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Corporate Social Responsibility 
A Growing Agenda

• External pressures for CSR continue to grow

N i ti it k d t i l f• Numerous organizations monitor, rank, and report social performance

• The legal and business risks are great for companies engaging in practices 
deemed unacceptabledeemed unacceptable 

• CSR is increasingly important to business leaders, yet the concept and its 
justifications remain unclearjustifications remain unclear

• Few companies have integrated society into strategy in a way that 
reinforces competitive advantage for the business
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reinforces competitive advantage for the business



History of CSR

Charity / Giving / 
Pressure Politics

y g
Improve Corporate 

Image
?
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Four Prevailing Justifications for CSR
Moral Obligation

“Achieving commercial success in ways that honor ethical values”
• Inadequate guidance to balance complex competing social and economic interests 
• Wide variability of personal values among managers and stakeholders

Sustainability
"Meeting the needs of the present without compromising future needs”

• Most effective on environmental issues where improvements can yield immediate economic benefits
• In other areas, intangible long term consequences provide a weak justification for short term costs

License to Operate
“Building goodwill to secure the acquiescence of governments and stakeholders”

• Licenses and approvals are necessary
• But this approach cedes control of CSR agenda to external players that do not fully understand 

the company’s competitive positioning capabilities and operationsthe company s competitive positioning, capabilities, and operations
• Encourages short term, defensive, and disjointed responses to “the squeakiest wheel” of the moment

Reputation
“Enhancing reputation and brand with customers, investors, and employees”

• Little evidence of sustained competitive advantage
• Emphasizes the visible and popular rather than the social and business impact of corporate activities
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• The prevailing justifications focus on the tension between business and society rather than 
the interdependence

• These generic rationales provide little specific guidance or priorities for company actions



CSR in Practice

• Reactive

• Unfocused

• Rankings orientedRankings oriented

• PR / Corporate image driven

• Limited measurable social impact or benefit 
to the business
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Integrating Strategy and Society

Economic 
Objectives

Social 
Objectives

• There is an inevitable link between a business and society
• The competitiveness of companies depends on the surrounding environment and 

communities in which they operate
− E.g., skilled employees
− Safe working conditions 
− A transparent, corruption-free business environment
− A sense of equal opportunity
− Supportive natural environment (e.g., water, sustainable access to resources)

• The health of a society depends on having competitive companies that can create 
wealth and support high wages

• Companies can positively affect many social issuesCompanies can positively affect many social issues
• There is a long-term synergy between economic and social objectives
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• To maximize this synergy, business decisions and social policies must follow the 
principle of shared value

– Company competitiveness and social conditions must benefit simultaneously



The Role of Business in Social Issues

• Business cannot solve all of society’s problems, nor bear the cost of 
doing so

• Business must approach its social agenda proactively and pp g p y
strategically

• Business must address society and social issues where it can add the 
most valuemost value

• Where is a company able to have the greatest impact on social issues 
versus other institutions?

Social Benefits

Resources Expended
Social Value  =
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Strategic CSR

Pressure Politics Giving / Charity / 
Corporate Image Shared Value

• Points of conflict • Mutual interest• Points of conflict

• Branding / PR

• Mutual interest

• Social impact / results

• Obligation / charity • Integrate strategy and 
society

• Proliferation of causes and 
projects

• Focus on strategic 
impact
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Foundations of Economic Performance
The Value Chain
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• Competing in a business involves performing a set of discrete 
activities, in which competitive advantage resides



Identifying Shared Value
Inside-Out Influence on Society

Emplo ee ed cation and job

• Financial reporting practices
• Governance practices
• Transparency
• Use of lobbying

• Relationships with universities
• Ethical research practices 

(e.g. animal testing, GMOs)
• Product safety

• Employee education and job 
training

• Safe working conditions
• Diversity and discrimination
• Health care and other benefits
• Compensation policies

L ff li i
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• Recycling
• Disposal of obsolete products
• Handling of consumables

(e.g. motor oil, printing ink
• Customer privacy

• Transportation impacts
(e.g. emissions, congestion, 
logging roads)

• Emissions and waste
• Biodiversity and ecological 

impacts
• Energy and water use
• Worker safety and labor 

relations
• Hazardous materials

• Packaging use and 
disposal 
(e.g. McDonald’s clamshell)

• Transportation impacts

• Marketing and advertising (e.g. truthful 
advertising, advertising to children)

• Pricing practices (e.g. price 
discrimination among customers, 
anticompetitive pricing practices, pricing 
policy to the poor)

• Consumer information
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• Hazardous materials p p • Consumer information

• Every activity in the value chain touches on communities in the locations where a 
company operates. These impacts can be positive or negative.



Competitiveness and the Business Environment

Context for 
Firm 

Strategy 
and Rivalry

Local rules and incentives that

Factor
(Input) Demand 

Conditions

Local rules and incentives that 
encourage investment and 
productivity

– e.g. salaries, incentives for 
capital investments, intellectual 
property protection

Access to high quality 
business inputs

N l d

Conditions Conditions

Sophistication of local 
customers and needs

property protection
Vigorous local competition

– Openness to foreign and local 
competition

– Natural endowments
– Human resources
– Capital availability
– Physical infrastructure
– Administrative infrastructure

Related and 
Supporting 
Industries

Availability of suppliers and

customers and needs
–Strict quality, safety, and 

environmental standards

Administrative infrastructure 
(e.g. registration, permitting)

– Information infrastructure 
(e.g., transparency)

– Scientific and technological 
infrastructure

Availability of suppliers and 
supporting industries
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infrastructure



P bli R l i & L l t il

State of Cluster Development
Tourism Cluster in Cairns, Australia
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Sources: HBS student team research (2003) - Peter Tynan, Chai McConnell, Alexandra West, Jean Hayden

e.g. Australian Tourism Commission, 
Great Barrier Reef Authority

e.g. James Cook University,
Cairns College of TAFE

e.g. Queensland Tourism 
Industry Council



Identifying Shared Value
Outside-In Social Impact on the Company

• Fair and open local competition (e.g., the 
absence of trade barriers fair regulations)

• Availability of qualified human 
resources (Marriott’s job training)

• Access to specialized training programs
• Availability of scientific and 

absence of trade barriers, fair regulations)
• Intellectual property protection
• Transparency (e.g., financial reporting, 

corruption: Extractive Industries 
Transparency Initiative)

• Rule of law (e.g., security, protection of
Context for 

Firm Strategy 
and Rivalry

technological institutions (Microsoft’s 
Working Connections; Nestlé’s 
knowledge transfer to milk farmers)

• Sustainable access to natural resources 
(GrupoNueva’s water conservation)

Rule of law (e.g., security, protection of 
property, legal system)

• Meritocratic incentive systems (e.g., 
antidiscrimination programs)

Factor
(Input) 

Conditions
Demand 

Conditions

Related and 
S ti

• Demanding regulatory standards 
(California auto emissions & mileage 
standards)

Supporting 
Industries

)
• Unusual local needs that can be 

served nationally and globally (Urbi’s 
low income housing financing, 
Unilever’s “bottom of the pyramid” 
strategy)

• Availability of local suppliers (Sysco’s 
locally grown produce; Nestlé’s milk 
collection dairies)

• Access to partner firms in related 
fields
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Source:  Michael Porter, The Competitive Advantage of Nations, 1990
• Competitive context is often influenced by or inextricably linked with social conditions

• Presence of a cluster instead of 
isolated firms and industries



Categorizing Corporate Social Issues

Generic Value Chain Social Social Dimensions 
of CompetitiveSocial Issues Impacts of Competitive 

Context

• Social issues that
are not

• Social issues that are 
significantly

• Social issues in the 
company’s externalare not 

significantly 
impacted by the 
company’s 
operations nor

significantly
impacted by the
company’s activities
in the ordinary course 
of business

company s external 
environment that 
affect the 
underlying drivers 
of competitivenessoperations, nor 

materially influence 
its long term 
competitiveness

of business of competitiveness
in those places 
where the company 
operates
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• Which issues fall into each category will differ by business unit, company, 
industry, cluster, and location



Integrating Strategy and Society

Responsive CSR
• Act as a good corporate citizen

• Mitigate harm from value chain activities

Strategic CSR
• Identify a small number of social impacts where the company y p p y

can make a significant contribution to society while improving the 
long-term competitiveness of its business

• Create a social dimension to the value proposition
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Creating a Corporate Social Agenda

Generic
Social Impacts

Value Chain Social 
Impacts

Social Dimensions 
of Competitive 

Contextp p Context

• Good citizenship • Mitigate harm from 
value chain activities

• Strategic philanthropy 
that improves salient 
areas of competitive

• Transform value chain 

areas of competitive 
context

Responsive CSR Strategic CSR

activities to benefit 
society while 
reinforcing strategy

Th i t f CSR i t t h i CSR l h i i l
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• The impact of CSR is greatest when responsive CSR, value chain social 
impacts, and investments in competitive context are integrated



Good Corporate Citizenship

• Companies need to be sensitive to supporting community organizations and 
building relationships with important stakeholders

Corporate giving in these areas should be approached proactively and• Corporate giving in these areas should be approached proactively and 
efficiently

– Minimize administrative costs
– Insure clear goals for each program
– Track results over time

• Let employees take the lead
– e g matching gifts volunteers– e.g., matching gifts, volunteers

• Harness collaborative models with partners wherever possible to leverage 
impact

• Limit involvement in generic social issues to a modest proportion of overall 
activity
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activity



Mitigating Negative Value Chain Impacts

• Measure social impacts of operating activities whenever possible

• Identify best practices in limiting harm across the value chain

• Make performance in improving social impacts of activities a 
responsibility of operating unitsresponsibility of operating units
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Moving to Strategic CSR
Operational Effectiveness is not Strategy

OperationalOperational StrategicStrategicOperationalOperational
EffectivenessEffectiveness

StrategicStrategic
PositioningPositioning

• Creating a unique and 
sustainable competitive 
position

• Assimilating, attaining, and 
extending best practices

p

Do the same thing better Do things differently to achieve 
a different purpose
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• Strategic CSR involves a small number of initiatives whose shared value
for society and the business is large and distinctive



Strategic CSR
Value Chain Impacts: ChoicePoint

• ChoicePoint’s core business is providing personal identification, screening, and 
credit verification

– e.g., access to ChoicePoint databases, employment background screening, credit 
verification, DNA identification and authentication, drug testing, etc.verification, DNA identification and authentication, drug testing, etc.

• The company’s CSR program focuses on providing services and advice to social
organizations:

– e.g., Background checks of volunteers working with children such as Boys & Girls Club 
volunteersvolunteers

– Identity verification for Katrina victims
– Assisting NGOs to find missing children and prevent identity theft

• ChoicePoint leverages its skills, data, technological knowledge, and staff to 
maximize social impactmaximize social impact

• ChoicePoint’s CSR approach is aligned with its founding principle: creating a safer 
and more secure society through responsible use of information

• CSR activities are not just charity but improve the company’s capabilities around 
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identity issues
– Working with social organizations helps develop new methodologies and capabilities



Strategic CSR
Integrating External Context and Strategy: Nestlé in India

• Nestlé entered Moga in 1962, when the region was in severe poverty
• Local milk supply was hampered by small parcels of land, poor soil, periodic 

droughts, animal disease, and lack of a market
• Nestlé established local milk purchasing organizations in each town
• Nestlé invested in improving competitive context

– Collection infrastructure such as refrigerated dairies was accompanied by 
t i i t iti i t i t d lit t t i tveterinarians, nutritionists, agronomists, and quality assurance experts to assist 

small farmers
– Medicines and nutritional supplements to improve animal health
– Monthly training sessions for local farmersy g
– Wells to secure water supply for animals were dug with financing and technical 

assistance from Nestlé
• Nestlé has built a productive milk cluster in Moga sourcing milk from 75,000 

f th h 650 d i ifarmers through 650 dairies

M h h i d i l diti d f hi h t d d f li i
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• Moga has much improved social conditions and a far higher standard of living
• Nestlé has developed a long-term competitive advantage in the milk cluster 

in numerous developing countries



Creating a Social Dimension of the Value Proposition

• Economic and social value are complementary, especially in the 
medium and long-run

• Customers value social performance, not just economic performance

C i h t t i l i t i ti htl• Companies can have greatest social impact in areas tightly 
connected to their business

• Companies can create a social dimension to their value proposition

• Social dimensions can be more sustainable than conventional costs 
and quality advantages
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q y g



Strategic Positioning
Whole Foods Markets

• Natural fresh organic and prepared foods and • Well-lit inviting supermarket store formats with

Value PropositionValue Proposition DistinctiveDistinctive
ActivitiesActivities

• Natural, fresh, organic, and prepared foods and 
health items with excellent service at premium 
prices

• Educated, middle class, and affluent customers 
passionate about food as a part of a healthy 

Well-lit, inviting supermarket store formats with 
appealing displays and extensive prepared foods 
sections

• Produce section as “theater”
• Café-style seating areas with wireless internet for 

meetings and meals
lifestyle

meetings and meals
• Each store carries local produce and has the authority 

to contract with the local farmers
• Information and education provided to shoppers along 

with products
• High touch in-store customer service viaHigh touch in-store customer service via 

knowledgeable, non-unionized, highly motivated 
personnel 

• Egalitarian compensation structure
• Own seafood procurement and processing facilities to 

control quality (and price) from the boat to the countercontrol quality (and price) from the boat to the counter
• Donates 5% of profits to non-profits 
• Each store has “green projects,” directed by 

employees to improve environmental performance
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• Excellent strategies often include a social dimension of the value proposition



Strategic CSR
Other Case Studies

Coffee procurement• Starbucks

AIDS ad campaign• MTV Networks

Market enabling for investments in
renewable energy and climate change

• Swiss Re
gy g
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Organizing for Corporate Social Responsibility

• Unify corporate giving and CSR

• Engage operating management in identifying value chain impacts 
and social dimensions of the competitive contextand social dimensions of the competitive context

– Operating managers must understand CSR, and CSR managers must 
understand company strategy

• Incorporate social performance metrics into overall business• Incorporate social performance metrics into overall business
measurement

• Measure the social impact of company activities, not just stakeholder 
satisfactionsatisfaction

• Partner with other companies and organizations to amplify impact and 
lower cost

• Companies need to shift CSR from a fragmented, defensive posture
to an integrated, affirmative approach
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The Moral Purpose of Business

• The most important thing a corporation can do for society is to contribute to a 
prosperous economy

• Only business can create wealth; other institutions in society are principally involved in 
redistributing wealth or investing it to meet human needsredistributing wealth or investing it to meet human needs

• Corporations are not responsible for all the world’s problems, nor do they have the 
resources to solve them all

– Business has no need to be defensive about its role in society

• Business has the tools, capabilities, and resources to make a far greater positive 
impact on social issues than most other institutions

• Business is more transparent and more accountable than most foundations and 
NGOsNGOs

• Each company can and should identify the particular set of societal problems that it is 
best equipped to help resolve, and from which it can gain the greatest competitive benefit

• Addressing social issues through shared value strategies will lead to self-sustainingAddressing social issues through shared value strategies will lead to self sustaining 
solutions
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• Using these principles, businesses can have a greater impact on social good than any 
other institution or philanthropic organization


