CORPORATE SOCIAL RESPONSIBILITY

 Vs. CORPORATE GOVERNANCE (
       The old corporate model, more or less, revolved around profit maximization. Profits at any cost, it often seemed. More mature corporations would tend to have a fairly solid corporate governance system in place, but typically lacked any kind of corporate social responsibility initiative or a formalized Code of Ethics.

     Times are changing and there is a building consensus that corporations and their profits should be held to a higher standard. Gone are the days wherein the corporate mantra echoed the classical view of Milton Friedman “The business of business is to make profits”. However, he meant that profit should be sound profits made within the rules of the game. The contemporary view is that a corporate has to create maximum shareholder value working under the circumstances where it is fair to all its stakeholders – workers, consumers, community, government and environment. Instead of simply pushing to achieve profit maximization, corporates should combine a strong showing from each of the following disciplines to instead generate “ethical profits” as shown in the figure.

· Business Ethics; 

· Corporate Governance; and, 

· Corporate Social Responsibility. 

       What the following diagram conveys is that without one of the three key pieces, the corporation will not be able to generate ethical profits–it is only through a strong showing from each of the three that ethical profits can be realized.

Figure1 : Three Disciplines Towards Ethical Profits
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          For instance, imagine a company with strong and consistent corporate governance, but that lacks a formal Code of Ethics. Without the code, how do employees and stakeholders evaluate ethical dilemmas? For that matter, do they have any idea what the company believes is ethical or not? Without such formal ethical guidelines, can the company truly generate ethical profits?

        On the other hand, a strong foundation in all the three areas guarantees that the company is generating ethical profits. With strong corporate governance, stakeholders and employees are ensured that the proper checks and balances are in place and functioning correctly. Strong corporate social responsibility initiatives ensure that the company is taking into consideration such issues as the environment, human rights, and community involvement. In short, the profits is only a score of effectiveness and not the end itself, in the words of Peter Drucker, the management guru of the last century.

CSR – Doing well by doing good

        Today’s corporations operate in an environment of intense media, investor, regulatory and public scrutiny. The financial scandals of recent years have created a significantly more constrained regulatory environment. At the same time, increasing public and stakeholder concern about the social and environmental impacts of business practices is forcing companies to come to terms with a much broader set of interests and expectations. Corporate Governance reform has emerged as a critical business issue, thrust on the world stage by a number of high profile corporate failures. 

       Corporate Social Responsibility is one niche area of Corporate Behavior and Governance that needs to get aggressively addressed and implemented tactfully in the organizations. The notion of CSR encompasses a wide spectrum of issues, which range from business ethics, corporate governance and socially responsible investing ('SRI') to environmental sustainability and community investment Generally, CSR is understood to be the way firms integrate social, environmental and economic concerns into their values, culture, decision making, strategy and operations in a transparent and accountable manner and thereby establish better practices within the firm, create wealth and improve society.
       In today’s changing environment, CSR encompasses not only what companies do with their profits, but also how they make them. It goes beyond philanthropy and compliance to address the manner in which companies manage their economic, social and environmental impacts and their stakeholder relationships in all their key spheres of influence: the workplace, the market place, the supply chain, the community and the public policy realm. These issues need to be addressed as a matter of strategic importance at the level of company’s Board of Directors and its Chairman and Chief Executive. 


Since businesses play a pivotal role in job and wealth creation in society, CSR is a central management concern. It positions companies to both proactively manage risks and take advantage of opportunities, especially with respect to their corporate reputation and broad engagement of stakeholders. 

        Above all, CSR is about performance: moving beyond words on a page to effective and observable actions and societal impacts. Performance reporting is all part of transparent, accountable -- and, hence, credible -- corporate behaviour. There is considerable potential for problems when stakeholders perceive that a firm is just engaging in a public relations exercise and cannot demonstrate concrete actions that lead to real social and environmental benefits
CSR is not just a Public Relations Exercise

       “The older capitalist view – I paid taxes and I have done my done my duty is over. Government cannot do everything. People cannot wait. The word charity is replaced by empowerment. Corporates have to act as harbingers of spring rather than wait for the government to bring spring”.
 The best government is one that is least governed. Hence, the business houses cannot abdicate the social responsibility to the government. Business enterprises have responsibility towards shareholders or owners, workers, consumers, government and community. Giving fair return and safety of investments to shareholders, providing opportunities to workers for meaningful work, supplying right quality and quantity of goods and services to consumers, paying taxes to the government and protecting natural environment are some of the social responsibilities of business. Some of the forms of social schemes taken by business enterprises are environment management, employee relations, economic development of the local area, community service, sports / recreation for local public, health care, response to natural calamities, education / arts / heritage and social welfare schemes. In short, the motto pursued by today’s enterprises echoed the Sanskrit saying “Samasta Jananam Sukhino Bhavanthu" viz., ‘Maximum welfare for maximum wealth’.

       The Corporate governance therefore includes the three dimensions as under: 

Table 1: CG Dimensions

	S.No
	Dimensions 
	Role

	(i) 
	Performance
	Wealth Creation

	(ii) 
	Conformance
	Wealth Maintenance and Control

	(iii) 
	Responsibility
	Wealth Distribution


Implementing CSR

       A well-designed CSR implementation framework integrates economic, social and environmental decision making throughout a firm -- from the board of directors to front-line officials and contractual supply-chain partners -- and is therefore intimately connected with effective corporate governance.
The implementation framework comprise of six key tasks as shown in the table below
:

Table 2: CSR Implementation Framework
	When?
(Conceptual phase) 
	What?
(Task delineation)
	How?
(Checkpoints on the journey)

	Plan 
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	1.Conduct a CSR assessment 
	· Assemble a CSR leadership team 

· Develop a working definition of CSR 

· Review corporate documents, processes and activities 

· Identify and engage key stakeholders 

	
	2. Develop a CSR strategy
	· Build support with senior managment and employees 

· Research what others are doing 

· prepare a matrix of proposed CSR actions 

· Develop ideas for proceeding and the business case for them 

· Decide on direction, approach and focus areas 

	Do 
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	3. Develop CSR commitments
	· Do a scan of CSR commitments 

· Hold discussions with major stakeholders 

· Create a working group to develop the commitments 

· Prepare a preliminary draft 

· Consult with affected stakeholders 

	
	4. Implement CSR commitments 
	· Develop an integrated CSR decision-making structure 

· Prepare and implement a CSR business plan 

· Set measurable targets and identify performance measures 

· Engage employees and others to whom CSR commitments apply 

· Design and conduct CSR training 

· Establish mechanisms for addressing problematic behaviour 

· Create internal and external communications plans 

	Check 
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	5. Verify and report on progress 
	· Measure and verify performance 

· Engage stakeholders 

· Report on performance 

	Improve 
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	6. Evaluate and improve 
	· Evaluate performance 

· Identify opportunities for imporvement 

· Engage stakeholders 
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Cross-check: One cycle completed
	Return to plan and start the next cycle


CSR – An Extended Model of CG

      There is an overall trend towards greater accountability of corporations, not just in financial matters, but regarding impacts on society. Institutional investors are pushing non-financial issues more and more. As companies come to understand that looking for loopholes will not serve them in the longer term, they will drift to a principles-based approach to governance — the bridge between CSR and governance. 

      Corporate Governance sets the legal framework to protect a company’s shareholders and stakeholders, while CSR is aimed at extending the legal requirements promoting ethics, philanthropy and social reporting to satisfy stakeholder concerns as shown in the figure.
Figure 2 : Bridge between CG and CSR


. 

Governance practices such as risk management, diversity, disclosure, and compensation are enablers of CSR performance. As preconditions for CSR performance, the more these fundamentals are clarified, consistent, and integrated into the business, the greater the CSR performance. If only lip service is paid to these governance practices, CSR performance will languish. Once these fundamentals are established, external pressure (society, stakeholders, global issues, and scandals) and internal forces (employees, accounting, etc.) will drive meaningful CSR performance

       Governance has largely been a “box-ticking” exercise to date. However, there is an emerging paradigm of governance that perceives CSR and corporate governance to be one and the same at the level of values: an ethical strand joins governance with CSR thinking. Governance must have an ethical backbone because good governance practiced as a technical exercise results in Enron, considered by many to be a shining star in terms of technical governance. Ethical or values-based governance considers such issues as the kind of product and service the company produces, how it is produced and the social and environmental impacts of production — considerations of a CSR nature. A values-based governance program would include a corporate philosophy governing medium and long-term actions, articulating an approach that reconciles short-term profits with long-term profitability.

      Up until recently a lot of resources and effort have been spent on spin — marketing CSR — getting the message out that companies are doing the right thing without necessarily doing so. It is becoming more important that a company’s decisions stand up to scrutiny than in the past and this will drive CSR convergence at both the risk management and the values level of a corporation
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