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Renaissance Risk

Changing the odds in your favour

Dispelling the fog of Corporate Social Responsibility

Corporate social responsibility (CSR) is a current buzzword within the maritime & energy communities. There are many definitions of CSR which emphasize different areas, but the one most applicable to the majority of cases is the definition coined by The World Bank: “Corporate social responsibility is the commitment of businesses to contribute to sustainable economic development by working with employees, their families, the local community and society at large to improve their lives in ways that are good for business and for development”.

However, as there is no set definition of CSR, there is confusion regarding what, if anything, should be expected of companies in the area of social responsibility. The working assumption is that a company is responsible for its wider impact on society, not merely the return to shareholders.
But, if that is the case, is CSR a contradiction in terms?  If companies are legally bound, as it would seem, to maximise profits to shareholders, does this duty mean that corporations can only be ‘socially responsible’ if they are being insincere?

The practice of CSR is therefore subject to much debate and criticism. Many believe that it is no longer just desirable for companies to prove to the world that they are good corporate citizens, it is now essential. Proponents argue that there is a strong business case for CSR, in that corporations benefit in multiple ways by operating with a perspective broader and longer than their own immediate, short-term profits. Critics argue that CSR distracts from the fundamental economic role of businesses.  Some argue that it is nothing more than superficial window-dressing, or that it is an attempt to pre-empt the role of governments as a watchdog over powerful multinational corporations.

Opinion and research has also been divided regarding the relationship between CSR and financial performance.  On the one had, conventional wisdom assumes that CSR has been considered as a zero-sum tradeoff with profitability: investment in CSR should result in less spent on increasing market share, or re-investment.  Observers have also suggested that those companies, who appear to be more responsible in the areas of environment and societal behavior, would be more attractive for investors, and therefore perform better financially.
The evolution of CSR

The phrase Corporate Social Responsibility was coined in 1953 with the publication of Bowen's 'Social Responsibility of Businessmen', which posed the question 'what responsibilities to society can business people be reasonably expected to assume?'. Writing on the subject in the 1960’s expanded the definition, suggesting that beyond legal obligations companies had certain responsibilities to society. In 1984, the management consultant Peter Drucker wrote about the imperative to turn social problems into economic opportunities.

Throughout the 70’s and 80’s academic discussion of the concept of CSR grew, but the first company to actually publish a social report was Ben and Jerry's in 1989, and the first major company was Shell in 1998.

What is a company?

A company is the property of its shareholders. Company directors are legally bound to act solely in the best interest of the company's owners. It is often argued that this creates a structure which pathologically pursues profit.  Companies can laud 'values', but the CEO of a publicly listed company can only have one true metric: the share-price.

Economist Milton Friedman argues that because a company is the property of its shareholders, CSR can only be insincere.  Companies can only make a decision which favours the wider social good if the outcome is also the most profitable one.

Since CSR will not bring an end to destructive activities for as long as they are profitable, can it really be described as ‘responsibility?  Perhaps CSR has ulterior motives. One study showed that over 80% of corporate CSR decision-makers were very confident in the ability of good CSR practice to deliver branding and employee benefits.

Therefore one issue with CSR as a strategic tool is that it does leave business open to the charge of proposing ineffective, voluntary, market-based solutions to social and environmental crises under the guise of being responsible.

Why adopt a CSR policy?
Benefits to the Company

Risk management – At the end of the day, investing in a company is a gamble and investors want to see that their investment is a relatively safe bet. CSR means that companies understand and manage the issues which might cause them to be targeted by campaigners. This doesn't necessarily mean cleaning up their act; it can equally mean trying to occupy the ideological space around an issue.

Investor relations and access to capital – Many investors consider more 'socially responsible' companies to be more secure investments. Nearly 90% of institutional investors believe that CSR will have a positive effect on business.

Reputation management – Corporations are increasingly trading on their reputations, brand value and 'intellectual capital'. These 'intangibles' can have an actual numerical value on the company balance sheet. For example, over 50% of the total value of the Fortune 500 companies, worth around $24 trillion, is made up of intangibles. With 85% of consumers reporting that they have a more positive image of a company that is seen to make the world a better place, CSR is an essential strategy for underpinning a company’s reputation.
Employee satisfaction – With over 60% of workers reporting that they want to work for a company whose values are consistent with their own, being seen by employees as a responsible company as well as a fair employer helps to attract and retain the best staff.
Competitiveness and market positioning – Taking lead in CSR means that a company can position itself as the leader in its field, and will be ahead of the game if regulations are brought in or when other companies in the sector take up CSR as a business strategy.
Maintaining the licence to operate – Mistrust of corporations is widespread, and many companies see that the tacit licence to operate that society grants them is under threat. A valid response is to attempt to convince society that they have a positive impact.
Benefits to Society

The type of activities companies undertake to be seen as socially responsible include:

Corporate philanthropy – Donating to charities is a simple and reputation enhancing way for a company to put a numerical value on its CSR 'commitment'.  Unfortunately, because it is easy and very PR friendly, corporate giving is more often dismissed as a PR exercise than other forms of CSR.
Cause-related marketing – Cause-related marketing is a partnership between a company and a charity, where the charity's logo is used in a marketing campaign or brand promotion.  Companies often choose charities which will attract target consumers.  The charity gains money and profile, and the company benefits by associating itself with a good cause as well as increasing product sales.
Sponsoring awards – Through award schemes, companies can position themselves as experts on an issue and leaders of CSR simply by making a significant donation.
Codes of conduct – Corporate codes of conduct are explicit statements of a company's 'values' and standards of corporate behaviour.
Social and environmental reporting – Linked to codes of conduct, reporting on social and environmental performance, as pioneered by Shell, is a mainstay of a company's CSR efforts. Many of the world's largest companies now produce CSR reports.
Stakeholder engagement – Stakeholders are the individuals or groups affected by the activities of the company, for example: the company's employees, shareholders, customers, communities living in the vicinity of the company sites, and staff in the supply chain. In stakeholder meetings, an empty chair left to represent stakeholders that cannot speak for themselves can send an important message to those who do attend.

Community investment – Many companies develop community projects in the vicinity of their sites, to offset negative impacts or 'give back' to the community and local workforce. 
Eco-efficiency – Eco-efficiency was the phrase coined by the World Business Council for Sustainable Development in advance of the Rio Earth Summit to describe the need for companies to improve their ecological as well as economic performance.
It’s a win-win game

The real issue is not whether a company should indulge in CSR, but rather that each company should tailor CSR to their business strategy, to become more competitive. Rather than trying to connect CSR to short-term profitability, a better long-term estimate of the benefits of CSR needs to be taken into account.

A more recent emphasis is on the use of strategic CSR, which is strategic when it yields substantial business-related benefits to the firm, in particular by supporting core business activities and thus contributing to the firm’s effectiveness in accomplishing its mission.
One universal reason to adopt CSR is for value creation – that is, under what conditions does a firm jointly serve its own strategic business interests and the societal interests of its stakeholders. Value creation is most prevalent when the following categories are taken into consideration, when contemplating which CSR policy to move forward on:

· Centrality - closeness of fit to the company’s mission and objectives 

· Pro-activity - degree to which the program is planned in anticipation of emerging social trends and in the absence of crises 

· Specificity - ability to capture private benefits by company 

· Visibility - observable, recognizable credit by internal and/or external stakeholders for the company 

· Voluntarism - the scope for discretionary decision-making and the lack of externally imposed compliance requirements 

The above factors are all important in differing degrees to engender the positive benefits from CSR.
The rise of the ethical consumer

Consumers do not want to think that their lifestyle and consumption habits have a negative impact on others or on the environment, and although there remains a  dividing line between the number of consumers saying they are concerned and those that could be termed 'global watchdogs', that division is becoming increasingly blurred.

Ethical consumption, fuelled by the popular press, has helped fill consumers’ need to continue consuming and helps to minimise the guilt that they feel about their impacts. Increasingly, consumers don't like to think that their buying habits are unethical, and so are receptive to corporate messages about social responsibility.

CSR sells
In our media saturated culture, companies are looking for ever more innovative ways to get across their message, and CSR offers many potential avenues for subtly reaching consumers. CSR also helps to greenwash the company's image, to cover up negative impacts by saturating the media with positive images of the company’s CSR credentials, and could prove to be an effective ally toward improving the public profile of the maritime industry.
It is a tricky position for CEOs of companies to decide whether or not they should adopt CSR, and it is a difficult business decision to anticipate consumer reaction to such practices. More and more, companies have to deal with the prevalence of CSR advocates, and to take their responsibility and role in society seriously. Perhaps this is the most persuasive argument that can be made in favour of CSR.  Companies that avoid this new business reality do so at their own peril.
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