occurs only when a
company creates value that is positive for its shareholders and its stakeholders.

Risks Shareholder Value Opportunities
Customer de-selection + Enhanced reputation
Preemptive regulation Product differentiation

Loss of market share
Reputation damage 4\
Fines, penalties

Motivated employees
A Reduced costs

. . Entry into new markets
Unsustainable Sustainable

(Value Transfer) Value

. Stakeholder
Value

Unsustainable
(Lose/Lose)

Figure 41.1. The Sustainable Value Framework

Starting in the upper left of Figure 41.1 and moving counter-clockwise, con-
sider the following four cases of value creation:

Upper left quadrant: When value is transferred from stakeholders to sharehold-
ers, the stakeholders represent a risk to the future of the business. Leaded paint
and asbestos are historical examples; today phthalates in cosmetics and toxic
additives in children’s toys, volatile organic compounds in carpet adhesives and
paints, heavy metals in fabric dyes, and lead solder and brominated flame re-
tardants in consumer electronics are examples of products that create risks to
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employees, customers and society while creating value for shareholders. Com-
panies that avoid environmental regulations in their home markets through ex-
porting production to countries with lower regulatory standards create similar
risks. Also in this quadrant are firms that create shareholder value through a
low cost strategy that tolerates management actions to cut costs through avoid-
ing overtime pay, under training on employee safety or discriminating on the
basis of gender and ethnic background. Shareholder value in these cases is
created ‘on the backs’ of one or more stakeholder groups, thereby representing
a value transfer rather than true value creation.

Bottom left quadrant: When value is destroyed for both shareholders and stake-
holders, this represents a ‘lose/lose’ situation of little inferest to either. Monsanto
and its European competitor Aventis lost large sums of money by underestimating
consumer and farmer resistance to their GMO crop products. Before Aventis sold
its CropSciences division to Bayer in 2001, it is estimated to have lost $1 billion
in buy-back programmes and other costs associated with its genetically-modified
corn Starlink. StarLink was approved only for use in animal feed but was found
by NGOs to have contaminated a number of human food products.

Bottom right quadrant: When value is transferred from shareholders to stake-
holders, the company incurs a fiduciary liability to its shareholders. Actions in-
tended to create stakeholder value that destroy shareholder value put into
question the company’s viability. Environmentalists often unintentionally pres-
sure companies to take actions in this quadrant without realising that the pursuit
of loss-making activities is not sustainable either. Avoiding offshore sourcing to
protect American jobs is an example of creating stakeholder value (employee
job security) while destroying shareholder value (higher operating costs). Cam-
paigns to ‘Keep Jobs in America’ may create short-term benefits for American
workers, but they hurt the companies who end up with uncompetitive labor
costs. It is inferesting to note that philanthropy, when it is unrelated to business
interests and represents pure charity, is also located in this quadrant. Unfo-
cused philanthropy is implicitly a decision to take financial value from the com-
pany’s shareholders and to transfer it to one or more of its stakeholders (Porter
and Kramer, 2002).

Upper right quadrant: When value is created for stakeholders as well as
shareholders, stakeholders represent a potential source of hidden value. Sus-
tainable value is created only in this case. Shaw Industries, the world’s largest
carpet manufacturer with over $4.6 billion in annual sales, found a way to
create a new carpet backing that offers benefits to both shareholders and
stakeholders. Rising concerns among stakeholders about the environmental
and health risks associated with traditional PVC backing led Shaw to search
for an alternative. lts solution was EcoWorx backing, in which a thermoplastic
polyolefin compound reinforced by fiberglass provides the same functionality
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as PVC backing with half the weight, resulting in savings on shipping costs.
Shaw has made a commitment to pick up any EcoWorx product at the end of
its life, at no charge to the customer, and recycle it into more EcoWorx, ena-
bling the company to use these materials in a perpetual loop. Receiving a call
when the customer’s product reaches end of life also presents the company
with a selling opportunity for new products. Within 36 months of launch date,
EcoWorx production exceeded 50 % of Shaw’s total tile backing production
and the company ceased production of all PVC backing at the end of 2004.
According to company sources, the unit cost of EcoWorx is expected to fall
below that of PVC within three to four years'.

Companies can use the sustainable value framework to think in strategic
terms about their existing portfolio of products and services. Most managers are
able to assess the overall value created for a business or product in both
shareholder and stakeholder terms. For example, an industrial paints producer
identifies solvent-based industrial paints as positive for shareholders but nega-
tive to stakeholders due to the presence of harmful volatile organic compounds
(VOCGs). By switching to water-based paints that are classified as non-VOC, it
has the opportunity to create value for shareholders and stakeholders. By profita-
bly recycling its water based paints, it creates a further win/win. The opportunity
for industry today is to understand its impact on stakeholders, anticipate changing
societal expectations and use its capacity for innovation to create additional busi-
ness value from superior social and environmental performance. The managerial
approach described in the next section is based in part on our work with global
industry leaders seeking to capitalise on this opportunity. It provides a ‘how to’
guide in applying the Sustainable Value model shown in Figure 41.1.

41.2 Three key phases

A disciplined process to create sustainable value requires three phases:

The diagnosis phase

The diagnosis phase expands the organisation’s view of value to include stake-
holder-related risks and opportunities. It requires an understanding of the
broader societal trends in the global business environment such as the advent
of new technologies (genomics, nanotechnology), new warfare (bio- and cyber-
terrorism), new demographics (more old people in developed countries, higher
numbers of young people in poor countries), and environmental challenges
(climate change, water scarcity). It also requires understanding the company’s
societal impacts in relation to these broader trends. Each company needs to

' Communication with Shaw Industries (March 17, 2005).
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adopt a process of identifying and segmenting its stakeholders, decide which
ones are important, and gain a clear understanding of the issues that matter
the most to the stakeholders. The organisation must develop a clear picture of
where it is creating and destroying value for them. The company must also un-
derstand value flows from stakeholders (or coalitions of stakeholders) to the
company. Where and how do stakeholders impact the organisation, positively
and negatively? The current state picture of value flows should be augmented
by exploring how it might change in the future.

The value creation phase

In the value creation phase managers need to consider potential value from
multiple levels of strategic focus. These are shown in Table 41.1.

Often companies look only at the bottom two levels concerned primarily with
eco-efficiencies from reducing energy or waste; avoidance of fines, penalties,
and litigation due to regulatory non-compliance; and reducing risks related to
license-to-operate. The top four levels in Table 41.1 represent opportunities that
are significantly larger than those represented by eco-efficiencies. They are op-
portunities for innovation and top-line growth based on business solutions that
integrate financial and societal performance.

The Equator Principles, adopted by Citigroup and other financial institutions
to set a new environmental and social standard for project financing, is an ex-
ample of creating value at the business context level. Patagonia’s effort to “live
its environmental values in everything it does’ has led to a reputation and brand
that attract customers, employees, and other stakeholders. Cemex’s Patrimonio
Hoy reaches a new previously unserved market of economically disadvantaged
households. Toyota’s Prius provides environmental and economic benefits from
product use, while 3M’s pollution prevention pays is a well known example of
shareholder value created at the process level.

Table 41.1. Levels of strategic focus

Levels of

Sources of Value
Focus

TSI Changing the “rules of the game” to provide competitive advantage for
Context sustainability strategies

LENEULNTE Gaining stakeholder recognition and preference including attracting and retaining
Brand talent and employee productivity

Entering new markets driven by customer and societal needs (sanitation, health,
clean air, water,...)

Market

Product Creating product differentiation based on technical and sustainability features

Process Reducing energy, waste or other process costs. Security of supply of raw materials

Risk Compliance—oriented management of risks and protecting license to operate
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The value capture phase

In the value capture phase, attention is focused on the conditions for successful
implementation. A key consideration is how to use actions to change the domi-
nant mindset and embed the stakeholder value perspective into the organisa-
tion’s management processes and operating model. In many cases this can be
accomplished by expanding the frame of existing programmes such as Six Sigma
to include the full stakeholder perspective. The ability to measure in a credible
way the impact of actions on stakeholder value is critical.

Table 41.2. Summary of key questions by phase

Value Creation

Diagnosis

Who are your stakeholders?
What are their interests?
Where are you creating
value or destroying value for
them?

What potential future devel-
opments might change this
stakeholder value picture?
What are the business risks
and opportunities associ-
ated with this picture?
Which risks and opportuni-
ties warrant action?

What actions will simulta-
neously create shareholder
and stakeholder value?

At what level of strategic
focus will they create value:
risk, process, product, mar-
ket, brand, business con-
text?e

What financial value will
result: profitability, capital
utilisation, lower cost of
capital, growth, intangibles,
market confidence?

What are the critical suc-
cess factors for the actions?

Value Capture

What existing programmes
or systems could be adap-
ted to include the stake-
holder dimension?

What  stakeholder align-
ment and support is re-
quired?

What social marketing is
required to educate the key
stakeholders?

How will you train the sales
force?

What financial and human
resources are required?
How will you track pro-
gress, measure results, and
share learning?

41.3 The sustainability pathway

The Sustainable Value model has been used by CEOs and line managers in
Fortune 50 companies in both the US and in Europe. Experience has shown
that CSR gets traction only when there is a desire by senior executives and line
managers to align value creation for the business with value creation for soci-
ety. The change path starts with opportunities that make financial sense today
based on available technologies, processes and markets. By looking at the
business through the lens of stakeholder value, line managers are able to find
new sources of financial value. For example, a global retailer searching for
ways to reduce greenhouse gas emissions found that it could reduce its build-
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ing energy usage by 27 % through readily available actions such as appropri-
ately sized HVAC systems and better building controls. The next step on the
change path is to identify opportunities that make business sense based on new
technologies, new markets, new processes and product innovation. In the refail
example, in store refrigeration systems could be redesigned to be more ther-
mally isolated by using air blankets developed in clean room technologies from
the electronics sector. Finally, managers need to consider opportunities to
change the ‘rules of the game’ through lobbying government, social marketing
and other actions that tilt the competitor playing field toward (instead of away
from) sustainable practices. For example, some leading car companies that
advocate hybrids and other green technologies are simultaneously pushing
government regulators to slow environmental standards favouring those tech-
nologies. In markets in which government regulation, industry standards and
consumer awareness favour sustainability practices, companies that compete
on superior environmental and social performance can create significant com-
petitive advantage.

41.4 Lessons learned

A few key lessons have emerged in how to use the Sustainable Value model.
Networks of external partners are proving critical to developing innovative envi-
ronmental and social solutions that reap business rewards. Companies benefit
from engaging a broad range of external stakeholders in collaborative relation-
ships, including stakeholders that initially hold critical or confrontational views.
Second, listening to stakeholders — particularly societal stakeholders such as
NGOs and local communities — requires a competence that is missing in most
large companies. Managers often confuse stakeholder input with stakeholder
dialogue, and prematurely assess what stakeholders really want. Third, organi-
sations that begin by harvesting low hanging fruit develop credibility for a
stakeholder-perspective and create the financial resources to tackle longer-term
environmental and social problems.

Experience suggests that progress on Sustainable Value creation will not oc-
cur until the CEO and line managers ‘own’ the process. Sustainable Value ef-
forts should not be delegated to in-house specialists such as CSR managers or
external advisors who do not have profit and loss responsibility for the business.
The goal is not environmental or social results per se. It is environmental and
social performance that generates business value in a win/win for the company
and for society. Since the target involves a new way of measuring and manag-
ing value creation, it needs to involve the whole business system. This, in turn,
requires the involvement of a sufficient number of employees for the organisa-
tion to reach a ‘tipping point’ in its conduct of business.
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41.5 Conclusion

Until the 1980s most companies believed higher quality meant higher costs.
Japanese players demonstrated that it was possible to achieve higher quality
and lower costs simultaneously. Today companies across a range of industries
are finding that they can achieve high quality, fast speed to market, high cus-
tomer service and low cost all at the same time. The leaders of tomorrow will
demonstrate the same thing about stakeholder and shareholder value. Integrat-
ing the full range of stakeholders into strategic and operational decision-
making will become best practice. Today, courageous business leaders can
already create competitive advantage by understanding their key stakeholders’
interests, anticipating societal expectations and using the insight, skills and rela-
tionships developed through this process to design new products and services,
shape new markets, develop new business models, and ultimately reshape the
business context itself to one that supports the creation of truly sustainable
value.
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421 Looking back

The past decade has showed increasing attention to the idea of sustainability
and corporate responsibility. The previous chapters provide a vivid demonstra-
tion how this growing attention has been translated into everyday organisa-
tional reality. The international harvest of a number of tried and tested man-
agement models show how a promise is turned into practice. What also ap-
pears is that CSR is not just an issue within the so-called developed countries.
Although we wouldn’t pretend to provide a representative overview, around the
globe academic and business people are engaged in developing intelligent
solutions for often-complex practical problems. The overview is the result of just
one call for contributions. As far as we know this call is one of a kind showing
for the first time what has been developed. As a result many of the presented
models could be called ‘first generation’. It is to be expected that in a few years
from now new releases and adaptations will materialise. It all adds to demon-
strating that CSR is a growing ‘movement’ gaining momentum and substance.

How the book was born

Normally we wouldn’t elaborate on the “birth” of a book. In the case of this one
we would like to make an exception. The idea emerged on working an afternoon
hardly a year ago when just debating the state of the art in the field of CSR. Some
‘what-if's” and other hypotheses where brought to the table. “Who is really busy
developing CSR Models?’” we asked ourselves. ‘What are these models trying to
cover?’, and ‘Is there more then stakeholder engagement models?’ In order to
find out what was really happening, we decided almost on the spot to launch a
world-wide e-mail alert. In this alert we invited people to come forward with tried
and tested models for CSR and sustainability. The invitation stated: ‘In the past
decade the field of CSR has impressively progressed. This has resulted in a num-
ber of tried and tested management models. Models that have demonstrated
added value in everyday (organisational) practice. We want to harvest this experi-
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ence leading fo an accessible and readable volume with an overview of those
models in a hands-on manner. The book will be written for a managerial — and
consultants audience: people that have to deal with CSR in everyday practice.” A
little naive we were not ready for what would happen next. Within hardly two
months time we received over 200 proposals, reactions and comments to this
initiative, a harvest going beyond our expectations. Based on a generic man-
agement model (see also the Introduction) we structured the volume enabling us
to assess the added-value of different contributions and create the needed flow in
the composition of the book as it emerged. The high pace and sheer volume of
enthusiastic responses convinced us — and the publisher — that this was a book
that was in fact already there and just needed to be called in order to appear.

42.2 The actual harvest

Originally we started with a bit more then one hundred and twenty submitted
abstracts. After a process of double reviewing and hardly one year further down
the road we are able to present a book with forty-three contributions written by
more then seventy authors coming from around the globe. Besides the usual
editorial process we encountered one special challenge. Going through the
contributed material time and again we found it demanding to position them
according to our original framework that served as the foundation for this en-
deavour as a whole. While we thought that models were developed with a spe-
cific label covering a clear issue, it turned out that many contributions were
crossing thematic boundaries, thus relating various fields. As a consequence
positioning the individual contributions in the generic model as provided by us
has a certain degree of arbitrariness. Still we thought it useful to keep the cho-
sen format as it is. As a result contributions sometimes can be categorised un-
der more then one label. Below (in Figure 42.1) an overview is provided of the
authors’ contributions under different headings of the model.

A second way to present the harvest of this volume is to categorise the various
contributions using a concise set of key words provided by the authors. What
these key words show is above all the focus in the CSR debate. What it also
shows is the potential of the model we have introduced in this book. It helps in-
deed to better understand and discover the different issues related to CSR and
sustainability in everyday practice. Furthermore it helps to explore the different
functionalities of the various models, their overlap, authenticity and usefulness. It
also helps in one more way. As previously explained this volume almost started off
by incident. This was not a carefully planned ‘book’ journey, but more an induc-
tive tour of discovery’. This implied that neither an explicit format nor a tested
model was available at the beginning, ours was still in status nascendi. It was more
like finding the ‘tools’ to develop the book while being busy in the process of ed-
iting it. Now that the work is done this leaves room for a number of observations.
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Business Context

Generic Models for the Business
Context: Knight, De Smedt c.s.,
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Teller c.s.,

Figure 42.1. Contributions positioned in the generic management model

42.3 Some observations from a birds-eye perspective

In this volume CSR is addressed from various functional knowledge domains
such as marketing, communication, procurement, etc. As a whole a rich con-
tribution is made to the growing body of knowledge. Still, too often CSR is
seen as an ‘add-on’, as something that needs to be treated as yet another
issue. If CSR is to be integrated in every aspect of the organisation it should
not be understood as a stand-alone issue. In the Total Quality Management
(TQM) movement we have experienced how long it takes to develop such an
integrated perspective and get it working on the shop-floor. CSR should
therefore not be delegated to one functional department such as HRM, Issue
Management or the Quality Department. This observation does not imply that
efforts to develop CSR should not be lead by an ‘expert’. In order to flourish it
definitely needs visionary leadership.
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Business Context

emerging technology, sustainability,
sustainable economy, engagement
processes, regionalism, cost
leverage, risk reduction.

Identity: organisational
= value(s) and principles,
= ethical framework,
reflexivity, authenticity,
trust, self-organising,
inspiration,

Systems: social
performance,
implementation, product
stewardship, life-cycle
management,
collaborative design,
green procurement,
governance

e EEEEEEEEEEEEEEEEEEEEY
: Transactivity:

= stakeholder dialogue,

= -engagement, information
= symmetry, respons-ability,
* needs-, impact

= assessment , interaction,
1 target-group tailoring,

1 dilemma-sharing

BP: incentive, branding,
marketing, integrated
product management,
life-cycle perspective,
profit-pools, enduring

. value, risk profile,

« sustainable profits

EAccountabiIity: balanced =
=score-card, KPI,
=monitoring & reporting,
stransparency, audit,
==rumnumnnnnnrcompliance, scope, impact,
1value-chain-analysis, cost-
=accounting, resource
sefficiency, standard,
= certification, verification
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Societal Context

Trade Unions, Labour Standards & issues,
Human Rights, Responsibility, Public-
Private Partnerships, Non-Governmental
Organisation (NGO), primary education,
rural community, life-style, citizenship,
community involvement

Figure 42.2. Key words positioned in the generic management model

In many cases CSR seems to concentrate on stakeholder related issues such as,
dialogue, engagement or partnership. Moreover, this volume shows that specific
issues like for example procurement, marketing, communication or the broader
or smaller societal context are linked to the stakeholder-issues. This is the most
often linkage found in the submitted management models. We think the core of
the debate in CSR is to redefine the balance between the organisation and so-
ciety at large. This implies that this debate should be more then developing a
dialogue (how well attempted) with internal and external stakeholders. So we
shouldn’t go down the route where CSR is defined in a shallow way meaning
simply to engage in a dialogue leading to so-called transparency, accountabil-
ity and in the end compliance. There is more then just telling others how good
you are in order to maintain a ‘licence to operate’. Dialoguing with stake-
holders is not a goal in itself. It is just a means to understand how to reconfig-
ure the balance between a business and its societal context. It also helps to dis-
cover how a business can add value to its social and natural environment.

The presented models provide a vivid demonstration of how CSR is ap-
proached at different levels covering various issues throughout the organisa-
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tion. When talking about levels we can observe different degrees of conceptu-
alisations, different levels in terms of plans, policies and strategies and also
when it comes to operations and tactics. Besides the renewed proof this obser-
vation provides in stating that CSR should be managed all through the organi-
sation, it also underlines the multi-dimensional and multi-level character of the
issue(s) at hand. So on all levels in the organisation specific management mod-
els are now available through this volume. One size does not fit all, that's for
sure. Although some models try to provide a more integrated approach they
are certainly not main-stream. The question remains why it is so difficult to ap-
proach CSR from a truly integrated perspective. It is easy to blame the complex-
ity and multi-dimensionality as the root cause. Yet is that fair? Maybe it is be-
cause we try to address what is new (CSR in this case) with an already existing
body of knowledge in different domains. We ‘squeeze in” a bit of CSR and
then it looks as if the trick is done. Could it be that this is not the proper way
to go? CSR requires a different line of thinking and thus an appropriate still to
be developed body of knowledge. How far are we in developing this body of
knowledge?

When reading through this volume one thing that strikes the eye is the firm
roots with respect to the sustainability debate. It looks as if a majority of authors
is well educated when it comes to this issue. While started 30 years ago it is
now common practice to take into account matters regarding ecological im-
pact, waste management and use of natural resources. Looking back the ad-
vantage of the sustainability debate — once it was discovered — has been it's
tangible character. Pollution can be measured, waste can be recycled and steel
can be re-welded. The major discovery of the past three decades is that sus-
tainability thus becomes a ‘natural’ part of the business strategy, because it
leads to operational efficiency, now often called eco-efficiency. It simply pays
off to treat resources in an intelligent sustainable way. Although true, let’s not
forget that it took these decades to get to this point. In hindsight we should be
grateful to Ms. Gro Harlem Brundlandt for the breakthrough perspective she
has provided with ‘Our Common Future’. What then is missing in the present
CSR debate that would enable us to make a similar leap forward?

Especially this last observation leads to a final one. It remains difficult to po-
sition CSR as an ‘independent’ business strategy. Why then is it so difficult to
turn CSR info such a strategy? Why can’t it be classified in one go with estab-
lished strategies such as product-leadership, operational excellence or customer
intimacy? Going through the various contributions the harvest in this respect
remains rather modest. Could it be that what has been developed so far should
be classified as the ‘first-generation’ of conceptual models? Probably the real
breakthrough we are all searching for is learning to approach CSR as an indis-
pensable component of the business model itself. The bottom-line of this obser-
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vation should be that it is inconceivable to run a business without taking info
account CSR as a way to create ‘stakeholder’ value. Many times CSR issues are
studied in the context of modern organisations but much elaboration is needed
to view them from the perspective of doing business in a social responsible
manner. These issues can only be really effectively handled when they are em-
bedded in a company’s business strategy, plans and activities. In our view that
is the real future challenge of the contemporary business enterprise.

42.4 Developing CSR upside down

Trying to fulfil this future challenge we have to realise ourselves that despite the
many (research) activities that take place in academia (across the world) there is
a lot of talk about organisations. It has shown that this is a rather vulnerable
way of doing research. Research is than mainly set up from the outside (aca-
demics looking at organisations from a distance). It is only after results have
been published that members of the relevant organisation can start putting the
answers info practice and reflecting on such academic observations. This ap-
proach shows a poor ratio between the (research) efforts invested and the out-
come generated. It is our belief that fundamental knowledge should be created
inside organisations and preferably by the members of that organisation them-
selves. In other words, by helping them to build a bridge to more scientific in-
sight. The key here is upfront knowledge development. Doing this would bring
the following questions on the research agenda:

e What are the new roles for the business given a specific societal context?
e What does CSR mean to businesses?
e How is it embedded in strategies, core processes, policies and plans?

e How can the different parties in a value chain create a level playing field
for CSR activities?

e How does it add value, tangible and intangible?
e What is an appropriate way to measure performance in this respect?

e How to create appropriate implementation processes?

It is impossible to answer these questions only from the ‘outside’. In order to
develop organisation specific answers that generate meaning and practical use
these questions should be addressed from within. The key question is how to
embed CSR in business, its new roles and responsibilities, its strategies. In the
search for answers exchanging knowledge and experience within and between
organisations is deemed crucial. It will lead to results generated within the right
context and enriched through the exchange between the right actors operating
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in different contexts’. The growing aftention being paid to CSR over the last
decade(s) shows that there is a need to generate this (applicable) knowledge.
We propose in addition to develop networks and platforms targeting this need.
Their primary goal is to generate knowledge and experience within businesses
on CSR through people working in business. Such networks and platforms will
create varied benefits for the organisation, for example context-bound funda-
mental and applicable knowledge developed within and through the organisa-
tion. In this way it will promote the necessary capabilities to embed CSR within
the core business of the organisation. To our best knowledge such platforms
nowadays hardly exist.

When we trace the development of CSR, it looks as if it all has started with
an ‘enlightened’ idea born in practice. Neither grand theories nor fundamental
considerations can be traced back. Yes indeed, through time various authors
have contributed to what we now call the body of knowledge in the field of
CSR. But these authors have mainly been independent thinkers, certainly not
presenting the main stream of scientific thinking. It is only through time almost
haphazardly and by incident that ideas have been incorporated in the scientific
debate. As a result we have witnessed the usual semantics, window dressing,
green wash, etc. In brief, a full-fledged ‘hype’. It is only during the last decade
that this development has been taken serious, also by the scientific community.
But, is there something new here? Dissemination of new developments over the
past shows a remarkable similar pattern. How about scientific management?
Process thinking? Or even: environmental management. So we know by now,
based on these experiences, that the average lead time for fundamental innova-
tions is rather considerable.

So, how practical can we be when it comes to theory development in this
field2 Our assumption to start with is the idea that ideas developed in practice
are valid and attractive to be elaborated in academia. CSR is more then se-
mantics, it is more than just a management hype, thus deserves to be elabo-
rated theoretically to its application in practice. Therefore the basic way to go is
to move form practice to scientific theory. This volume, a structured amalgam
of management models provides a first attempt in that direction. Those that
proclaim that contemporary organisational theory and its further development
are irrelevant for organisational practice are overshooting their mark. Of
course there is a difference between the academic world and the world of or-
ganisations. Stereotype perceptions determine the order of the day and the re-
sult is a high degree of disconnectedness. One could even go as far as to say
that both worlds use their own rationales. Despite the fact that this is true elabo-
rating CSR will require connecting both worlds.

Creating fundamental change takes a long time. The past is full of examples
in that respect. When it comes to CSR that is even more the case. CSR is not
just a business issue. It requires in the end a different way of thinking about how
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a business is run by various actors. Institutional interests originating from three
different spheres of influence need to be connected before CSR becomes a
mainstream issue. Across the previous pages we have talked about business
leverage, academic leverage and the way these two could be connected. No
need to elaborate these first two any further, but the third and final one is politi-
cal leverage. In the contemporary debate just modest attention is paid to the
facilitating role of societal and governmental institutions. We firmly believe that
national and trans-national governments and their aoffiliated institutions could
play a more facilitating role. In the debate so far connecting these three
spheres of influence is ‘unknown territory’. In the light of this thought it might be
a good idea to look for possibilities leading to creative destruction. What are
the institutional factors, such as laws, roles and procedures that limit the room
to manoeuvre of organisations in developing CSR2 Or put in other words,
which factors establish the prisoners’ dilemma in which businesses seem to be
caught by its institutionalised context, that does not reward businesses to incor-
porate societal issues into their core processes. It seems that, especially multi-
national organisations are forced into classical economic thinking which leads
to unsustainable, and in some cases, even unethical practices. Would the iden-
tification of restraining factors not be the first issue to investigate rather than to
ask companies fo act, since businesses seem to be leading in this develop-
ment? If those factors are then identified, maybe the time has come to connect
spheres of influence in order to overcome the structural limitations to the full
integration of CSR. This might offer the opportunity to make a leap forward in
the contemporary CSR debate.
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