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Introduction




From the editors

Today, managers increasingly accept

the role of sustainable development in

creating competitive advantage. Sustainable
development encompasses a wide range of
topics such as environmental management,
social responsibility, corporate philanthropy
and social entrepreneurship. It is therefore

not surprising that, over the past decade,
sustainability has become a ‘leitmotiv’ in leading
business schools. It is the ambition of INSEAD to
lead this transformation in its teaching, research
and outreach efforts. While some aspects of
this debate are new, many elements have been
around INSEAD for a long time. The roots of
research programmes on the Management

of Environmental Resources, Business Ethics
and Humanitarian Initiatives go back as far as
the late 1980s and early 1990s. However, only
recently have these diverse streams come
together, finally reaching critical mass in the
creation of the Insead Social Innovation Centre
in September 2007.

The INSEAD alumni community’s unwavering
support and interest has been an important
engine fuelling the eventual creation of the
Centre. A crucial event was the launch of the
INSEAD Alumni Sustainability Roundtable, a
workshop series initiated by four French alumni
in 2001. What started small has since attracted
over 500 participants to 20 roundtables,
highlighting both INSEAD research as well as
practical experience from the INSEAD alumni
community. We are very thankful to INSEAD’s
alumni for their participation in these events
and in particular acknowledge the 10 members
of the Roundtable Steering Board for their
enthusiasm and financial support of the series.

This book provides a cross section of the topics
discussed over the last six years at Roundtable
meetings, highlighting diverse contributions
such as practitioner commentary, academic
research and in-depth case studies. From the 50
keynote speakers of the past six years we have
selected 10 presentations that we found to be
both impactful and representative of the type

of discussions held at the Roundtable.

The chapters in Part 1: The Responsibility

of Firms are generally concerned with the
strategic question of why firms should engage
in corporate responsibility and how they can
best do so. In other words, what constitutes a
‘responsible’ company and how can managers
work towards creating 1t?

— Vivienne Cox (Chapter 1.1) proposes two
sides of a continuum between which the
definition of a ‘responsible company’ may lie.
Either we are satisfied with profitability as the
only purpose of the firm, or we see
companies as vehicles to achieve social
change, thus requiring managers to use
corporate funds to advance a socletal agenda.
In practice, managers have to identify a
position between these two extremes. As
Group Executive Vice President of BP,
Vivienne (MBA '89) explores the issue using
the example of BP's activities in the area of
solar and alternative energy.

— Heélene Ploix (Chapter 1.2), also an alumna of
INSEAD (MBA ’68), and Chairperson and
CEO of the French private equity firm Pechel
Industries, focuses particularly on corporate
governance as a major mechanism to obtain
a ‘responsible company'. She finds that most
privately held companies do not understand
the benefits of open and transparent
corporate governance. She details the crucial
role that integrity, accountability,



transparency, risk management and reactivity
can play in building trust between a firm and
its stakeholders, thus building a stronger
position.

— Monique De Wit (Chapter 1.3) stresses the
importance of both ‘hardwiring’ (i.e.,
embedding sustainability through
management systems and tools) and
‘softwiring’ (i.e., routinising sustainability
through communication with and training of
employees). She emphasises in particular the
importance of kindling and maintaining
Intrinsic motivation to achieve corporate
sustainability.

— Lourdes Casanova (Chapter 1.4), Senior
Lecturer in Comparative Management at
INSEAD and Research Associate Maria
Gadrillas provide findings from a case study
on the Spanish energy company [berdrola.
They document forcefully how the firm'’s top
management has made green energy one of
its key development goals, thereby
propelling Iberdrola to the top spot in
sustainability rankings of the utility industry.

Part 2: Interacting with NGOs turns the focus
upon one particular challenge firms face when
engaging in corporate sustainability, namely
how to interact with the NGO world. Stakeholder
relations can become particularly hard to handle
when managers are confronted with aggressive
activist NGOs. However, as Chapters 2.1 and
2.4 show, even well-meaning corporate action
can be challenging if the goal is to achieve
maximum impact.

Luk Van Wassenhove (Chapter 2.1), the
Henry Ford Chaired Professor of
Manufacturing and Academic Director of the
INSEAD Social Innovation Centre, and
Research Associate Rolando Tomasini have
contributed several times to the Roundtable
series. In this chapter they introduce readers
to thelr long-standing research programme
on humanitarian organisations. Using the
example of the ‘Moving the World'
partmership between the World Food
Programme (WFP) and TNT, they
demonstrate the potential as well as the
possible friction in parmerships between for-
profit firms and not-for-profit organisations.

Michael Yaziji (Chapter 2.2), an alumnus of
INSEAD’s PhD programme (PhD '04) and
currently professor at IMD, extends the theme
of interaction with NGOs by looking
particularly at the reputational risks firms run
when being attacked by activists. He details
different types of NGO campaigns and their
motivations, finishing with concrete research
findings on how firms can best manage their
relations with aggressive NGOs.

Alastair McIntosh (Chapter 2.3), himself an
activist and researcher, has contributed a
chapter together with INSEAD alumnus
Michel Picard (MBA "81), initiator of the
INSEAD Sustainability Roundtable and
member of its Steering Board, describing
how their relationship moved from outright
hostility towards a more conciliatory
partnership. With Michel representing
Lafarge as its Vice-President of Environment
and Public Affairs, and Alastair an opposing
alliance of environmental NGOs, their account
of Lafarge’s plans for a superquarry on the
Scottish isle of Harris higlights the difficulties
that had to be overcome in order for the two
sides to dance together.



— Kai Hockerts (Chapter 2.4), of Copenhagen
Business School, and Anthony Westenberg
from Randstad, recount how Frans Cornelis,
INSEAD alumnus (MBA '83) and member of
the Sustainability Roundtable Steering Board,
headed a programme to streamline
Randstad’s corporate philanthropy efforts.
They explain how Frans selected Voluntary
Services Overseas (VSO) as a partner, and
how the relationship has evolved over time.

An important recent sub-theme of corporate
sustainability is the challenge of extending

it to developing countries. Part 3: Corporate
Responsibility in Developing Countries provides
two examples of how firms can tackle this
challenge.

— Noshua Watson (Chapter 3.1), INSEAD
doctoral student, tells the story of MAS
Holdings, a Sri Lankan supplier in the intimate
apparel industry, whose traditional corporate
soclal responsibility activities came under
pressure in an increasingly difficult and
competitive market environment. Bucking all
trends, MAS decided to step up its CSR
engagement, using it as a means to
differentiate itself from leading lingerie
brands in the developed world.

— Prashant Malaviya (Chapter 3.2), Professor of
Marketing at INSEAD, and his co-authors
Arvind Singhal, Peer J. Svenkerud, Everett M.
Rogers and Vijay Krishna close the book with
an example of what Prahalad and Hart have
coined 'base of the pyramid’ (BOP)
imnovation. The chapter outlines the
foundation and growth of GrameenPhone, a
joint venture between Norwegian
telecommunications company Telenor and
the Bangladesh-based Grameen Bank.

The chapters in this book provide a glimpse

of the broad range of sustainability topics
covered within the INSEAD community. Be it
INSEAD research or teaching, or their practical
applications by INSEAD alumni in the context of
their daily work, sustainability is a broad field
with many different facets. We hope that this
book provides readers not simply with

an appreciation of what we have achieved in
the past years but also sharpens an appetite

for more. We are aiming to grow the Roundtable
series and look forward to extending its

reach beyond the boundaries of the

INSEAD community.

As editors, we are proud of the achievements
of the Alumni Sustainability Roundtable over
the past years. We wholeheartedly thank the
INSEAD alumni community, particularly the
Roundtable Steering Board, for encouraging
and enabling this unique series of meetings,
as well as this engaging book.

Kai Hockerts and Luk N. Van Wassenhove
INSEAD, Fontainebleau, June 2008



From the Roundtable

Steering Board

Thirty years ago issues such as social
responsibility, environmental protection and
corporate philanthropy were rarely covered

in the INSEAD curriculum. This has changed
fundamentally. The launch of the INSEAD Social
Innovation Centre in 2007 is living testimony

to the importance the school now gives to
sustainability issues in its research and teaching.

We are happy that the alumni community has
contributed to this transformation through the
Alumni Sustainability Roundtable. Bringing
together INSEAD alumni, faculty and members
of civil society, the Roundtable has convened
18 times over the past five years and has been
instrumental in honing our understanding of the
challenges faced by today’'s managers.

This book compiles selected papers discussed
at those meetings. The presentations from
INSEAD alumni (Vivienne Cox, Hélene Ploix,
Michel Picard, Michael Yaziji), INSEAD faculty
and researchers (Luk Van Wassenhove, Lourdes
Casanova, Prashant Malaviya, Noshua Watson,
Maria Gradillas, Rolando Tomasini), as well

as invited guests (Monique deWit, Alastair
Mclntosh, Kai Hockerts), provide a cross
section of sustainability topics discussed in the
Roundtable series.

What started in 2003 as a project by four French
alumni has grown into an international forum
with over 300 alumni participants from around
the world, keen to interact on themes such as
social innovation, sustainable development and
corporate social responsibility with the INSEAD
community. The initiative has been structured
and financed by a Steering Board comprising
10 alumni from Belgium, France, Creece, the
Netherlands and Switzerland.

7 INSEAD eBOOK

The Steering Board has three main goals:

1. To educate INSEAD alumni through the
Alumni Sustainability Roundtable and other
outreach activities.

2. To conduct events and manage relationships
with our alumni in cooperation with the
INSEAD Social Innovation Centre.

3. To engage leaders in business, politics and
civil society in the activities of INSEAD and its
alumni community and help establish INSEAD
as a centre of excellence for social innovation

We are currently involved in the expansion

of the Alumni Sustainability Roundtable at the
global level. An Asia Roundtable is due to be
launched in 2008 with the goal of providing a
similar hub for interested alumni on INSEAD's
Singapore campus. Further roundtables are
envisioned for the Americas as well as for the
Middle East. We also plan to develop personal
ties with major alumni associations and use them
as contact points to arrange at least one event
a year co-sponsored by the Roundtable in
each country.

Feel free to join us for some or all of these
activities, or volunteer to arrange similar
meetings through your local alumni association.
We look forward to meeting you soon.

Ton Doesburg

Chairman, INSEAD Alumni
Sustainability Roundtable

On behalf of the Alumni Steering Board
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1.1

The good company

— vision or illusion?

Vivienne Cox, INSEAD MBA ‘89
Group Executive Vice President, BP, UK

As someone who strongly believes that business
can be a powerful force for good in the world,

it is frustrating to find that the potential of
companies to deliver benefits for society
continues to be questioned. Yet, as business
people, we have to accept that trust in business
remains at a low level. In the late 1970s, a MORI
poll found that the British public agreed by

two to one that the profits of large companies
help their customers. Now they disagree by
two to one.

It is important to turn public opinion round

once again, because lack of trust corrodes
relationships, and without strong, constructive
relationships — with customers, communities,
governments and non-governmental
organisations (NGOs) — it is hard to fulfil

our potential as businesses. However, we

can only rebuild trust if people understand

our purpose, and understanding requires a
common appreciation of what business is for.

It is, therefore, important to clarify the proper
role of business, and indeed the proper role of
profit, and that means explaining why — and how
— business can be ‘good’. So let me try to do this
from BP's perspective.

First we need to define what
‘good’ means for a business.

What is a ‘good’ business?

We could take the view that ‘good’ simply
means legal compliance — that the only goal of
business is to make profits and its only constraint
is to observe the law. That would result in
businesses whose behaviour was indeed legal,
but also, in my view, deeply irresponsible
because such a definition excludes any sense
of responsibility to have a positive impact on
society. It also ignores any concept that the way
companies behave can be guided by their own
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set of values rather than simply by the external
boundaries set by laws and regulations.

On the other hand, one could take the view

that ‘good’ means devoting the company to
philanthropy — that the only goal is to promote
human progress, regardless of profit, and
therefore to channel shareholders’ funds into a
series of non-profit projects. That would also be
deeply irresponsible. Those shareholders would
quickly desert the business and it would fail,
along with its good intentions.

These two definitions are clearly at either end of
a broad spectrum. Perhaps a more widely held
middle view is articulated by those who say that
companies should ‘do business in a responsible
way'. That is, they should make a profit but do
more than the law requires, for example on
issues such as safety or terms of employment,
while also making a range of community
investments. This is sometimes linked to the
portmanteau concept of corporate social
responsibility (CSR).

On the face of it, this sounds very reasonable.
My concern, however, is that it can very soon
lead to a false dichotomy between the core
business on the one hand and the exercise of
responsibility on the other. CSR becomes a
separate discipline, like marketing or finance.
And if responsibility is seen merely as one
aspect of business, what does that make the
rest of it — irresponsible? Soon the implication
becomes that CSR is some kind of sideline
tacked onto companies to atone for the
supposed moral deficiency of the core business.

However, in reality, the core business is
precisely where responsibility should start.
Responsibility should not be a part of business,
but the heart of business. Our whole aim as
business people should be to make business
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a positive, responsible, constructive force

In society, and that is not incompatible with
profit. A good business, in my view, is one

that generates a profit by satisfying human
needs. It makes a profit by making a difference,
which means satisfying a range of needs. At a
minimum, this will be the shareholder’s need for
a return and the customer’s need for a product,
but in many cases it will include other needs
that arise from the particular circumstances of a
given product or sector.

In energy, for example, our challenge is not just
to meet demand but to do so in a way that is
sustainable for the environment and addresses
concerns over security of supply as well.

In the consumer goods sector, many businesses
now not only focus on meeting demand in the
OECD world, but also look for ways to meet

the same needs in the developing world, for
instance creating products that help to alleviate
poverty and bring development to low-income
communities.

What this then means is that a good company
tends actively to direct its activity towards
difficult issues and challenging markets

— the low-carbon market or the low-income
community — rather than staying in its comfort
zone. However, the quid pro quo is that there is
often great opportunity in those difficult areas.
They tend to be where future markets lie.

Think of a company you regard as great in

the long-term sense: one of the world’s great
enterprises. Do you know what its profits were
last year? Or its capital expenditure? [ suspect
that in many cases you will not. You will know
simply that the company you were thinking of
made a profit — because it always does. But that
was not why you thought of it as great. We judge
greatness by something more than profit. We
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judge greatness by the company’s contribution
to human progress, by its innovations, by its
conduct as an employer

—in short, by what it contributes to fulfilling
human needs.

S0, being a good company is not an illusion.
It is a vision worth pursuing and, I hope, often
a reality as well.,

However, that only answers the question in
general terms, and defining what a company
should do is relatively simple. Doing it is much
harder. The more needs you try to meet, and the
greater those needs are, the more you narrow
your options and the more difficult it becomes

to pinpoint the exact nature of the business
opportunity.

Meeting a range of needs

Nonetheless, there are many companies who
are managing very successfully to meet social
and environmental needs as they meet demand
for their products and services.

For example, there are those businesses
creating Fair Trade products from sustainable
sources. Delta Cafés, based in Portugal, have
created a premium brand coffee called Delta
Timor. This is the result of the company’s

work in helping to rebuild East Timor’s coffee
industry, with significant investment in training.
It is playing a part in enabling the country to
recover from the conflict of the late 1990s.
Today, if you buy a top-of-the-range Mercedes,
it may well have headrests containing coconut
fibres once discarded as useless by Brazilian
farmers. The discovery of this application for
coconut has provided DaimlerChrysler with a
cost effective source of supply and provided the
farming communities of the Amazon region with
an improved livelihood that does not involve
slashing and burning the rainforest.
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Other companies are tackling poverty through
microfinance systems, which provide loans

to small businesses. These include Deutsche
Bank, ABN AMRO, Citigroup and many others,
including some not from the financial sector.

In fact, BP supports microfinance programmes
in Angola, Azerbaijan, Colombia, Georgdia,
Trinidad and Tobago and Vietnam.

Other businesses are focusing on bringing

local people into their supply chains — using the
company as a dynamo for economic growth.
Coca-Cola creates opportunities for thousands
of people to work as its vendors and distributors
in countries such as South Africa and Vietnam,
where the system enables thousands of women
to escape poverty by setting up their

own businesses.

In BP, we have begun to look at designing
Innovative solutions to serve the unmet

energy needs of the millions of households in
developing countries that lack access to safe
and clean energy options. We are currently
working towards beginning a trial in India that
will involve marketing biomass pellets and
liquid petroleum gas (LPG) in conjunction with a
ploneering combined biomass and LPG stove.
This is both a cleaner and healthier alternative
to traditional biomass usage and something that
will provide local people with the opportunity to
work as distributors.

In many cases, expert NGOs play an important
role providing the local knowledge and
understanding that companies lack when they
enter an unfamiliar market.

It is not simple to generate one’s profits by
meeting a range of differing human needs. We
have confronted these challenges in BP, and two
case studies from our experience may help to
demonstrate the issues involved.

Solar energy in the developing world

The first example is one in which our product not
only meets the demand for energy, but helps to:
— protect the planet;

— promote development;

— improve health and education.

The project in question 1s one of the largest of
our solar projects in rural parts of the developing
world. In this case, it is bringing solar power

to a group of villages in the Philippines. It is
called SPOTS — the Solar Power Technology
Support project.

Around four years ago, we took a hard look at
our solar business, a business that had never
been profitable. We faced up to the fact that it
needed to become profitable in order to grow.
Without profitability, BP Solar would never be
treated on an equal basis with other businesses
in BP and secure the capital to expand. It would
remain as a non-core activity and would be
derided externally as greenwash. It had to be a
real business. So we ceased all non-core activity
and we focused on the most promising products
and markets.

One question here was whether we should only
focus on developed world markets in Europe and
the US, or whether we could continue to provide
solar power to remote rural areas of the
developing world. Solar has great potential to
assist development. Not only can it bring power
to communities among the two billion or so who
do not have access to electricity, but it can do

S0 in a way that creates no carbon emissions
and has no impact on air quality. The challenge
1s to make such projects viable, given that low-
income communities can themselves rarely
afford the cost.
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Instead of moving away from developing-world

projects, we decided to focus on projects that

met particular criteria. The criteria were that

the projects needed to be:

— large-scale;

— widely beneficial;

— technically achievable;

— fully funded by aid agencies, international
bodies or governments.

We also decided to put a local member of

staff in charge of any new project. We realised
that local employees were better placed to
make the project successful because of their
understanding of the needs and mindsets of our
customers in their own part of the world.

If solar power 1is to fulfil

1ts true potential to bring
energy to millions of people
In developing countries,
then it has to be sustainable
In business terms — and
therefore profitable.

Some may ask why, as a large and profitable
oil company, we believe it is acceptable to set
funding as one of the criteria for projects. In
essence, there are two reasons.
1. The fact that a government is providing aid
is a sign that the project is worth doing -
it will have been fully assessed and identified
as really beneficial to the community.
2. If solar power is to fulfil its true potential
to bring energy to millions of people
in developing countries, then it has to
be sustainable in business terms —
and therefore profitable.
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We do fund some projects from our community
investment budget, for example in Angola,

but progress at scale is going to come from
developing a robust economic model for such
projects worldwide.

One project that fits our criteria very well is the
SPOTS project in the Philippines: the biggest
rural solar initiative in the world. It is a €21m
project funded by the Spanish government,
which benefits around 400,000 people in over
80 communities. It involves over 5000 home
systems and 500 public ones. Its benefits include
refrigeration for medicines, clean drinking water
and irrigation for farmers.

As aresult of the programme:

— water-borne diseases have been virtually
eradicated;

— power has enabled people to work during
more hours of the day;

— street lighting has helped to cut crime.

In addition local people have been trained to
maintain systems and it’s all zero-carbon.

We have several large-scale projects like
SPOTS, in countries including Sri Lanka and
India. There are also several other energy

and power companies in the same field.

It is a growing market but it is one that needs
coordination at international level to bring in
funds, bring down costs and spread the learning
that comes from experience.

Over time, as costs come down, it may be

that rural communities are more able to finance
solar power themselves, especially where it

is an economic investment for them, as it is

for example for farmers who can increase

thelr income by using solar pumps to irrigate
their land.
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BP Alternative Energy — the outcome

of ‘collective intelligence’

The second case study follows directly on from

the efforts we made to build a profitable and

credible solar business, not only through our

insistence that projects in developing countries

need to be viable, but also through:

— arigorous focus on our best products;

— sustained marketing campaigns in the
developed world.

Our solar business has become an integral part
of something bigger — a business that promises
to offer part of the solution to the complex
problem of how to address climate change

and provide secure, sustainable energy for

the future.

This business is called BP Alternative Energy
and it brings together the different strands of our
work in low-carbon power generation. It
includes:

— the solar business — which we plan to triple
in capacity over the next three years;

— our wind power business — which is
currently small in industry terms, but which
we plan to grow more than ten-fold in
capacity terms in three years;

— our gas-fired power station business — that
includes stakes in plants with a combined
capacity of 12 giga-watts, enough to power
11 million homes;

— something very new in the shape of
hydrogen power stations that are linked to
the capture and storage of carbon dioxide —
with projects being planned in Scotland and
California to convert natural gas or
petroleum coke into hydrogen and carbon
dioxide. The hydrogen will be used to
generate low-carbon power, while the
carbon dioxide will be injected underground
where it can be used to help force oil out of
mature oil reservoirs.
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These two planned power plants would together
generate enough power for over 800,000 homes
and eliminate over five million tonnes of carbon
dioxide emissions: equivalent to removing over
a million cars from the road.

This is a very exciting business, one in which we
plan to invest $8 billion over the next decade. It
is by every definition a ‘business’ — designed to
make a satisfactory return — but it is also a
business positioned to promote progress by
being directed towards the growing low-carbon
market. Power is the world'’s largest source of
greenhouse gas emissions — producing roughly
twice as much as transport — and we believe that
governments and utilities will increasingly look
to generate power in ways that limit carbon
emissions. This business will provide the tools to
do that at scale.

As already noted, it is not simple to develop
business opportunities that help to resolve
environmental and social issues. In the case of
BP Alternative Energy, it was very much the
result of creating a process that enabled many
people to contribute their ideas, experience and
expertise. The challenge was to release the
power of what we sometimes call the ‘big brain’
— the collective wisdom of the organisation.

The critical point was a two-day meeting where
we all got away from the office and held what we
called a ‘stratfest’ — a very open look at our
strategy as a business. There were certain
characteristics that I think made this event
distinctive. On the one hand, we tried to get
away from traditional business agendas and
tools. On the other, we did not skimp on data
and detalil.
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It was a blend designed to mix inspiration with
application. We provided extensive data and
background information in a book which had on
its cover a quotation from Mark Twain: “Twenty
years from now you will be more disappointed
by the things you didn't do than by the ones you
did do. So throw off the bowlines. Sail away from
the safe harbour.”

As T opened the event, I said it was not — in the
first instance — about convergence but
divergence: hearing all of the different points of
view. It was not about getting to a quick answer
because quick answers are not always the best
answers. It was about keeping open to ideas,
listening and using the collective experience in
the room.

We had no agenda in any formal sense. In fact, it
was visually presented as a winding road, open
to diversions.

We started by looking at clips of world leaders,
setting out the multiple needs we were trying to
meet:

— Chinese President Hu Jintao saying how
China aimed to quadruple its GDP over 20
years while only doubling energy
consumption;

— US President George W. Bush talking about
reducing dependence on imports;

— British Prime Minister Tony Blair talking
about the role of technology in reducing
emissions without reducing economic
growth.

Instead of linear briefing papers we used large
and very detailed posters of each of the
business areas we were examining that
captured key elements of the story in words,
data and pictures. Instead of minutes we had an
artist who drew cartoons to sum up what we had
covered. We also had a huge map of the world
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showing ‘world needs’. For each region of the
world, this map showed the GDP and energy
needs now and in 2025, with pictures of the
resources and energy that the country had.
This allowed our discussions in the meeting to
focus on the important needs that exist in
different regions.

Sessions in the meeting were planned, but not
structured, and everyone was given space to
think and contribute because no specific
outcomes were required.

sSome of the quotes from the final cartoon give

a flavour of what we had arrived at. They said
things like: ‘A great two days’; ‘An integrated
view’; ‘Convergence through power’; ‘We need
to support each other’ — and that, in its simplest
form, was the answer.

The solution was to create a business that:

— isnot defined by the resource it produces or
uses, but by the use to which it is put;

— is defined in terms of the customer’s need
rather than the producer’s product.

In this case, the market is the generation of what
we originally called ‘green power’ — low-carbon
energy generated from gas, solar, wind and
hydrogen — and traded around the world.

None of us would have come up with that
solution alone — it was the result of applying our
collective intelligence.

Business as an agent of change

Turning back to the broader theme, if business
is to regain trust, it has to demonstrate how it is
seeking to apply its collective intelligence in the
cause of human progress. If those efforts are
understood, then perhaps we can start to move
away from the idea of big businesses as
organisations that occasionally do some good,
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towards a vision in which business is seen as a
major agent of change. Then we need to look
not only at how we can be agents of change, but
at the changes we can be agents of What does
the world need and how can business play a
part in providing it?

Two of the key challenges I have discussed are
climate change and poverty. I have discussed
how businesses are already addressing these
and we will doubtless do more in the future.
There are many other challenges, such as water
shortages, population growth and security
issues.

We can be the motor if others
help design the wider
machine.

However, I want to finish by stressing that
business cannot do it all. Our ability to make a
profit and to make a difference is determined by
others as well as ourselves.

— Wil governments provide the regulation
necessary to favour progressive products
and services?

— Wil customers understand the benefits of
buying products that have social and
environmental benefits?

— Wil academics and NGOs contribute their
expertise to help us find solutions and
understand markets?

For example, in our sector:

— governments can encourage the market for
clean energy;

— academics can help us to explore
technologies;

— NGOs can provide expertise on markets,
policy areas and environmental and
social issues.

As businesses, we do not have the mandate of
governments; we do not currently have the trust
enjoyed by NGOs; and we do not have the
specialised knowledge of academics. On the
other hand we do have the resources and
presence to make large investments and take
risks on new technologies. We can be the motor
if others help design the wider machine.

Together, we can be a formidable combination
with a new level of capabilities. As Einstein said:
‘Our present problems cannot be solved at the
level of thinking at which they were created’. In
other words, we need to bring together the
world’s collective intelligence to bear on finding
sustainable solutions to major global issues.

That is why we need to:

— talk more closely with governments;

— work more effectively with academics;

— collaborate more with NGOs.

We need to build on what unites us rather than
what divides us.

Above all, we need to attract people who want to
be agents of change, and many of these may be
people who might have once headed for the
public or non-profit sectors. However, I hope we
will Increasingly demonstrate that a business can
be a good place to be — in every sense. It is
sometimes said that you can tell what a person

is like by the company they keep. Equally, you
can tell what a company is like by the people

it retains.

S0, yes, it is possible to be a good company.

That is certainly BP’s aspiration. [ am sure it is an
aspiration shared by many. My hope is that the
business leaders of tomorrow will increasingly be
studying not only how they can make a profit, but
also how they can make a difference.
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Keeping better company

Hélene Ploix, INSEAD MBA ‘68,
Chairman and CEQO, Pechel Industries, France

The recommendations for good corporate
governance came after a series of scandals in the
business world, including:

—  United Kingdom: Guinness — the books were
cooked; Polly Peck — an acquisition which
destroyed value for the shareholders but was
supported by management for ego reasons;

— France: Vivendi and France Telecom —
companies which became too heavily
indebted after a spurt of acquisitions at too-
high prices because their boards did not
resist the desire of management to become
bigger than the competition;

— USA: Penn Central, Enron and Worldcom —
bankruptcies because the boards did not
play their role.

These recommendations were mainly developed
in the 1990s, although the existence of an audit
committee was recommended in the USA In 1977
after the Penn Central bankruptcy, and the
concept of non-executive directors or
Independent directors has existed for much
longer in the USA and in the UK. Their
implementation did not prevent another series of
scandals in the early years of the 21st century.
This is why it is so important to understand the
principles, to abide by them, and not be satisfied
that structures and processes can ensure good
corporate governance.

Corporate governance 1s
about structures and
processes.

Corporate governance!

Corporate governance has been defined as ‘The

system by which companies are directed and
controlled’ (Cadbury Report, 1992) and ‘Both the

~ See Ploix, H. La Gouvernance d'entreprise. Pour tous administrateurs et investisseurs

Village Mondial, juin 2006
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structure and the process of managing a
corporation, so as to achieve these twin
objectives: 1) ensuring the ongoing viability of the
business, 2) enhancing long-term value for its
shareholders (ICGN — International Corporate
Governance Network). These definitions
highlight that corporate governance is about
structures and processes.

It is expected that through these structures and
processes, management and boards will respond
better to what is required of them.

The principles of corporate governance were
expressed by ICGN and have been restated by
the Organisation for Economic and Cooperative
Development in order to make sure that they will
be applied by a majority of countries. These
principles are responsibility, independence of the
board, transparency, respecting shareholders’
rights and long-term view.

They are the base of the relationships between
management and the board, and between the
board and the shareholders. The objectives are
to make sure that:

— the company organisation is efficient

— shareholders can influence management

— control mechanisms exist and perform.

The means to achieve these objectives are:

— acorrect definition of the role and mission of
the board

— the adequate choice of its members

— good balance between the powers of the
CEO and those of the board, and the powers
of the management of the company (CEO and
board) and the rights of the shareholders.

The board

With the development of corporate governance,
the board has become more involved in the
strategic choices of the company. The board
must challenge the company’s strategy; it must
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devote specific time to reviewing the strategy
and must approve every significant decision. The
composition of the board, as well as that of its
committees, must ensure independence of
judgement. It should be composed of a majority
of members without ties either to the organisation
or management. The board members must be
selected for their strength of character, their
capacity to express their opinion, their
competence, and their ability to devote enough
time to exercising this responsibility.

In some countries, laws or the market authorities
impose some of these aspects. For example,

in France the participation of the board in the
definition of company strategy is mandatory.

A person cannot sit on more than five boards of
French companies. In the UK, self-regulation
prevails. A code sets the rules and companies
must comply or explain.

Committees of the board

Committees of the board are created to enhance
the work of the board. The various committees
help ensure transparency and accountability of
management vis-a-vis the board. It is
recommended that there should be:

— aremunerations committee

— an audit committee

— anominations committee.

It is required, depending on the country, that
these be composed of independent directors
who can challenge the views and proposals of
management. They review in greater detail those
company policies that are within their remit and
that can have an impact on the performance of
the company.

The remunerations committee decides on the
remuneration of management in a very objective
way. It must:

— define the executive directors’ contracts

— setmanagement objectives
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— decide on base salary and bonus, and on the
criteria for allocating share options.

It also evaluates the executive directors’
performance.

The audit committee reviews the accounts. It:

— holds private meetings with the auditors and
with the internal controller in order to make
sure that nothing is hidden

— reviews the organisation of controls in order
to prevent fraud or misconduct.

The nominations committee evaluates the

efficiency of the board. It:

— decides on the composition of the board

— prepares the plan for top management
succession in a timely manner.

The shareholders’ rights are respected if:

— the shareholders are given full information in
due time

— there is no restriction on their voting

— major strategic decisions are proposed
for their vote.

More recently, it has been required that top

management:

— 1dentify the risks that the company faces

— evaluate and disclose the risks

— report on the quality of the controls
implemented to minimise the chances
of the risks occurring.

Companies are expected to be socially
responsible

A company has many stakeholders:

— shareholders

— employees

— the community it operates in

— suppliers

— clients

— the environment.
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Corporate governance focuses on the
shareholders and value creation for them. Its
principles were developed by institutional
investors and market authorities. In the early
1990s, institutional investors discovered that the
‘Wall Street walk’ was not the solution for
improving the performance of their portfolio if a
company was doing badly. The size of their
investment per company did not allow them to
sell their shares with favourable conditions any
more. They could not sell all their shares at once,
because the sale would weigh on the share price
and, consequently, the rest of their investment
would suffer from the lower share price. CalPERS,
the largest pension fund in the US, initiated the
focus on corporate governance, and used to
single out a few companies whose stock market
performance was poor. It asked them to improve
their governance, especially the composition and
quality of the board. Sometimes, it even fought for
the dismissal of the chairman. It then measured
the outcome of this new governance and
demonstrated that a company with good
corporate governance was more likely to
experience a healthier increase in share price.?

A McKinsey survey of 200
Institutional mvestors made n
2002 mdicated that 80%
would pay a premium for
well-governed companies.
Today, other actors of good corporate
governance have come into play, in particular the

ethical funds. Their rating of companies takes into
account not only the quality of governance, but

also the policies vis-a-vis the marketplace, the

workforce, the environment and the community.

Some companies have understood that these

policies and their implementation could have a

significant impact on:

— their image and their reputation

— the motivation of their employees and their
capacity to attract valuable people

— the trust of their customers

— and consequently on their share price.

Companies that have understood the importance
of these policies have set up a board committee
and a corporate social responsibilities committee
to decide on the priorities of the company in this
area, to supervise action plans and to make sure
that the board as well as the whole organisation is
involved and committed.

What was/is expected from leaders?

In a formal sense, Enron abided by the corporate
governance recommendations. However,
management attitude and behaviour did not. As
Jonathan Charkham puts it: “If governance is not
based on a foundation of executive integrity it
may not be able to work. Structure is one thing,
dynamics another... The better the “architecture”
and process, the greater their chance of getting at
the truth, but there is no guarantee that they will."”®
This 1s the reason why, while emphasising the
necessity to manage companies with the
objective of sound corporate governance, I insist
on the importance of individual morality, and on
the importance of making sure that management
keeps a sound check on the level of acceptable
risk and takes steps to mitigate risks. In other
words, that checks and balances exist and
operate well.
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In the past, business schools taught us that

business leaders and managers were

expected to:

— have vision — strategy was a key component
of our classes

— have drive — charisma was an asset for
a business leader in order to motivate
managers and employees

— be wilful — The Will to Manage is the title
of a well-known book by Marvin Bower,
the founder of McKinsey.

These requirements still hold true and are major
personal features looked for when searching for
a manager. However, they are not considered
sufficient any more. The criticisms most
frequently heard are that top managers are
greedy ‘fat cats’, too much business is fraudulent,
and corruption is increasing. Too often their
policles have a negative impact on civil society
and/or on their employees.

More is required from business leaders.

The numerous recent misdemeanours of senior
officers, which have led their companies to
bankruptcy, some managers to jail, and have
obliged boards to dismiss their chairmen, are the
main reason why updated expectations are made
explicit. They are necessary to build the
environment of trust between the company,

its employees and all its stakeholders.

These expectations are:

- integrity

— accountabillity/responsibility
— transparency;

— sound risk management

— reactivity.

As 1 said earlier, these are the backbone of good
corporate governance.

23 INSEAD eBOOK

Integrity

It is surprising to have to mention integrity. Is it
not a given that everyone should be honest and
behave accordingly? As a matter of fact, this was
not part of the basic principles of good corporate
governance as defined by its proponents in the
early 1990s. However, all the scandals that have
damaged the business world over the last few
years have demonstrated that integrity did not
always go without saying and that it was too often
forgotten. Today it has to be emphasised. This is
why the group of top French managers directed
by Daniel Bouton, chairman of Sociéte Génerale,
on behalf of MEDEF,* has included integrity,
along with independence, as one of the qualities
required from directors in the latest
recommendations on corporate governance
(2002). Integrity implies that behaviour goes
beyond box ticking and that everybody is very
transparent about conflicts of interest. Integrity
requires balance and measure in all decisions,
specifically decisions about remuneration.

Accountability/responsibility

Responsibility is not a new concept for top
managers. Ambitious people long for
responsibility. As a consequence, they are legally
and morally responsible for their actions.
However, accountability is a notion which has
recently become prominent as a principle of
sound corporate governance. Top management
is accountable towards all its constituencies and
must take them into account beyond complying
with the law. This requires the flow of sound
information throughout the enterprise. It also
requires motivating the whole organisation to
provide sound information upwards. As Hans
Jonas develops in his book Das Prinzip
Verantwortung, responsibility demands that one
preserves the world from abuses. This is why
companies must protect the environment for

MEDEF : Mouvement des Entreprises Frangaises (French employers' organisation)
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future generations. Also, being a responsible
person means that one is a reliable person.

Transparency

Accountability requires transparency. In the US,
they talk about disclosure. In my view,
transparency is somewhat different and implies
more responsible behaviour. Disclosing
everything is easy; one can always say that one
said or wrote it but as it was buried under tons

of paper nobody was aware of it. Transparency
implies that everything that matters is disclosed in
such a way that people who need to know it get
the information. Executives must be transparent
vis-a-vis the board. Executives and boards must
be transparent vis-a-vis all their constituencies,
inform the market in a timely manner, inform their
customers and inform the authorities.

Sound risk management

Sound risk management is a new demand on
managers. Formerly, managers were required to
be entrepreneurs and to take risks. Today, they
are required to manage risk because the
consequences of a failure can be a threat to the
Image of the company, its profitability, its stock
market price, and can be considered as a crime.
Top managers must be aware of all the potential
risks run by the company; they must identify
those that are relevant and significant; they must
disclose those that can have an impact on the
market; and they must drive actions to mitigate
risks. However, this should not prevent managers
from being bold. This is where sound judgement
comes into play, in other words, where one
proves oneself to be a responsible person.

Reactivity

New technologies have changed business time
horizons and specialisations drastically.
Competition is worldwide and can emerge on
very different fronts. Rapid reaction to any market
turn or any competitive move can mean the
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difference between success and failure. There is
no time to adapt. There is no tolerance of failure.
Business models must evolve. Being humble,
courageous, knowing how to listen to others,
working in teams, using the board to challenge
ideas, are what make a manager reactive.

Conclusion: Does sound governance

make a difference?

The focus on corporate governance has created
a greater awareness of the responsibility of

top management and helped enlarge the
criteria on which decisions are made. In the
western world, the recommendations for good
corporate governance, in its strictest sense, are
implemented in the largest companies.

Most family companies, or companies managed
by their founder, have not understood the
benefits they could draw from implementing the
recommendations on corporate governance,

in particular, the benefit of sharing reflection on
important decisions. Taking the broader view
and caring about all constituencies, all
stakeholders, is not yet part of their behaviour.
However, some companies are moving in that
direction. They have understood that their
image can be damaged very suddenly and that
employees’ motivation and clients’ trust can be
enhanced through a well-thought-out corporate
social responsibility policy. I hope that progress
will come from positive motivation and not

from scandals.

Keeping Better Company” (Oxford University Press
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Hardwiring and softwiring corporate
responsibility — a vital combination

Monique De Wit, Sustainable Development/HSE Advisor,

Shell International B.V., the Netherlands

Introduction

To integrate corporate responsibility or
sustainable development into the way a
company does business, it is important to clarify
what sustainable development means to a
business. This is called the process of sense
making. A general pattern that is shown in the
work of Cramer et al.(2006), is that change
agents coordinate the process of sense making,
translating generic concepts of sustainable
development into specific local actions’ and

a ‘local language’. The people involved begin
to share a common understanding through the
four stages of:

— Sensitising

— Discovering

— Embedding

— Routinising

Although the theory was not available when we
started to work on integrating sustainable
development (SD) into Shell, looking back, our
experiences show a high degree of consistency
with this theory.

Within Shell, the process of integrating
sustainable development started in the mid
1990s with an understanding of the increasing
expectations of society of what constituted
responsible corporate behaviour. After
widespread engagement, the group made a
commitment to contribute to sustainable
development. This was felt to offer the best
framework for structuring our thinking and
configuring behaviour that would meet
expectations and drive long-term business
success.

As aresult, specific actions are being developed
using a two-way approach. We have a
continuing programme of aligning key business
processes within a governance framework of
commitments, policies, standards and guidelines
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consistent with contributing to sustainable
development. We call this hardwiring.

To complement this, we are building the
capacity of Shell people through
communications, leadership development
programmes and competency frameworks
designed to encourage sustainable
development thinking and behaviour.

To achieve real change it is important to reach
the hearts and minds of the people. Informal
networks can play a significant complementary
role to more structured approaches to softwire
a sustainable development mindset in an
organisation.

We have found that a combination of hardwiring
and softwiring is essential for building effective
human capital and achieving lasting change.

How 1t started (Sensitising)

Shell has always been a values-driven company.
Our general business principles are founded

on our core values of honesty, integrity, and
respect for people. Hence, the controversy over
the disposal of the Brent Spar and the tragic
events in Nigeria in the early 1990s came as a
shock. We believed we had acted responsibly
and ethically in both cases but our actions

had nevertheless fallen short of expectations.
Senior leaders wanted to find out what had
gone wrong and why, and we learned that it
was Increasingly expected that companies

be accountable to stakeholders for the wider
economic, environmental and social impacts of
their activities.

Our leaders accepted that this was important
and started to bring about significant changes to
how Shell operated. In 1997, Shell's general
business principles were updated to include
support for fundamental human rights and a
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commitment to contribute to sustainable
development. We also strengthened our health,
safety and environment (HSE) policy and
procedures and established minimum
environmental standards and group targets,
such as reducing greenhouse gas emissions to
10 per cent below 1990 levels by 2003, and
ending venting of gas by 2003. Moreover, we
set up a renewable energy business in solar and
wind, and a hydrogen business.

The sustainable development concept
(Discovering)

Both formally appointed change agents and
voluntary change agents have facilitated the
process of sense making by translating generic
concepts of sustainable development into a
common language across Shell and aligning
systems and processes.

For our business, sustainable development is

about engaging with our stakeholders to:

— Dbetter understand and manage the impacts,
both positive and negative, that our
operations and products have on society
and the environment today

— 1dentify business opportunities for the future.

We developed a sustainable development lens
as a simple way of describing what it means to
apply this approach within Shell (see right).

Sustainable development thinking also

encourages us to think long term and impacts

on our strategic direction. We see future

business opportunities in:

— continuing to provide clean, affordable
energy to existing markets;

— helping provide access to modern energy
for the two billion people who currently live
without it;
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Figure 1: Sustainable Development Lens
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— offering more customers cleaner products,
such as low-sulphur petrol and diesel and
ultra-clean synthetic fuels.

Sustainable development thinking also means

helping the world gradually shift to a low-carbon

energy system by providing:

— more natural gas

— growing viable businesses in renewable
energy like wind and solar power

— developing fuels from plants

— hydrogen for fuel cell vehicles.

Hardwiring corporate responsibility
(Embedding)

If sustainable development considerations are to
be managed as any other business activity, then
they need to be hardwired into existing
structures. Our approach for doing this is in line
with ISO 14000 and 18000 and follows the ‘Plan,
do, review, and feedback’ cycle, to drive
continuous improvement. It can be graphically
presented in many different ways and Figure 2
(right) shows one way.

Governance

Governance of sustainable development and
health, safety and environment in Shell is
explained in Figure 3.

A social responsibility committee reviews the
policies and conduct with respect to the general
business principles (including our commitment
to contribute to sustainable development), our
HSE commitment and policy, and major issues of
public concern.The sustainable development/
health, safety and environment (SD/HSE) council
is a strategy and planning body that includes
senior executives from the main businesses,
(exploration and production, gas and power, oil
products and chemicals) and group service
companies. The SD/HSE council, based on
recommendations of the SD/HSE panel,
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Figure 3: Sustainable Development, Health, Safety &
Environment (SD/HSE) governance model
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considers and makes recommendations to the
executive committee on SD/HSE matters of
group or cross-business interest. Apart from the
regular SD/HSE council meetings, it meets once
a year in a planning capacity.The SD/HSE panel
is an advisory body which includes SD/HSE
expert representatives from the main group
businesses. The panel promotes a consistent
group approach on SD/HSE matters, and
addresses issues of cross-business interest:

Climate change is a key concern to society, and
hydrocarbons are at the heart of our business. In
1998 we acknowledged the need for action and
introduced a voluntary greenhouse gas
reduction target. We have created an
environmental trading business, and continue to
expand and improve lower carbon products
and services.

Biodiversity may be impacted by our
operations. We were the first energy company
to establish a Biodiversity Standard, and in
August 2003 we became the first publicly to
commit to not explore for, or develop, oil and
gas in natural World Heritage Sites.

Social performance is defined as all the ways in

which we impact the communities and societies

in which we operate, both positive and negative.

In 2002 the social performance management

unit (SPMU) was set up to:

— develop meaning around our social impacts

— create tools and techniques to minimise
negative impacts

— create long-lasting economic benefits

— contribute more generally to the well-being
of the communities and broader society.
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We have developed guidance to help our
people manage the main social issues, such as
resettlement, impacts due to construction,
economic impacts, such as revenue distribution
and local contracting.

Within Shell we have several group policies and
standards that support the objectives of the
business principles, for example, the
biodiversity standard, minimum environmental
standard and the minimum health standard.
Moreover, environmental, social and health
impact assessments (ESHIAs) are required prior
to all new projects and major facility
developments. The same applies to the
significant modification or abandonment of
existing projects. In addition to Shell group
standards, our businesses have their own
standards. For example, our gas and power
business is the first to have a social performance
standard.

Project planning

Shell has incorporated biodiversity into its
internal ESHIA guidance. This helps to ensure
that biodiversity is taken into account both
during investigations into new projects and in
early decisions regarding project design.
Moreover, we have biodiversity action plans
(BAPs) in place at all sites where Shell operates
in areas of high biodiversity value.

Social performance plans provide a delivery
mechanism for commitments and undertakings
made during the impact assessment process. It
is now a requirement for all businesses to
establish and implement a stakeholder
engagement plan. This helps business to identify
the stakeholders and plan the activities for
engagement with each of these. Social
performance plans have been introduced as a
requirement for all of our businesses and many
of our major operational assets.
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Stakeholder engagement

(Case study on the next page)

Stakeholder engagement is made a key
component of hardwiring. Our experience

in the Athabasca oil sands project in Alberta,
Canada, clearly shows the added value of early
involvement of stakeholders in our decision
making. Athabasca is a prime example of how
to embed sustainable development through all
project phases. More information on the work
we have done there, for example, the setting
up of an independent climate change panel to
advise on and audit our carbon dioxide offsets,
and working with the local communities, can be
found on the Athabasca website www.shell.com
or www.albiansands.ca.

Impact assessment

(Case study on page 30)

The impact assessment process includes:

— an inventory of the impacts of the project on
the environment and health, safety and
security of people and communities

— an assessment of the related risks and
opportunities

— Implementation of measures to control these
risks and realise opportunities.

The impact assessment process in Shell
Petroleum Development Company (SPDC)
describes how we are managing risks

and opportunities.

Monitoring, corrective actions and reviews
After implementation it is important to monitor
the results of the impact assessment, the
planning and the implementation process, and
to take corrective action where needed. Regular
community surveys can help to track changes

In community perception of the company’s
behaviour. It is also important to review the
performance of the complete management
model and update the group standards and

29 INSEAD eBOOK

organisation where needed. An assurance
programme can include a self-assessment

and reviews by auditors independent of the
facility. In addition to audits, independent social
performance (SP) reviews are used to assess
social performance and the effectiveness of
implementation. The SP reviews also provide a
way to help assure our performance in the social
arena and drive continuous learning.

The first SP reviews were performed in four
very different countries — Canada, Oman, South
Africa and the USA — in the different Shell group
businesses: exploration and production, gas and
power, oil products and chemicals. Even though
the context and nature of the operations were
very different, the results were surprisingly
similar. The reviews showed that social
performance should be managed as a business
issue in a more consistent manner. Providing
opportunities for local economic development,
such as jobs and contracts, is a priority for most
of our stakeholders. Moreover, it has shown that
delivering SP requires new competencies and
organisational approaches.

Softwiring corporate responsibility (Routinising)
It is one thing to write a manual of
recommended procedures, but if that is all that
happens the manual will simply sit on the shelf.
At best, a culture of minimum acceptance will be
achieved; at worst, one of avoidance. What is
also needed is to touch the hearts and minds of
people so that they feel it is the right way to do
business and can see how business value can
be derived. It is therefore vital that people

at all levels are convinced of the strength of

the business case and the practicality of your
approach. In reality, this means translating
sustainable development into something that is
tangible and relevant to both business teams
and individuals.
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Case study:

Stakeholder engagement
at Athabasca Oil Sands project

Shell Canada Limited and the joint venture
owners Implemented a good neighbour policy
in order to develop a mutually prosperous, long-
term partmership with people living in the
operating areas, particularly First Nations

and Metis people living close to the Muskeg
River Mine.

The Athabasca Oil Sands Project employees
engage with people who feel affected by the
project — going beyond the traditional open
house coffee talk and giving them a real
opportunity to work together to build a better
project. They have an innovative communications
programme called A New Way of Listening,
which integrates concerns and suggestions

Into the project’s long-term plans.

A full-day session called The Metis Youth Issues
Forum was co-hosted by the project and the
Society of Wood Buffalo Employment and Career
Training Specialists. The society worked to
ensure their clients, a large percentage of whom
are Metis youth, had equal opportunities, access
and representation in the labour work force.
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“We can't solve every
challenge by ourselves.
That's why we go to those
who are directly affected

by the project . . . house to
house if we need to, and talk
with each individual. It's how
[ operate personally and

it's also how we govern

our project.”

Lee Nehring, Community Affairs Manager
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Case study:

Environmental, social and health
impact assessment in Nigeria

Within Shell Petroleum Development Company
(SPDC) about 20 to 30 environmental, social and
health impact assessment (ESHIA) studies are
undertaken every year. With the assistance of
Business Partners for Development (BPD), SPDC
facilitated a dialogue with stakeholders from the
Niger Delta to develop a better impact
assessment process. The tri-sector partnership
model was introduced.

This was tested in a pilot project — the Utapate
Field Development Plan. In a three-day
stakeholder consultation workshop with
community, regulatory and SPDC
representatives, the terms of reference and
context for the impact assessment were
developed.
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Two partmership groups were formed to address
the identified impacts:

1. Natural Resources Working Croup -
focusing on:
effects on water systems and aquatic
resources of conservation and livelihood
importance
forest resources of livelihood importance.

Do

. Community Impacts Working Group -
focusing on:

— community health issues, including air quality

— effects on community facilities and

infrastructure

— issues surrounding redundant SPDC facilities

— land take and related issues

— socio-economic impacts and socio-cultural

Impacts.

Each group negotiated a draft partnership
agreement aimed at developing voluntary
arrangements for stakeholder mvolvement in the
impact assessment study of the Utapate
development plan. The application of the model
signified a change in the traditional way of
engaging and consulting affected communities.
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Softwiring

As with hardwiring, a clear structure for

softwiring sustainable development is essential.

This is being managed along a number of

avenues. Activities are structured under three

main headings:

— communications: raising basic awareness and
understanding

— training and learning: developing working
knowledge and skill

— beyond training: mastery and advocacy.

Communications

Various communication tools are used to

raise awareness and basic understanding.
Consistency of language and presentation

1s essential to avoid confusion. A library of
standard presentations and communications
material was developed for widespread use
across Shell, including newsletters, posters,
PowerPoint slides, magazines, speeches, videos
and a website.

However, this is not sufficient to make people
work in a different way. No matter how good
the material, the impact of communications
alone is usually low and short-lived and has

to be constantly reinforced. To help people
understand how sustainable development
thinking 1s relevant to their daily jobs, you have
to get more intimate!

Training and learning

At the next level, we therefore aim to deepen the
learning experience, tailoring it to a specific role
or audience. Training and leadership
development programmes are existing
mechanisms for reaching people on an
individual or small group basis and the ideal
vehicle for sustainable development learning.
Sustainable development is being bolted on and
infused 1nto an ever-increasing number of these
programmes and the leadership development
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portfolio of interventions:

— graduate attraction, selection and
employment

— emerging and mid-level leadership
programmes

— senior executive development.

For example, exercises based on real Shell
investment decisions are used to enable people
to practise applying the SD lens and explore for
themselves how business value can be
generated. Stakeholder role plays add a realistic
dimension while learning how to engage with
people of differing views.

A wide range of training and learning

programmes has been developed to improve

the knowledge and skills of Shell people. These

modules include:

— sustainable development

— social performance

— environmental performance (including
biodiversity)

— stakeholder engagement

— integrated decision making.

These modules are being infused into an
increasing number of existing courses and
functional development programmes. These
include:

— external affairs (EA) — fast-track training for
new EA recruits and development training
for EA professionals with high potential

— HSSE management course targeted at
managers and HSSE operations course for
people at the operations level

— project management

— contracting and procurement

— Initial training packages.

The modules are also being used in the
new dedicated sustainable development
workshops that focus on bringing a higher
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level of knowledge and skill to participants in
applying sustainable development thinking,
environmental performance, social performance
and stakeholder engagement to their line roles.
For example, a workshop specially designed
for project engineering planning was deployed
recently in operations in Oman involving project
engineers, health, safety and environment
advisors and sustainable development advisors.
Another example of a dedicated module on a
very important aspect of social performance is
human rights training in Nigeria.

(Case study on the next page)

The classroom, real or virtual
—no matter how good —1s no
substitute for practical
experience, particularly if it 1s
led by the vision and
enthuslasm of individuals in
the line who are committed to
change.

E-learning also has an important role to play by
being able to reach large audiences in an
engaging way. For this, we use Chronos!, the
sustainable development e-learning tutorial
customised to Shell's needs, both as e-learning
and in blended learning programmes.

Beyond training

The classroom, real or virtual — no matter how
good — is no substitute for practical experience,
particularly if it is led by the vision and
enthusiasm of individuals in the line who are
committed to change. As an example, the gas

as developed by the World Business Council for Sustainable Development

tership with the University of Cambridge Programme for Industry

> Www.cpl.cam.ac.uk)
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to power project in Malampaya, the Philippines,
clearly shows the added value of visible
leadership. At Shell we have various ways of
providing experiential learning, including short-
and longer-term cross-postings and attendance
in audits, and value assurance and social
performance reviews.

Integrating sustainable development

Into competency frameworks

To underpin these efforts, sustainable

development is being integrated into compe-

tency frameworks. In Shell we use the following
levels of competency:

— awareness — a good knowledge of what is
involved in an area of expertise and its
relevance to the business

— working knowledge — being able to interpret
and evaluate information and advice from
experts In an area of expertise

— skill - being able to carry out consistently the
activities of an area of expertise to the
required standard

— mastery and advocacy — being able to
diagnose and resolve significant, unusual
problems and develop significant and new
approaches or methods for an area of
expertise.

Sustainable development is added to the
competency profile of people who are in key
positions, for example project engineers,
external affairs managers and line managers in
critical positions, to infuse this way of thinking
into daily operations.
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Case study:
Human rights
training m Nigeria

Shell Petroleum Development Company (SPDC)
operates in the Niger Delta, Nigeria. SPDC has
5000 employees and some 10,000 contractors
working on various projects. It deals with 1600
communities who live across some 70,000 sq km
that constitute the Niger Delta. As a result of the
difficulties posed by various challenges leading
to the shutdown of facilities and threatening of
staff, SPDC started to develop some strategies for
managing conflict in the region. The development
of human rights training to equip the staff, along
with some mediation skills, resulted in a Human
Rights Governance Workshop organised in
concert with an NGO led by civil rights activists.
This, in turn, resulted in the development of
content suitable for managing human rights
challenges. In 2005, the top 100 managers of
SPDC and 120 frontline staff from the department
of Sustainable Community Development,
Security, Production and technical personnel
were trained in how to handle and prevent
conflicts. The managers’ training was delivered
by an NGO, coming from a community/social
perspective.
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The results of the training became apparent
directly in two ways:

1. Managers started to challenge each other by
asking about the iIncorporation of human rights
elements in their work

2. The NGO firm learnt to take a broader
approach by realising the company’s
perspective.

Furthermore, some 2000 frontline staff will be
trained next year in human rights. Training
modules are being fine-tuned.



1.3 Hardwiring and softwiring corporate
responsibility — a vital combination

Intrinsic motivation — cultivating

the passion for sustainable development

The best leaders, at every level in the
organisation, are those who have a true
purpose, a passion for what they do and an
ability to bring out the best in other people.
They will be keen to learn from their mistakes
and the experiences of others. Above all, they
will accept that there is a reason to change. In
our complex and fast-moving world, they will be
the kind of people who find the time and space
to reflect and practise what they have learnt;
who are humble and honest enough to accept
that there is always room for improvement. As
such, they become an example to others.

When a critical mass of early

movers 1s achieved at around
the 15 per cent level, then the
rate of organisational change

accelerates rapidly.

To foster the power of this intrinsic motivation,
the right environment needs to be created for
these ‘seeds of passion’ to grow and develop.
Networks, both formal and informal, are an
effective tool for spreading enthusiasm and
knowledge across the organisation. Active
members of these networks are the early
movers who can help to give the sense-making
process more shape. These are the change
agents as in the model of Cramer et al. 2006. It
is said that when a critical mass of early movers
is achieved at around the 15 per cent level, then
the rate of organisational change accelerates
rapidly. It is therefore vital to make the most

of these enthusiastic people who are already
keen to embrace the concept of sustainable
development.
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Much effort has been devoted by our businesses

to identify and equip networks of people who

can:

— speak confidently and knowledgably about
sustainable development

— raise awareness and understanding of
sustainable development with colleagues

— help embed sustainable development in their
part of the organisation.

Apart from formally developed networks,
informal networks of enthusiastic employees
are crucial to achieve lasting change (so-called
emerging change). These informal networks
often consist of enthusiastic employees from all
parts of the organisation and all over the world,
brought together by a common passion. Shell
Project Better World is such an example.

In addition to these informal networks, the
Hearts and Minds project in Shell may provide
us with the next level of tools to increase the
Intrinsic motivation of the people. It is aimed at
developing intrinsic motivation for health, safety
and the environment (HSE) so as to improve the
company culture.

Shell’s informal, voluntary Project Better World,
as described in the case study overleaf, is
initiated by employees (volunteers) working

in different parts of Shell and at different levels
in the organisation. Through pilot projects

the concept of ‘contributing to SD’ was made
meaningful for employees.
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Case study:

Shell Project Better World

In 1998, following the sensing in the early 1990s
of changing expectations of soclety and the
desire for Shell senior leadership to take action,
senior leadership launched the internal mission
for Shell people to ‘Help build a better world'.
This resonated with Shell employees. A group of
enthusiastic employees invented the concept to
Involve employees in environmental and
community projects, in partnership with NGOs.
In addition, employees would improve their own
skills, leading to a win-win situation. Shell Project
Better World (PBW) was born.

Run by voluntary change agents, supported by
champions in the organisation, initial discovery
through pilot projects was conducted with
Earthwatch projects. Following this, PBW
received official funding and as such was
hardwired in the organisation. The team in
Amsterdam became a global team, funded by
Shell International and running EarthWatch
biodiversity and Voluntary Service Overseas
community projects worldwide for all Shell staff.
The team in Australia became a national team,
funded locally and running local projects.
Inspired by this successful initiative, other
colleagues around the world started to set up
their own national teams. Each team has their
own projects aimed at involving employees in
environmental and social projects. Many
projects involve engagement with local
stakeholders or have a biodiversity focus,
thereby enhancing skill building in these areas
for Shell employees. These teams form an
Informal network, aiming to share enthusiasm
and learning.
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As an example, the national team in the USA,
called Seeds, has projects such as coastal clean-
up activities, water quality testing in Texas and
employees volunteer their time to the HEART
(Help Endangered Animals-Ridley Turtles)
project. Another example is the national team in
Brazil, which encourages its employees to
participate in the outreach projects such as the
Junior Achievement Association. Overall, more
than 90 Shell employees already serve as
consultants for programmes such as Mini-
Enterprise, Our World, and Introduction to the
World of Business.

To make a voluntary project sustainable, a
network of enthusiastic and driven volunteers
are needed to keep the project going. This can
be seen as the softwiring step, tapping into the
intrinsic motivation of the people. The informal
PBW network has managed to grow PBW over
the past seven years. In total, about 150 people
are involved in organising projects and many
hundreds of people have contributed to PBW
projects. The global team has set up a new
partnership with U.N. volunteers, focused on
projects where Shell employees can contribute
their specific expertise.
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Case study:

Norco chemicals plant
— New Orleans, USA

"People living near our
chemical plant and the
adjacent Motiva refinery in
Norco were dissatisfied with
the way we responded to
their concerns about safety
and air pollution. At the
refinery and chemical plant,
we have worked hard with
the Norco community to put
things right and I am really
pleased we are regaining our
neighbours’ trust.”

Carol Triebel, Site Manager at Shell

Chemical Norco

Norco has invested $133 million to upgrade
the site. By the end of 2003 (latest reporting
year), this helped cut local emissions by 40
per cent compared with 1998. Furthermore, an
air-monitoring group was set up in 2002, with
two technical experts and 20 representatives
from the community, state government and the
site, to measure air quality around the facility.
The group chose the locations to monitor and
the substances to measure. It also selected
iIndependent consultants to analyse, assess
and publish the results. Sulphur is measured
separately by the state government.
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In 2004, the consultants concluded that, for
substances where comparable data was
available, pollution levels in Norco were similar
to those in major US cities. An independent study
showed local cancer and mortality rates were
lower than or similar to Louisiana averages.
Additional upgrades of $411 million by 2007
should further improve the environmental
performance. Norco has also established a $5
million community-managed foundation for local
economic projects.

“The door for communication
which was once closed 1s
now open. The right people
have been at the table
listening to the community’s
concerns and needs. Trust 1s
now being built with
memlbers of the Diamond
area and the community as a
whole. Commitments that
they have made are being
met. Some have been
Immediate and others are
long range.”

Margie Eugene Richard , Founder of
Concerned Citizens of Norxco
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Case study:

Nanhai chemicals project

— China

We adopted internationally
recognised principles of
sustainable development in
the project’s planning,
construction and operation.
This 1s helping ensure an
economically sound project
while at the same time
adopting responsible
environmental standards and
meeting the social needs of
the people of Daya Bay.

Simon Lam, Project Manager

Shell Nanhai B. and their Chinese Partner,
CNOOC Petrochemicals Investment Limited, are
building a $4.3 billion petrochemicals complex
at Daya Bay in Huizhou Municipality,
Guangdong. It is the largest capital investment
by a Sino-foreign joint venture project in the
People’s Republic of China. Construction began
in 2003 and the plant will be fully operational in
2006, using state-of-the-art technology to
produce 2.3 million tonnes of products a year to
meet escalating demand in China.

A full Environmental and Social Impact
Assessment using standards was carried out
before the decision to invest in 2002.
Independent monitors were invited to check
compliance with the social and environmental
management plan, which recognised key
sensitivities. A social priority was to respect the
needs of 8,770 people living nearby who were
to be relocated, and the 25,000 workers moving
into the area for the construction phase.
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The Huizhou government was responsible for
the movement of residents from the site and
Shell assisted the government in preparing for
this in accordance with World Bank standards.
Those moved have been compensated for loss
of houses, land, crops and livelihoods.

Shell is also assisting the government in livelithood
restoration. This includes training and
employment with the project, as well as small- to
medium-scale enterprise tramning. Priority 1s
being given to local employment and using
supplies and services from local companies.

The construction workers live in camps with
recreational facilities. Strict codes of conduct
minimise the impact on communities near the site.

The environmental priority was to minimise the
impact on Daya Bay, which is a National Aquatic
Resources Nature Reserve which has a sensitive
ecosystem and high biodiversity. Important
fisheries and aquaculture are located on the
inner shoreline, and sensitive turtle breeding
and corals are close to the bay. Waste treatment
facilities have been installed to make Nanhai one
of the world's most efficient and cleanest
petrochemical manufacturing facilities in the
world. Around 90 per cent of liquid and solid
waste will be recycled or reused to generate
energy. Combustible waste that is unsuitable for
reuse will be incinerated to provide steam for
the complex. Air quality modeling was done to
assess the impact of continuous emissions.

These measures show that Shell and its partners
have put the principles of sustainable
development at the heart of this project. In doing
S0, business value is being created while
protecting the environment and helping to
develop the economy of the local community.
Consultation through stakeholder workshops
and a policy of openness have typified the
approach as shown on www.cnoocshell.com.
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The progression of the HSE cultural ladder is as

follows:

— pathological — who cares as long as we are
not caught

— reactive — HSE is important; we do a lot every
time we have an incident

— calculative — we have systems in place to
manage all hazards

— proactive — we work on problems that we still
find

— generative — HSE 1s how we do business
around here; we worry about becoming
complacent.

Several tools, such as ‘Understanding your
culture’, '‘Making change last’ and ‘Seeing
yourself as others see you’, have been
developed to help move a company up the
ladder. It is hoped that the same approach

can be used for sustainable development and
that these tools may prove useful in further
developing a mindset and culture for sustainable
development as well, thereby moving softwiring
efforts to the next level.

Impact on decision-making

The fruits of our hardwiring and softwiring
embedding efforts are beginning to show

In practical ways. Sustainable development
thinking 1s helping us to improve our
performance, as in the Norco case shown

on the following page. Encouragingly, there
is increasing evidence of the sustainable
development lens being applied early in new
project planning and delivery, leading to new
standards of performance, as in the case of the
Nanhai Petrochemicals development in China
(Case studies on the previous pages)
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Conclusions

There will always be enthusiastic people who
happily embrace the sustainable development
concept and strive to apply it in their daily work
because it resonates with their personal values.
However, resistance to change should not be
underestimated. With pressure already on costs,
timescales and human resources, there will be
little appetite for additional initiatives or activities
that do not have clear links to appreciable
benefits, for instance, to communities or the
environment.

We have learnt that a dual approach of
hardwiring business process and softwiring

— developing competencies and reaching

the hearts and minds of people - is the key
combination necessary to create sustainable
development and achieve lasting change.

We have taken a determined and structured
approach to this in Shell. We are moving

in the right direction while recognising that
we are in it for the long haul and there is still
much to achieve. The approach and practical
experiences in Shell we have found are in line
with the sense-making model of Weick, 1995,
and have vindicated this model in practice.
There is an ongoing need to develop the
intrinsic motivation of people and bring
sustainable development to the heart of

their way of working. Experiences with the
HSSE Hearts and Minds project in Shell gives
interesting insights into this next level.

A mark of success will be when we no longer
have to use the terms ‘corporate responsibility’
or ‘sustainability’; it is simply how we do things
— as a business.
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Iberdrola:

reimnventing energy

Lourdes Casanova, Lecturer,

and Maria Gradillas, Research Assistant, INSEAD, France

The 29 January 2007 issue of Business Week
dedicated its cover story, ‘Who's doing well

by doing good?’, to companies that had
managed to obtain strategic advantages through
environmentally and socially responsible
practices. Iberdrola, Spain’s second largest
utility, appeared among the top three green
utilities worldwide. This international recognition
followed the company’s acquisition of Scottish
Power, which reinforced its strong focus on
renewable energy and established Iberdrola

as a global leader in clean power generation.

A visionary CEO, skilled management team,
strong environmental heritage and the right
market conditions were the main ingredients

of its success story.

Brief company history

Iberdrola was formed in 1992 as a result of the
merger of Hidroeléctrica Espafiola (HE) and
Iberduero. HE had been created in 1907 to
supply Madrid and Valencia with energy by
exploiting the rivers Tajo, Jucar and Mijares.
Iberduero was created in 1944 also as a result
of a merger of two hydroelectric companies,
Hidroeléctrica Ibérica, founded in 1901 to

use the rivers in North Spain, and Saltos del
Duero (1918), which used the river of the same
name. Between 1957 and 1969 both companies
completed the construction of several large
power plants.

In the 1970s, the oil crisis led the Spanish
government to promote nuclear energy and
both Iberduero and Hidroeléctrica participated
in the construction of several nuclear power
plants in Spain. However, in 1984 nuclear
construction was frozen, leaving most private
utilities with significant debts. The government
tried to palliate the effects of this debt by
arranging nuclear and hydro swaps.
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In 1992, Iberdrola began its expansion in Latin
America through the acquisition of Litoral

Gas and Guemes Thermal Power Station in
Argentina. In the following years it acquired two
distribution companies in Bolivia, two generation
companies in Chile, a gas company in
Colombia, gas and electric companies in Brazil,
an electric utility in Guatemala, and entered the
Mexican electricity generation market.

To diversify its operations, in 1995 Iberdrola
created Iberinco, an engineering consulting
firm, and Iberner, to manage its Latin American
businesses. In 1996, it signed a strategic
telecommunications alliance with Telefénica,
creating a joint venture, Utilitel. In 1998, the
company established Iberdrola Sistemas, a
data management company. In 1999, it created
Proxicom, an Internet services provider. The
same year it entered the US market though the
acquisition of Energy Works, a company that
managed electricity buys for businesses.

In the past few years Iberdrola’s expansion
has focused on natural gas, combined cycle
and renewable sources of energy, becoming
the world leader in wind energy and Spain’s
most active investor in natural gas combined
cycle plants.

Iberdrola today: ‘El mundo es un tapete verde’
In 2001 Iberdrola appointed a new CEO and
Vice Chairman, Ignacio S. Galan, a charismatic
businessman who had already made quite

an impact in the Spanish telecommunications
industry and intended to do the same in the
traditionally more stable electricity sector.
Shortly after taking up his position, Galan made
public Iberdrola’s Strategic Plan 20026, an
innovative change of direction for the company,
which included an investment programme
designed around the Kyoto Protocol, and a new
corporate image.
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Iberdrola’s investment programme focused

on Increasing its generation capacity through
renewable energies, mainly wind and natural
gas combined cycle facilities, considerably

less polluting than coal or fuel oil. At the end of
2005, Iberdrola’s installed capacity in renewable
energies was 3,810 MW (of which, 3,494 MW
was wind energy), over seven times its capacity
at the start of the strategic plan. Iberdrola’s
objective is to reach 6,200 MW of renewable
capacity by 2008, of which at least 1,200 MW
will be outside Spain.

In Iine with this new strategic direction, and
coinciding with the opening of the energy
market in Spain, Iberdrola chose a logo that
reflected its strong environmental focus: a green
leaf, a blue drop of water and an orange flame,
thus marking a new era.

IBERDROLA

Most importantly, llberdrola launched its green
energy product, defined by the company

as electricity derived 100% from renewable
energy sources free of CO? and greenhouse gas
emissions.

Today, given the prominence climate change
has acquired, mvesting in renewables and
taking measures to reduce CO? emissions
seems like an obvious course of action. But back
in 2001-2 the realisation that the environment
would become of utmost importance was
tantamount to a great strategic vision. Indeed,
Iberdrola’s plan was initially looked upon with
scepticism by the market because its emphasis
on renewables exposed the company to
unreliable sources of energy. Yet it has proved
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to be a huge success, allowing the company

to differentiate itself from the competition and
to gain international recognition as the world

leader in wind energy.

Nonetheless, it should not be overlooked that
Iberdrola already had a history of operating

in an environmentally-friendly manner, and

the know-how to develop clean energies was
already there. Today, it tends to be viewed as
a company that has adapted to market changes
and leveraged the hydraulic background it
inherited — for which the current management
1s rightly given great credit. But a culture cannot
be improvised; [berdrola has traditionally been
very sensitive to human problems and to the
environment.

New market environment,

new business ‘partners’

Market deregulation has had an enormous
impact on the Spanish energy sector. For a start
it has brought with it the concept of client as
opposed to subscriber. Image and reputation
have become of the utmost importance

and having a good relationship with your
environment in a broader sense has become a
valued asset that allows you to carry out your
activity. In the past, a company only needed

to comply with the law and be profitable.

Today this is not sufficient: companies are also
expected to respond to the needs of the different
interest groups that are affected, directly or
indirectly, by their business activity.
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The stakeholder perspective breaks with the
traditional ownership model by insisting that
companies consider the interests of not only
the stockholders but also a wider range of
constituents, such as suppliers, employees, the
government and the local community. A simple
model of the stakeholder perspective of the
company 1s lustrated in the figure below:

Importance of Different Stakeholders for Companies
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Iberdrola has clearly understood this new
market requirement. Among its executives and
managers there is a widespread understanding
that the company has a responsibility towards
all the groups impacted by their activity in the
broadest sense. Since the arrival of CEO Ignacio
Galan, stakeholders have gained importance
for the company and the relationship with them
has been strengthened and improved. Specific
programmes have been created to cater for
stakeholder needs and communication channels
have been opened. This strong stakeholder
focus is expected to continue to increase in the
next few years.

Iberdrola’s orientation towards its environment
was formed many years ago as a result of the
fact that its operations are typically sited in the
midst of the community and affect society as a
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whole. When the company started constructing
power plants, problems such as complaints
about noise and strikes prompted management
to take care of its surroundings. Early on

it realised that a favourable environment

would benefit the company’s activities as

it affects its image and reputation, which in

turn improve its overall competitiveness and
protect the company from negative media
coverage, criticism from non-governmental
organisations (NGOs), etc. Furthermore, the
company recognises that being environmentally
conscious has allowed them to come up with
thelr innovative green energy product and gain
first-mover advantage in the Spanish electric
market.

Iberdrola and its stakeholders

There are three key words that can be used to
define how Iberdrola views its relationship with
stakeholders:

— openness

— balance

— compromise.

While Iberdrola makes a conscious effort to
listen to its stakeholders and attend to their
needs, the demands of the different stakeholders
need to be balanced and that is not always
straightforward.

Iberdrola’s top executives recognise the
need to find a balance between the often
intertwined and correlated demands of the
different stakeholders. Even more important
is the need to find middle ground between
progress, demands, pollution, and what we as
a soclety are willing to accept and what we are
willing to compromise on. As one executive at
Iberdrola explained, all types of energy have
advantages and disadvantages — yet society
is sometimes uncertain what the priorities are.
For example, gas and petrol generate CO?
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emissions; hydraulic energy implies flooding
valleys; nuclear power leaves toxic residues;
solar panels occupy vast amounts of land (to
generate 50 megawatts of energy you need
200 hectares of panels) which is expensive and
not efficient; wind turbines are huge and blight
the landscape. There is always something to
complain about, and still our energy needs
continue to increase. Yet nobody wants to have
a power station or even an electricity network in
their neighbourhood.

In this sense, Iberdrola’s executives stress

the importance of communicating with

all the different groups and opening a

debate. Iberdrola’s efforts in opening lines

of communication with all relevant interest
groups seem to have been picked up, since
stakeholders acknowledge that the company is
trying to reach them and that it has a strategic
commitment to the environment and to society
atlarge. Iberdrola’s openness to dialogue has
been observed by stakeholders as a quality they
value very highly.

There is also a general perception among
stakeholders that Iberdrola is better positioned
than its competitors to take advantage of

the current environment generated by the
Kyoto Protocol and climate change. Some
stakeholders give the company more credit
for its longstanding belief In respecting the
environment, as opposed to having developed
in this way for purely historical reasons.
However, all stakeholders recognise and
support the company's efforts in promoting
renewable energies and agree that Iberdrola’s
renewable portfolio makes it a leader

in sustainability.
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"Today, 1t 1s understood

that companies need to meet
thelr objectives but while
complying with certain
corporate social responsibility
(CSR) rules: respecting the
environment, human rights,
labour rights, etc.”

Iberdrola senior executive

Shareholders

It is worth giving special mention to
shareholders as an interest group that has
gained relevance over the past years, not just
for Iberdrola but in general. The international
investment community is very positive about
Iberdrola and perceives the company as a
leader in sustainability, citing the following:

— strong management team

— integrated strategy

— focus on renewable energies and advanced
technologies

— diversified generation mix

— high-efficiency power plants and transmission
lines

— transparency conducting business

— risk management strategies

— codes of conduct

— relationship with suppliers

— demand-side efficiency (offering services as
well as products)

— guarantee of supply

— environmental measures

— carbon trading activities

—  ability to communicate well with investors.
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Environmental NGOs

Iberdrola collaborates regularly with a number
of NGOs, such as SEO/Birdlife, but dealing
with these groups is not always easy and within
Iberdrola there still seems to be a certain
reluctance to work with environmental groups.

Electric companies and environmental NGOs
have been traditional enemies for decades.
Executives who interact most with these groups
recognise that although they are long-standing
enemies, they can now at least sit down and
talk. They also believe that working together
with environmental NGOs makes them more
‘modern’. The change has come from both sides
and today they actively collaborate on projects.

At Iberdrola it is known that the fact that they
are the largest investors in renewable energy
(€1 billion a year) makes them ‘good’, and

that nuclear energy makes them ‘bad’, with
combined cycles being somewhere in between.

It is only fair to point out that in the past some of
these environmental groups used some rather
unethical tactics to draw negative attention to
electric companies. One example is that of
Ecologistas en Accién, who devised a story
about a mutant fish they had discovered in

the vicinity of a nuclear power plant, but later
admitted that they had made the story up in
order to spread alarm over nuclear power.

Recently, however, NGO attitudes have
changed. In the past it was a ‘media war’
mentality — finding facts that they could make
public and use as the basis for legal action. Now
they resort to dialogue before acting in order

to find solutions, which is the real objective.
Nonetheless, not all groups have embraced

this strategy of openness to dialogue, and some
remain radically opposed.
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Likewise, Iberdrola still needs to improve

its relationship with environmental NGOs

and consumers, who have recently gained

in importance as pressure groups. As these
organisations have huge influence and are an
important source of information, collaboration
could benefit both sides.

"There has been a fluid
dialogue with environmental
NGOs such as WWE/Adena
or Greenpeace for issues
related to the Kyoto Protocol.
We agree strongly and fight
together for issues such as
climate change. On other
1ssues, such as nuclear
energy we disagree.”

Iberdrola senior executive
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"The key 1s to find the
balance between supplying
customer demands,
respecting the environment
and socilety, and obtaimning
economic profit.”

Iberdrola senior executive

Creen energy

Iberdrola launched its green energy product in
2003, just after the liberalisation of the Spanish
energy market. It offers energy from 100%
renewable sources (as defined in the European
Directive), mainly wind and hydro, and its price
is slightly higher than that of Iberdrola’s
standard energy product. lberdrola’s promise
1s to generate as much electricity from
renewable sources as green energy sold.

The origin of the energy is certified by two
different independent sources: Red Eléctrica
Espafola (through the issue of a renewable
energy certificate of international recognition,
RECS) and Bureau Veritas.

Iberdrola is proud of its product, which is
respectful of the environment as well as a
source of competitive advantage, but some
stakeholders feel differently, seeing it as merely
a marketing tool. Iberdrola’s green energy
product would seem to be well adapted to a
market that has just liberalised in an atmosphere
of increasing concern for the environment

but the product (and Iberdrola’s advertising
campaign) has nonetheless been controversial.
To understand this apparent anomaly, we

have to look first at the generally accepted
meaning of green energy, and ask what exactly
stakeholders dislike about Iberdrola’s green
energy product.
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The Creen Energy Debate

The European Union officially defines renewable
energies in its CO? Emissions Directive as
non-fossil sources of power such as wind,
solar, geothermal, tidal and wave, hydro,
biomass, sewage treatment plant gas and
biogas. However, there has been no official
statement as to what characteristics a specific
source of energy must have in order for it to
be considered green. At the European level,
Project Eugene aims to ‘provide a trusted tool
for ensuring that the green energy market
delivers real benefits to the environment and
communities’. This standard defines green
energy as solar, wind, geothermal, green
biomass, low-impact hydropower, and supply-
side energy efficiency.

Nonetheless, green energy is a delicate art; it
must be renewable but also respectful of the
environment. So, for example, a wind farm might
not be considered green if it is located in an
area where it disturbs a specific species of bird,
while it would be considered green in a more
appropriate enclave. In this sense, Greenpeace
accepts as ‘green’ the large hydraulic plants

that had already been built, while WWF/Adena
accepts only mini-hydro plants.

Overall, the issue is more complex than it may
initially seem. In the absence of a coherent
definition of green energy, some organisations
prefer to avoid the term altogether.
Creenpeace, for example, refers instead

to ‘clean energy’.
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Stakeholder perception of Iberdrola’s

green energy product

Stakeholder criticism of Iberdrola’s green
energy product evolves around the following
aspects:

— There is a perception that the message of the
marketing campaign 1s unclear; it misleads
the consumer to believe that the energy they
receive comes exclusively from clean
sources when in fact in Spain energy comes
from a pool and it is impossible to identify its
precise source.

— The higher price cannot be justified because
the product itself is not different and because
renewable sources are currently subsidised.

— The correlation between consumption of
green energy and more investment in
renewable sources is not perceived.

— The renewable energy certification system
currently used is not fully trusted.

— Confusion exists as to whether or not
large hydropower plants are included in
the product.

Shortly after Iberdrola launched its green
energy campaign, and driven partly by the
confusion generated by the term, the Spanish
National Energy Commission (CNE), considered
it necessary to issue a report defining the
different green energy offerings in the Spanish
market. This report was forwarded to the
Tribunal de Defensa de la Competencia (the
Spanish watchdog for competition issues),

and to the Instituto de Consumo (the Spanish
consumer institute). The Tribunal de Defensa de
la Competencia did not identify any competition
1ssues, but the Instituto de Consumo did ask
Iberdrola to change some aspects of their
campaign. When asked about green energy,
the Spanish National Energy Commission
responded that, on this issue, the market was
ahead of the legislation and some companies

were taking advantage of this.
The rejection of Iberdrola’s product is strong
among environmental groups:

— Creenpeace, for example, refers to it as the
‘green deceit’; for them it is a marketing
campaign that has nothing to do with reality
and Iberdrola is taking advantage of the lack
of regulation and the non-existence of a clear
definition of green energy.

— For SEO/Birdlife, the green energy campaign
is an aspect of the company that has not been
handled correctly, although they praise the
company'’s efforts in generating energy from
renewable sources.

— WWEF/Adena has also criticised the product.
For them, a quality green energy product
should comply with two criteria:

1. Impact on the environment must be
assumable. This is why they consider the
mini-hydraulic plants to be green but not
the large hydraulic plants.

2. The more green energy consumed,
the greater the investment in this type
of energy. They feel Iberdrola’s green
energy product does not comply with
this standard because its investment
in renewables follows its strategic plan
rather than the demand for green energy.

— Adena has also cited the fact that Iberdrola
cannot justify charging more since renewable
sources of energy receive subsidies from the
government.

— WWE/Adena claim that had it not been for this
product, WWEF would have named Iberdrola
the most sustainable energy company in the
world.
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But the strongest reaction to the product was
that of OCU, the Spanish consumer organisation,
which decided to take the issue to court,
declaring that the campaign was deceptive and
should be not allowed to air. They denounced
Iberdrola’s green energy advertising as
deceptive and therefore illegal, on the

following grounds:

— The very concept of change is deceptive,
since the product the customer receives is
ultimately the same.

— The fact that Iberdrola commits to generating
as much energy through renewable sources
as green energy is consumed 1s also dubious
since there is a market for renewable energy
certificates.

— Asking a higher price for green energy when
renewable generation is being subsidised.

While OCU has lost the hearings to date, at the
time of our interview (October 2005) the legal
battle against Iberdrola was still underway and it
was ready to take matters to the Supreme Court.

The way forward

Iberdrola has leveraged its strong
environmental heritage to create a company
that prides itself on being green. Nonetheless,
along the way the company has encountered
important challenges that management needs
to address:

— Iberdrola’s green energy product has
provoked negative reactions from important
environmental groups and from an influential
consumer organisation. Although less direct,
the CNE itself did not seem very excited
about it either. The company will need
to address this issue or it could damage
its reputation.

— Itis also important to stress the need for
different departments to interact:
Environment, Reputation and Marketing
working closely together while launching
new products.

— Any environmental actions should be
integrated in the company's core strategy
and should not be used purely as a
marketing tool.

— Iberdrola needs to continue and reinforce the
dialogue with stakeholders, particularly with
new social agents such as NGOs and
regulatory authorities. It is important to
establish a relationship between stakeholder
importance and information/feedback
gathered from them. Iberdrola already
collaborates successfully with the
environmental NGO SEO/Birdlife on several
projects. The company could clearly benefit
from further collaboration with other NGOs.
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2.1

Humanitarian operations
and corporate responsibility

Luk Van Wassenhove and Rolando Tomasini, INSEAD France

The emergence of corporate social
responsibility (CSR) on the private-sector
agenda has made corporations more aware

of potential gains to be made in areas rarely
considered before. Michael Porter argues that
by engaging in partnerships where social and
economic value overlap, corporations can
enhance their competitiveness. In an attempt

to do just that, many private-sector logistics
companies, including TNT, DHL, UPS, FedEx
and Exel, have identified a match between thelr
competencies and activities with humanitarian
aid agencies that specialise in emergency relief.

The aftermath of the Asian tsunami has amply
demonstrated that logistics plays a substantial
role in delivering aid in emergencies. The
circumstances and settings are very different
from private-sector logistics, yet private-sector
partners can learn from the relief operation.
For example, companies increasingly need
the same sort of skills as humanitarian relief
organisations, given the dynamic demands
and disruption risks of operating global supply
chains and the central role of logistics in
making profits under these conditions. Many
corporations have already incurred substantial
financial losses due to their inability to respond
to short-term changes in demand or supply
(agllity), or to adjust their design to market
changes (adaptability). As a result, corporations
have realised that while high speed and low
cost are necessary for a successful supply
chain, they are not sufficient to give companies
a competitive and sustainable advantage over
rivals. Such an advantage comes only when the
supply chain is agile, adaptable and aligned.

Unlike the private sector, humanitarian
organisations are specialists at being agile

and adaptable, implementing complex supply
chains under high levels of uncertainty with
limited resources and infrastructure — and often

51 INSEAD eBOOK

overnight. As David Kaatrud, Chief of Logistics
for the United Nations World Food Programme

(WFP), explains:

Our operational settings are typically very
different and difficult. To get supplies to the
most remote areas, we may have to resort to
a range of imaginative and unconventional
delivery systems, from air-dropping to using
elephants for transport.

Logistical alliances
With an eye to acquiring new knowledge,
solutions to critical problems and perhaps
new market opportunities, private logistics
companies increasingly forge parmerships with
humanitarian organisations, approaching the
latter not only as charitable concerns but also
as an opportunity for learning and business
development. Likewise, turning conflict zones
and disaster areas into business learning labs
can provide many benefits for humanitarians
hoping to enhance their performance and core
competencies through interaction with their
private-sector partners. In terms of operations,
they can benefit from such partners in two
particular areas:
— ‘back-office’ support for better disaster
preparedness
— strategic movement of assets during a crisis.

Pedro Figueredo, WEP Regional Logistics
Coordinator, explains that in emergency
operations:

The concern is not that we can't feed the
beneficiaries or transport the food to them.
It’s a race against time in the sense that the
ports, railways, roads, warehouses and silos
all need to be coordinated.

This type of complex, large-scale coordination
is neither improvised nor coincidental. In fact,
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Bernard Chomilier, former Head of Logistics at
the International Federation of the Red Cross
and Red Crescent Societies, says that to be
prepared, humanitarians need to work not only
during disasters but, more importantly, between
them. They need to develop agreements and
establish policies and processes to operate
swiftly during the disaster with existing as well
as new supply-chain partners.

Between disasters, alignment as an aspect of
preparedness is an area in which the private
sector is ready to transfer much knowledge and
expertise to the humanitarian sector. The private
sector has long focused on improving its supply
chain by strengthening relationships with its
partmers and establishing incentives to improve
the performance of the whole supply chain. This
includes negotiating agreements with suppliers
and service providers, and implementing tools
that can:

— provide greater visibility

— facilitate communications and reporting

— enable better planning and forecasting.

Humanitarians in the forefront

The front-office activities of the actual relief
operation in a crisis remain in the hands of the
humanitarian agencies, as that is their core
competency and primary role. Humanitarian
organisations are licenced to operate in
conflict zones and disaster areas thanks to
their principles of humanity, impartiality and
neutrality. These principles aim to create a
space in which the humanitarians can operate
free of political and economic agendas.
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However, such a task can be a real challenge in
light of the various stakeholders involved:

— donors

— the military

— governments

— suppliers

— carriers

— Implementing partners

— beneficiaries.

It is important to have in place systems and
processes that can facilitate the collaboration
required among stakeholders to keep efficiency
at high levels. Help from the private sector can
be invaluable here. However, it is also crucial

to minimise undesirable outcomes that could
contradict humanitarian principles, so it is better
if the military, governments and the private
sector do not get actively involved in relief at the
scene of the disaster.

Emergencies test the reactivity and capacity of
the relief agencies, often overwhelming them in
the first few days. During an emergency relief
operation, private-sector partners can assist the
humanitarian agencies with readily accessible
assets (e.g. airplanes, forklifts, office and
warehouse space) and skills (e.g. programmers,
communication specialists, pilots) to meet the
demands in the field. This may be pro bono or at
cost, helping to keep the overall expense of the
operation down and enhancing speed during
the first few days of a response.
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Case study:

‘Moving the World'

—the TNT-WEP partnership

Despite the fundamental differences between
the humanitarian and corporate sectors,
partmerships through CSR can and do work out
in ways beneficial for both parties. Over the past
two years, we have worked closely with TNT
and the World Food Programme on their joint
venture ‘Moving the World’.

This case study illustrates the process of.

— choosing a cause;

— selecting partners;

— creating a working plan;

— getting the commitment of the company’s
executive board.

It can be used to discuss the process of
Implementing a CSR initiative, specifically

how to align the organisations’ objectives and
capabilities throughout the process. It is also
useful to teach a strategic approach to corporate
philanthropy, and to foster a discussion about
how to build the business case for CSR internally
and get management'’s support.

Investing in parmership

Increasingly aware of its company’s role

in the process of globalisation, TNT's CEO
began to explore potential ways in which it
could contribute positively to social change.
In consultation with top management, they
quickly agreed that it was time to shift from
small, disparate philanthropic programmes
(supporting the annual golf tournament and local
programmes) to a more strategic approach
that would capitalise on the company’s core
competencies and reinforce its position in the
market and society.

The ambitious shift entailed capturing the

attention and channelling the support of over
160,000 employees operating in 63 countries
into a social cause that everyone (customers,
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shareholders, and employees) would share and
feel comfortable being associated with.

Narrowing down the options was a voyage

of self-discovery whereby a small committee
of representatives of different business units
reflected on TN'T's core competencies,
position in the market and strategic goals, a
process crucial to understanding what kind of
partner they needed, and what the partnership
should look like in order to be sustainable and
successful.

As they embarked on the search for a partner,
they explored the unmapped territory of
humanitarian/emergency relief agencies.

These agencies understood the language of
logistics but also could relate to TNT in size,
global presence, reputation and, best of all, had
complementary needs that over time would
foster cross learning, delivering higher value for
both parties and society in general.

A global provider of mail, express and logistics
services, serving more than 200 countries,
TNT has been an active partner of the WEP,

the world's largest humanitarian aid agency,
since 2002. Each year WEP provides food aid
to an average of 90 million people, including
56 million hungry children, in more than 80
countries. TNT has committed its knowledge,
skills and resources to helping WEP for a
minimum of five years. In 2004 alone TNT
invested a total of €8.5 million in the partnership,
of which €7 million came in the form of in-kind
services and knowledge transfer projects

and €1.5 million as cash donations. For 2005
TNT upped its commitment to €10 million in
knowledge transfer, hands-on support, and
funding and awareness nitiatives.



2.1 Humanitarian operations
and corporate responsibility

"Both organisations operate
differently, and it took a long
time to gain mutual trust and
understanding.”’

Swinda Hagedoorn, TNT Senior Project
Manager & Initiative Team Leader

Learning to dance

In the first project under the partnership, TNT
reorganised WFP's warehouse in Brindisi, Italy,
by optimising the space through a redesign of
the layout; transferring its best practices and
training personnel in inventory management.
The calculated annual savings to WEFP were
approximately €400,000. While on the one hand,
the result of the project was trust and confidence
that this partnership could work, on the other, it
showed how different the benchmarks, goals
and methods of each organisation were, and that
they would have to learn ‘how to dance
together’.

Spreading practical knowledge

After Brindisi, other initiatives developed quickly
as the trust and relationship grew stronger. For
example, both parties found that WEP’s fleet
management and transportation were areas that
needed improvement. With each humanitarian
agency adopting an independent strategy for its
fleet, and different types and makes of vehicles
In use across and within regions, the complexity
and cost of operating and maintaining these
fleets was very high.
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Even though its experience with in-house
vehicle maintenance, spare parts and tire
management would be a positive contribution
to WEP, TNT quickly realised that many

more varlables were involved in the
humanitarian sector than they had ever before
encountered. To learn more, and to formulate
recommendations closer to the needs in the
field, both organisations decided to create a
“Fleet Forum”. They invited other humanitarian
organisations to discuss ways to improve their
practices, using the support of the private
sector. Through the active participation of the
different stakeholders (donors, humanitarian
organisations and the private sector), the forum
identified areas where they could exchange
knowledge with the private sector, borrow
lessons learned and implement best practices.

Another initiative involved approaches to
optimise transportation in South Sudan, an area
devastated by 20 years of armed conflict and
presenting significant logistical challenges.
Following a request from the United Nations Joint
Logistics Centre (UNJLC), TNT seconded staff to
build a computer model that would capture:

— the different modes of transport

— their associated cost and capacity

— the cost of infrastructure rehabilitation.

The model, currently in beta version, not only
helps to 1dentify the most cost-efficient routes,
but also quantifies the rehabilitation needs on
the ground, helping agencies build a stronger
case for business support by donors. Since a
substantial amount of goods are sent by air to
the region at a significant cost, the model helped
to identify and prioritise which land corridors
should be rehabilitated to maximise the benefits
in terms of cost and speed.
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Even though the WEP-TNT partnership is

the largest and perhaps most visible in the
humanitarian logistics area, there are many
other examples where the two sectors have
gained by working together. For example,
identifying and avoiding bottlenecks in the
supply chain is of high importance, and is a
task best done by experts. In Iraq, concerned
about potential fuel shortages and disruptions,
the UNJLC worked with a private-sector fuel
specialist to identify the potential impact and
likelihood of fuel disruptions to transport and
the domestic energy supply. Following a careful
study, bulletins indicating the availability of fuel
and prices were made widely available on the
UNJLC website. Authorities and agencies were
then alerted as to when fuel would be likely to
run out. This information meant that potential
crises could be avoided. The success of the
assistance was apparent to John Levins, head of
the UNJLC Fuel Team: “The long queues of cars
at Baghdad petrol stations disappeared once
our estimates of overall supply matched our
estimate of overall demand.”

Frictions and challenges

Despite the success of the WFP-TNT projects,
such partmerships are not always easy, as

the two sectors are extremely different: one
slow and bureaucratic, the other fast moving
and action oriented — both with very different
agendas. Typically, humanitarians are sceptical
of the business world,; just as typically,
companies see humanitarians as idealistic and
inefficient dreamers. Working together is not
easy but certainly not impossible.

One of the greatest challenges is to align
humanitarian values with private-sector goals.
Shareholders will ask questions, and the
company’s management will be forced to show
that the way they run the partnership is not only
beneficial to the humanitarian organisation but
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is also adding value for the company. Finding
common ground and forging understanding
between the two parties requires a lot of
commitment on both sides. They must both
understand that it is possible for economic
benefits and social values to go hand in hand,
and that the highest impact is when CSR creates
simultaneous gains for both parties. While the
value of such private—humanitarian partnerships
is beginning to be acknowledged, measuring
the exact value remains a challenge, as is the
case with CSR nitiatives in all sectors. There is
scepticism about how much value is created and
for whom, raising the important question of how
long such partmerships can last.

TNT faces the challenge

of choosing projects that
bring value to the agencies
while providing the highest
return on investment for the
company.

Hard choices

Numerous efforts have been made to measure
the financial impact of CSR initiatives, but the
results are confusing, to say the least, and there
is no general agreement on what methodology
should be used. While enthusiasm among
businesses such as TNT runs high, with so many
opportunities for working together, TNT, like
many private-sector companies involved in CSR,
faces the challenge of choosing projects that
bring value to the agencies while providing the
highest return on investment for the company.
Thus project selection requires a strong sense of
discipline and objectivity from both parters.



2.1 Humanitarian operations
and corporate responsibility

The criteria are simple and in line with our

earlier thoughts:

— USe your core competencies in areas
where they are most needed, and the
return will follow.

In doing s0, companies reassess their core
competencies and, while sharing them, learn
new approaches that could improve their
competitive edge.

We see the humanitarians in the forefront,
leading the intervention in a disaster, with
their private-sector partners supporting the
management team in the back office with tools
and practices that improve preparedness, and
providing increased capacity and skills when
needed to meet peaks in demand.

The humanitarian sector has long experienced

manipulation and the unintended consequences

of their humanitarian actions in heavily

politicised environments with limited

information. Such lessons have fuelled their

scepticism towards private-sector initiatives,

where:

— agendas are not always clear

— there are risks of unintended negative
outcomes

— doubts exist about the length and level of the
private-sector commitment

— there are few precedents for trust.

Conclusion

The tide is turning. On the whole, both TNT

and WEP are very pleased with the results

of the partnership so far, as evidenced by

the fact that TNT has decided to substantially
increase its commitment for 2005. The TNT-
WEP experience is thus testimony to the fact that
these partnerships make sense. It is clear how
humanitarians can benefit from the transfer of
know-how from private companies. In return
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for its time and skills, TNT gets free publicity,
raising its profile as an organisation that is
working to improve the world in which we live,
which leads to increased employee morale
and motivation. This in turn can lead to more
satisfied and loyal customers. The organisation
also gains from the experience because its staff
learn the skills to deal with the most challenging
of circumstances; this serves to strengthen

the company’s own supply chains. Finally, the
association could also translate into business
opportunities in areas that would otherwise be
hard to access.

Sustainability is a major concern for humanity.
For example, 1.3 billion people live in
extreme poverty (on less than one US dollar

a day). Every five seconds a child dies of
starvation. Partnerships between humanitarian
organisations and private business are one
way of tackling these problems. The TNT-WFP
example is clearly a benchmark for others
looking for ways to get involved.

Short-term CSR partnerships

Awareness of corporate social responsibility
has put pressure on companies to show what
they are doing to fulfill their obligations. In
light of this, many businesses want to assist
humanitarian charities in the aftermath of major
disasters, such as hurricanes, earthquakes

or famine. Some contribute to such causes
through a single, long-term partnership with a
non-governmental organisation (NGO), while
most prefer the flexibility of ‘quick-fix’ efforts
that react to immediate needs. But what do
companies with limited experience of disaster
relief need to know in order to make these
short-term partnerships work — for both parties?



2.1 Humanitarian operations
and corporate responsibility

Cash or kind?

In response to a recent INSEAD study of 25
humanitarian organisations, field managers
ranked cash as the most helpful type of
contribution from business. Money gives
humanitarians the liquidity and flexibility

that they need to respond quickly to the
requirements on the ground. Often, the value
of cash is greater than the same value in kind.
For example, a European company offered to
provide nylon tents, at cost, for use in Pakistan.
The cost price of one of those tents, had it been
sent as cash, would have bought a house in the
same area.

The advantage of cash from the corporate
point of view is that it makes 1t easy to track
the cost. The return on investment can also be
more evident: a fundraising activity organised
by employees (and inspired by a corporate
promise to match the money raised) can work
more efficiently than many so-called team-
building activities. The downside is that handing
over cash requires a certain amount of due
diligence on the company’s part. It needs to be
sure that the chosen agency has both the:
— capability: a track record and local
knowledge
— accountabillity: a history of providing reliable
data about how it manages its funds.

Despite the strong case for cash, there are some
good examples of alternative contributions.

For example, Ericsson provided satellite and
heavy-duty waterproof phones for relief workers
in southeast Asia after the tsunami in 2004, while
Danone donated two million bottles of mineral
water to the region by February 20085.

Yet companies still fail to recognise that
donations should be based on demand,

rather than what they can supply. This mistake
can cause bottlenecks or, worse, needless

expenditure. For example, unwanted donations
recelved during Eritrea’s 1989 war, including
seven truckloads of expired aspirin, took six
months to burn. The key for a business is to
work closely with aid agencies, local embassies
or one of the company’s supply-chain partmers
in the region concerned, rather than launching
its own ‘mini-NGO'. The same warning applies
to companies that allow employees to volunteer
to help aid agencies. Technical skills and noble
intentions alone are not enough — they also need
to be familiar with the local context and have
experience of emergency situations.

Sensitivity

Companies and aid agencies can find
themselves competing for airtime, so it is very
important that the business does not seek to
get all the publicity for itself, and co-ordinates
its communication strategy with the NGO.
Companies should also bear in mind that their
involvement in a high-profile campaign might
mean that their competitors will choose not

to support the same charity, thereby hurting
the cause. Of course, business can follow the
CNN trail, but they should keep their messages
educational. Above all, they should respect
the protocol of the NGO and consult its press
experts at all stages.

The role of a business is to
support humanitarians saving
lives, not to save lives itself.

The role of the corporate sector in disaster
management is still being defined. For now,
the main message is: ‘Stay humble.’ The role of
a business is to support humanitarians saving
lives, not to save lives itself.



2.2

Understanding, avoiding and
managing NGO campaigns
against corporations

Michael Yaziji, INSEAD PhD 04, Professor, IMD, Switzerland

Who are these NGOs that seem to be regularly
campalgning against firms over various causes?
What are their motivations and goals? Which
firms are at risk of attack and why? How, as

a manager, can [ avoid my firm becoming a
target, and, if targeted, what can I expect and
how can [ best respond?

Firms are increasingly facing campaigns by
non-governmental organisations (NGOs) over a
broad range of issues such as the environment,
labour, human rights, consumer rights and
animal rights. The number of international NGOs
has increased 400 per cent in the last decade
and the number of mentions of NGOs in the
Wall Street Journal has increased 20-fold during
this period. Corporate managers often fail to
appreciate the deeper dynamics behind these
campailgns and, as a result, respond to them

in ineffective or even counterproductive ways.
These managers are also often surprised at how
effective small — and often ideologically radical
— NGOs can be in tackling much larger firms.

In this paper I will:

1. briefly differentiate between two very
different types of campaigns — watchdog
campaigns and proxy war campaigns.

2. explain how it 1s that these small David NGOs
can beat Goliath corporations;

3. provide some guidance for managers on how
to avoid and respond to these campaigns.

The discussion presented here draws on

three years of qualitative research including
interviews, case studies and a large-scale global
survey of NGOs that have campaigned against
firms.!

Differentiating watchdog campaigns

from proxy war campaligns

The two categories of campaigns — holding firms

accountable to dominant institutional norms

(watchdogs) and those pursuing institutional

change (proxy war) — are fundamentally

different.? They:

— have different goals

— often select their targets differently

— use different kinds of rhetoric with different
audiences

— use different kinds of tactics.

A watchdog campaign is one In which the goal
is to put pressure on the targeted firm to comply
with dominant institutional standards. These
standards may or may not be formalised in
regulation. Watchdog campaigns are often run
by local organisations that are responding to a
perceived threat or harm to their local interests.

Proxy war - also called ‘social movement’

- campaigns are designed to challenge and
change the institutional framework, whether

in terms of the formal regulatory and legal
systems or accepted social norms and values.
As carriers of challenging ideology, social
movement organisations (SMOs, a sub category
of NGOs) behind a campaign often engage in
institutional proxy campaigns in which opposing
institutions generate a proxy conflict between
organisations that interact strategically to
promote, sustain or represent the opposing
institutions.

How radical ‘David’ soclal movement
organisations beat mainstream ‘Goliath’ firms
The efficacy of small and radical SMOs can
seem puzzling to both managers and scholars.
SMOs are, by definition, working against the

For more detailed information on the research results and research methods
g ji, M. 2 a npe
by Social Movement Organizations

nstitutional (
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in reality there is a continuum between

* These two sorts of campaigns are ‘ideal types

ne important qualita

s well as theoretical reasons
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mainstream — either in terms of values and
beliefs or in terms of regulatory systems — of
their societies. It is often a mystery to corporate
managers just how they manage to be so
effective in affecting firms.

A parallel paradox also faces neo-institutional
scholars attempting to understand institutional
change. Institutions are highly resilient social
structures consisting of logics — beliefs,

norms and values that guide practical action
—and governance structures through which
power and authority are exercised.® How can
institutional change take place when dominant
Institutional logics, governance systems and
resources are all stacked to favour the status
quo? And more puzzling still, how can small,
resource-poor and ideologically unconventional
SMOs successfully challenge dominant
nstitutions?*

The key to answering these practical and
theoretical mysteries lies in institutionally
circumscribed resource pools. Because of
their dedication to institutional change, the
SMOs have a relatively small institutionally
circumscribed resource pool from which to
draw. (We can think of pools of resources as
being attached to particular institutions, such
that these resources are preferentially available
to those organisations that conform to the given
institution’s demands.) Most of the potentially
available resources are likely to be withheld
from SMOs, since most of the individuals and
organisations that control them will be reluctant,
all things being equal, to provide resources to
organisations with which they are at ideological
loggerheads. The resources that are potentially
available to SMOs are restricted to those small

R. 2001. Institutions and Organizations'. Ed. D. Whetten, Foundations for
> >, Sage
s Challenges to Authority:

Vorking paper, University of C

ement Organizations: Growth, Deca d Change’. Socic
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niches that are controlled by individuals or
organisations who share their ideology and
support the institutional change being pursued
by the SMO.

Yet, the fact that the SMO 1s dedicated to
undermining a dominant institution, although
limiting the pool of available resources,
simultaneously ensures that the SMO has a
relatively institutionally homogeneous set of
individuals and organisations upon which it is
resource dependent. Given the wide ideological
range of possible organisations to which they
could contribute, the suppliers of capital and
labour to a particular SMO will tend to agree
in their support of the ideological goals of the
SMO. If their views diverge from that of the
SMO, they can easily direct their resources
elsewhere. Clearly, as the SMO grows in size
and takes on multiple and divergent campaigns,
it will tend to draw resources from more

— and more heterogeneous — constituencies.
Nonetheless, given their generally small size
and their dedication to narrowly defined forms
of institutional change, as a generalisation,

a given SMO will tend to have a small but
relatively institutionally homogeneous set of
resources and resource dependencies.

In contrast, the corporations that SMOs target
are usually gigantic organisations, fulfilling
multiple functions in multiple countries for

a multitude of stakeholders. The mere size

of the throughput, in terms of labour, capital
and resources, ensures a vast set of resource
dependencies. The fact that the corporation
is driven primarily by practical rather than
political ends also allows for greater institutional
heterogeneity in the resources upon which

it is dependent. Employees, customers and
suppliers, for example, could believe in

very different ideologies, but deal with the
corporation for practical reasons.
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Thus, the truism in organisational theory

that most organisations exist in a context of
institutional complexity, applies more to large
corporations than to small SMOs. The conflicting
demands placed on organisations operating

in institutionally complex fields are more

severe for corporations than for the SMOs that
campalgn against them.

How does this insight fit with current research?
In their fascinating paper, Padgett and Ansell
put forward the proposition that multivocality

— single actions interpreted coherently from
multiple simultaneous perspectives — can
provide an advantage through the use of robust
actions: actions that are interpreted differently
by multiple, separated audiences.® But the
current context suggests that multivocality

can be a cost or a constraint. The actions of

the SMO are univocal; the SMO speaks to

a relatively narrow range of constituencies

and has a relatively ideologically narrow

range of resource dependence. Being deeply
embedded in a single institutional context,

the SMO faces fewer conflicting institutional
demands. In contrast, the firm has a wider
range of stakeholders that abide by multiple,
conflicting institutions. Thus, the firm's actions
are multivocal and subject to multiple conflicting
evaluative criteria and demands. So an action
that satisfies some stakeholders (e.g. analysts
and shareholders) may well appear illegitimate
to another set of stakeholders who uphold a
different set of rules, values and beliefs (e.g.
consumers, employees and citizens).

Thus, while occupying a ‘structural hole’ in the
network provides informational advantages
from an institutional perspective, it can come at
a cost of multivocality and generate multiple and
conflicting demands.’

., CK. Ansell. 1993. ‘Robust Actions and the Rise of the Medici
100-1434". American Journal of Sociology. Vol. 98 (6)
’Burt, RS Structural Holes: The Soc

1l Structure of Competition. Harvard Uni Pre
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The genius of Padgett and Ansell’s robust actor,
Cosimo de’ Medici, was to maintain ambiguity

in his actions s0 as to remain inscrutable to his
multiple constituencies. Perhaps his luck was

not to have opponents who demanded more
explicit and committed action. On this count,

the corporation targeted by an SMO is less lucky
than Cosimo was.

Let us consider an example of how SMOs are
able to leverage their small but homogeneous
resource niche to attack with univocality the
corporation whose response is constrained

by the multivocality forced upon it by its
institutionally heterogeneous resource
dependencies. For example, SMOs campaigned
against pharmaceutical companies for their
pricing and patent enforcement efforts in South
Africa. Some of the SMOs arose in response

to this very issue. The SMOs did not have to
worry about losing support from their capital
and labour providers over the goals of the
campaign. The individuals and organisations
upon which the SMOs were dependent were
virtually unanimous in their ideological stance on
the issue.

In contrast, the pharmaceutical corporations
under attack were in a multivocal position,
speaking simultaneously to multiple, separate
constituencies including the South African
government; developed-world consumers;
South African, American and British SMOs;
intergovernmental organisations responsible for
international patent agreements; and financial
analysts. These audiences had a wide range of
world views and values — as well as interests

— and the pharmaceutical companies had great
difficulty in addressing or sidestepping the
conflicting demands. The institutional ideologies
of patents and shareholder capitalism came into
direct conflict with ideologies of the
pre-eminence of public health concerns.
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Figure 2: Institutional homogeneity
and heterogeneity of resource providers.

The corporations — burdened with multivocality
and aggressive SMOs that were demanding
explicit action — vacillated ineffectively in their
response. For example, the corporations filed
a lawsuit against the South African government
to enforce their patent (explicitly out of
concern for the institution of patents, rather
than immediate concern about profits), only to
drop the suit six weeks later when further SMO
pressure was exerted. The greater institutional
complexity of firms (relative to that of SMOs)
underlies the need for multivocality and limits
the options for both responding to conflicting
institutional pressures and being institutionally

entrepreneurial. This is represented in Figure 2.

Recognising the broader
range of potential issues 1s
the first step towards dealing
with social risk,
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Understanding and managing watchdog

and proxy war campaigns

In addition to being of theoretical interest,

SMO campaigns are of significant managerial
relevance. These campaigns represent a new
form of risk for firms — which I call ‘social risk’

— which is unique and needs to be studied as
such. These campaigns are also an increasingly
important process through which institutions are
challenged and changed.

There are a number of other managerial
implications from this research that reflect the
unique aspects of social risk. These include:

the issues which instigate campaigns

the dynamics of the campaigns

the source of strength of SMOs in these attacks
firm-specific risk factors.

Corporate managers are generally focused on
key variables of competition, such as product
characteristics and price. However, the issues
that concern SMOs are often different, and

thus managers tend to be less cognisant of
them. Campaigns are often about production
processes (such as labour practices); the
worthiness of the product (i.e. protesters are not
complaining about furs not being soft enough
or cigarettes not being tasty enough); and
negative input and output externalities, such

as the opportunity costs of clearing forests or
the costs incurred by third parties as a result
of pollution. Recognising the broader range of
potential issues is the first step towards dealing
with social risk.

Campaign dynamics

The dynamics of campaigns are also
fundamentally different from the dynamics
of market competition, and managers must
recognise and deal with these differences.
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Having a big brand is often a source of social
risk for a firm as it is more likely to be readily
identifiable by third-party audiences of SMO
campaigns and it is also more easily
construed as symbolic of an institution or
Industry in a proxy war type campaign.
Additionally, the larger the company the
easier it is to portray the battle as a David and
Goliath contest, drawing out the audience’s
sympathies for the SMO.

In market competition, it is usually ‘every firm
for itself’ n a contest for market share and
profits. By contrast, SMOs, which are
relatively resource-poor and often share
similar social, political and economic goals,
tend to join in coalitions or ‘swarms’ to attack
a particular targeted firm through myriad
tactics. In my research I found coalitions of
200 or more SMOs in a single campaign to be
common.

The impact of market competition is generally
on market share or margin, but in the case of
SMO campaigns, the effects — while ultimately
including these — are broader. For example,
Sir Mark Moody-Stuart, the former chairman
of Shell, said in an interview that the gravest
impact of SMO campaigns against the oil
glant was not on direct loss of sales or margin
but on employee morale and the ability to
attract and retain high-quality employees.
SMO campaigns, particularly those pursuing
more fundamental social change, can also
lead to changes in the regulative rules of the
game in which firms compete, including
oversight, legislation, taxation and subsidies.

Why SMOs are effective
While talking to firm managers and studying

campaigns, [ have been struck by the way
firms are normally caught off-guard by the
impact of SMO campaigns. There are a
number of attributes of SMOs that support their
effectiveness.

As highlighted in the section above, the
advantage of univocality and mstitutionally
homogeneous resource pools puts a wider
choice of tactics at the disposal of SMOs
embarking on a proxy war campaign.

As an ‘industry’, SMOs have much greater
legitimacy than firms. As indicated by the
surveys conducted by Edelman (2003)
SMOs are trusted more than firms — and often
more than government. In addition to their
greater legitimacy, they are also regularly
seen as underdogs, which can bring
audience sympathy.

NGOs, as mentioned above, tend to
cooperate more with one another than firms
do, and thus when an SMO ‘industry’ comes
up against a market industry, it has a
competitive advantage.

SMOs are designed around and focused on
their causes, whereas firms are primarily
focused on and designed to optimise their
market performance. Thus, while firms are, at
root, economic agents, SMOs are social and
political agents. As a result, SMOs tend to be
good at social and political manoeuvring,
whereas firms are often more maladroit. Also,
as dedicated political/social players, SMOs
do not need to balance their goals or
campalgn resources against some other
organisational imperative, such as
maximising economic performance, to the
same extent as firms do. Although targeted
firms often have tremendous resources, most
of them are dedicated to goals of market
competition and are thus unavailable for
responding to SMO campaigns.

Finally, another source of effectiveness of
SMOs in their campaigns is that they are the
initiators and on the offensive. This means that
they get to choose their targets, tactics, timing
and framing of issues to optimise their impact.
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Firm-specific risk factors

Through my research, a number of firm-specific
risk factors have been identified and these have
obvious managerial relevance. Firms at the
greatest social risk include those that:

1. offer life-saving or life-threatening products
(e.g. pharmaceuticals, health care, arms and
tobacco). It is easy for SMOs to cast these
situations as ‘people versus profits’;

2. confront changing social mores (e.g. fashion,
media, alcohol, pornography, gambling).
Firms that operate in environments of
institutional flux or conflict are more likely to
get drawn into an institutional proxy war. In
addition, the magnitude of the risk, as well
as its probability, is higher because more
fundamental institutional changes — and thus
major changes to the rules of the game — are
possible;

3. generate large externalities (e.g. extraction,
heavy manufacturing, electrical power, waste
management, chemical). The externalities
of these firms are felt by a wider range of
citizens and consumers and thus campaigns
are more likely to gain resources and garner
support;

4. have high power in the supply chain or
market. Firms such as Wal-Mart and Microsoft
can often extract a high percentage of the
surplus value in the supply chain. This will
tend to increase the degree to which there
is a negative pre-existing attitude toward the
firm. As a result, SMO claims against the firm
are more likely to find a positive reception
among relevant third-party audiences;

5. have high brand awareness (e.g. retalil,
clothing, food and beverage, automotive,
media, finance). These firms make better
targets for SMOs because they are already
known to potential audiences of a campaign,
and are more easily cast as symbols of
industries or institutions;

63 INSEAD eBOOK

6. use new technologies (e.g. genetic
engineering, stem-cell research, personal-
data collection). New technologies can raise
questions about whether the arising practices
are legitimate and appropriate;

7. do business in different regions with differing
ethical or social expectations (e.g. virtually
every multinational, particularly those
operating in both developed and developing
countries). This increases their exposure to
Institutional complexity;

8. are representative of controversial institutions
(e.g. being a US-based multinational).

Recommendations for managing social risk
Through my qualitative research, some apparent
best practices for managing social risk and
campaigns have become apparent. [ divide them
into two categories:

— avolding attacks

— responding to attacks.

Avoiding attacks

The first steps are to identify and minimise
exposure. Managers should consider what
risk factors their firms face and must remain
cognisant of the distinction between what is
legal and what is legitimate. SMOs engaged in
efforts to change industry-wide practices, laws
or institutions often attack firms regardless of
whether the firm is law-abiding.

Firms should also try to map out the relevant
SMOs. These include radical organisations that
could be considered as only potential threats, as
well as less radical organisations, which might
become partners rather than attackers. Pre-
emptive engagement with NGOs can provide a
wide range of benefits in reducing the downside
of social risk and increasing the upside.’

Yaz VI. 2004. Institutional Change and Social Risk: A Study of Campaigns by Socia

lovement Organizations against Firms. INSEAD
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Firms begin at a basic
disadvantage in the court of
public opinion.

Managers should keep in mind the relative lack
of trustworthiness or credibility that most firms
have. If a more legitimate SMO makes claims
against a less legitimate firm whose motives in
defending itself are immediately suspect, firms
begin at a basic disadvantage in the court of
public opinion. Building legitimacy and trust as
a good corporate citizen should be an ongoing
effort.

Responding to attacks

Responses to campaigns invariably include
a component of maintaining or regaining
legitimacy. Suchman identified generic
strategies (compromise, ignore, defend,
counter-attack) for doing so. However,

two complications are worth discussing.®

Suchman assumed that the loss of legitimacy
was the result of failing to meet existing
dominant institutional standards. But since
campaigns are often launched as a form of
proxy war, conforming more closely to the
dominant standards is unlikely to satisfy the
campaigning organisations. Firms under attack
need to determine the goal of the attack —is it to
change the firm'’s behaviour (as in a watchdog
campaign), or to change the rules of the game
(as in a proxy war campaign)? The optimal
response could well depend on the goals of the
attacking SMOs.

Additionally, the short-, medium- and long-term
consequences must be taken into account. Some
firms negotiate and make concessions as soon

Mlanaging Legitimacy: S

® Suchman, M.C. 1995

ny of Management Review, vol. 20 (¢

ategic and Institutional Approa
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as they are challenged. This may relieve the
immediate pressure but invite further attacks. So,
seen from the medium term, making concessions
might seem like a bad idea. However, in the long
term, reputations and relationships matter and
having a good reputation and positive ongoing
relationships with all the stakeholders that can
affect the firm greatly reduces the firm'’s social
risk.

This reasoning only captures a partial truth and
actually confuses the medium term with the long
term. For very high-profile organisations, it is
likely that evaluation and critiques should be
taken as a permanent condition. Given this, close
and ongoing cooperation and communication
and compromise with relevant SMOs might
actually be the optimal long-term approach.
Earmning a good reputation and the trust of SMOs
might be difficult and costly over the medium
term but beneficial over the long term.

Conclusion

NGO campaigns against firms are growing

in frequency and impact. These campaigns

are theoretically fecund for understanding
institutional change and are practically relevant
for managers trying to understand and manage
their social risk. [ have attempted to differentiate
between two very different types of campaigns
— watchdog and proxy war campaigns — which
play very different roles in terms of institutional
pressure and change and which require very
different responses from managers.

[ have further tried to explain the surprising
effectiveness of small social movement
organisations and to give some guidance to
managers facing these formidable, and growing,
stakeholders.
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2.3:1 The Harris Superquarry
Background

The Harris superquarry

Alastair McIntosh, Visiting Professor, University of Strathclyde, Scotland

Traditionally, our way of life on the Hebridean
islands off north west Scotland revolved around
a form of subsistence agriculture known as
crofting, which is mainly pastoral with sheep
and cattle. The fishing industry was also very
important, as was the weaving of the famous
Harris Tweed — as worn by Robert Langdon

in the Da Vinci Code. However, this resilient
corner of Old Europe, far from the mainstream
of the Anglo-Saxon consensus, underwent
rapid change during the 20th century.

Tourism became a mainstay of the economy

as the old ways were failing to meet modern
aspirations and were undermined by changes in
agricultural and fisheries policy.

When England’s biggest roadstone company,
Redland, proposed the creation of a very large
coastal quarry on the island in 1991, many Harris
residents were delighted. The “superquarry”
initially promised some 500 jobs in an economy
where unemployment was around 20%.
Redland’s plan was partially to demolish a
mountain beside the sea, shipping rock as far
away as America.

At first, perhaps as many as 90% of the people
of Harris were enthusiastic. Some were more
sceptical. I myself had worked in Papua New
Guinea for four years where [ had witnessed the
effects of large minerals-based development
projects on small indigenous communities. This
led me to take a lead role in fighting the quarry.

During the course of this 13-year struggle,
Redland'’s share price crashed and it was

taken over by the French multinational Lafarge,
the biggest producer of quarry products

in the world. I ultimately helped broker an
arrangement that gave Lafarge a “dignified exit
strategy’ out of what was, after all, a designated
‘National Scenic Area’. In a surprising twist to
the tale, I was then invited to address Lafarge’s
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top management and asked if [ would serve on
their Sustainability Stakeholders’ Panel. Is this
greenwash and co-option? Or is it part of the
way forward for corporate social responsibility
that we must all, if we are “consumers’” of
corporate products, share responsibility for?

This paper will summarise the superquarry
story and then focus on the dilemmas raised for
activists and NGOs when “‘the enemy” offers the
olive branch.

The superquarry’s history

Much of the history of the superquarry has
previously been documented.! In 1965,
planning permission was granted for a quarry
at Lingerabay near Rodel in South Harrls in
Scotland’s Outer Hebridean archipelago. This
went undeveloped until, in 1991, the UK’s largest
roadstone company, Redland Aggregates,
applied to open a £70m “superquarry”’ on the
site. They wanted to ship out 10m tonnes a year
over 60 years and convert the eastern slopes of
the mountain into a new sea loch.

Amidst a groundswell of public debate, people
started to think more deeply about the project.
Alocal referendum in June 1993 revealed

62% support. Promises of hundreds of jobs
were becoming less certain in the cold light

of scrutiny, and those involved in the fishing
and tourism industries asked whether the

jobs created might be offset by losses in their
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A jomt statement

“There are many different ways of trying to

live in this world. At the heart of them all is the
question of whether or not we take responsibility
for the impact that we have, and that includes
whether or not we are willing to live in a system
that we may not fully agree with, and admit it.
Without such recognition of complicity we lack
the necessary consciousness with which even to
start to express care.

Our shared experience of the Harris debate
and of service on the Lafarge Sustainability
Stakeholders Panel has been a humbling one.
We have found it possible to respect differences
and yet admire what each other is trying to
achieve within very different frameworks of life.
We can both see that neither of us has all of the
solutions, and that the problems we are trying
to tackle are often bigger than any of us. As with
so many aspects of the global problematique,

it is easy to despair and to think of giving up,
but if we do that we lose our humanity and the
opportunity to deepen that humanity.

Neither of us are naive enough to think that our
work in this way will make great inroads into
“saving the Earth”, but the inroads we do make
are not insignificant. Beyond saving a mountain
In Scotland and enabling a community to keep
its future in its hands, we have set an example
for others to follow. We have proven that
battles are always worth fighting and that even
mighty corporations can have a heart! Working
together through the Sustainability Panel helps
to hold in place the moral backbone. That helps
to win the internal arguments about ethical
issues and helps to strengthen our identities
and the resolve that follows. It makes room for
dialogue, for more understanding, and so for a
deepened shared humanity. We see this as the
professionalism to which we aspire.”

77 INSEAD eBOOK



2.3:1 Background
The Harris Superquarry

would deepen reflection on his own bank’s co-
operative core values.

Over several training workshops, it became
evident that these French bankers were
dismayed at the thought of such a reputable
company as Lafarge trying to force something
upon a landscape in Scotland that they would
never attempt in France.

In August 2003 Thierry Croussin came to Harrls.

We visited Rodel's medieval Saint Clement's
Church (named after a martyred quarry

slave), and climbed Mount Roineabhal. As we
admired the misty view, Thierry pulled out his
mobile phone and started calling up colleagues
connected with Lafarge executives. Did they
really know what was going on in their name?
Might they be willing to have a meeting

with me?

The outcome was a private gathering in
Lafarge’s Paris headquarters in October

2003. Together with Mme Dominique Viel, an
economist with the French Ministry of Finance
who 1s also a member of the Co-Evolution
Project, [ was introduced to Michel Picard, Vice
President for Environmental Issues, and Gaélle
Monteiller, then Senior Vice President Public
Affairs & Environment.

[ was quickly impressed by their frankness.
They generally kept out of local matters in the
15 countries where they operated, but told

me that they were aware the superquarry

“has become a problem for us.” Would [, they
subsequently requested, arrange for them and
Philippe Hardouin, Senior Vice President of
Group Communications, to make a fact-finding
visit to the Hebrides?
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Lafarge’s exit strategy & CSR

The Lafarge team came to Harris on 16 January
2004. In three meetings chaired by the area’s
elected councillor, Morag Munro, they listened
to all shades of local opinion. In private, they
were very frank about how they saw their
situation. Indeed, I found it appropriate to ask
them not to share with me information that they
were not willing for me in turn to share at my
own discretion with locally-connected people
such as Quarry Benefit Group chairperson
John MacAulay, environmental activists Alison
Johnson and lan Callaghan, and Lafarge’s
arch-adversaries like Duncan McLaren and
colleagues at Friends of the Earth Scotland.

[ explained that it could be divisive if I alone
was placed in a position of holding privileged
information. Information is power, and if some
have power while others don't, the seeds of
mistrust and possible compromise are sown.
The Lafarge team continued, nevertheless, to
be very open with me. However, by having
taken this step it meant that [ was free to apply
my own discretion in sharing information and
not feel obligated in any way. In retrospect, this
measure played a vital part in creating all-round
trust. All parties involved, including the Lafarge
executives, have subsequently specifically
commented on this. It allowed me to become the
‘honest broker’ between the two sides, without
compromising my ‘firebrand’ reputation.

The outcome of the January visit was a return
trip to the Hebrides for us all on 2 April. This
time, the same Paris trio accompanied by the
two top Lafarge Aggregates UK staff - Dyfrig
James, General Manager, and Nigel Jackson,
Director of Business Development - announced
to community representatives the good news of
thelr unconditional withdrawal from Harris.
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Speaking to Rob Edwards, the award-winning
environmental correspondent for the Sunday
Herald, Philippe Hardouin said:

We have to create value for shareholders,
but we want to do 1t by respecting some
values. The combination of both dictates
our decisions. We recognise that if we are
active in the best possible way from an
environmental standpoint, we will get a
competitive advantage.*

Councillor Morag Munro, responded for
Combhairle nan Eilean Siar, the Western Isles’
Councll, saying:

I'wish to express my gratitude and the
gratitude of this community to you for
bringing the uncertainty of the past 13
years to an end. We are very appreciative
of the fact that you came to Harris to see

for yourselves and then came back to give
your decision directly to the community
before anyone else. Your courtesy was
greatly appreciated by both supporters and
opponents of the project.

NGOs and corporate social responsibility

As the dust settled, it became clear it that a
great deal had been happening of which many
players had been only dimly aware behind

the scenes in this debate. My own role had, as
Michel Picard put it, “turned the key in the lock”
by being in the right place at the right time.

But this was possible only because many other
hands were already knocking on the door. It
hastened what was probably the inevitable, and
allowed Scotland’s biggest-ever environmental
campaign to be wound up with mutual dignity.
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Yes, it was a victory for us environmentalists,
but it also allowed Lafarge to demonstrate that
they do not put profit first when the welfare

of the communities in which they work might
be at stake.

Many different people and organisations had
been fighting the superquarry from diverse
angles, and the primary thrust had come from

a coalition of NGOs comprising the Link Quarry
Group — including Friends of the Earth Scotland
(FoES), Ramblers Scotland, RSPB Scotland, WWF
Scotland, Rural Scotland, Sustrans, NEMT and
the Scottish Wildlife Trust. What 1s interesting in
terms of campaigning strategy is that while most
of these were applying “push” pressure on the
company, a simultaneous ‘pull” process was
being effected from the international office of
WWEF in close liaison with Simon Pepper and his
Aberfeldy-based Scottish team.

WWEF International, based in Switzerland,

had signed a Conservation Partnership with
Lafarge in 2000, at which point neither WWF
International nor Lafarge in Paris had been
aware of the strength of local controversy
surrounding the Harris project. However, WWF
soon got strong signals from Simon Pepper

that their Scottish office was heading for direct
confrontation with Lafarge.

This tension between the international
partmership aimed at helping Lafarge become
a ‘cleaner’ company, and the confrontation
with Lafarge in Scotland, presented a dilemma
as to whether they ought to proceed with the
partnership. Parts of the WWF network put
pressure on WWF International to terminate
the cooperation. Other NGOs attacked WWF
publicly in the media and it became the target
of a letter-writing campaign, initiated by FoES
and Link Quarry Group partners, and directed
at Claude Martin, WWEF International Director
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General. One letter writer from Dumfries in
Scotland urged WWEF to end the partmership
with Lafarge, as he put i, to: *... support the anti-
quarry campaign and to urge Lafarge to stop
munching our mountains.” WWF International
responded in a number of press releases

and written replies to NGOs and concerned
members of the public by publicly stating their
support for the opposition to the quarry. Lafarge
itself published details of the controversy in its
Sustainability Report 2001, including the URL of
the Link Quarry Group’s website.

WWE’s Director General personally intervened
on a number of occasions to attempt to persuade
Lafarge’s senior management to abandon

their plans for Harris. Their regular quarterly
meetings became an opportunity to stress
opposition to the project and suggest dignified
exit strategies. In all public fora where the
partnership was presented, WWF reiterated

its position whilst insisting that it was crucial to
engage with business and industry from within
in pushing for a more sustainable future. WWF
International still believes that by continuing to
work with Lafarge during this confrontation, and
despite negative media attention in the UK, it
was able to contribute towards real conservation
and sustainable development benefits around
the world, a view endorsed in the final report of
the Link Quarry Group:

There is no doubt that Lafarge made
considerable progress in its environmental
performance during its partnership with
WWEF. By the end of 2004, it had reduced
its absolute CO? emissions by 9.5% in
Industrialised countries, and globally it
had achieved an 11.2% reduction in CO?
emissions per tonne of cement, compared
to 1990 levels. This, in turn, was helping

to catalyse change in the wider cement
sector, as other companies sought to follow
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Latarge’s example. Rehabilitation plans

of a standard agreed by WWF were In
place for 80% of Lafarge’s quarries, and
environmental audits had been performed
for 90% of all Latarge sites over four years.
Recycling had increased and waste disposal
to landfill had been reduced across the
company'’s divisions, and alternative fuels
provided 8.45% of all Latarge’s energy
requirements.

Link, 2006, 95.

Complicity in greenwash?

Lafarge’s invitation to me to serve on their
Sustainability Stakeholders’ Panel came as

a considerable personal challenge. On the

one hand, they make their money by blowing

up places often of great natural beauty. On

the other, the company demonstrates a real
commitment to social and environmental aspects
of corporate responsibility.

What's more, as inevitable consumers of
corporate products, there is an extent to

which we are all complicit in the impacts of
corporations like Lafarge. If we look in the
mirror of the corporations, we see, in part,

our own faces. Merely to project our unease
onto them and expect them to produce cost-
effectively in a competitive environment

while not being willing to engage with them
from the inside is problematic and, arguably,
hypocritical. Engagement might make us
complicit in ‘greenwash’ (i.e. the veneer of
policies and achievements used to give an
impression of caring for the environment), but to
refuse to engage while still making use of quarry
products in our everyday lives — the buildings
we live in, pavements we walk down, etc.

- would be to project our own complicity onto
others who are, perhaps, more honest about
their position.
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After consulting with key colleagues who had
fought against Redland and Lafarge, I therefore
agreed to accept the role, on the understanding
that while I would take full expenses including
travel and accommodation, I would not accept
any remuneration from Lafarge. (http://www.
alastairmcintosh.com/general/quarry/lafarge-
panel htm).

For the company, opening up to a “critical
friend” in this way was also a challenge. Some
members of senior management likened it to
“letting Creenpeace loose inside Lafarge”.
They had understandable worries both that [
would become privy to commercially sensitive
information, and that if I subsequently turned
against the company, I could inflict even greater
damage from the inside. For others, Lafarge
was acting in good faith and so, they argued,
had nothing to hide. What better way than to
engage with your industry’s critics than to ask
them to share their ideas as to how things might
be done differently? What better way to gain a
competitive edge?

[ am not the only person at the bi-annual Lafarge
Panel meetings in Paris to take a critical stand.
There are also representatives from WWE,

from a sustainability NGO, from ethical asset
managers, and from trades unions. Progress is
often slow and frustrating. That is because the
structure of advanced capitalism is such that
corporations must succeed competitively to
survive. Ethics must ultimately intertwine with
profit. If the money-making process falters,
shareholders will resort to radical ways of
protecting their financial investments in the short
term, such as cost cutting that may lead to staff
redundancies, and mergers and acquisitions that
may result in medium- or long-term negative
soclal consequences.
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Personally, I question the morality of putting
short term financial consideration before the
broader welfare of society. [ look towards more
co-operative and less competitive alternatives,
such as Fair Trade and other movements

based on principles of mutuality. But given

the reality of how western economies are
presently organised, I have to concede that I
have been impressed that senior individuals in a
corporation like Lafarge can help tilt the balance
— at least in a small way — in an incrementally
positive direction. As such, sustainability may
not be achievable in the short term but we can
take some satisfaction in witnessing a raising

of the level playing field and with it a raising of
consciousness. It at least shifts change in the
right direction.

In attempting to influence Lafarge [ take it for
granted that they will continue attempting to
operate their quarries to high international
standards. My debate with them turns upon the
need to minimise the use of primary resources
and to cease measuring success purely in terms
of the volume of rock extracted each year.

This goal could be worked towards, secondly,
by promoting ecological building standards,
environmental legislation and taxes on
aggregates. Recycling, substitution and product
life-spans must be optimised. Lafarge could help
point the way through its lobbying, and by not
lobbying against environmental measures.

Here is how the panel resolutely expressed
some of these ideas in the latest (2005) Lafarge
Sustainability Report:

The panel affirms Lafarge’s robust stance
on quarry rehabilitation and restoring
biodiversity. However, there are aspects of
biodiversity and landscape that carry both
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human and intrinsic meaning, and which
can never be fully restored. As such, we

see large-scale quarrying as a fundamental
problem, albeit one for which we are all
responsible as consumers. We therefore
welcome Lafarge’s growing integration

of its quarrying policies with recognition
above in this report that, “The key challenge
Is to minimize the use of raw materials.”
And we pose the strategic question. “'VWhat
corporate policies would be necessary if
nearly all new quarrying was to be ceased,
and building materials were to be created
almost entirely from recycled sources of
material?” Just as Toyota have set the goal
of developing "the non-polluting, accident-
proof saloon” by 2050, with 5% of resources
invested in necessary R & D, so the panel
looks to Lafarge leading the equivalent for
the construction industry.

Inasmuch as words can make a difference, to
have this published in one of the company’s
official reports demonstrates, I think, that we
have not been put in a position where we have
to hide our real opinions. Many of Lafarge’s
executives see such measures as these as being
a political function beyond their remit. However,
my colleagues and I on the Panel urge them

to think again about the fundamental question

of corporate strategy, namely: “What is the
nature of the business you are in?”’ If companies
like Lafarge can develop their thinking

beyond cement, plasterboard and aggregate
production, and towards sustainable solutions
for the construction industry, we may witness the
birth of a genuine industrial ecology. Meanwhile,
critical though some of us may be of advanced
capitalism, it is part of the world we currently
live in, and though we may complain about
“lack of alternatives” we are all to varying
degrees complicit.
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In the battle for Mount Roineabhal, Lafarge
proved to be a “worthy opponent”. At the end
of the day they did right by our community,
even leaving behind a €50,000 goodwill gesture
for local sporting facilities. In the corporate
world there are many less-pleasant entities

than Lafarge out there. That is why, on balance,
I believe it was justified to have become my

old enemy’'s critical friend. If we have to have
environmental impacts like quarries on the
world, then better they come from people like
those in senior positions at Lafarge. We are all
compromised in this world, but some endeavour
to be less so than others. For that reason [

might find myself sceptical of "‘corporate social
responsibility”’, but equally I am unable to see
ways of improving it given the current human
situation. As such, Lafarge have earned my
grudging respect.
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The Harris superquarry saga seen from Paris. ..
or How to turn a liability into an asset
Michel Picard, INSEAD MBA 81, Vice-President Environment & Public Affairs, Lafarge, France

In 1998, shortly after UK-based Redland plc

was taken over by Lafarge in Paris, I was
informed about their project proposal located

in Scotland. Clearly it had been a flagship
project for Redland; now it was a once-in-a-
lifetime challenge for our Director of Lands and
Planning in UK. He was, understandably, very
enthusiastic about it. It was scheduled to replace
the Mountsorrell Quarry where granite deposits
were depleted. The rock was exceptional quality
anorthosite from Mount Roineabhal — ideal to
meet the growing demand for roadstone, coastal
defences, and construction aggregates. But the
geographical location was distant, and [ confess
[ did not even try to locate it on the map — [ had
no reason to.

The project was named Rodel after the village on
the southern tip of the Isle of Harris in the Outer
Hebrides. Actually it was located at Lingerabay,
another village whose name was also given to
the project. Redland had originally gone public
with the proposal in 1991, but by the year 2000
much had changed in the business environment.
Growing global environmental awareness and
Lafarge’s commitment to be at the leading edge
of this within its industry sector had meant that
the company had, with considerable pride,
achieved conservation partner status with WWF
International — the world’s largest conservation
NGCO.

Always there is the question as to whether such
NCGO-industry partnerships in the name of CSR
(corporate social responsibility) are what the
environmental lobby would call “greenwash’” —
a form of environmental window dressing aimed
at looking good in the eyes of stakeholders

and avolding frontline assaults by campaigning
NGOs. Unbeknown to Lafarge at the time of the
Redland takeover, WWF Scotland shared the
concerns of many Scottish environmental NGOs
about the scale of the proposed superquarry,

especially its location within a designated
National Scenic Area. The upshot was that our
new-found relationship with the Geneva-based
WWEF International was put to the test.

Clearly we could afford to ignore Lingerabay/
Rodel no longer. This placed us in a dilemma.
On the one hand, world environmental
awareness had changed radically over the
previous decade; on the other, Lafarge’s policy
was to minimise corporate interference with
local operations. We generally consider that
local business units are best positioned to take
the nitiative and proceed on the basis of their
knowledge of the local realities. Accordingly, we
kept our hands off and followed the legal battle
at a distance — mainly through the local press.

Seen from Paris, this whole story was quite
complicated. Planning permission had first
been applied for on 25 March 1991. A “public
local inquiry” was then conducted between 1
October 1994 and 6 June 1995 — the longest
ever to have run in Scottish planning history.
An inordinate delay then followed as the report
was not released until 29 April 1999. It found in
favour of the quarry going ahead.

With Scotland in the process of acquiring its
own parliament, Scottish national pride was
running high. Observers on both sides of

the superquarry debate could see that the
politicians were not anxious to engage with a
“hot potato” that would ruffle feathers no matter
which way the parliament’s recommendation
went (further to the public inquiry). Further
delay ensued untll, finally, on 3 November
2000 the Scottish Executive announced its
rejection of the Reporter's recommendation: the
superquarry would not be given permission to
proceed.
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Lafarge’s response was to apply for judicial
review on grounds that the delays were

a violation of corporate human rights. On

18 October 2000, Lord Hardie ruled in the
company’s favour. He opined that the Scottish
authorities were “in breach of their statutory
duty by failing to determine the Lingerbay
planning application within a reasonable time”.
Meanwhile, the company had also attempted
to revive an old planning permission granted
backin 1965. Indeed, the complexity and
ramifications of the case were becoming
€NnoImous.

It was all good business for lawyers, but not
much to do with my job as Head of Environment
for the Lafarge Group in Paris. It was just one
project, after all, and only a legal fight as far

as [ was concerned in one of the 75 countries
that my remit covers. All the most interesting
elements, from my point of view, had been
developed between 1991 and 1995, from the
Initial environmental impact assessment, the
mining plan and the rehabilitation plan with

the compensatory measures — long before we
became involved in the project. [ saw no reason
why I should review them. They were water
under the bridge from a bygone corporate era.

Our partners at WWE
International had been to
the site and had come back
explaining they had seen
golden eagles and that the
starkly white rock, once
quarried, would leave an
everlasting scar on the side
of the mountain.
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Mounting pressure

But we were not spared the mounting pressure
from the environmental lobby. Our partners at
WWEF International had been to the site and had
come back explaining they had seen golden
eagles and that the starkly white rock, once
quarried, would leave an everlasting scar on the
side of the mountain.

We started to feel irritation. Through this project
of our British acquisition we were clearly being
wrong footed in the public relations stakes.

And we could not accept that WWEF were

trying to make our strategy for us! Added to
these considerations, our CEO was receiving a
considerable volume of letters from people on
Harris and elsewhere, all pressing him to give
up the project.

By the end of 2002 it had become clear that we
could not advise the general management of
Lafarge until we had been there and seen for
ourselves. We had to evaluate comprehensively
the case on our own terms so that we could
internally advise our general management.

The fact-finding visit

Alastair Mclntosh was invaluable in organising
the “fact finding visit". We wanted to see for
ourselves and get an informed opinion of the
situation. We did not want to have only the
“Redland” point of view; we wanted to meet

all the stakeholders and let them tell us their
story. We were keen to understand everyone'’s
concerns and expectations. So we needed
someone to introduce us to the island and

the islanders. We needed to understand the
economics, the politics and also the cultural and
environmental values of the people of Harris in a
Scotland that was undergoing significant political
transition. This would be key to helping Lafarge
top management make an informed decision.
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While giving a lecture at a business school in
Lyon in May 2003 for a seminar on Managing

for Sustainable Development, a woman by the
name of Caroline Guidetti told me that she was
In communication with Alastair McIntosh and

that he was trying to get in touch with Lafarge in
relation to the project in Rodel. I said I was ready
to meet him. Nothing happened after this for a
few months.

Over the summer of 2003 [ received a letter
from a small Paris-based think-tank, the Co-
evolution Project. Dominique Viel and her
colleague, Thierry Croussin, mentioned a
possibility to meet with Alastair McIntosh.

We had several discussions on the phone that
lead to the first meeting which we organised

in October at our headquarters in Paris. The
meeting went very well. We were completely
candid with Alastair McIntosh and we were very
appreciative of the fact that was willing to go

out of his way to make our site visit a success.
Details were discussed in depth over the

month of November. On the island our visit was
becoming an open secret and we did not want to
leave any hostages to fortune.

Gaélle Monteiller, VP of Sustainability and Public
Affairs, and Philippe Hardouin, Group Senior
VP for Communications, made the trip to Harris
with me. Not only did we see the site and buy
some of the famous Harris Tweed, but we met
the local community representatives, attending
meetings of the "“pro-quarry” and "“anti-quarry”
lobbies. Each party candidly explained how
their day-to-day lives would be changed by

the project. As Alastair McIntosh had told us

to expect, it was striking to observe how both
parties were deeply committed to the wellbeing
of the local community, but they differed in how
this might be achieved.

Lafarge decides to withdraw

I came back to Paris convinced that we had

to give up the project altogether and my
colleagues thought likewise. I was not overly
concerned by the environmental considerations
and those related to the indelible scar on

the landscape; the project would not be
commenced for another 10 or 20 years, and
other factors would doubtless impact upon

the ecological balance of the island and the

sea In the meantime. The quarry would only
eat up some 20% of Mount Roineabhal and

the scar would be seen by very few people

- either those travelling on the island or at sea.
It was, however, the highest mountain in the
southern part of the island — with all the spiritual
dimension this entailed — plus a beautiful
medieval church, St Clements, at its foot.

More decisive still, as I saw it, were the social
aspects. The positive benefits of the project in
terms of the building of a deep-sea harbour and
providing jobs at the quarry would only come
after 10 or 20 years, maybe even later if demand
for aggregates was not there. In the meantime
we would have to keep the site merely as a

land bank. The people on Harris did not realise
that when the jobs came, they would no longer
be for them. They simply could not wait that
long. Moreover, the majority of the jobs at the
harbour site or at the quarry would not be given
to islanders but to workers foreign to Harris
who possessed the skills that we would require.
They would probably settle on Harris with

their families and possibly disrupt the fragile
fabric of social relationships within the island
where, for example, devout protestant religious
observance is a mark of local identity.

But most damaging of all was the ‘planning
blight’ — the uncertainty affecting the planning
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system and local people’s personal investment
decisions. The island had already suffered from
it and could well do so for another 10 years or
more. From a corporate ethical perspective

it was unfair to impose this economic cost

upon the islanders, especially knowing that

to eventually activate the project would

entail capital investment at such a level that
authorisation from Lafarge’s top management
would be required — yet frankly this project was
not seen as a priority in Paris.

Back home, I think we preached to the
converted. Not long after we returned from
Harris, Paris headquarters requested Redland’s
English executives to come up with an exit
strategy. Once this had been agreed we
personally made the trip to Harris on 2 April
2004 to announce our withdrawal because we
wanted a dignified exit. We wanted to show

the “"human face” of Lafarge by announcing the
decision to the community ourselves, rather
through the impersonal medium of a press
release. It also put an end to our “arm wrestling”
with WWEF International. Thereafter we were
able to work together with them on other more
general environmental issues.

The decision — and announcing it publicly
—was very well received by the islanders and
the NGO community. But we did not just want
to leave the island and be remembered for
nothing more than an abandoned project. We
recognised that people on both sides of the
debate had had the good of the community in
mind, a uniting value that we, as a company,
held high in our corporate ethos. We wanted
to leave a positive contribution, hence a
significant donation was made to support

the restoration of a playing field in the local
township of Leverburgh.
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Conclusion

Lafarge operates in a competitive environment.
We create wealth by extracting natural minerals
from the Earth’s crust and turning them into
construction materials. This activity is here to
stay — for many years to come — and there will
be other controversies like that of Harris.

We do not pretend to be perfect, but we

do believe in certain things. We have our

own company values and we are never afraid
of being challenged and improving our
working practices.

Multinational corporations usually regard
environmental activists as a threat. They live

in a different world, they ignore how business
operates, their people sometimes project their
own psychological problems with perceived
authority onto businesses and, more often than
not, they manipulate information in order to
portray their own reality and achieve their goals.

When [ met Alastair McIntosh I knew he was an
environmental activist, and a quite forceful one
at times, but I also discovered a man of faith, an
honest man, a man I could trust. After the Harris
dispute was over, I felt he would be a positive
contribution to our Sustainability Stakeholder
Panel because he would actively challenge us,
while at the same time trying to understand our
business model.

After consultation with his campaigning
colleagues, and on a basis that carries no
remuneration, this is what he has done. Together
with the other members of our Sustainability
Stakeholder Panel, he demonstrates to our top
management that not only it is possible to have
dialogue with committed activists, but more
importantly in a constantly changing social
and business environment, it contributes to
guiding our agenda forward. This is bringing
tremendous value to the company.



2.3:3 Ajoint statement

A jomt statement

“There are many different ways of trying to

live in this world. At the heart of them all is the
question of whether or not we take responsibility
for the impact that we have, and that includes
whether or not we are willing to live in a system
that we may not fully agree with, and admit it.
Without such recognition of complicity we lack
the necessary consciousness with which even to
start to express care.

Our shared experience of the Harris debate
and of service on the Lafarge Sustainability
Stakeholders Panel has been a humbling one.
We have found it possible to respect differences
and yet admire what each other is trying to
achieve within very different frameworks of life.
We can both see that neither of us has all of the
solutions, and that the problems we are trying
to tackle are often bigger than any of us. As with
so many aspects of the global problematique,

it is easy to despair and to think of giving up,
but if we do that we lose our humanity and the
opportunity to deepen that humanity.

Neither of us are naive enough to think that our
work in this way will make great inroads into
“saving the Earth”, but the inroads we do make
are not insignificant. Beyond saving a mountain
In Scotland and enabling a community to keep
its future in its hands, we have set an example
for others to follow. We have proven that
battles are always worth fighting and that even
mighty corporations can have a heart! Working
together through the Sustainability Panel helps
to hold in place the moral backbone. That helps
to win the internal arguments about ethical
issues and helps to strengthen our identities
and the resolve that follows. It makes room for
dialogue, for more understanding, and so for a
deepened shared humanity. We see this as the
professionalism to which we aspire.”
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Strategic philanthropy

at Randstad

Kai Hockerts, Copenhagen Business School
Anthony Westenberg, Randstad

“Good to know you” was the advertising slogan
of Randstad, one of the largest temporary and
contract staffing organisations in the world.

For Frans Cornelis (INSEAD MBA '83) it had a
very personal meaning when he entered the
Amsterdam headquarters of Randstad in 2003
for his first day of work, leaving behind his old
job at KPN, the Royal Dutch Telecom group.

Frans had been hired by Ben Noteboom,
Randstad’s young and energetic new Chief
Executive Officer to build up the Corporate
Communication & Branding Department of
Randstad Holding. During the company’s rapid
expansion in the 1990s, Randstad Holding

had lost some of its focus on a systematic
communications and branding approach.
Frans knew that a demanding job lay ahead of
him. What he did not anticipate was a "‘special
project” Ben Noteboom would entrust to him
soon after he joined the company.

Randstad had already engaged in corporate
social responsibility (CSR) throughout the
organisation, but Ben wanted something that
would deliver a larger impact. He wanted
Frans to help him set up a partnership between
the corporation and an NGO. To do so,

Frans needed to develop Randstad’s social
philanthropic activities strategy.

A first important stepping stone for this would
be the consolidation of Randstad’s current
sponsoring and corporate philanthropic
activities within one systematic strategy that
would be more socially impactful as well as
fitting with Randstad'’s core strategy. Ben had
been toying with this idea for a while but the
project had not yet taken off:
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“[In 2002] I asked among my colleagues how
we at Randstad could help make a difference
but [ found their responses too local. What
do you do as CEQ in such a situation?

You shelve the idea until someone comes
who can take it forward — and then Frans
came along.”

Having been landed with the task of realigning
Randstad’s corporate philanthropic activities,
Frans wondered how he should tackle the
challenge. He felt that a systematic approach
over several steps was needed.

— First he wanted to mvolve Randstad’s
employees in developing ideas for the
charities that Randstad might want to
partmer with.

— Then he had to develop criteria against which
to assess the match between Randstad and
the proposed charity.

Randstad’s corporate history

While rival temporary staffing organisations
focused on manual labour, Randstad targeted
better-educated flex-workers. Since its
foundation in the 1960s it had grown rapidly and
by 1980 Group revenues had reached US$250
million. Randstad’s growth seemed unstoppable.
So 1t came as a shock when revenues fell by
40% within just a few years, hit by recession and
legislation restricting flex-work initiated by trade
unions distrustful of flexible work solutions. The
new market environment made acquisitions

a better option for growth, and in 1983 the
company bought Tempo-Team, a big-name
competitor in the Dutch flex-work market.

To handle concern about flex-work, Randstad
paid keen attention to union sentiment. Already
in 1972 it had been involved as a driving force
in the launch of ABU, the Dutch trade association
for flex-work agencies (www.abu.nl), when the
company negotiated its first collective labour
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agreement (CLA) for administrative personnel.
In the 1980s Randstad did it again with the first
CLA for corporate staffing agency personnel.

“The image of staffing in the 70s had a bad
reputation. We made a collective agreement
with labour unions. Our competition thought
we were teaming up with the enemy. But
indeed we were not, they were partners in
part of the larger picture. You have to listen
to people 1n your sector, even if you do not
always like what you hear.”

Noteboom, 2004

This commitment to building good labour
relations proved far-sighted. It both improved
the image of staffing agencies and helped grow
the industry in the Netherlands. In the 1990s
Randstad began to explore new growth paths.
Two strategies were formulated: creating new
business concepts such as specialised staffing
services, and acquisitions focussed on North
America and Europe according to the relative
importance of flex-work in different markets.

In 1998, Founder, President and Chief Executive
Officer Frits Goldschmeding was succeeded by
Hans Zwarts, who then oversaw an acquisition
spree that turned Randstad into the market
leader in the Netherlands, Belgium, Germany
and in the south-east of the United States.
Randstad’s revenues peaked in 2000, after
which the company was unable to grow its top
line. In 2003, Noteboom was appointed as CEO
with the explicit task of reviving growth and
bringing consistency to the wide network of
Randstad companies.
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A new corporate philanthropy approach
Strategising how to engage with a charity was
an entirely new and thrilling concept to Frans
Cornelis. The basic principles he was clear
on, but in the details he was not entirely sure
what he was looking for. More research was
required, he felt:

""You need cultural fit, buy-in, flexibility
and enthusiasm. You also need to be
clear on what you want to achieve in the
relationship.”

Corporate philanthropy was neither a novel nor
a unique concept in the Netherlands. However,
according to Michael Porter and Mark Kramer,
most corporate philanthropy nitiatives were
ill-advised (Porter and Kramer, 2002). Building
on ideas about the role of clustering in the
creation of competitive advantage In nations
and regions, Porter argued that corporations
could achieve a larger impact if they clustered
their philanthropic activities. Activities such

as “matching funds” (whereby corporations
matched cash donations of employees to their
preferred charities) were unfocussed and
therefore their social impact tended to get lost
in the ether. Concentrating on only a small set of
philanthropic activities would allow corporations
to leverage their impact.

Secondly, Porter and Kramer argued that firms
should try to partner with charities that faced
challenges similar to their core competences. A
typical example was the celebrated corporate
philanthropy programme of TPG, the privatised
Dutch postal service (Van Wassenhove and
Tomasini, 2004). By partnering with the UN
World Food Programme, TPG provided
logistical know-how to the UN, thus enabling
the organisation to dramatically improve its
supply chain effectiveness. Consequently, Porter
argued, targeted philanthropy, carrying both
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social and economic benefits, could positively
influence a company’s competitive edge.

The competitive advantage of philanthropy

"“Why are we doing it? Personally I think
we have the obligation [to do so]. But there
always has to be something of your own
Interest in there as well, It will be good for
the brand of Randstad and motivate our
people more.”’

Noteboom, 2004

Frans was even more convinced Randstad
was making the right decision to embrace
social philanthropy when he heard that two
out of three citizens wanted companies to
contribute to societal goals, and that 92% of
European financial analysts claimed to look
Into a corporation’s socially responsible
behaviour when investing. The challenge was
that these same citizens and investors were
both employees that expected their company
to be socially active, and shareholders who
demanded higher profitability. Caught between
the two, the corporation had to balance short-
term profitability with the longer vision of
corporate social responsibility.

Moreover, all these statistics played out in

an environment where, as a percentage of
profits, corporate giving had declined at

least 50% over the last 15 years from 1990 (at
the turn of the century, companies spent an
average of 0.6% of revenue on giving). (TPG
internal communications presentation, 2003).
At the same time, governments had also made
cutbacks in their charitable giving. This meant
that charities and NGOs needed more support
than ever before, and from a more diverse
range of sources.
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While aware of the debate around the
“competitive advantage’ of corporate
philanthropy, Annette Bax, internal
communications advisor to Randstad, didn't buy
into it all:

“There i1s no ulterior motive in offering

an NGO access to Randstad’s core
competencies. Corporations are not
heartless. They are made up of people.
These people want to help. The biggest
motivating factor for Randstad to enter
into a partnership with an NGO is because
we want to help bring about positive
change 1n the world. This has to come
from the heart to work.”

Selecting a partmer

Frans’ first step in developing a parmership

programme was to establish loose criteria

against which NGOs could be measured in

terms of organisational/cultural fit with Randstad.

Some of these criteria included:

—  Size, impact, beneficiaries of NGO

— (Geographical scope of NGO

— Other business parters

— Amenability to “‘new initiative” partnership
idea

— Linkages and possible tasks Randstad could
contribute

— Cradual roll-out possible

— Political sensitivity.

After setting out these criteria, Frans compiled
short profiles of each of the suggested
organisations Ben had received from employees
and his senior managers earlier. He also
expanded his reach, looking out internationally
for possible partners. Some 20 in total, they
included the Red Cross, UNESCO’s voluntary
organisation, Friends of the Nelson Mandela
Children’s Fund, Wings of Hope, and the Make a
Wish Foundation.
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Frans tested the proposed organisations against
his criteria and came up with a shortlist of five.
For those that had offices, either regional or
HQ, in the Netherlands and/or London, he went
round and ‘kicked the tires’ — he would stop
by, ask questions, and collect brochures to
assess the culture of each organisation. It was
a spying mission he relished, especially as in
the early days of Randstad, legend had it that
Goldschmeding would walk in off the street to
regional Randstad offices, posing as someone
looking for work, to make sure that top quality
service was being delivered.

"We didn't want a slick organisation, with
fancy offices that put all of their money into
their administration, but we didn’t want a
rickety one man shop either.”

Cornelis, 2004

At this point, he also sought buy-in from his
regional colleagues:

"You present them with a challenge and
ask them for support, and they become
emotionally invested as well. These
managers came from all over the world
from our regional offices. I thought, if they
are encouraging, and see themselves in

a partnership, then we could really offer
an NGO some serious global support.”
Cornelis, 2004

The regional marketing managers helped

Frans whittle his shortlist down from five to one:
Voluntary Services Overseas (VSO). Now all that
was left to do was to make the first step.

Voluntary Services Overseas

Voluntary Services Overseas (VSO) was
founded by a British couple who were English
teachers. In 1957, Alec and Moira Dickson were
travelling across Africa when they were asked to
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teach English classes in Northern Guinea. Living
and working alongside the locals proved an
enriching yet humbling experience for the
Dicksons. It also reinforced their conviction that
traditional development work (whereby
“outside’” experts dispersed knowledge after
only brief stints in the community) was
ineffective. The Dickson’s were not impressed
with what they had withessed of this “arms
length” approach. They therefore envisioned a
model whereby volunteers would spend long
periods of time living in the communities they
were to serve and adopting a similar lifestyle.

On 15 May 1958, the first VSO volunteers

(eight 18-year-old men) left the UK for a year's
voluntary service — working in Ghana, Nigeria,
Northern Rhodesia (Zambia) and Sarawak. Some
months later, 10 more volunteers were to depart
between September 1958 and March 1959. The
organisation quickly grew, not least since its
launch coincided with the end of compulsory
military service in the UK. Voluntary service
provided a means for young adults to develop
skills while also supporting development

aims. Realising the value of VSO's mission,

the UK Foreign Office and the Department for
International Development (DFID), provided

the Dicksons with a grant to set up Voluntary
Services Overseas (VSO). The organisation's
mission statement read:

"VSO promotes volunteering to fight global
poverty and disadvantage. We bring people
together to share skills, creativity and
learning to build a fairer world.”’

Towards this goal, VSO enabled men and
women to work alongside people in poorer
countries, building capabilities and promoting
International understanding and action in the
pursuit of a more equitable world. VSO did not
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provide volunteers for emergency work.

The organisation aimed to achieve its mission

through:

— empowerment of the people, communities
and organisations with whom VSO worked

— parmership (with local organisations
governments, funders, and corporations) to
maximise its impact

— commitment to learning, building upon the
skills, knowledge and understanding gained
from experience.

Volunteers worked for a very modest allowance
in line with local salaries. They were usually

put up by VSO's partner organisations on the
ground. To support its volunteers in times of
crisis and with everyday practical questions,
VSO also launched support offices in all
countries in which it was active. These were also
responsible for selecting partner organisations
and identifying job openings.

The organisation used the Human Development
Index to determine where to focus its attention.
From this, it derived six strategic development
goals:
— Education

— HIV & AIDS

— Disability

— Health and social well-being
— Secure livelihoods

— Participation and governance

Besides providing volunteer opportunities,

VSO also worked to raise awareness, engender
action and advocate solutions to the six goals.
Mark Goldring described VSO's challenge

as follows:

“The amount of money going into the
developing world, both in terms of aid

and investment, 1s increasing steadily. But
the capacity of organisations within the
developing countries is not increasing as fast.
Many things — brain drain, HIV, among them
— are actually undermining that capacity.
Despite the efforts of the development
community, we are losing ground.”’

VSO in 2003

By 2003 VSO had placed more than 30,000
volunteers in Africa, Asia, the Caribbean,

the Pacific region and, more latterly, Eastern
Europe. In that year it supported a total of 1,626
VSO volunteers in 43 countries (the majority

of which stayed for two years). Although VSO
had expanded its recruiting base by opening
recruitment offices in the Netherlands and
Canada in the 1990s, the majority of 603 new
volunteers placed in 2004 volunteers were still
recruited in the UK. This was partly explained
by VSO’s income stream. Although the
organisation had begun to diversify its funding
base, the DFID still accounted for three quarters
of VSO’s 2002/3 budget of £31.8 million. VSO
had also recently begun to experiment with
opening recruitment bases in Kenya and

the Philippines in recognition of the fact that
willingness to volunteer was not a prerogative of
the developed world. In 2003 the organisation
placed 77 volunteers from Kenya and the
Philippines in positions throughout the world.

VSO offered a greater range of voluntary
options through the length of its assignments.
VSO's corporate partnership programmes
drove this development. Both as a sabbatical for
highly valued staff and as a means to implement
their corporate social responsibility (CSR)
programmes, companies such as Accenture

or sShell would send senior executives on 6-

9 month VSO assignments. At the end of the
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placement the volunteers would return to their
old jobs. This was different from the two-year
placements that often coincided with a break

in employment or even a drastic change in the
area where volunteers worked. Short-term
placements notwithstanding, VSO'’s core activity
in 2003 was still primarily the placement of
volunteers on two-year missions.

Over the past decades, the content of VSO's
placements had also changed. Back in the
1960/70s VSO had catered primarily to the
need for teachers, agricultural engineers,
nurses and doctors to deliver much needed
services in some of the poorest countries.
However, the needs of VSO's constituents
had evolved. Increasingly they now asked

for help in managing complex organisations,
developing accounting systems or running [T
systems. Consequently, VSO started to recruit
IT specialists, accountants and public relations
experts.

“Say, in Malawi, there 1s a massive shortage
of doctors. Unless you have good medical
administration, you're never going to

have better quality medical services.

[Or consider] a shortage of pharmacists

— unless you have better supply chains, the
pharmacists are never going to have any
drugs. So we re seeing increasing demand
for what one would generally call business
and management skills, even though the
availability of more obvious professionals
such as agriculturists and engineers has been
steadlily increasing.”’ Goldring, 2004

The demand for managers and accountants was
also driven by donor countries and foundations
that called for more accountability from the
programmes they were supporting. VSO was
also increasingly keen on training placements
that would build up local expertise rather
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than resolve an immediate problem. Thus it
would train teachers rather than send down
someone to teach the lessons themselves. VSO
also engaged in curriculum development with
various ministries of education. This created
ripple effects that had a far-reaching, deeper
impact.

The growing specifications from partner
organisations meant that the average age of
volunteers had increased considerably from
those sent in the 1950s. To cater to younger
volunteers, VSO ran a Youth for Development
(YD) programme which in 2003 allowed 400
young people aged 18-25 to share experiences
and learning through international volunteering
placements over a six month period. The
youths divided their time between the UK and a
developing country, living with local families and
working with community organisations.

“Imagine what we can do together”

One year into his job, Cornelis received
approval from the board of Randstad Holding to
engage in a partnership with Voluntary Services
Overseas (VSO). Although it had a regional
office in the Netherlands, its headquarters were
in London:

"Of course we wanted VSO NL involvement,
but to make this a truly global initiative I had
to secure an appointment with the CEQO.”
Cornelis, 2004

To do so, he asked Joris Eekhout, director of
VSO NI, to set up the meeting. Joris did not
know Frans, but from what he heard he was
intrigued.:

“"Usually we have to go to the corporations
to solicit their support. Here, I was speaking
with a corporation keen to explore possible
synergies between our organisations.”’
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Mark Goldring, CEO of VSO, felt the same way:

"My first impression when I heard that a
corporation wanted to help in a rather new
unorthodox way was of cautious optimism.
Usually we have to go out to seek business
partnerships, and these are of a different
nature. Frans’ proposal was entirely unique.”

Initially, VSO was keen on tapping Randstad’s
network as a source of good volunteers for
their Business Partnership Programme and for
funding opportunities. They weren't sure how
they could accommodate a corporate offering
that went beyond this standard business/NGO
partnership framework. But as Frans talked,
ideas about how the partnership could unfold
sprang to Mark’s mind.

"“You don't want to get all sappy saying there
was an instant click, but there was a meeting
of the minds here. Randstad wasn't looking
for any credit; we just wanted to help. And
they saw that. Instantly the ideas of what we
could achieve by working together started
rolling.”

Annette Bax, 2004

Mark Goldring agreed:
"The Randstad presentation was well thought
out, well planned, but at the same time
open and flexible to our suggestions. A true

partnership.”’

A handshake might have been enough to seal

the partmership, but both organisations knew that
the devil lay in the details. Structure was needed

to fortify the partnership and allow it to reach its
maximum potential. The two groups sat down
and drafted a sponsorship agreement together,
laying out the services each would deliver.
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VSO'’s challenge

"At the moment, VSO is working completely
to capacity. We can’t find more volunteers
while maintaining our high quality standards.
If we could, we couldn't afford to pay them.
Together with Randstad we're working on
both of those dynamics at the same time.
When [ say pay them, let’s understand

what we re talking about. The real costs to
VSO are not the payment to the individual,
who might be earning 100 dollars a month
in a placement in rural Mozambique. The
real cost is finding them, selecting them,
training them, posting them, insuring them,
supporting them in the sort of roles that you
have seen 1llustrated,

“As [ said, I see the future not in people
saying we know about VSO, we heard about
it in university, ‘VWe’'ll give up our job and be
a VSO volunteer.’ I see the future much closer
to Randstad’s model of flex-workers — people
moving between various stages of their
career, moving their skills to actually where
they are needed, and being used effectively
In those roles, and then returning back to

the labour market from whence they came.
We're recognising that there is a dynamism
about the employment markets which was
certainly not there 20 years ago in Britain.”
Goldring 2004

Structure of the partnership

The Randstad/VSO partership was different
from all the others VSO had formed with
companies such as PwC, Accenture and Shell.
These companies had worked with VSO on its
Business Partmership Exchange Programme,
sending their staff overseas on six-month
assignments. Randstad planned to do more
than offer their staff the opportunity to volunteer
in a developing country for six months. Its
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partnership with VSO went deeper in that it
would help with recruitment, fundraising and
communication both internally and to the
outside world.

Together, Randstad Holding and VSO
International set about building the partnership
In phases, managing expectations and
mobilising resources from both parties to give
VSO an increased footprint throughout Europe
and North America. The intent was to vastly
increase VSQO's capability to help.

Led by a Steering Group which met twice
yearly to set guidelines and decide strategic
matters, the project team consisted equally

of VSO and Randstad staff. A VSO project
manager and a Randstad project manager met
often and worked closely together. Each was
responsible for carrying out activities in their
respective organisation. A team of workers and
“ambassadors” who volunteered to champion
the initiative supported these two managers.

Including the transfer of knowledge, Randstad
was keen to lend their network of branches

and employees to the initiative. An example of
the unique opportunities the partnership could
deliver is how Randstad would help VSO recruit
‘risk free’ in Portugal.

"VSO had tried in the past to recruit
volunteers from Portugal, going so far as to
set up offices there. This foray to establish
ourselves did not pan out. We had jobs
Ined up in Portuguese-speaking developing
countries without volunteers for them. With
Randstad owning offices in Portugal we
could try to recruit there again, using their
network and offices, but without taking the
risk and costs involved in setting up in a new
country.”

Goldring, 2004
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Both partmers agreed that despite the initiative
having come from HQ, one should not expect
the partnership to be a top-down directive.

"Our corporate structure at Randstad is
de-centralised, so we are not command
and control here. We want the partnership
to have some structural framework, but we
want to give the regions enough latitude
to come up with their own initiatives. This
way, 1t's more organic, giving the regions
ownership of this nitiative, letting them
explore how it will unfold according to
regional needs, opportunities.”

Bax, 2004

Indeed, spontaneous initiatives, such as a
fundraising drive in France, cropped up
between Randstad and VSO regional offices
in the first few months after the mitiative was
launched.

"Also, this partnership can take many
shapes. For example, when VSO NL called
us asking us if we could suggest an HR firm
to look into their structure, we immediately
said we would help them for free through
our Randstad company, HR Solutions. The
budget VSO set aside for an HR restructure
can now go Into their core business of
placing volunteers in developing countries.”’
Bax, 2004

Still, some hurdles remained. A few workers on
the ground could have many ideas but no time
to implement them. Also, their performance
might not be measured on whether they
implemented a regional joint initiative. Head
offices at both VSO and Randstad needed to
show their frontline staff that this parmership
was important. One way could be by directing
the regional general managers to allow their
frontline workers to invest some time in the
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partnership. Also, including it in the key
performance indicators for assessment would
motivate the regions.

Roll out

“One reason I am really thrilled with
the launch of this partnership is that it 1s
genuinely international. ”

Goldring, 2004

While the spontaneous initiatives in a
decentralised partnership reflected employee
enthusiasm towards the new partnership,
Randstad and VSO both realised that these
activities needed to be put into context in order
to optimise growth.

In the first year, 2004, Randstad and VSO
agreed to ramp up their partnership by first
constructing the internal structure. The project
team from both organisations, plus the “regional
champions”, or “ambassadors”, promoted and
communicated the partnership within the two
organisations. Additionally, they developed
together both a communications plan and terms
of reference.

To get the initiative off on the right foot, Randstad
directly sponsored 15 volunteers in the first
year of the partnership. In the years to follow, as
the partnership became more integrated, this
crop of Randstad-sponsored volunteers would
come from Randstad or its client companies. The
process for selecting volunteers would follow
the VSO standard recruitment and placement
process, tying in Randstad’s recruitment
experience as well.

Communication in year one and two would

be mostly under the radar and internal within
both Randstad and VSO. The purpose was to
inform and inspire both Randstad and VSO
employees, motivating them to participate and
take ownership of the partnership. The June

21 2004 launch in Barcelona notwithstanding,
communication with Randstad associate
companies would not begin until year three of
the programme when it was well underway.
Nonetheless, the communications firm BBDO,
inspired by the partnership, freely gave

their skills and time to help communicate the
Initiative, designing brochures and developing
a video for the launch. The press and certain
CSR groups were also made aware of the
joint initiative.

Cost of the partnership

Added to the promise of lending their network
and core competencies, Randstad put together
a budget for the cost of the partnership. The
financial contribution from Randstad was
€900,000 over three years, €50,000 of which
went yearly into executing the partnership. In
kind, Randstad also hired a full-time programme
manager for the initiative. Broken down, this
amounted to:

2004

— €£250,000 to support 15 VSO 2-year
placements.

— €50,000 for covering execution costs of the
agreement.
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2005

—  €250,000 to support VSO placements
of Randstad Staff and/or Randstad clients;
placements to be identified by mutual
agreement of parmers, approved by
Steering Croup.

— £50,000 to cover execution costs of the
agreement.

2006

— €250,000 to support VSO placements
of Randstad Staff and/or Randstad clients;
placements to be identified by mutual
agreement of parters, approved by
Steering Group.

— €50,000 to cover execution costs of
the agreement.

Extra input

— Programme launch in Barcelona, 2004,
for €20,000.
— Project Manager Randstad
— Randstad Communication Budget of €50,000.

The project managers submitted to the steering
committee each year a proposal on how this
budget would be spent.

Benefits of the partmership

In the first year, the benefits of the partnership,
defined in Usual Volunteer Equivalents (UVESs)
to measure and quantify the various initiatives,
yielded 15 UVEs. The second year this jumped
to over 45. That meant that in actual qualifying
volunteers identified, or the equivalent in terms
of resources that enabled VSO to find other
qualifying volunteers, the net difference the
Randstad partnership made for VSO was over 45
volunteers on an annual total of 1,600 globally.
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Randstad intends to keep up this growth level
until we reach a level of around 160-200 UVEs.
The partnership has agreed that this constitutes
a limit above which we do not want to go for fear
of making VSO overly dependent on this project.
Rather, they will also focus on finding other
similar corporate partmerships for VSO.

Within Randstad, the project has also had a
major beneficial effect. According to a survey,
over 84% of employees agreed or fully agreed
that they were proud to work for Randstad,

and the VSO partnership was listed as the most
positive element of the company’s involvement
In corporate social responsibility.

On the basis of its experience,
Randstad has no reservations
in recommending this
approach to other companies
seeking to design a more
meaningtul involvement
project than just donating
money to a good cause.
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3.1

MAS Holdings: Strategic
corporate social responsiboility
In the apparel mdustry

Noshua Watson, INSEAD

Standing on the 10th floor terrace of his
corporate headquarters, Mahesh Amalean,
Chairman of MAS Holdings, looked out across
the dense, leafy expanse of central Colombo
and the grey, rolling Indian Ocean. As he
chatted with his visitors he could barely be
heard over the noise of political demonstrators
marching in the streets around the building. In
the summer of 2005 a ceasefire between the Sri
Lankan government and the Tamil separatists
was still tenuously in effect.

Despite more than 20 years of serious civil
unrest, Mahesh and his younger brothers, Ajay
and Sharad, had built a US$570 million intimate
apparel business. His clients were the biggest
brands in lingerie and sportswear: Victoria's
Secret, Gap, Inc., Nike, Marks & Spencer,
Speedo and Triumph.

The textile industry made up almost half of

all exports in Sri Lanka. To take advantage of
quotas into the US and European markets, MAS
had set up 11 plants in other countries. Then,
on January 1, 2005, the trade agreement that set
textile quotas expired.

Within six months, the ‘Bra Wars’ had begun.
China was already exporting US$33.9 billion

in textiles and clothing each year to the US and
the EU before the agreement expired. Post-
quotas, China shipped 30 million more bras

— 33% more to the US and 63% more to the EU.
The European and American textile industries
and government trade representatives were
alarmed, not just about the increased volume of
bras coming into their countries, but dresses,
men'’s trousers, t-shirts and even table linen. The
overall textile trade had not grown, so China'’s
share of the market was coming at the expense
of every other textile producer on the globe.
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60% of MAS revenues came from one customer,
Victoria's Secret. Pictures of VS model Heidi
Klum, wearing a lacy bra and panties, hung

on the MAS factory walls and in Amalean'’s
boardroom. Even though VS had been his first
client back in 1986, how could he now compete
with China’s scale and production efficiency?
MAS prided itself on having high labour
standards and not being a “sweatshop”. How
would MAS meet its clients’ demands for high
quality and low costs?

MAS Holdings

MAS Holdings is one of Sri Lanka's largest
apparel manufacturers, employing more than
34,450 people in 21 factories in 10 countries.
Annual revenues are UsS$570 million. Each
year, MAS manufactures 44 million bras and is
Victoria's Secret’s largest supplier.

The company is privately held and owned
entirely by the Amalean family. Chairman
Mahesh Amalean, the eldest son of five children,
held the CEO title until 2004. The current

CEO and Deputy Chairman is middle brother,
Sharad, who had previously been the CFO.

The youngest brother, Ajay, is Director of the
Corporate Solutions division, and also handles
the creative Marketing and Design aspects of
the business and oversees MAS’ Finance and
Human Resources functions. The rest of the
Executive Management Board consists of three
Managing Directors, the Director of Corporate
Development and the Croup Director of Human
Resources. All are professional managers and
long-time MAS employees. The two Amalean
sisters reside in the US and are not part of the
business.
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MAS comprises four business units: MAS
Intimates, MAS Active, MAS Fabrics and MAS
Investments, a separate non-apparel business.
The Intimates Division is the largest and consists
of seven plants that manufacture bras, panties
and briefs in Sri Lanka and India, and two
Marketing, Design and Product Development
units in Sr1 Lanka. MAS Active Division has
eight leisurewear and sportswear plants based
in St1 Lanka, Madagascar, Vietnam and India.
MAS Fabrics manufactures elastic, fabrics,
lace, hooks and other accessories in Sri

Lanka, the UK, Mexico, Indonesia and China.
MAS Investments includes two IT consulting
companies, the Corporate Branding and Retail
unit and a diversified investment portfolio.

Sri Lanka

MAS is headquartered in Colombo, the capital
of Sri Lanka. Sri Lanka is an island of 20 million
people located in the Indian Ocean, off the
south-eastern coast of India. The majority ethnic
group is Sinhalese (73.8%), and approximately
18% of the population belongs to the Sri Lankan
and Indian Tamil ethnic minorities.

Today, Sri Lanka's per capita GDP is a mere
US$9685 per year, even though in the 1950s it
was twice as high as that of Korea. Compared
to developing countries with a similar income
level, Sri Lanka has high rates of literacy and
life expectancy, and low rates of fertility and
infant mortality. The economy remains highly
dependent on the government, which regularly
runs deficits between 8% and 12% and has
accumulated an external debt of US$5.1 billion
on an annual GDP of US$20.1 billion.

Labour issues in the apparel industry

Bras are one of the most complicated items of
clothing to make, with between 20 and 48 parts,
including the cups, lining, bands, straps and
hooks. Lingerie orders from major retailers

come in batches of 10,000, and the cutting,
sewing and packing demand a large-scale
operation.

Sweatshops are the dirty, ‘not-so-secret”
secret of the apparel industry. In a low labour
cost country, the profit margins are high. Bras
that cost US$5-7 apiece to manufacture will
retail for US$50 or more in American stores.

In larger plants thousands of workers sweat in
un-air-conditioned factories for 10-12 hours a
day, sometimes more. Abuses are common: no
bathroom breaks, compulsory overtime work
without extra pay, no weekends off, child labour
and physical or sexual abuse.

In Sri Lanka, 85% of the textile industry
workforce is female and approximately 350,000
women work in 848 factories. In addition to the
US$2.8 billion that textile exports bring into the
country each year, 600,000 Sri Lankan women
work abroad as domestic workers and send
home US$1.2 billion in remittances. Combined
with tea, the country’s second largest export,
these three female-dominated industries are
responsible for 24% of Sri Lanka’s GDP.

Despite these economic facts, Sri Lankan women
are not encouraged to work outside the home

or to live alone. But with high unemployment in
rural areas and the displacement of people due
to the civil unrest, many young women become
their family’'s primary or sole breadwinner.

They work away from home (or abroad) to send
money to their families. Without bank accounts,
they must rely on relatives to protect any cash
savings they've acquired until they come home.

Women from rural areas in their late teens and
early twenties enter the workforce primarily to
save money to buy jewellery for their weddings,
after which they leave the workforce.
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Child labour has been curbed in Sri Lanka, and
the minimum statutory age for employment is
18, with some conditional exemptions for those
over 16. Sri Lankan employers are required

to contribute 3% of salary to a trust fund which
employees receive after they quit, and to
contribute 8% of salary to a Provident Fund
which employees receive as a lump sum upon
retirement. Additionally, employees receive

a ‘gratuity’ payment after five years of work,
which consists of a half-month'’s salary for

each year worked.

Female garment workers are dubbed "Juki
Girls” — a derogatory name that comes from a
popular brand of sewing machine. They move to
the free trade zones to find work in the garment
factories for US$2.20 per day, where they live

in crowded hostels and have to deal with life
issues, many of them for the first time. Many
lack proper nutrition or reliable transportation to
work. They are often perceived as easy prey or
“loose” women, and some are subject to sexual
abuse.

Working at MAS

Rather than forcing their 92% female workforce
to relocate to the city away from their families,
MAS built its plants in the rural villages. From
the beginning, the Amalean brothers rejected
every element of the sweatshop model. When
they founded MAS, they worked on the shop
floor, supervising the lines. They believed in
the dignity of work and felt that workers would
be more productive in a comfortable, air-
conditioned environment. They wanted to be
able to use the same canteen and transportation
as their employees.

Before the 5.30 morning shift at the Bodyline
plant, MAS company buses pick up the women
from their villages and drop them at the factory
in the rural town of Horana, two hours from

Colombo. The workers, none younger than
18 years old, wear blue smocks and hairnets,
and pink hairnets for pregnant women in case
they need special attention. They put their
belongings in their lockers and enjoy a free
breakfast in the company canteen before the
2,500 sewing machine operators clock in and
begin assembling bras.

The main assembly room is 100m long, bright,
well-lit and air-conditioned. Every MAS plant
adheres to the UN Global Compact and the
internal MAS Standard of corporate practice.
While freedom of association and collective
bargaining in Sri Lanka are guaranteed by
law, there are no unions at MAS. Instead,

MAS workers elect representatives to Joint
Consultative Committees that meet monthly with
management to discuss workplace, customer
and community issues.

On the floor, the workers listen to music. Each
operator has her own sewing machine and
logs into the real-time system. Supervisors
walk through each cluster of machines, making
notes. They synchronise their Palm Pilots to
the central database to post their line’s current
efficiency and productivity numbers on the
electronic boards overhead. Even the lowest-
ranking employees learn that most MAS

plants follow Six-Sigma and 58S, the Japanese
system of housekeeping (Sort, Set in Order,
Shine, Standardize and Sustain). Workers are
encouraged to contact the supervisor and stop
the line if they hit a snag.

At 1.15 pm it's lunch time. The operators clean
their workstations and walk off the lines in single
file. The next cohort of 2,500 workers files in

for the 1.30 afternoon shift. The women on the
morning shift can head to the canteen, the onsite
infirmary, the ATM machine or the electronic
employee information kiosk to check their
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monthly wage and overtime payments before
they get on the company buses and head home.

Getting started (1984-89)

Before they established MAS, Mahesh and
Sharad worked for the 60-year-old clothing
family business run by their uncles. The family
business had thrived when the Sri Lankan
economy was closed, but Mahesh joined when
the economy was being liberalised in the late
1970s and they were struggling.

All three brothers struck out on their own in
1984 when they pooled US$10,000, bought 40
sewing machines and started Sigma Industries.
Mahesh and Ajay were in charge of operations
and marketing, Mahesh'’s wife was in charge
of HR and administration and Sharad'’s wife did
the accounts. Sharad joined the business later.
Mahesh and Sharad then started families and
their wives left the business.

Sigma Industries attracted the attention of Martin
Trust, the head of MAST, a US-based clothing
supplier and subsidiary of Limited Inc., a major
US retailer. The brothers founded MAS Holdings
in 1986 and their first opportunity was a joint
venture with MAST to manufacture women'’s
dresses. But the quota regime changed before
MAS could start the order. The Amaleans saw
that lingerie was still a quota-free product that
was difficult to manufacture, and that no other
Sri Lankan company was in the intimate apparel
niche, so MAS began manufacturing lingerie at
its Unichela plant in 1987 for Victoria’s Secret,
one of Limited Inc.’s brands.

The Unichela venture was a success, but

after working in a family business where the
owner-managers had full control, the Amaleans
struggled to adapt to the product and process
disciplines of a joint venture with Limited Inc.
MAS was given the product specifications, told

where to source the fabric, and given a sample
garment to copy. They were told to produce

a product at a given price, time and quality.
However, they hoped that the joint venture
would give MAS access to the American and
European markets and expose them to the latest
technology and business practices. In 1989,
with MAST’s help, the brothers opened the
Shadowline plant to make sleepwear.

Growing pains (1990-95)

After four years in business, MAS’ revenues
were US$6 million, but Mahesh saw greater
potential in the market. He and MAST proposed
a deal to Triumph International, a 100-year-old
German lingerie company. MAS, Triumph and
MAST took equal shares in MAS’ newest plant,
Bodyline, which is run by Dave Ranasinghe,

the joint managing director of MAS Intimates.
Despite its equal financial stake, MAS was again
the junior partner and hoped to learn from
Triumph'’s operational expertise. From then on,
MAS would use the joint venture model again
and again to build its business.

After a series of youth riots and violence in

the late 1980s, then-President Ranasinghe
Premadasa (who was later assassinated)
initiated the 200 Garment Factories Programme
in 1992. On the surface, the programme’s intent
was to end the violence by providing jobs in
rural areas for underemployed young men. Yet,
by targeting the apparel industry and mandating
that the factories must employ 450 women and
50 men, the programme continued the pattern
of predominantly female export-oriented
employment.

As a result of this government pressure, MAS
built its Slimline factory in 1993 on a former
coconut estate in Pannala, a village outside
Colombo that was so remote that the plant
manager, Dian Gomes, who is now the joint
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managing director of MAS Intimates, couldn't
find a suitable house and had to commute from
a nearby town. Slimline was a joint venture
with Courtaulds, a UK-based private label
manufacturer for Marks & Spencer, now owned
by Sara Lee, a US company. The plant was a
showcase with a feng shui-influenced layout
and even had its own wastewater recycling
plant. The factory opened with a ribbon-cutting
ceremony, and flew the Sri Lankan, UK and US
flags to celebrate its multinational partnership.

The Slimline factory employed 1,000 people
from the Pannala area and donated funds to
the local school and maternity clinic. Yet local
residents believed that an American company
had come to “exploit the local labour and
make the capitalists rich”. When one of the
vans that MAS used to transport employees

hit a child who was running across the road,
village residents gathered and asked where the
workers were from. When it became apparent
that they were from the new Slimline factory,
they were attacked.

Despite the jobs they
provided and good
employment practices, they
were not immune to the
consequences of local culture
and prejudice.

The company built a laboratory and auditorium
for the school and held opening ceremonies with
Courtaulds and Marks and Spencer executives
in order to meet the parents and children. MAS
put up 5,000 posters around Pannala of a child

holding two books, a picture of the auditorium,
and a slogan in Sinhalese: “A gift of the future
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for our children.” Slimline instituted an internal
Community Development Policy to promote the
fact that it provided many public services, like

a government agency, and that the area was
economically dependent on its presence. The
plan had six focus areas: education, health and
community issues like alcohol and substance
abuse; families affected by the communal unrest;
reducing the area’s economic dependence on
Slimline; sports and arts, and the environmental
impact of its manufacturing activities.

MAS matures (2000-05)

By 1995 MAS had gone from US$6 million in
annual revenues to US$66 million. In the late
1990s, it built four more joint venture plants

in partmership with MAST, Triumph, Brandix
International (another large Sri Lankan apparel
company), Sara Lee Courtaulds and Stretchline
Clobal, a UK elastics company. Revenues grew
20-30% each year, until they reached Us$225
million in 2000.

Companies like H&M and Zara were shortening
the traditional fashion cycle from nine months

to six weeks. MAS wanted to crunch their

lead times as much as possible so that their
customers could work as close to the season as
possible. MAS started two in-house IT consulting
firms, one to manage their manufacturing and
production information systems and the other

to implement the business software solutions
processes, and systems, applications & products
(SAP).

MAS had originally implemented SAP in 1997,
the first Asian apparel company to do so.
Previously, each of the business units managed
its own IT needs, but Mahesh saw the need to
reap economies of scale in purchasing and
sales, so he started the in-house venture in
2002. Also, the stand-alone joint ventures were
competing with one another for business, and
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the complex company structure and multiple
contact people were confusing to customers.
So Mahesh and his brothers reshuffled the
company divisions.

With the new IT systems at CCL, one of the
MAS-run companies, customers like Marks

& Spencer sent their sales information by the
end of the day, Colombo time, on a Friday. On
Monday morning, MAS recommended what
Marks & Spencer needed to reorder and they
confirmed the order when they started their day,
which was 2.00 pm in Colombo. By the end of
the day, MAS had checked with the fabric mills
and confirmed with Marks & Spencer that they
would ship the order in two weeks’ time. Marks
& Spencer could log in to the manufacturing
systems, see the production floor, see the status
of their style in the factories, how much was

cut, produced, packed, ready to ship, what

was traveling by sea or by air, and how much
fabric they had. If a particular colour or size
was selling faster in the store, Marks & Spencer
could change their order midstream.

MAS also needed to diversify its customer base
and sources of revenue. Given their experience
dealing with highly “engineered” apparel and
high-tech fabrics, they entered a joint venture
with Speedo and Brandot International, Martin
Trust's new venture, in 2001. Linea Aqua’s

first project was as high profile as it gets

— manufacturing the Fastskin full-body swimsuits
worn by a number of gold-medal swimmers at
the 2004 Athens Olympics.

Linea Aqua CEQ, Sarinda Unamboowe, had to
reorganise long production lines into modules
of four to 14 workers to accommodate the
much smaller 1,000-piece swimwear orders.
He also had to depart from MAS practice and
hire completely inexperienced seamstresses
who could work with the new stretch fabrics

without falling back on old habits. With its
Speedo production on line, Linea Aqua also
began to produce for Marks & Spencer and
Victoria's Secret. Given its success in lingerie,
leisurewear and sportswear, MAS’ overall client
list expanded to include Gap, Inc., Nike and
Reebok, and almost US$500 million in revenues
by 2005.

Competition on the horizon

By the end of 2005, MAS was a US$570 million
business. The company had won the American
Apparel and Footwear Association’s ‘Excellence
in Social Responsibility Award’ and countless
international productivity and safety awards.
Every manager in the company could recite
Mahesh'’s latest slogan, “1-1-10": “Number one
preferred parmer of the world'’s leading brands
of intimates, sportswear and leisurewear with

a turnover of US$1 billion by 2010.” Given the
Amaleans’ track record, the only thing standing
between MAS and "1-1-10" was China.

A 2004 WTO report projected that mainland
China’s post-quota clothing market share would
grow from 18% to 29% in the EU and from

16% to 50% in the US in 2005. Chinese textile
exports to the EU increased 534%, and 627%

to the US. The EU renegotiated acceptable
growth rates in June 2005 and blocked Chinese
textile shipments at the ports in August until
they renegotiated the growth rates again in
September. The US filed safeguard petitions
and entered negotiations with China but did not
take other action. But this was only a temporary
solution since the EU safeguards expired in 2007
and those of the US in 2008.

ori Lanka had had a quota-free bilateral
trade agreement with the EU starting in
2001. Prompted by the devastation in South-
East Asia following the 2004 tsunami, the EU
accelerated the implementation of the new
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three-tier Generalised System of Preferences.

In July 2005 Sri Lanka received GSP+ treatment
with duty-free access to the EU for 7,200
products conditional on maintaining sustainable
development and good governance. The

US and Sri Lanka had signed a Trade and
Investment Framework Agreement in 2002.
After the tsunami, the US House and Senate
introduced bills in January 2005 to give duty-free
preferences to Sri Lanka, among other countries.

However, Sri Lanka was not even among the

top ten export countries in the US$120 billion
global apparel trade. Post-quota Sri Lanka would
benefit too, but it would still only make up 2% of
the US market and a negligible portion of the EU
market.

Strategic corporate soclal
responsibility at MAS

CSR or just doing the right thing?

Known for its progressive human resources
policies, MAS had long attracted Sri Lanka'’s best
workers and management talent. But at the
beginning, the sweatshop reputation of the
apparel industry kept many young potential
employees away. Mahesh wanted to hire the
same quality of people who would otherwise
work in investment banks. The large number of
educated Sri Lankans who chose to go abroad to
study and work also meant that MAS would have
to discover and train its own talent in order to
have enough qualified managers.

The brothers weren't above working hard
themselves. Rather than treating the business

as a source of family cash, they took salaries
based on their respective functions and
responsibilities, like any other employee. Any
other family members who worked for the
company had to start on the shop floor and learn
the business.

In a country where the literacy rate is 90%, but
per capita income is US$965, MAS considered
that it had to educate its employees about
professional and cultural norms that employees
in developed countries took for granted. Each
plant created its own programmes open to all
employees, regardless of their status.

Bodyline offered English classes, reproductive
health workshops and leadership training.
Slimline was known for its athletics programmes,
employing and subsidising the training of
national, international and even Olympic level
athletes. They provided maternity clinics,
vaccinations, personal hygiene programmes
and positive thinking seminars. Linea Aqua
supplied computer courses, outdoor adventure
days, AIDS awareness and sexual harassment
awareness sessions. All the plants held Parents
Days, where the workers’ families visited, met
their co-workers and managers, and were
assured that their daughters were in a safe and
empowering environment.

The plants donated to local schools and
hospitals. At one plant, senior executives
donated their own money each month for
college scholarships for village children.
After the tsunami, employees raised money
and spent their weekends building homes for
displaced people.

All these programmes added 3-4% to costs,
but the Amaleans didn’t mind this, even though
fierce competition with China and India was
affecting MAS’ prospects. Even Sharad, the
former CFO, thought that payback came in
different forms: employees who embraced the
company culture, higher productivity, lower
downtime. One plant manager estimated

that a 1% increase in efficiency or decrease

in absenteeism added US$200,000 to the
bottom line at the plant. The 3% spent on CSR
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programmes generally increased efficiency
by 5%, which equalled a US$1 million gain

on the bottom line. MAS’ labour practices

also appealed to customers who felt their
brands were better protected from sweatshop
accusations, which helped boost the top line.

When the Amaleans started their business, CSR
was a buzzword rarely heard in most industries.
The brothers thought they were just doing the
right thing. They had become efficient, well
respected and successful without emphasizing
their CSR programmes. But in an environment
where their competitors could match them on
quality, quantity and their supply chain, MAS
needed a way to differentiate themselves, and
there were very few levers left for them to use in
the tough global apparel market.

The outsider looking in

Ravi Fernando moved to Colombo after
spending 12 years in international over-the-
counter and pharmaceutical marketing for
SmithKline Beecham International in Kenya,
Dubai and Vietnam. Finding few jobs in Sri
Lankan industry at his level of experience, he
joined MAS as the CEO of Corporate Branding
in July 2003. When he first joined the company,
he spent three weeks visiting the plants. He was
struck by the difference between the MAS plants
and the apparel plants he had seen elsewhere.

In the apparel industry, most outsourced
manufacturers are ‘nameless’ but their brand
owner customers are becoming more and more
selective about where they place their business.
In the late 1980s and early 1990s, labour

unions, environmentalists, human rights groups
and government agencies first sounded the
alarm about the use of sweatshop contractors
by major brands. This coalition of diverse
interests continued to agitate, creating the anti-
globalisation movement. By 1996, Gap, Inc.,

Kathie Lee Cifford for Wal-Mart, Guess, Disney
and Nike were all blasted in the press in what
became known as ‘The Year of the Sweatshop'.
The size of the anti-globalisation movement
became apparent when 40,000 protesters
demonstrated at the Seattle WTO meeting in
November 1999. That year, the United Nations
introduced the Global Compact for corporate
practices based on human rights, labour,
environmental and anti-corruption practices.

The majority of brands that contracted with
MAS were still seeking rock-bottom prices,
but now they began introducing their own
labour compliance standards and pressuring
manufacturers to be ethical. Based on his
observations, Ravi believed that MAS was
unique and should publicly advertise their
compliance and labour practices rather than
be tarred as just another global sweatshop.
MAS should capitalise on the growing interest
in ‘sustainable consumption’, the trend of buying
in a socially responsible way, like organically
grown foods or non-sweatshop clothing.

With its emphasis on improving the quality of its
predominantly female workers' lives, MAS was
fulfilling the UN Millennium Development Goal
of promoting gender equality and empowering
women. Compared to other manufacturers in
Asia, MAS’ treatment of women would appeal
to brands that were constantly challenged
about the labour practices of their
manufacturing partmers.

The final task was to build MAS’ own brand
to enter markets where their brand name
customers had not penetrated, such as
Southeast Asia. This would give MAS the
opportunity to move up the value chain.

The birth of “Women Go Beyond”
If MAS was going to brand its HR practices, Ravi
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needed the help of the HR department. So Ravi,
Deepthi de Silva, Group HR director at MAS

and a corporate board member, and Dinali
Peiris, the Director of HR for the MAS Active
division, examined the best practices in each
plant and developed a structure for the new
HR/branding programme. The goal was to make
MAS’ employee and community programmes
more systematic and uniform across all the
plants. The plants were free to continue their
existing programmes, but they needed to fit into
a four-point framework of Career Advancement,
Work-Life Balance, Rewarding Excellence and
Community Activation.

Ravi called the Colombo office of the global
advertising firm, J. Walter Thompson, to create a
name, logo and image for the new programme.
The name was a challenge, since it had to be
translatable into different languages in different
countries; simple and short but meaningful. After
hearing about MAS’ labour practices, the JWT
team came up with ‘MAS Women Go Beyond'.
They chose a bright pink and blue logo of a
beautiful, long-haired woman, with bold silver
lettering. The MAS company logo was also
prominently featured.

With a plan and a brand in hand, the Go Beyond
concept was presented to the MAS board in
August 2003. But the Amaleans were not terribly
excited. All three brothers felt strongly that

‘We did it from the heart’ and they didn't want to
Institutionalise or commercialise their company
culture. They were afraid that they would be
seen as trying to lure new customers or win more
awards. The plant managers were also dismayed,;
they already had good labour practices, so why
fix what wasn't broken? Some workers cracked
jokes that Go Beyond stood for ‘Women Go
Beyond, Men Come Behind'. The board agreed

a month later, but said that Go Beyond could only
be launched internally at first, and it had to focus

on recognising and empowering female workers,
the backbone of MAS Women Go Beyond was
launched only at the 17 apparel plants, since the
elastics and accessories and other supply-side
factories had a higher ratio of male employees.
MAS hired a new staffer, Piyumi Samaraweera,
to promote Go Beyond internally. For six
months, from November 2003 to May 2004, the
team travelled between the plants presenting
Go Beyond to the management and workers.
With JWT’s help, they had posters, stickers

and newsletters in both English and Sinhala,
presentations by guest speakers, with singers
and dancers, and even a short film.

The first step in standardising the programme
across the plants was to ensure that each site
offered English and IT classes and financial
management seminars. In 2004 each plant also
selected a staff member to be a Go Beyond
Champion and other team members to ensure
that the programmes would be implemented.
From June 2004 to May 2005, the plants
reorganised their existing programmes to fit
into the four-point framework. Meanwhile, the
Go Beyond team at headquarters developed a
programme impact measurement framework in
July 2004, and launched a web site in October.
In the first year of Go Beyond, the plants held
290 programmes in the four areas and reached
the average worker 3.7 times.

At the end of 2004, a female employee was
selected from each plant to be ‘Empowered
Woman of the Year’ and a Go Beyond Winner.
The women had to be nominated as role
models by their fellow workers, and were then
interviewed by members of the corporate
board, local celebrities and women's rights
activists. MAS hired a Colombo marketing
agency to put out a glossy booklet about the
winner'’s life story and achievements. MAS
rented Sri Lanka's largest convention centre
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to hold a gala award ceremony with dancing
troupes from each of the plants, a fashion show
of MAS apparel, and Sri Lankan public figures
and businesspeople to present the awards.

MAS 2004 Go Beyond Winner

TNS Kumari was one of the first sewing machine
operators hired when Bodyline opened. After
working for a few years, getting married and
having a baby, she was promoted and offered
management training. The catch was that she
would have to move to the US for six months.
She had never been to Colombo on her own,
lived alone or even driven a car. With her
managers’ encouragement, TNS practiced her
English, got her driver’s license and got on the
plane. A well-educated executive might take an
expatriate assignment like this for granted, but
such opportunities are not usually handed out to
sewing machine operators from rural Horana.

The village girl from Horana who became the
Bodyline manager was selected as the overall
MAS 2004 Go Beyond Winner. To her, MAS was
recognising what it took for her to defy cultural
expectations —leaving her husband and baby
daughter behind, driving in the New Jersey
winter snow, and working on the other side of
the world — in order to advance her personal
dream and career.

She leaves her shift at the Bodyline plant in rural
Horana in the afternoons to get home to her
daughter and infant son. Her husband takes care
of the children in the morning and works the
afternoon shift at the same plant. They have a
new house, a car, some land and even a couple
of cows. Her life as a manager at MAS is vastly
different from her poverty-stricken childhood
with her widowed mother who worked on a
rubber plantation to support her and her

five siblings.
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Going beyond Go Beyond

Soon, Go Beyond was attracting attention outside
MAS. The national newspapers started featuring
the Go Beyond winners, and MAS' help was
sought by the government to start a similar
programme nationwide. MAS also wanted to
recognise women'’s entrepreneurship, and
entered into strategic CSR partnerships with
Gap, Inc. and Victoria’'s Secret to reward those
achievements.

Meanwhile, the Amaleans kept their eyes on
China. While Chinese plants had a good supply
chain and manufacturing facilities, much of

the work was subcontracted to other plants so
customers had no idea exactly where and how,
by whom and under what conditions the clothes
were actually being manufactured. In contrast,
MAS allowed its customers to visit the plants at
any time, and have full and transparent access to
information.

But keeping its old customers wasn't enough.
Where would future growth come from? MAS
pushed ahead with developing branded
intimates for the Southeast Asian market and
entering the Indian retail market while hoping
not to step on its customers’ toes as a result.
But, as Fernando saw it, the key to future growth
would be turning Go Beyond into a world-

class stand-alone brand. On a bulletin board

he pinned up a little Go Beyond logo clothing
label, like the brand name and fabric care tags
sewn into the back of a t-shirt. He hoped that
Victoria's Secret and Gap would let MAS sew
the Go Beyond tags right next to their own
labels. Perhaps VS and Gap could attract new
customers by advertising ethically manufactured
merchandise identified in this way. Or would
price still be the deciding factor for consumers?
Would their shopping mall customers, who
would never set foot in a bra factory in Pannala,
care as much as the Amaleans did?
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Bridging digital divides:
Lessons learned from the
Information technology
initiatives of the Grameen Bank

Arvind Singhal, Peer J. Svenkerud, Prashant Malaviya,
Everett M. Rogers and Vijay Krishna

A third of the world’s population has never The mobile phone is like a cow. It gives me
made a phone call. This fact emphasises what ‘milk’ several times a day. And all I need to
has become known as the digital divide — the do is to keep its battery charged. It does not
tremendous gap between people with access need to be fed, cleaned and milked. It has
to information technology (IT) and those now connected our village with the world.
without (Martinez-Frias, 2003). This chapter Parveen Begum®’

discusses the experience of the Grameen

Bank in Bangladesh in harnessing information I want my fellow Americans to know that
technologies for social change. We especially the people of Bangladesh are a good
focus on Grameen's mobile telephony Investment. Vith loans to buy cell phones,
operations, including how the organisation entire villages are brought into the
integrates mobile telephony services with solar Information age. I want people throughout
power and internet services to overcome the the world to know this story.

digital divide. Bill Clinton®

As a great social leveler, information
technology ranks second only to death.

It can raze cultural bairiers, overwhelm
economic Inequalities, even compensate

for intellectual disparities. In short, high
technology can put unequal human beings
on an equal footing, and that makes 1t the
most potent democratizing tool ever devised.
Sam Pitroda’

! This chapter has also been submitted to Oscar Hemer and Thomas Tufte (eds.), Media, & Parveen Begum, owner and sole dispenser of mobile telephony services in Village
Communication and Social Change: Rethinking Communication for Development . Chakalgram, Savar Thana, Bangladesh, in a personal interview (2 May 2001)
Nordicom Publishers, in press. A version of this chapter was previously presented J US President Bill Clinton in an address during his meeting with members of the Village
by Singhal and Svenkerud at an International Conference on ‘Communication in a ~ Phone Project in Dhaka, Bangladesh in March 2000
Democratic Society’, Bangkok, Thailand, December 2001 4 Sam Pitroda (1993, p. 2), the visionary technologist who spearheaded India's

telecommunications revolution
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Grameen Bank, mobile telephony

and social dividends

How can information technologies be
harnessed in rural areas where there is no
dedicated electrical power, and where the
cost of installing, maintaining and purchasing
such services is cumbersome? One answer
to this problem is provided by the Grameen
(rural) Bank in Bangladesh. Founded in 1983
by Professor Muhammad Yunus, the Grameen
Bank is a system of lending small amounts of
money to poor women so that they can earn a
living through self-employment. No collateral
1s required; the poor do not have any. Instead,
the borrowers are organised in a group of
five friends. Each group member must repay
her loan on time, ensuring that other group
members do the same, or else their opportunity
for a future loan is jeopardised. This delicate
dynamic between peer pressure and peer
support among Grameen borrowers is at the
heart of its widespread success (Auwal and
Singhal, 1992; Papa, Auwal and Singhal, 1995;
Papa, Auwal and Singhal, 1997; Yunus, 1999).

By 2004, the Grameen Bank had loaned the
equivalent of US$4.3 billion to 3.5 million
borrowers (of whom 95 per cent are women),
and had an enviable loan recovery rate of 98
per cent. The idea of micro lending, based on
the Grameen Bank experience, has spread
throughout the world and has proved effective
everywhere in achieving a high rate of loan
repayment. In short, interpersonal networks are
effective collateral for poor women.

In 1997 Professor Yunus established a non-
profit organisation called Grameen Telecom,
with the vision of placing one mobile phone in
each of the 68,000 villages of Bangladesh. At
that time there was one telephone in Bangladesh
for every 400 people, representing one of the
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lowest telephone densities in the world.!

There was virtually no access to telephony
services in rural areas. Professor Yunus realised
that, while it was not possible for each rural
household to own a telephone, it was possible
through mobile telephone technology, to
provide access to each villager. Thus Grameen
Telecom'’s Village Phone Project (VPP) was
bom. In 1997 Grameen Telecom formed a joint
venture company called GrameenPhone Ltd
(GP) in parmership with Telenor of Norway,
Marubeni of Japan, and Gonofone Development
Corporation of the USA.2 The GP company

was awarded a licence to operate a nationwide
GSM-900 cellular network on 11 November
1996. GP started its operation on 26 March 1997.

Creating win-win synergies

The business model of the VPP was deceptively

simple and a potential win-win for everyone

involved, including service providers and end

users (Singhal, Svenkerud and Flydal, 2002).

Four business entities were involved in the VPP:

— CrameenPhone (the for-profit business);

— Grameen Telecom (the not-for-profit
business);

— Crameen Bank (the not-for-profit microcredit
bank);

— the mobile handset owner in the village,
commonly referred to as the Village Phone
Lady (who was a member of Grameen Bank)
(Malaviya et al., 2004a; 2004b).

GrameenPhone sold bulk airtime to Grameen
Telecom at half the regular rate that was
levied in the urban areas. The handsets

were made available to villagers through
Crameen Bank loans. Grameen Telecom was
responsible for the sales, marketing, servicing

In 200 \ere exists one telephone ir
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and administration of the village phones. This

arrangement meant that:

— GrameenPhone avoided the costs of billing
and bill collection from the village phone
users, and had a steady revenue stream from
Grameen Telecom;

— Grameen Bank benefited by cross-selling to
villagers (who were existing Grameen Bank
borrowers) the opportunity to start an
additional business of providing mobile
phone services in their village.

Because the initial loan for a mobile phone set
was about US$390, an amount few villagers
could invest on their own, Grameen Bank
members took loans to lease or purchase

the mobile telephone sets, thus generating

additional income for Grameen Bank (Malaviya

et al., 2004b ). In addition, villagers settled their
monthly telephone bills while repaying their
loans. For Grameen Telecom, the VPP set-up
meant that it could be optimistic about fulfilling
its promise of providing mobile telephony in
villages for the rural poor of Bangladesh. While
most telephone companies targeted only the
rich living in the cities, Grameen Telecom'’s VPP
targeted the rural poor, particularly women. This
meant that:

— the village phone ladies benefited because
they now had an independent source of
revenue;

— the villagers who used the mobile phones to
make and receive calls benefited because
they were now connected to the rest of the
world, using one of the most modern cellular
technologies available, while paying one of
the cheapest cellular rates in the world.

In addition, from the perspective of the
government of Bangladesh, with the mobile
presence of the village phone lady, rural

residents could receive and make telephone
calls, obviating the need to install expensive

large-scale telephone exchanges and digital
switching systems.

Rising profits

Since its inception in 1997, GrameenPhone's
subscriber base has doubled each year to
reach over a million subscribers by December
2003 (Malaviya et al., 2004b), which represents
the biggest subscriber base and coverage of
any mobile telephony operator in Bangladesh
and in South Asia. The company turned a profit
in 2000 of $14 million, which climbed steeply
to over $110 million in 2002 (Malaviya et al.,
2004b ). Many believe that even brighter
business prospects lie ahead as demand for
mobile telephony services in Bangladesh is
estimated at about five to six million subscribers
(out of a population of 130 million people).
GrameenPhone's growing mobile telephony
network in the country and its financial viability
help the Grameen Telecom's village phone
project (VPP) to piggyback on it.

Social dividends

By April 2004 some 54,000 village phones
were operating (about five per cent of all
GrameenPhone's subscribers) in about 36,000
Bangladeshi villages, and serving an estimated
65 million rural inhabitants, more than 60 per
cent of Bangladesh's rural population. The
village phones, on average, generated two to
three times more revenue for GrameenPhone
than a personal use city subscription, although
the total revenue from these village phones
was a relatively small percentage of the total
GrameenPhone revenue (six per cent) (http://
www.telecommons.com/villagephone, 2000).
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Yet although the village phones contributed a
small percentage of GrameenPhone’s revenue,
they yielded a very high social impact. Studies
indicated that the VPP had a positive economic
Impact in rural areas, creating a substantial
consumer surplus and immeasurable quality-of-
life enhancements.’

For example, the village phone:

— obviated the need for a rural farmer to make
a trip to the city to find out the market price of
produce — the village phone accomplished
this task at about one-quarter of the cost of
taking the trip to the city and almost
instantaneously (as compared to the hours it
can take to make the trip to Dhaka)

— helped families keep mn touch with relatives
overseas

— helped families know about remittances sent
to them from migrant workers overseas

— helped patients arrange appointments with
doctors in the cities.

Villagers began thinking and doing things
somewhat differently after the mobile phone
arrived. For instance, many villagers started
maintaining livestock and poultry stocks, as

it now became possible to contact experts

if there was ever an outbreak of a poultry or
livestock disease (Malaviya et al., 2004b )

and to track current market prices of poultry
products, achieving higher returns on sales.
The supply of agricultural inputs like diesel and
fertilizer become more stable in the villages
because dealers could monitor the supply
situation throughout the year and guard against
unforeseen contingencies.

Empowerment of rural women
Rural women in Bangladesh also became
Increasingly empowered through the village
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phone project. Technological 'toys’ (cameras,
radios, cassette players, etc.) are usually
appropriated by men but through the VPP the
mobile phone was placed in the hands of rural
women. Now even a rich landowner had to
come to the home of the village phone lady to
access the telephone service and had to wait
in line for his turn if another villager was using
the phone at that time. Her home became an
important location on the village map, often
being referred to as the phone bari (or ‘home of
the phone'). The VPP thus conferred status and
prestige on rural Bangladeshi women.

Overall effects

So what have been the overall effects of the VPP

in rural Bangladesh? The project:

— makes telephony services accessible and
affordable to poor, rural Bangladeshis

— spurs employment

— Increases the social status of the village
telephone ladies

— provides access to market information and
medical services

— represents a tool to communicate with family
and friends within Bangladesh and outside
(Richardson et al., 2000; Bayes et al., 1999;
Quadir, 2003).

Integrating telephony with solar power
and Internet services
Another information technology venture of
the Grameen Bank is the Village Internet
Programme (VIP), a pilot project in which
borrowers obtain loans to purchase and operate
‘cyber kiosks’ for profit. The purpose behind
the cyber kiosks is for Grameen borrowers to:
"have increased access to agricultural and
market information for business use
provide distance and virtual education
through remote classroom facilities
provide computer-based employment (data
entry, transcription services, etc.) in rural
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areas, as an alternative to massive migration
to the cities.”
Yunus, 1998.

The VIP is supported by established
infrastructures and technologies within the
Grameen family of companies. For instance,
Grameen Shakti (energy) has developed
photovoltaic solar systems to provide electricity
to villages that lie beyond the national grid. The
plan of VIP 1s to have cyber kiosks that run on
solar power and connect to the internet by:

— mobile wireless

— microwave

— laser connections.

“Each cyber kiosk will be run as an
independently owned and operated
Iranchise of Grameen Communications
in which the borrower will earn money
by selling internet, telephony, and other
computer-related services.”

Yunus, 1998.

Lessons learmed

The key lessons of the Grameen Bank approach
to the use of mobile telephony and internet
services are that:

1. Poor people should not just be passive
consumers of communication technology,
but rather its owners. When poor people
own communication technology in ways that
provide increased access to information to
the resource-poor and, in so doing, create a
viable business proposition for themselves,
they help bridge the digital and economic
divide in society;

2. Low-income, emerging markets for
information technology products can be
profitable. Reaching out to rural customer
segments in emerging markets should
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not always be equated with charity and
benevolence; rather it is possible to create
models of social entrepreneurship which
subscribe to multiple, coexisting, and
mutually reinforcing (win-win) bottom lines
(Prahalad, 2004; Quadir, 2003; Singhal,
Svenkerud and Flydal 2002).

In low-income markets like Bangladesh and
other developing countries, companies must
view consumers as actively engaged in
seeking a good life, not as passive consumers
who merely want satisfaction (Letelier, 2003).
GrameenPhone was able to identify culturally
relevant opportunities by making the link
between culture and the purchase motive of the
consumers.

Crameen's venture (in cooperation with Telenor
of Norway and others) shows that multiple
bottom lines can be met, e.g.:

— commercial interests in terms of revenues,
profits and growth;

— social cause related interests in terms of
serving unserved and underserved markets
nationally, and also serving poor, rural,
illiterate inhabitants who are traditionally
excluded from traditional markets, thus
overcoming the digital divide.

However, Telenor’s forays into Bangladesh were
not problem-free, pointing to the complexities

in forging long-term, win-win partnerships. The
bureaucratic and regulatory hurdles under the
state-owned telecommunications monopoly,
Bangladesh Telegraph and Telephone Board
(BTTB), as well as Bangladesh's unstable political
regime, 1s problematic for GrameenPhone’s
business operations (Malaviya et al., 2004b). For
example, uncertain political support and the fear
of heavy taxation has forced Telenor to reinvest
all its profits into the Bangladeshi venture

rather than attempt to take these profits out of
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the country as dividends for its shareholders.
(Telenor’s shareholders, understandably, were
clamouring to receive dividends.)

The third key lesson of the Grameen Bank
approach is that:

3. Development organisations that have good
brand value and wide rural reach in a
developing country are uniquely positioned
to partner with corporations to extend the
benefits of information technology in rural
areas. Here Grameen's collaboration with
Telenor is instructive. Clearly, in Bangladesh,
Grameen has tremendous brand equity by
virtue of its widespread success in:

— alleviation of poverty;

— empowerment of rural women;

— its well-known credo ‘good development is

good business’ (which is also the slogan of
VPP).

For many Bangladeshis, the Grameen brand

is far more recognisable than Coca Cola, so
branding the new venture ‘GrameenPhone’
brought instant credibility to Telenor’s business
venture in Bangladesh.

While Telenor’s partnering with Grameen
Telecom made the VPP possible, the existing,
village-based loan disbursement and repayment
Infrastructure of the Grameen Bank allowed
for handling the logistics of VPP at a very
small additional cost. That said, Grameen
Bank’s involvement in the VPP is perceived by
some as problematic. Critics argue that the
selection process of village telephone ladies
propagates inequity by disqualifying the most
disadvantaged rural women from participating
(Singhal and Rogers, 2001). At the present time,
the ‘selected’ village phone lady has to have:
— asolid record of borrowing and repaying
Grameen Bank loans

— asuccessful existing business, for example, a
village grocery store

— aresidence that is centrally located on the
village map

— afamily member who knows English letters
and numbers.

Few village women in Bangladesh fulfill these
criteria. Further, such a self-selection of village
telephone ladies propagates a monopolistic
control of telephony services at the village level.

Conclusions

Despite these problems and constraints,
Grameen Bank’s integrated initiatives in
harnessing information technologies for
development are exemplary and laudable.
This is one reason why the GrameenPhone
Project directly inspired, in 2003, the M'TN VPP
in Uganda to bring telephony to underserved
areas. This project represented a unique
collaboration between Grameen Foundation
USA, MTN Uganda (the country’s largest
telecommunications service provider) and five
local microfinance institutions. It was operational
in 350 Ugandan villages by mid-2004, serving
close to one million rural inhabitants. By 2008,
the MTN VPP will place an estimated 5,000
village phones in rural Uganda, serving 10
million poor inhabitants who previously had no
access to telephony.

In conclusion, Grameen information technology
operations in Bangladesh, and its emerging
replication in Uganda, demonstrate how ‘penny’
capitalism can operate creatively to bridge

the digital divide and serve the underdogs of
society.
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