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Introduction

Our society is facing a unique set of global challenges. For
example:

• 78 percent of the world’s population remain poor1 and
many are unable to meet their most basic needs;

• 28 percent of the world’s children under five years old
are severely or moderately undernourished2;

• Air pollution is estimated to cause 5 percent of the
world’s deaths each year3;

• In the 1990s approximately 2 percent of the world’s
forests were lost4;

• It is estimated that about 10 percent of all known
plant species are under threat of extinction as a result
of human activities4.

The moral case for action by society at large to deal with
these problems is hard to deny. But, irrespective of any
moral imperatives, there is a growing realisation that
inequities cause instability, and this is a major threat to
business growth. With today’s communication networks,
local issues can become global in a matter of minutes.
The views of stakeholders, and their expectations of cor-
porate behaviour, are shaped by what they see happening
in the world around them. 

Companies that embrace corporate responsibility (CR)
recognise that their social and environmental impact has
to be managed in just the same way as their economic or
commercial performance. But getting started and putting
CR principles into practice can be difficult, and many
companies struggle to justify the management of social
and environmental affairs in terms of tangible business
benefit. 

The Business Case 
for Corporate Responsibility
Justin Keeble, Rick Eagar and Claudia Auf der Maur 

Never before has there
been such pressure on
companies to address their
social and environmental
responsibilities and such a
wealth of opportunity to be
derived from doing so. 
Companies are beginning
to realise that effective
management of their cor-
porate responsibilities
offers a means by which
they can manage and influ-
ence the attitudes and per-
ceptions of their stake-
holders. Done properly, it
builds long-term trust and
enables the benefits of
positive relationships to
deliver business advan-
tage. Keeble, Eagar and
Auf der Maur explore the
topic.
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CR should be seen as a journey rather than a destination
and, as society’s expectations of business are becoming
more demanding, the sooner companies start out the bet-
ter. In recent years much has been written about the sub-
ject of CR and the business imperatives behind it. There
are six commonly recognised benefits that can be gained
from an effective business-led approach to CR:

• Reputation management

• Risk management

• Employee satisfaction

• Innovation and learning

• Access to capital

• Financial performance.

Reputation Management

The success of every business depends on its relationship
with its stakeholders, not least its customers. Enhancing
the relationship a company has with its stakeholders
increases the potential support that each group has for
the company and its strategic objectives (Exhibit 1). It is
through this relationship that a company creates value.

Exhibit 1 Managing the Benefits of Corporate Reputation

Source: Adapted from Fombrum et al (2000)6
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Customers are voting with their wallets when it comes to
CR. In 1998, 28 percent of the British public believed that
when buying a company’s product it was very important
that the company showed a high degree of social responsi-
bility; by 2002 this had risen to 44 percent7. 86 percent of
consumers have a more positive image of a company that
is seen to be doing something to make the world a better
place8, and a company’s responsibilities to society and its
environmental and labour practices are all seen by the
public across 20 countries as more important than its eco-
nomic contribution9.

Unfortunately, distrust among stakeholders - particularly
consumers - of the adequacy with which companies are
addressing their corporate responsibilities is rising.
Recent evidence suggests that business leaders are one of
the professional groups least trusted to tell the truth. 62
percent of British adults do not trust business leaders10

and 48 percent of the global public have little or no trust
in large companies11. This is alarming since a company’s
reputation is one of its most valuable assets, topping the
intangible asset list of most chief executive officers12. For
example, it is estimated that 96 percent of Coca-Cola’s
value comprises intangibles, reputation, knowledge and
brand. For Kellogg’s this equals 97 percent and for
American Express 84 percent13.

An increasingly common response by companies to the
concerns of their stakeholders is to publish information
on their social and environmental performance. 87 per-
cent of the British public say they would expect to see a
copy of any social or partnership report if they were a
shareholder, while 44 percent say they would not expect
to see one as a customer, but that seeing one would
improve their perception of the organisation14. More than
half the top 250 companies now produce reports on envi-
ronmental, social or ethical performance, demonstrating
that non-financial disclosure to external stakeholders has
become mainstream15.

Case study 1: Friends Provident

The Quaker origins of the financial products and service
provider Friends Provident have placed ethics at the heart

48 percent of the global public
have little or no trust in large
companies.
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of its business for 170 years and provide the basis for the
company’s longstanding commitment to social responsi-
bility. In order to maintain this strong reputation the
company has developed a Statement of Business Principles
in conjunction with its key stakeholders which sets out its
core values and responsibilities. To demonstrate that it is
fulfilling these commitments Friends Provident reports
on its social and environmental performance through a
dedicated Corporate Social Responsibility Centre. 

Ashley Taylor, Manager for CR and Governance at Friends
Provident, understands the impact this has on business:
“The public put great emphasis on integrity, so name and
reputation are critical to selling business. Therefore CR,
which impacts on name and reputation, is an important
differentiator. This is especially true when you are selling
long-term intangible products such as pensions and life
assurance. People cannot ‘test’ or ‘try’ these products.
Instead they must trust the seller to deliver.”

Risk Management

CR provides a means by which companies can better
understand and manage risk. Many corporations are
broadening their definition of risk to encompass wider
and longer-term risks that incorporate social and environ-
mental issues. In addition, they are engaging with a wider
external audience to understand different needs and
expectations and take action where appropriate. There is
growing pressure for companies to understand and act on
a widening range of risks across their business. Over the
last few years, a number of guidelines and initiatives have
been launched to encourage businesses to manage risks
across their business. As exhibit 2 shows, in the United
Kingdom it is particularly the requirement to prepare an
Operating and Financial Review (OFR) that will have a sig-
nificant impact on the way companies report on the
social and environmental risks to their business.

Many corporations are 
broadening their definition 
of risk to encompass wider
and longer-term risks that 
incorporate social and 
environmental issues.
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86 percent of institutional investors across Europe believe
that social and environmental risk management will have
a significantly positive impact on a company’s long-term
market value16. Despite this, many companies are failing
to incorporate risks or opportunities associated with sus-
tainability into their internal risk-assessment processes or
business strategies. This is surprising as CR offers more
effective risk management, helping companies to reduce
avoidable losses, identify emerging issues and use posi-
tions of leadership as a means to gain competitive advan-
tage by influencing new regulations to strengthen com-
petitive advantage.

Employee Satisfaction

Businesses are run by people for people. As Simon Zadek,
CEO of AccountAbility, a professional institute advancing
corporate accountability standards for sustainable devel-
opment, has commented, “they are no more or less than a
human intervention for making things out of other
things and getting them into use”17. A business is depend-

86 percent of institutional
investors across Europe believe
that social and environmental
risk management will have a
significantly positive impact
on a company’s long-term
market value.

Guidance Year Sponsor Detail

Operating
and
Financial
Review

2003 Department
of Trade and
Industry 

Principles and guidance on how
directors of companies over a cer-
tain size should report on issues
that are material to shareholder
interests, including the company’s
impact on the environment and
wider community.

ABI disclo-
sure guide-
lines on
Socially
Responsible
Investment
(SRI)

2002 Association
of British
Insurers

Guidelines on disclosures on envi-
ronmental, social and ethical
matters in company annual
reports, including whether or not
the company’s board has effective
systems for managing significant
risks.

Internal
Control: 
Guidance for
Directors on
the
Combined
Code of
Corporate
Governance
(Turnbull)

2001 Department
of Trade and
Industry

Provides guidance on the imple-
mentation of the Internal Control
Requirements of the Combined
Code on Corporate Governance. It
requires companies to identify,
evaluate and manage their signifi-
cant risks and to assess the effec-
tiveness of their internal control
systems. It includes direct refer-
ence to risks related to health and
safety, environmental and reputa-
tional issues.

Some Examples of UK Guidelines to 
Encourage Improved Risk Management

Exhibit 2
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ent on its employees in its operations, on its relationships
with other stakeholders and on the delivery and creation
of value. It is not possible to separate employees from a
business; they are the business. Understanding and align-
ing their values with those of the business is critical for
business success. In the UK, the average employee is at
work almost two-thirds of all the days in a year.
Employment is a significant part of people’s lives. Just as
people develop and pursue things important to them out-
side the workplace, they expect to be able to flourish as
individuals within the workplace. People want to work for
a responsible organisation18. Recent evidence suggests that
three in five people want to work for a company whose
values are consistent with their own19 and they will stay
with the organisation whilst this consistency remains.
The challenge is that companies are not seen to respond
to these demands as employees’ expectations rise19. In
1999 the British health-care organisation BUPA launched
“Taking Care of Lives in our Hands”, which integrated val-
ues through the business. This initiative helped to boost
employee satisfaction (up by 20 percent) and the organisa-
tion’s business turnover (up by 32 percent)19.

Case study 2: Hilti

Hilti is a Liechtenstein-based producer of construction
tools for professionals, with approximately 15,000 employ-
ees and a turnover of €2 bn. Each year the company
invests several million Swiss francs in cultural training to
improve and adapt existing management systems. 

The company has developed an appraisal system that
ensures that the personal goals of the management and
employees are aligned with those of the company. The
company attaches “coach-boards” to the walls of its facto-
ries with the team leaders’ personal goals written on
them for all to see. They also display “cockpit-charts” illus-
trating the teams’ delivery speed during the previous four
weeks. This ensures that the personal goals of leaders and
teams are public knowledge and permanently monitored. 

In 2003, Hilti won the Carl Bertelsmann Award, which
focused on “Corporate Culture and Management as
Factors of Success”. Hilti was best in class in the four crite-

Three in five people want to
work for a company whose 
values are consistent with
their own. 
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ria for winning the prize: social responsibility, profound
value system, participative management style, and ability
to adapt and integrate. 

CEO Michael Hilti explains: “We strive to have employees
who share our corporate values – as we think that corpo-
rate culture does not stop at the factory gates.”20

Innovation and Learning

In 1983, a Royal Dutch/Shell survey found that one third
of the firms in the Fortune 500 in 1970, only 13 years
before, had vanished. Shell estimated that the average life-
time of the largest industrial enterprises is less than 40
years, roughly half the lifetime of a human being21. Peter
Senge, founder of the Centre for Organisational Learning
at the Massachusetts Institute of Technology’s Sloan
School of Management, asserts that, although the death
of these firms may be attributed to economic change and
redistribution of resources, high corporate mortality is a
symptom of deeper problems, which afflict all companies
and which most organisations fail to learn how to handle.

Recent evidence suggests that companies embracing CR
stimulate creativity and learning. 80 percent of European
business leaders believe that responsible business practice
allows companies to stimulate creativity and learn about
the marketplace18. Furthermore, over four in five of both
employees and CEOs believe that responsible organisa-
tions are more creative18 than others.

The long-term survival of organisations also depends on
their ability to understand and act on societal and techno-
logical change. Joseph Schumpeter, one of the greatest
economists of the 20th century, coined the term “creative
destruction” to describe the dynamic pattern where inno-
vative upstarts unseat established firms22. During periods
of dramatic change, incumbent firms fail to build the
capabilities needed to secure a position in the new com-
petitive landscape23.

Looking at what Schumpeter said, it becomes clear that
we might just be experiencing another societal change in
terms of what the public expects from companies. We

Recent evidence suggests that
companies embracing CR 
stimulate creativity and learn-
ing. 80 percent of European
business leaders believe that
responsible business practice
allows companies to stimulate
creativity and learn about the
marketplace.
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need to innovate and the benefits of innovation should
not be constrained by the boundaries of an organisation.
Already, many organisations are co-innovating with busi-
ness partners to identify new approaches that deliver
business benefits whilst tackling a social or environmen-
tal issue. For example, Nike has programmes in place with
six of its material suppliers to collect 100 percent of their
scrap and recycle it into the next round of products,
reducing production costs and waste24.

Case study 3: The Beacon Press

The Beacon Press’s commitment to environmental innova-
tion has made it one of the UK’s leading printing compa-
nies. It has shown that new quality standards can be
achieved through environmental best practice. The com-
pany was among the first to convert to waterless printing
and the investment has already paid off, as the extra capi-
tal expenditure incurred to purchase the waterless tech-
nology has already been offset by reductions in operating
costs. Since 1995 the company has reduced its water and
gas consumption by over 50 percent. It recycles 84 percent
of its waste and only uses electricity from renewable
sources.

Beacon Press’s leadership in environmental performance
has made it a preferred supplier to other companies wak-
ing up to greening their supply chain, and it now has one
in 10 of the FTSE350 companies as customers. The compa-
ny won the Business in the Community’s Environment
Award for Excellence in 2002 and the Queen’s Award for
Sustainable Development in 2003.

Access to Capital

CR is a key factor in helping companies to access capital,
because:

• Investors are increasingly considering a company’s
social and environmental performance. Over half of
analysts and two thirds of investors now believe a com-
pany that emphasises its performance in this area is
attractive to investors25;
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• Private equity investors are developing tools to identify
social and environmental risks in potential invest-
ments and are using CR as a vehicle to leverage
finance;

• Banks are developing more effective means to under-
stand social and environmental risks when lending,
underwriting or financing projects and are introduc-
ing social and environmental management systems
into decision-making, particularly to manage their
own reputations;

• Public-sector lenders are developing increasingly
sophisticated measures to reduce their exposure to
risk, particularly in developing countries. Almost all
major public-sector multilateral financial institutions
are introducing environmental criteria in their loans
or investment projects in the developing world26;

• General and life insurers are integrating social and
environmental factors into their premium calcula-
tions.

The message is clear. If you want access to cash, CR is key,
and this trend will only accelerate in the future.

Traditionally, investors have been portrayed as having lit-
tle interest in the non-financial aspects of business man-
agement. Today, the investment community is more likely
to regard CR as a sign of the quality of management of a
company and, as evidence of the link between good corpo-
rate citizenship and good financial performance mounts,
few investors can afford to ignore this aspect of business
behaviour.

An increasing number of investment funds are now man-
aged according to the principles of socially responsible
investment (SRI), with portfolio managers either screen-
ing out businesses that do not meet high environmental
or social standards or using their influence to improve
the ethical performance of these companies. 33 percent of
institutional investors across Europe claim to offer SRI
products, with a further 15 percent planning to16. In the
US, there were $2.34 trillion of SRI funds under manage-

Today, the investment commu-
nity is more likely to regard
CR as a sign of the quality of
management of a company.
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ment in 200127, approximately one in every eight dollars
under professional investment. In Europe, €12.2 billion
has been invested in the SRI retail market and €336 bil-
lion in the SRI institutional market28.

These issues are not limited to the SRI community. 33 per-
cent of mainstream analysts now say environmental fac-
tors are important in their evaluation of companies, com-
pared with only 20 percent in 1994. The figures for social
issues have increased by an even wider margin, from 12
percent to 34 percent25.

Although the original reason for companies to adopt SRI
may have been individual investors voicing concern over
where their money was being invested, there is evidence
that companies that are managing their corporate respon-
sibilities offer better long-term returns for investors than
those that are not. A recent review of the Dow Jones
Sustainability Indexes (DJSI) suggests that, between 2002
and 2003, the DJSI outperformed the mainstream market.
During this period, the DJSI World (in USD) increased by
23.1 percent while the Dow Jones World Index (in USD)
went up by 22.7 percent and the MSCI World (in USD) rose
by 21.2 percent29.

Financial Performance

In Built to Last, Collins and Porras compared 18 compa-
nies that had been operating successfully for at least 50
years with 18 of their direct peers, all of which had been
well known and relatively successful at certain points in
their history. Collins and Porras found that a key charac-
teristic in distinguishing the so-called “visionary” compa-
nies from their peers was having a core purpose beyond
making money. Being clear about this purpose helped
“visionary” companies to achieve far better long-term
financial performance than their peers. One dollar invest-
ed in 1926 in a fund comprised of “visionary” companies
would have grown to $6,356 by 1990, compared with $955
for a dollar invested in the comparison group30.

Recent research supports Collins and Porras’ findings. The
Institute of Business Ethics in London published a study
of FTSE 250 companies showing that those with an ethical

Between 2002 and 2003, the
Dow Jones Sustainability
Index outperformed the 
mainstream market.
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code in place for over five years outperformed the average
on economic and market value-added. For 79 percent of
fund managers and analysts surveyed in 2003, the man-
agement of social and environmental risks has a positive
impact on a company’s market value in the long term32.

78 percent of senior business leaders across Europe
believe that only by fully integrating responsible business
practice will companies be more competitive18 and nearly
70 percent of CEOs say that CR is “vital” to profitability.
Even in the current economic climate, it will remain a
high priority for 60 percent of CEOs globally28.

CR can also lead to direct improvements on the bottom
line. Anticipating and lobbying over impending legisla-
tion can reduce future costs of compliance, understand-
ing how your company uses materials and manages ener-
gy and waste can reduce operational costs and integrating
environmental specifications into new assets can reduce
life-cycle costs and improve efficiency.

Case study 4: Novo Nordisk
Eco-efficiency in design and construction

In the pharmaceutical industry time-to-market is a criti-
cal factor. As a result, Novo Nordisk of Denmark needed to
develop a fast-track approach to the design and construc-
tion of its production facilities. This involved the use of
pre-assembled modules, which are not necessarily the
most resource-efficient. A new procedure was introduced
in 2002 to ensure environmentally sound project design
in construction, extension and conversion of production
plants. The procedure was tested on a new plant in
Denmark, resulting in energy and water-saving measures
in the design of up to 45 percent. The extra cost was less
than 1 percent of the total investment, with a payback of
just over a year, and the programme reduced operating
costs by $1 million, making it an attractive return on
investment.

Nearly 70 percent of CEOs 
say that CR is “vital” to 
profitability.
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Reaping the Benefits

So how are companies going about integrating CR into
their operations in order to reap these benefits?
Predictably there is no single approach that fits the needs
of all companies with diverse risk profiles and business
opportunities. However, in our work across different sec-
tors we see three key dimensions that all companies need
to consider: Stakeholder Relations, Systems and Culture.

Stakeholder relations: Most companies understand the
importance of managing relations with their key stake-
holders such as shareholders, customers, employees, the
local community, government, the media and the general
public. But companies that have been successful in this
area have done more than simply issuing regular press
releases, responding to enquiries and holding the occa-
sional open day. Instead they have developed well defined
processes which ensure two-way communication with
stakeholders - listening as well as telling. They create open
forums, if necessary using independent facilitation; they
obtain high-level involvement from senior public figures;
they engage and partner with outside groups where possi-
ble; they listen, but also seek proactively to influence pub-
lic debate; they follow up actions and maintain a regular
dialogue; and they never tire of repeating the same con-
sistent messages.

Systems: A common trap is that companies focus too
much on stakeholder relations without any substantive

Exhibit 3

Stakeholder Relations
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" Cooperative and
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Systems 

" Robust internal con-
trols, including
human factors

" Integrate CR into
innovation processes 

" Manage risks taking
into account public
perception 

" Exploit CR strengths
in improving access
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enhancing share-
holder preference

Culture

" Inspiring set of val-
ues, shared by
employees

" Use social and envi-
ronmental drivers to
stimulate learning
and innovation

" Openness, integrity
and respect

" Focus on innovation
" Values-driven not

incentive-driven

Source: Arthur D Little analysis
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changes to the way they operate. By so doing they become
hostages to fortune - any CR failing can suddenly become
a crisis as people compare the perceived reality with the
lofty statements issued by corporate communications.
Clearly, robust internal controls are a pre-requisite. But, in
addition, companies need to ensure that the human
dimensions of risk are properly considered, both in terms
of the impact of errors and violations on systemic fail-
ures, and in terms of the public perception of the accept-
ability of particular risks. Companies are also only just
beginning to explore the potential business opportunities
opened up by integrating the CR agenda into their inno-
vation processes: for example by developing new technolo-
gies to provide better product traceability for consumers,
or creating new channels to market for infrastructure
products and services for developing communities.

Culture: No company will succeed in reaping the benefits
from CR unless there is a clear shared vision to do so and
an organisational culture that aligns with the principles
that CR espouses. In this respect, CR is no different to
innovation, customer focus, quality and other company
priorities. Incentives may help, but the primary driver for
progress must be the shared values of the organisation.
There must be a culture of openness and mutual respect
and a focus on innovation, using social and environmen-
tal drivers to stimulate learning.
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Insights for the Executive

Companies that embrace CR can open doors to new mar-
kets, new opportunities and new relationships, set the
scene for long-term profitability and increase the competi-
tiveness of the communities in which they operate.
Conversely, companies that fail to manage their responsi-
bilities to society as a whole risk losing their so-called
“Licence to Operate” – the unwritten authority to do busi-
ness that is granted by a company’s stakeholders at large.

Companies can start to realise the benefits of CR by pay-
ing attention to the three key dimensions of Stakeholder
Relations, Systems and Culture:
Stakeholder Relations
• Do you have effective processes in place to understand

the needs and expectations of your stakeholders and to
enhance their support?

Systems
• Do you have established processes to identify, evaluate

and manage significant social and environmental risks
and the effectiveness of your internal control systems?

• Are you using social and environmental drivers to
develop new products and services, enter new markets
and construct new business models?

• Are you exploiting your strengths in corporate respon-
sibility to improve access to capital, including share-
holder preference?

• Are you using environmental and social drivers to
reduce costs and improve competitiveness?

Culture
• Are the values of your company consistent with those

of your employees?
• Are you using these drivers to stimulate learning and

innovation within your organisation?

Business is the primary source of investment in produc-
tive capacity and the main employer in most societies,
and therefore has a key role to play in tackling global
challenges. The good news is that this is not just a bur-
den; it is also an opportunity for innovation, growth, sta-
bility and profitability.
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