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5.  Overview of the links
between Corporate
Social Responsibility and
Competitiveness

5.1. Introduction

Corporate Social Responsibility (CSR) is “a concept
whereby companies integrate social and environ-
mental concerns in their business operations and
in their interaction with their stakeholders on a vol-
untary basis” (European Commission, 2001). In its
Communication to re-launch the Lisbon Strategy in
2005, the Commission stated that CSR “can play a
key role in contributing to sustainable development
while enhancing Europe’s innovative potential and
competitiveness” (European Commission, 2005). In
March 2006 the Commission adopted a Communi-
cation on CSR which reaffirmed CSR as a business
contribution to the Growth and Jobs Strategy and
to sustainable development (European Commission,
2006). In the Integrated Guidelines for Growth and
Jobs, the Council recommends that Member States
should “encourage enterprises in developing their
corporate social responsibility.”

In recent years there has been a significant growth
in the number of enterprises that have an explicit
policy on CSR. At the same time, the practice of CSR
has evolved considerably. In an increasing number
of companies, CSR and sustainability have become
cross-cutting issues that are deeply integrated within
both operations and strategy.

CSR can contribute to a number of social, environ-
mental and economic policy objectives. The aim of
this chapter is to provide an up-to-date overview of
how CSR can contribute to competitiveness. The prin-
cipal focus is on how CSR might contribute to com-
petitiveness at the level of the individual enterprise.
The links between CSR and macro-level competitive-
ness are also explored, although there has been com-
paratively little research at this level of analysis.

For the firm-level analysis, the economic effects
of CSR on 6 determinants and indicators of com-
petitiveness are considered: cost structure, human
resources, customer perspective, innovation, risk
and reputation management, and financial perform-
ance. These are the determinants and indicators of
competitiveness where CSR is most likely to have a
positive influence.

This chapter also takes account of arguments suggest-
ing that CSR may inhibit competitiveness. Such argu-
ments include, for example: that CSR is a cost, with no
apparent benefit; that a causal link at firm level may

exist from competitiveness to CSR instead of (or as
well as) from CSR to competitiveness; and that inves-
tors and shareholders have no interest in CSR.

To date most of the key concepts and tools address-
ing CSR have been developed by and for large enter-
prises. Whenever possible, this chapter also consid-
ers the situation of SMEs. CSR as practiced in SMEs is
usually less formal and more intuitive than in larger
companies. It is often closely tied to the personal and
ethical values of the SME owner-manager. As a gen-
eral rule, the smaller the enterprise the greater the
relative importance of personal and ethical values as
a driver for CSR. In any case, SMEs are less likely than
larger enterprises to make a conscious analysis of the
costs and benefits of following a more socially and
environmentally responsible course of action.

5.2 Definitions

The link between competitiveness and CSR at firm
level has long been an important topic for both CSR
researchers and practitioners, often under the ban-
ner of “the business case for CSR”. This chapter uses
the terms “business case for CSR” and “link between
CSR and competitiveness” interchangeably.

5.2.1. Competitiveness

The concept of competitiveness can be applied at
different levels, from the firm (micro) level, to the
sectoral, regional and national (macro) level. Com-
petitiveness at macro-economic level is defined ear-
lier as a sustained rise in the standards of living (see
introduction to this report). Sector-level competitive-
ness refers to the performance of a given industry
in a given country or region relative to the same
industry in other countries or regions. A sector could
be characterised as competitive on the basis of its
capacity to grow, to innovate and to produce more
and higher-quality goods and services, and to keep
or gain market shares in international and domestic
markets. A frequently cited definition of competitive-
ness at the firm level is provided by the US President’s
Commission on Industrial Competitiveness: “A firm
is competitive if it can produce products or services
of superior quality or lower costs than its domestic
and international competitors. Competitiveness is
then synonymous with a firm’s long-run profit per-
formance and its ability to compensate its employees
and provide superior returns to its owners” (Francis,
1989). In the narrow sense, measures of competitive-
ness at the firm level therefore comprise indicators of
financial performance, such as the development of
sales, profits, and costs, as well as stock performance.
One could add that firm-level competitiveness is not
only a question of producing products and services
of superior quality or at lower costs, but can also be a
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question of producing new or different products and
services. Capacity for product innovation can there-
fore also be a source of firm-level competitiveness.

5.22. CSR

The European Commission (2001) defines CSR as
“a concept whereby companies integrate social and
environmental concerns in their business operations
and in their interaction with their stakeholders on
a voluntary basis.” This definition has a number of
important implications.

Firstly, the fact that CSR is the integration of social
and environmental concerns within business opera-
tions means that CSR is not just philanthropy. The
emphasis is on how enterprises do their daily work:
how they treat their employees, how they produce
goods, how they market them, and so on. CSR is not
so much about what enterprises do with their profit,
but how they make that profit.

Secondly, interaction with stakeholders is a crucial
aspect of CSR. Effective CSR requires dialogue and
partnership with stakeholders such as trade unions,
public authorities, non-governmental organisations,
and business representative organisations.

Thirdly, by describing CSR as voluntary, this defi-
nition implies that CSR relates to what enterprises
can do in the social and environmental fields over
and above what they are required to do by law. This
aspect of the definition works well within the Euro-
pean Union and in other contexts where the rule of
law generally applies. In some countries, however,
CSR can in the first place be a question of getting
enterprises to comply with their legal obligations.

CSRis a very wide-ranging concept, which is one rea-
son why measuring its uptake and impact presents
complex methodological problems. It is often divided
into four main areas: workplace, market-place, envi-
ronment and community.

— Workplace CSR refers to how a company treats its
employees. It includes issues such as recruitment,
work-force diversity, pay and working conditions,
health and safety, and recognition of trade unions.
It can also refer to human rights issues.

— Marketplace CSR covers the ways in which a com-
pany operates in relation to its suppliers, customers
and competitors. It covers issues such as responsi-
ble advertising and marketing, dealing with cus-
tomer complaints, anti-corruption measures and
ethical practice, and imposing social and environ-
mental requirements on suppliers.

— Environment-related CSR describes the measures a

company can take to mitigate its negative impact
on the environment, for example energy efficiency

measures or less use of pollutants. It can also refer
to goods and services that actively help to improve
the environment.

— Community-related CSR refers to the relations
between the company and the citizens and com-
munities that may be affected by its operations.
It includes issues such as human rights, dialogue
and partnership with potentially affected commu-
nities, and active contribution to community well-
being, for instance through employee volunteering
schemes.

Some of these areas inevitably overlap in practice.
For example, the environmental dimension of CSR
can be of great importance in relations with commu-
nities affected by the operations of an enterprise.

Transparency and communication about social and
environmental performance are crucial aspects of
CSR which cut all across these four areas. The prac-
tice of publishing sustainability or CSR reports has
become increasingly common, especially amongst
large enterprises.

5.3. Competitiveness effects of CSR at
micro-economic level

This section examines the effects of CSR on 6 deter-
minants and indicators of firm-level competitiveness:
cost structure, human resource performance, cus-
tomer perspective, innovation, risk and reputation
management, and financial performance.

5.3.1. Cost structure

5.3.1.1. The evidence that CSR reduces costs is mixed

The question of cost savings resulting from CSR has
often been at the centre of the debate on the busi-
ness case for CSR. Proponents of CSR have tended
to argue that responsible business behaviour can
lead to cost savings. An Economist Intelligence Unit
research programme (Economist Intelligence Unit,
2008) indicates that the benefits of pursuing sustain-
able practices outweigh the costs, although changes
to profits are estimated to be small. Critics argue that
CSR is expensive and that the benefits are often only
experienced in the distant future, if they occur at all.
Friedman (1970) states in a much-quoted article that
“there is one and only one social responsibility of
business — to use its resources and engage in activi-
ties designed to increase its profits so long as it stays
within the rules of the game, which is to say, engages
in open and free competition without deception or
fraud.” He concluded that consequently there is no
role for CSR.

In reality, much depends on the nature of the CSR
measure taken, as well as on the cost of that invest-

107



European Competitiveness Report 2008

108

ment and the time period considered. Examples
can be found of CSR measures that help to improve
the cost structure of an enterprise (Woodward et al.
2001), and evidence can also be found of CSR meas-
ures for which the cost-benefit relationship appears
to be negative. Welford (2003) argues that only
some aspects of CSR strategies might reduce costs,
and reaches the conclusion that the emphasis of the
CSR-competitiveness relationship should be placed
on “the area of differentiation where social and envi-
ronmental aspects of sustainable development will
have most impact”.

5.3.1.2. The effect of the environmental dimension of CSR
on cost structure

Measures to reduce energy consumption and mate-
rial inputs are frequently cited as an aspect of CSR
that can lead to cost savings. However, academic
studies of the cost-saving effects of the environmen-
tal dimension of CSR give mixed results. According
to Miles and Covin (2000), CSR-related environmen-
tal expenditures constitute investments that pay off
due to cost savings from, for example, continuous
improvements, low potential litigation expenditures,
lower insurance and lower energy costs. In contrast,
Chapple et al. (2005) find significant costs associated
with CSR-related waste reduction practices when
applying a cost function approach to UK manufactur-
ing at county level. Little evidence is available for CSR
impacts on the cost structure of SMEs, although few
of the SMEs interviewed by Jenkins (2006) reported
CSR-induced cost savings.

In spite of the sometimes contradictory evidence from
past studies, the cost-saving potential of the environ-
mental dimension of CSR is likely to be strengthened
by rising energy costs and the prospect of stronger
mechanisms for the pricing of carbon emissions.

5.3.1.3. Conclusion

CSR can contribute to cost savings in certain circum-
stances. It is difficult to draw general conclusions
about the cost-saving effects of CSR because they are
highly dependent on the nature of the CSR measure
taken. The example of the environmental dimension
of CSR shows evidence of both positive and nega-
tive relationships between CSR and cost structure. In
addition to cost savings from environmental meas-
ures, CSR may also contribute to cost savings in other
ways, for example in the field of human resources,
risk management or access to finance. These are
addressed in the following sections.

Increasingly the debate about the competitiveness
benefits of CSR is not confined to the question of
cost savings but also encompasses the questions of
new value creation and new revenue streams. Porter
and Kramer (2006) state that “if corporations were to

analyse their prospects for social responsibility using
the same frameworks that guide their core busi-
ness choices, they would discover that CSR can be
much more than a cost, a constraint or a charitable
deed - it can be a source of opportunity, innovation
and competitive advantage”. The following sections
therefore look at the business case for CSR from both
these perspectives: how it might reduce costs and
how it might create new value.

5.3.2. Human resources

Management theory suggests that CSR can have a
positive impact on human resource performance.
According to Cochran (2007), a firm with good
employee relations can lower its employee turnover
rate and improve employee motivation. Additionally,
good employee relations may be an important argu-
ment for firms in attracting new staff members. The
theory is generally confirmed by empirical studies.

5.3.2.1. CSR as a lever for attracting, motivating and
retaining employees

Case studies illustrate the positive impacts of CSR
from a human resource perspective. Brown and
Grayson describe how the values of founders and
employees can play an important role in the growth
and commercial success of a smaller enterprise
(Brown and Grayson, 2008). Cochran describes how
the workplace dimension of CSR helps to provide a
large IT company with an ideal environment for high
labour productivity and innovation (Cochran 2007).

Evidence from econometric investigations is also
compelling as far as the positive effects of CSR on
human resource performance are concerned. Mont-
gomery and Ramus (2003) show that MBAs from
European and American business schools pay atten-
tion to CSR aspects such as employee relationship,
environmental sustainability, stakeholder relations,
and ethical corporation behaviour when making
decisions about where to work. More than 90% of
the persons interviewed were willing to forgo finan-
cial benefits in order to work for an organisation with
a better reputation for corporate social responsibility
and ethics. More recently, in a survey of MBA stu-
dents published by the Aspen Institute in 2008, 26%
of respondents said the potential to make a contribu-
tion to society would be an important factor in their
job selection. Although other factors still rank higher,
this figure has risen from 15% in 2002. Turban and
Greening (1997) provide evidence that a firm’s per-
formance in terms of CSR may provide a competitive
advantage in attracting senior managers.

Representatives from large companies comment that
potential new recruits now often ask questions about
CSR-related issues in interviews. Large companies
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realise that they increasingly need to be able to dem-
onstrate strong CSR credentials in order to attract the
right candidates. In some companies this can partly
take the form of “employee volunteering”, or oppor-
tunities for employees to participate in community
projects or other non-profit activities during com-
pany time. Companies that run employee volunteer-
ing programmes report that such programmes can
improve employee morale and help participants to
acquire and develop new skills.

According to survey evidence from ltaly, the posi-
tive effects of CSR on the relationship with employ-
ees also hold for SMEs (Longo et al. 2005). Similar
findings based on interviews among UK SMEs are
provided by Toyne (2003) and Jenkins (2006). Sur-
vey data from Denmark moreover suggests reduced
costs associated with hiring, retention, and absen-
teeism among SMEs that offer unusually generous
employee benefits (Kramer et al., 2007). None of the
Danish SMEs studied by Kramer et al. (2007), how-
ever, had actually calculated whether these savings
outweighed the costs of the extra benefits.

A 2007 survey of SMEs in Estonia found that many
SME managers see CSR as a way of retaining quali-
fied employees in a tight labour market (PW Part-
ners, 2007). If SMEs in general have to fight harder
than larger companies to attract the most talented
employees, then one could argue that offering job
fulfilment, good working conditions and a good
work-life balance are relatively more important for
SMEs than for large companies. Some SMEs success-
fully use their commitment to CSR to build an advan-
tageous reputation as the preferred local employer.

5.3.2.2. The business benefits of employee diversity policies

Employee diversity policies are an important aspect
of the workplace dimension of CSR. In a survey of
900 European enterprises carried out in 2005, just
under half of all businesses responding were actively
engaged in promoting workplace diversity and anti-
discrimination. The single most important benefit
achieved or expected of diversity, cited by 42% of
companies, was that it would help to resolve labour
shortages and to recruit and retain high quality
staff (European Commission 2005). In this respect,
UEAPME (the European Union of Crafts and Small
and Medium-Sized Enterprises) underlines the
importance of non-discrimination policies to SMEs:
“SMEs particularly rely on the local labour market,
therefore they cannot afford to discriminate against
potential employees, especially as they are lacking
human resources in many sectors” (UEAPME 2007).
The potential potential positive impact of work-force
diversity on innovation capacity is addressed below
in section 5.3.4.3.

5.3.2.3. The knowledge economy increases the benefits of
work-place CSR

In spite of the strong evidence that CSR can have a
positive impact on competitiveness from a human
resource perspective, this will not always be applica-
ble to all enterprises. In the case of enterprises that
rely heavily on low costs to create and maintain com-
petitive advantage, the possible benefits in terms of
improved employee motivation or recruiting and
retaining workers will not necessarily outweigh the
associated increase in costs. However, the strength
of the positive relationship between CSR and com-
petitiveness gains from a human resource perspec-
tive looks likely to grow as the knowledge economy
puts an ever greater premium on human capital as
a determinant of competitiveness. Accordingly, it
would already seem that knowledge intensive indus-
tries such as the IT sector are particularly advanced
along the work-place dimension of CSR.

5.3.2.4. Conclusion

The evidence suggests an important positive rela-
tionship between CSR and competitiveness in terms
of human resource management, although for some
companies the additional costs might still outweigh
the benefits at least in the short term. CSR activi-
ties in general and the workplace dimension of CSR
in particular have proved to be an attractive feature
of a company’s presentation when recruiting and
retaining employees. Companies that favour a diverse
workforce can benefit from a wider pool of talent. The
link between CSR practice and human capital seems
to be relevant for enterprises of all sizes, and is likely to
grow as a result of the knowledge economy.

5.3.3. Customer perspective

The extent to which CSR can help to drive customer
loyalty and demand remains a matter of consider-
able debate. Typically, consumers have tended to
respond positively when asked if they are willing to
pay a price premium for products with good social
and environmental credentials, but have then failed
to act on this when actually making their purchases.

5.3.3.1. The influence of strategy and competitive
positioning

The link between CSR and competitiveness from the
customer perspective is highly dependent on the
company’s competitive strategy and market posi-
tioning. For some enterprises, especially those oper-
ating at the higher end of the market, CSR can be an
integral part of the quality of products and services
offered. Conversely, if a firm is positioned as a cost-
cutter, it will be less likely to go beyond legal compli-
ance in the social and environmental fields. However,
even cost cutters need to ensure compliance with
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legal requirements and a minimum set of social and
environmental standards. The fact that a number of
discount retailers are paying increasing attention to
the social and environmental performance of their
suppliers would tend to support this argument.

5.3.3.2. Evidence of consumer demand for CSR-related
measures

Meijer and Schuyt (2005) analysed the behaviour
of Dutch consumers and found that the corporate
social performance of producers does not motivate
consumers to buy a product. They did find, however,
that CSR had to meet at least a minimum acceptable
level in order not to repel possible consumers. They
describe CSR as a hygiene factor or bottom line,
rather than a motivator. In other words, a minimum
attention to CSR may be a competitive necessity
rather than a competitive differentiator.

There is evidence, however, that the success of some
firms’ from customer perspective is based at last
partly on CSR aspects. Retail data from a telecom-
munications firm show that CSR-related issues are
important drivers of corporate image and reputation,
which are themselves major determinants of cus-
tomer satisfaction (Tuppen 2004). A major European
retailer has a partnership with a non-governmental
organisation (NGO), which makes use of the NGO
logo to endorse certain products that meet high
environmental standards. In this case, the credible
endorsement of a product’s environmental creden-
tials is used to drive consumer demand.

Research suggests that CSR can contribute to
improved customer demand in the case of SMEs.
Based on case study evidence from seven European
countries, Mandl and Dorr (2007) point out that
particularly high employee satisfaction and public-
ity attributed to CSR activities can also have a ben-
eficial outcome in terms of customer loyalty. Longo
et al. (2005) report that the Italian SMEs surveyed
expected consumer loyalty to be a positive result of
their CSR engagement.

The competitive advantages of CSR from the cus-
tomer perspective will evolve as consumer demand
evolves. The rapid growth in the market for fair trade
and organic goods is a good indication of changing
consumer demand. According to Fairtrade Labelling
Organisations International, the sales of Fairtrade-
certified products have been growing at an aver-
age of 40% per year in the last five years, and in
2007 amounted to around €2.3 billion worldwide.
Mainstream retailers and producers are now enter-
ing this field, which until recently was the more or
less exclusive preserve of specialised fair-trade opera-
tors. Some organisations argue that the availability
of more comprehensive consumer information on

the social and environmental aspects of production
would further drive consumer demand for responsi-
bly produced goods and so potentially reinforce the
business case for CSR.

Although consumers are paying more attention to
the social and environmental credentials of the prod-
ucts they buy, this is not necessarily a trend that
will continue uninterrupted. The biggest risk would
appear to come from inflation and a serious global
economic downturn. In such circumstances it is con-
ceivable that a significant proportion of consumers
might put a greater premium on price and quality
only, with less attention to social and environmental
aspects. The recent increases in food prices may pro-
vide a test case in this regard.

5.3.3.3. CSR in public procurement and private supply
chains

Many enterprises, especially large enterprises, now
impose social and environmental requirements on
their suppliers. The growth of business interest in
supply-chain partnerships such as the Business Social
Compliance Initiative and the Global Social Compli-
ance Programme suggest that the number and seri-
ousness of CSR-related supply chain requirements
will continue to increase. This creates opportunities
for supplier enterprises that, through their own CSR
performance, can help buyers to live up to their
social and environmental commitments.

The growth of green or sustainable public procure-
ment should similarly strengthen the competitive
position of suppliers who pay particular attention to
environmental issues or who are able to offer innova-
tive environmental solutions. Several Member States
are leading the way by setting ambitious green pub-
lic procurement targets. The Dutch government, for
example, has set a 100 % Sustainable Procurement
target to be reached by 2010. The European Com-
mission has recently proposed that, by the year 2010,
50 % of all tendering procedures should be green.

The Commission is also preparing a guide for public
authorities on how to integrate social requirements
in public procurement. The integration of social crite-
ria within public procurement has lagged behind the
progress made in the field of green public procure-
ment. If more widely applied, it could also strengthen
the competitive position of enterprises that pay par-
ticular attention to the social aspects of CSR.

5.3.3.4. The importance of ensuring that CSR claims are
credible

Enterprises are sometimes criticised for “green-
washing”, or making unjustified claims for the
environmental benefits of a certain product in the
hope of using a greener image to boost customer
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demand. Figures from the UK would suggest that
this is a growing trend: the UK Advertising Stand-
ards Authority banned 19 green campaigns between
January and September 2007, double the number in
the previous year. Exaggerated or unjustified claims
run the risk of generating a sceptical reaction from
consumers over the medium to long term. A guide
to sustainable marketing produced by CSR Europe
warns that “customers want, above all, to trust the
companies they are dealing with, and any hint of [...]
green wash can be harmful for a company’s brand”.
If “green-washing” causes consumer scepticism then
it may not only harm individual brands, but also
undermine the potential competitive advantages of
those companies that could justifiably market and
advertise their products on the basis of their green
characteristics.

5.3.3.5. Conclusion

The competitive benefits of CSR from a customer
perspective appear to be strengthening as a result
of growing demand from consumers, enterprises
and public authorities. It is possible that rising prices
could have negative affect on this demand, however.
The extent to which CSR can drive competitiveness
from a customer perspective depends on the com-
petitive strategy of enterprises. Enterprises whose
appeal to customers is based essentially on low costs
may have less to gain from CSR, although even some
cost-cutting retailers believe that a certain level of
commitment to CSR is now necessary.

5.3.4. Innovation

When explaining their motivations for addressing
CSR, some company representatives cite innovation
as an important beneficial outcome. The fact that the
links between CSR and innovation are increasingly
acknowledged is a good example of how the busi-
ness case for CSR is no longer just perceived in terms
of potential cost savings but now also encompasses
the potential for new value creation and the devel-
opment of new revenue streams. The links between
CSR and innovation are complex, however, and less
immediately obvious than in the case of other com-
petitiveness determinants examined in this chapter.

A number of studies have argued that CSR can be a
route to innovation through the use of social, envi-
ronmental or sustainability drivers to create new
ways of working, new products, services, processes
and new market space (Grayson and Hodges 2004,
Little 2006). Based on an analysis of innovative SMEs
in Spain, Italy and the United Kingdom, Mendibil et
al (2007) find that there is a positive link between
innovation performance and CSR, even if the cause
and effect relationship is not entirely clear.

Some academics have questioned the positive CSR-
innovation link, suggesting that some aspects of CSR
could be incompatible with certain types of innova-
tion. For example, Midtun (2007) argues that, in the
case of disruptive innovation, firms have to change
extremely rapidly and sometimes disappear. In this
case, it may be difficult to combine competitiveness
and CSR objectives.

There would appear to be three main ways in which
CSR can contribute to innovation capacity and per-
formance: innovation resulting from engagement
with other stakeholders; identifying business oppor-
tunities through addressing societal challenges; and
creating work places that are more conducive to
innovation.

5.3.4.1. Innovation resulting from engagement with other
stakeholders

CSRrequires dialogue and cooperation with stakehold-
ers, both inside and outside the company. Through
their commitment to CSR, many enterprises are
engaging in dialogue and partnership with a range of
stakeholders, such as grassroots community groups or
global non-governmental organisations, with whom
they would previously have had little or no direct con-
tact. Holmes and Moir (2007) have proposed a theo-
retical framework for analysing how engagement with
external non-profit stakeholders might drive corporate
innovation. They point out that innovation outcomes
might be a deliberate outcome of engagement with
external stakeholders, or might be an unexpected,
ancillary benefit from such relationships.

Roome and Jonker (2006) have analysed how eight
pioneering companies, leading exponents of CSR in
Europe, managed to bring about a high degree of inte-
gration between their performance in CSR and their
performance in terms of competitiveness. They found
that managers in these companies “came to appre-
ciate that they confronted a growing array of issues
that required them to seek to change the relationships
they had with other actors in society.” By engaging
and improving relations with external stakeholders,
they created new business models that “involved the
combination of ideas from outside the company with
an understanding of the existing business model.”

In a case study of a Spanish SME that manufactures
tools for professional and industrial use, Mendibil
et al (2007) describe how in practice innovation
and social responsibility appear to come together
under the same approach. Strong engagement with
employees and external stakeholders contributes to
the innovation capacity and competitiveness model
of the enterprise, even though the enterprise itself
does not see a need to manage CSR explicitly as a
separate concept.
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Innovation is more and more understood as a col-
laborative exercise, and enterprises are increasingly
unable to innovate effectively on their own. Concepts
such as open innovation, society-driven innovation,
stakeholder-driven innovation and customer-driven
innovation are now commonplace. As this trend
intensifies, CSR is likely to be become ever more rel-
evant to the innovation process, since CSR by defini-
tion brings enterprises into constructive relationships
with a new range of stakeholders.

5.3.4.2. Business opportunities from addressing societal
challenges

There is a strong case, backed up by academic litera-
ture, for arguing that environmental management,
as a part of the environmental dimension of CSR,
can contribute to innovation. Rennings et al. (2006),
for example, have shown a positive link between the
maturity of environmental management systems
and environmental process innovation. The causal
link is not always straightforward, however, and Sei-
jas Nogareda and Ziegler (2006) argue in favour of a
“complex dynamic interrelationship” between green
management and corporate green technology inno-
vations.

In pioneering enterprises, CSR has involved recon-
sidering the purpose and role of the enterprise in
society. For a number of companies, this has lead
to the realisation that a growing proportion of com-
pany value is likely to be created by providing busi-
ness solutions to societal challenges such as climate
change, the ageing population, or poverty and social
inclusion. A report prepared by representatives of
enterprises that are members of the World Business
Council for Sustainable Development states that “the
leading global companies of 2020 will be those that
provide goods and services and reach new customers
in ways that address the world’s major challenges”
(World Business Council for Sustainable Develop-
ment, 2000).

This clearly suggests that the creation of business
value will lie in providing innovative solutions that
help address societal challenges. Some companies
now explicitly try to measure the potential public
or societal value of a new product during the devel-
opment process. The European Commission’s Lead
Markets proposal, which aims to help European
enterprises to capitalise on their innovative potential,
has identified six such lead markets, all of which are
related to societal benefit: eHealth, protective tex-
tiles, sustainable construction, recycling, bio-based
products and markets for renewable energies.

The development of low-carbon technologies is an
obvious example of how addressing societal chal-
lenges can be a catalyst for innovation. Another

example involves so-called “bottom of the pyramid”
business strategies, first popularised by Pralahad
(2004), through which enterprises treat poorer peo-
ple as valuable customers and seek to provide them
with appropriate goods and services. The United
Nations Development Programme reports that such
approaches can lead to innovations that contribute
to a company’s competitiveness. This can happen
because “to meet the poor’s preferences and needs,
firms must offer new combinations of price and per-
formance”, and because “the pervasive constraints
that businesses encounter when doing business
with the poor — from transportation difficulties to
the inability to enforce contracts — require creative
responses” (UNDP, 2008). A concrete illustration of
such business models is the expansion of the micro-
credit market, not only in developing but also in
developed countries.

Innovation to address societal challenges is an oppor-
tunity for enterprises of all sizes, including SMEs.
Based on a study of approximately 50 Danish SMEs
engaged in CSR practices, Kramer et al. (2007) iden-
tify a number of companies that derive a substantial
and growing share of business from socially beneficial
innovations. The authors conclude that environmen-
tal and other socially beneficial innovations seem to
be an expanding niche well suited to SMEs. As part
of its work on inclusive business, the UNDP cites two
examples of Polish SMEs, one from the energy sec-
tor and one from the IT sector, that have developed
successful business models by innovating to provide
services to low-income groups.

The extent to which social and environmental issues are
integrated into the core business strategy of an enter-
prise will be an important determinant of its ability to
find business opportunities in responding to societal
challenges. Enterprises in which social and environ-
mental concerns are a peripheral issue or considered
primarily from a public relations perspective are less
likely to be able to exploit these opportunities.

5.3.4.3. CSRinvolves creating better workplaces, which can
be more conducive to innovation

Working conditions and the treatment of employ-
ees are an important aspect of CSR. The creation
of better working environments, including placing
greater trust in employees and paying more atten-
tion to employee health, well-being and quality of
life, can lead to workplaces that are more conducive
to innovation. The European Commission recognised
this link in its 2006 Communication on innovation
policy: “Innovation needs to be organised in a way
that supports not only the acceptance of change but
also provides opportunities in human resource man-
agement, leading to higher productivity” (European
Commission 2006).
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On the basis of 120 case studies conducted in the Hi-
Res project, Totterdill (2004) reports that new forms
of work organisation based on participation and
trust can offer several potential advantages, includ-
ing competitiveness through successful innovation in
products, services and processes. The importance of
placing trust in employees is reinforced by a study of
the link between work organisation and innovation
in 15 EU Member States, which found that in-house
creativity and innovation is greatest when employees
are given a high level of discretion in problem-solv-
ing (Arundel et al, 2007).

Work-force diversity, as an important aspect of the
work-place dimension of CSR, has been shown to
have a positive impact on innovation capacity. “Like-
minded people make like minded decisions”, whereas
a broader range of perspectives, backgrounds and
expertise can lead to creative thinking and more
effective problem-solving (Campayne, 2008).

A European Business Test Panel organised in 2008 by
the European Commission found that 56% of partici-
pating enterprises had equality and diversity practices
of some kind. Of these, 63% said that their workplace
diversity had contributed to innovation and creativity
in the company. These results seemed to apply equally
to SMEs and larger enterprises. A study by the London
Business School has shown that innovation perform-
ance tends to be higher in work teams that have a
gender balance (London Business School, 2008).

Work-force diversity does not necessarily bring easy
gains, however. The main risks involve reduced
cohesion, increased conflict, and problems of com-
munication and participation. The quality of diversity
management in a company is crucial if these risks
are to be minimised and the innovation and other
benefits are to be realised.

5.3.4.4. Conclusion

There is evidence that certain aspects of CSR can have
a positive impact on competitiveness by enhancing
capacity for innovation. This relationship exists in the
case of engagement with stakeholders through CSR,
environmental management, and the workplace
dimension of CSR, including work-force diversity.
The positive relationship between CSR and innova-
tion is strengthened by the fact that innovation is
increasingly a collaborative exercise, and by the
trend towards the generation of new business value
from innovations that address societal problems.

5.3.5.  Risk and reputation management

5.3.5.1. CSR, reputation building and risk management

The link between CSR and strategic risk manage-
ment is well established. Bowman (1980) introduced

the concept of corporate social responsibility as a
means of anticipating and reducing potential sources
of business risk. Heal (2005) suggests that CSR can
minimise conflicts between companies, society and
the environment and argues that risk management
in the sense of avoidance or reduction of conflicts
may be a major benefit of effective CSR programmes.
Husted (2005) argues that CSR is an essential ele-
ment of corporate risk management. Orlitzky and
Benjamin (2001) identify different kinds of business
risks CSR may reduce, such as governmental regula-
tion, labour unrest, or environmental damage.

The issue of regulatory risk is important in this context.
CSR may particularly help enterprises, including SMEs,
to prepare for possible new regulations on social or
environmental issues (Burke and Logsdon 1996, Orl-
itzky and Benjamin 2001). If that is correct, then CSR
takes on added importance given the probability of
new regulatory frameworks to promote sustainability
and in particular to deal with climate change.

A growing number of companies see their com-
mitment to CSR not just in terms of risk manage-
ment but as a means of enhancing their reputation
in the eyes of customers, potential employees, and
regulators. This can have the effect of exposing the
enterprise to greater public scrutiny, however. Com-
pany representatives often report that, by making
public commitments on CSR-related issues, they in
fact become more vulnerable to criticism from non-
governmental organisations and other stakeholders.
In the medium to long term, CSR is only likely to
improve competitiveness through a better company
reputation if it is deeply embedded in the company’s
values and operations.

The power of communication technology has in any
case already made enterprises much more vulner-
able to public criticism. This strengthens the links
between CSR and competitiveness, since it increases
the risks incurred by a lack of attention to CSR.

The nature of the knowledge economy may also
increase the potential of CSR to bring competitive
advantage though improved reputation. Trust, repu-
tation and relationships are increasingly important
to competitive success in the knowledge economy,
not least because of the growing need to be able to
collaborate with other stakeholders in order to cre-
ate new value. On the evidence of narratives written
by SME owner-managers, Fuller and Tian have sug-
gested that ‘in a global economy where prices will
always be difficult to beat, technological innovations
highly specialised and an ever greater need for col-
laboration, new forms of social and symbolic capital
generated through responsible behaviour [...] may
be features of new firms in Western society’ (Fuller
and Tian, 2006).
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Toyne (2003) provides further evidence that the risk
and reputation aspects of CSR are important for SMEs.
Based on interviews with a variety of SMEs and key
informants, Toyne (2003) identifies risk to reputation
as a key driver for the CSR agenda of SMEs. Fuller
and Tian (2006) note that SMEs may act responsibly
because their legitimacy with immediate stakehold-
ers (employees, customers, suppliers and their local
‘community’) is at stake in a far more direct and per-
sonal way than it is with major corporations.

5.3.5.2. Human rights and risk and reputation
management

When looking at the CSR practices of leading enter-
prises, it is increasingly hard to distinguish between
pure risk management and the realisation of new
opportunities. The area of human rights provides
a good example of this. Though not enough com-
panies as yet have explicit human rights policies,
most of those that do are initially motivated by risk
management, in addition to moral considerations.
However, the Business Leaders’ Initiative on Human
Rights argues that “turning risk into opportunity is
a key component of a strategic approach to human
rights in business” (Business Leaders’ Initiative on
Human Rights). It suggests that opportunities aris-
ing from corporate human rights policies can include
positive impacts on stakeholder relations, minimisa-
tion of operational disruption, better relationships
with society and media, a positive impact on investor
confidence, and improved employee morale.

5.3.5.3. The supply-chain and risk and reputation
management

The distinction between risk management and real-
ising new opportunities is similarly fluid in the case
of CSR-related supply-chain requirements. The initial
motivation of enterprises in imposing such require-
ments may be risk management, in the knowledge
that many companies have suffered reputational
damage as result of non-compliance with social and
environmental standards on the part of suppliers.
However, many buying enterprises have realised
the advantages in terms of enhancing brand value
and building deeper and more sustainable relation-
ships with suppliers. What is more, the advantages
are not necessarily limited to the buyer: an analysis
of the experience of Central European SMEs in the
supply chain of a large IT company found that buyer
requirements can be a driver for the introduction of
better management systems in supplier enterprises
(Danish Commerce and Companies Agency, 2008).

5.3.5.4. Transparency and reporting
The same argument also applies to the question of

transparency and CSR reporting. Many companies
that now issue CSR or sustainability reports initially

did so with the aim of protecting themselves from
the criticism of non-governmental organisations.
While they have not always been successful in that
objective, they have often found that sustainabil-
ity reporting can lead to other advantages, such as
employee pride and morale, stronger relationships
with external stakeholders, and improving their own
internal capacity to measure and manage social
and environmental issues. Pohle and Hittner (2008)
argue that greater levels of transparency can help to
anticipate difficulties with external stakeholders: ‘the
company that invites more eyes on its operations can
pre-empt problems that would otherwise become
very expensive to solve.’

5.3.5.5. Conclusion

CSRis an essential component of risk and reputation
management for many companies. The business case
for CSR in terms of risk and reputation management
is strengthened by the fact that enterprises are more
exposed to public scrutiny and criticism than in the
past. This also means that there is greater pressure
on companies to embed CSR deeply within their val-
ues and operations, rather than to assume it can be
used as a simple public relations tool. Dealing with
CSR issues such as transparency, human rights, and
supply-chain requirements from a risk management
perspective have lead some companies to discover
additional positive impacts of CSR.

5.3.6. Financial markets

Stock market effects are strongly related to all other
economic effects of CSR. Since stock prices are an
indicator for the general economic performance of
corporations, they should, under the assumption of
efficient capital markets, also reflect the discounted
value of CSR practices.

5.3.6.1. A positive but small link between CSR and financial
performance

There is a large body of academic literature on the
stock market effects of CSR, reaching a range of
different conclusions. As McWilliams and Siegel
(2000) note, researchers examining the impact of
CSR on financial performance have reported a posi-
tive impact (such as Ziegler et al., 2007), a nega-
tive impact (such as Wright and Ferris, 1997), and a
neutral impact (such as Schroder, 2007). Since SMEs
are generally not traded on the stock exchange, the
literature on the link between CSR and financial mar-
kets is usually not applicable to them.

If the whole body of the existing academic literature
is examined, as for example in meta-analyses by Orl-
itzky et al. (2003) and Margolis et al. (2007), the link
between CSR and financial performance is found to
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be positive but small, and in any case is not nega-
tive. The results of different studies depend to a sig-
nificant extent on which specific aspects of CSR and
financial performance are analysed. Orlitzky et al.
(2003) find that the most powerful CSR measure in
terms of effect on financial performance is reputation
indices. This suggests that firm reputational aspects
are amongst the most important drivers of the com-
petitiveness effects of CSR.

Margolis et al. (2007) report that the association is
strongest for the specific cases of charitable contri-
butions, environmental performance, and revealed
misdeeds (i.e. public announcements of actions that
indicate socially irresponsible behaviour). The associ-
ation between corporate performance and chartable
contributions may relate to the reputation effect as
found by Orlitzky et al. (2003), while the association
with revealed misdeeds may relate both to reputation
effects and to risk management. The link between
environmental and financial performance may relate
to environmental innovations besides reputational
or risk management issues. Bird et al. (2007) have
similarly found a link between market value and envi-
ronmental performance, but also found that markets
rewarded companies that met minimum require-
ments with regard to diversity and were the most
pro-active in the area of employee relations.

Margolis et al. (2007) also looked at 14 studies ana-
lysing the association between corporate transpar-
ency and financial performance. The link was not
strong, but the overall conclusion was that financial
markets do react positively to company disclosures
regarding socially responsible behaviour.

Although there is a certain positive correlation
between CSR and financial performance, this in itself
does not explain the causal link. Margolis et al. (2007)
addressed this question in their meta-analysis, and
found that although there was no financial penalty
for CSR, the link from prior financial performance to
subsequent CSR was at least as strong as the reverse.

5.3.6.2. Socially Responsible Investment (SRI)

CSR performance may lead to better access to
finance if investors and analysts take account of such
performance. The recent growth in Socially Respon-
sible Investment (SRI) is especially relevant in this
regard. SRI funds include social and environmental
criteria, as well as economic criteria, in investment
decisions. The SRI market is young, but has been
growing strongly for several years. The European
Social Investment Forum (EUROSIF) estimates that
the broad European SRI market represents 15-20%
of total funds under management in the EU.

Many financial market experts assess the market
potential of SRI very optimistically. In a recent poll

amongst 297 financial market experts conducted by
the Centre for European Economic Research (ZEW;
Oberndorfer, 2007), more than 70 per cent of all the
respondents assumed a growing or at least a con-
stant market share for SRI.

Generally, the growth of the SRI industry, combined
with more robust methodologies for incorporating
social and environmental aspects, should in time
mean that enterprises with strong CSR policies gain
competitive advantage in terms of access to finance
on the international markets. This effect would be
even stronger if mainstream funds and analysts (as
opposed to just the SRI industry) took account, or
greater account, of CSR criteria in their investments
and valuations.

5.3.6.3. Mainstream investors and analysts

There is some evidence that mainstream analysts and
investors are attaching more importance to social and
environmental issues. The UN Principles for Respon-
sible Investment, launched in 2006, now have over
350 signatories, who between them manage assets
worth about €8.2 trillion. A study of fund managers
with over €7.6 trillion of assets under management,
including more than half of the world’s leading 20
fund managers, found that investment skills and
research associated with the SRI industry are becom-
ing more mainstream (Horton and Kember 2008).
However the authors of the study also note that “the
industry as a whole is a long way from best practice:
although asset managers increasingly accept that
ESG [environmental, social and governance] fac-
tors can influence investment returns and risks, most
have yet to develop the corresponding competen-
cies systematically across their organisation.”

In 2007 Goldman Sachs published details of GS SUS-
TAIN, a methodology for integrating social and envi-
ronmental issues into company valuation. Goldman
Sachs believes it can be more confident in its predic-
tions of improving returns or industry leadership for
those companies which appear to be best managed,
as signalled by a strong score on environmental, social
and governance issues. The GS SUSTAIN framework
also facilitates the identification of emerging indus-
tries and companies that Goldman Sachs believes
are well placed to address the structural issues facing
major industries in terms of significant global themes
such as alternative energy, environmental technolo-
gies, biotechnology, and nutrition. It is notable in
this respect that GS SUSTAIN appears, in effect, to
be identifying industries and companies that are best
placed to help resolve important societal challenges.

5.3.6.4. Measurement and communication

Methodological difficulties and access to reliable and
comparable information can hamper the ability of
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investment analysts to take full account of social and
environmental issues. Some investors, especially but
not only from the SRI sector, believe that company
disclosure of social and environmental performance
should be standardised and perhaps made obliga-
tory. For companies, balancing transparency on non-
financial indicators with the need to protect strate-
gic information from competitors can be a complex
task.

Substantial work is being undertaken to improve
metrics and communication in the area of non-finan-
cial performance. The European Alliance on CSR is
aiming to produce a framework of metrics and strat-
egies for the management and communication of
key areas of non-financial performance, highlighting
the link with financial performance. Other relevant
work in this area has been undertaken by the UNEP
Finance Initiative and the Enhanced Analytics Initia-
tive.

This is part of a wider trend towards the better meas-
urement, valuation and disclosure of intangible assets
and intellectual capital. According to surveys from
2004 and 2007, more than three quarters of board
members and executives acknowledge that financial
indicators alone are not enough to identify compa-
nies’ strengths and weaknesses (Deloitte 2007). The
European Federation of Financial Analysts Societies
is a strong proponent of action in this area, point-
ing out that companies which do not systematically
analyse their intellectual capital have an insufficient
understanding of what really drives their value crea-
tion.

The World Intellectual Capital Initiative has recently
been launched under the auspices of the OECD to
promote the management and reporting of intellec-
tual capital at company level and to promote interna-
tional dialogue on this issue. The Enhanced Business
Reporting Consortium, which is part of this initia-
tive, aims to develop a voluntary, global disclosure
framework for the presentation of the non-financial
components of business reports, including key per-
formance indicators. Although intangible assets
cover substantially more than just CSR-related issues,
such issues are nevertheless often a subset of intan-
gible assets. Pressure for and progress towards better
measurement, valuation and disclosure of intangible
assets will therefore also affect the measurement,
valuation and disclosure of CSR performance.

5.3.6.5. Conclusion

Research indicates conclusively that there is a posi-
tive but small correlation between CSR and financial
performance. The nature of the causal link is not
clear, however. The growth of the SRI industry pro-
vides opportunities for better access to finance for

companies that perform well on CSR. There is also
evidence that mainstream investors and analysts are
paying greater attention to CSR-related issues and
more generally to intangible assets and intellectual
capital. This is likely to increase the profile of CSR
issues in the financial valuation of enterprises.

5.4. Competitiveness effects of CSR at
macro and sector level

5.4.1. CSR and competitiveness at macro level

The European Commission sees CSR as an important
part of the European Strategy for Growth and Jobs.
If more European businesses are more socially and
environmentally responsible, this should help Europe
as a whole to meet its objectives under the growth
and jobs strategy. These objectives include mak-
ing Europe more competitive, as well as objectives
such as social inclusion. A greater commitment from
European enterprises to CSR can also help Europe to
better combine competitiveness objectives with the
overarching goal of sustainable development.

Some Member States also frame their policies to pro-
mote CSR at last partially in the context of improv-
ing national competitiveness. The CSR strategy pub-
lished by the Danish Government in 2008 seeks to
strengthen the international reputation of Denmark
as a country renowned for responsible growth, which
should in turn help to uphold its strong position in
the global competition for competent labour, invest-
ment and market shares.

One of the main ways in which CSR could contribute
to national and regional competitiveness in the EU
is by generating higher levels of trust in business on
the part of society. CSR practices that are credible,
and that are recognised as such by citizens and other
stakeholders should help to address the trust gap
between enterprises and other stakeholders in soci-
ety. Conversely, if the CSR practices of enterprises
are perceived not to be credible, i.e. to be more pub-
lic relations than real substance, then this could in
the longer term actually compound the problem of
the trust gap.

Higher levels of trust in business on the part of society
could positively affect macro-level competitiveness
in a number of ways. It could, for example, make it
easier to reach political agreement on measures to
reduce unnecessary administrative burdens on busi-
ness. The possibilities for reaching social and politi-
cal consensus on such measures should be greater
if enterprises are perceived to share the values of
the societies in which they operate and are seen to
address societal challenges as well as creating wealth
through their own commercial success.
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It is also possible that a better image of business in
the eyes of society will help to create a more entre-
preneurial mindset amongst Europeans. It is probably
harder to encourage more young people to become
entrepreneurs if the pervasive attitude towards the
achievements and impacts of existing enterprises is
ambiguous. In its 2006 Communication on entrepre-
neurship education in 2006, the Commission sug-
gested that emphasising the notion of “responsible
entrepreneurship” could help to make an entrepre-
neurial career a more attractive proposition to young
people (European Commission 2006).

It seems reasonable to assume that the generation of
trust through credible CSR practices may also help to
create social capital in national and regional econo-
mies. If so, then CSR could also contribute to com-
petitiveness at a macro-level through a reduction in
transaction costs.

Taken as a whole, the CSR practices of enterprises
can also contribute to labour market integration and
to skills development, both of which are identified
in the Growth and Jobs Strategy as being important
for European competitiveness. Companies contrib-
ute to labour market integration through employee
diversity policies, which also have the effect of help-
ing to offset the potential negative competiveness
consequences of the shrinking working age popu-
lation. The investments made by many enterprises
in the skills development of their employees is also
an important aspect of the work-place dimension
of CSR, and may have positive implications at the
macro level in terms of helping to create and main-
tain a European work force with the skills to compete
in the globalised economy.

This chapter argues that CSR can contribute to the
innovation performance of companies. If so, then
CSR may also improve macro-level competitiveness
by being a driver for improved innovation perform-
ance in a given nation or region as a whole. It has
also been suggested that regions in particular, by
actively developing a reputation for CSR and sustain-
able business, may be able to increase their attrac-
tiveness as an investment location (European Com-
mission 2007).

In spite of the validity of these arguments, the links
between CSR and competitiveness at a macro level
are difficult to measure. Isolating the cause and effect
relationship between different aspects of CSR and dif-
ferent determinants of competitiveness is significantly
more complicated at macro level than it is even at
micro (firm) level. There has been little research into
whether the aggregated CSR practices of individual
companies do actually have a measureable effect on
the determinants of national and regional competi-
tiveness in the ways suggested above. It will in any

case always be dependent on a critical mass of com-
panies engaged in CSR in the economy under study,
although the size of that critical mass is uncertain
and also invites academic investigation.

In spite of the difficulty of measuring the cause and
effect relationship between CSR and competitiveness
at national and regional level, there is evidence of a
positive relationship between the two. AccountAbil-
ity has established a Responsible Competitive Index,
which measures the tendency of a country towards
responsibility and sustainability, and then plots that
against the Growth Competitive Index of the World
Economic Forum. The 2007 edition of this exercise
found a strong correlation, as have previous editions
(MacGillivray et al., 2007). AccountAbility has carried
out a similar exercise at regional level in the United
Kingdom, and also has found a correlation between
levels of responsibility and traditional indicators of
regional competitiveness (MacGillivray and Mackie,
2005).

5.4.2. CSR and competitiveness at sector level

The links between CSR and competitiveness can also
be considered from a sector perspective. The com-
petitiveness challenges facing certain sectors coin-
cide at least partially with the strategic CSR issues
specific to that sector. There are a number of exam-
ples of this:

— Chemicals: The High Level Group on the Com-
petitiveness of the European Chemical Industry
has identified opportunities for the industry in four
fields: climate change, natural resources, renew-
able energy production and the ageing society.
The chemical industry therefore has the poten-
tial to play a key role as a provider of solutions to
major societal problems. As well as the opportuni-
ties for revenue generation this creates, the chemi-
cal industry might also improve its reputation in
society and its exposure to regulation if it fulfils this
potential.

— Mining: Two important strategic issues facing the
mining industry are access to land and the attrac-
tion of high-quality and suitably qualified workers.
Both these factors are influenced by public percep-
tions of the industry, especially on issues such as its
environmental performance and health and safety,
which are also key CSR issues for the sector. The
mining industry has also suffered from the percep-
tion of corruption, and the Extractive Industries
Transparency Initiative is a response to that.

— Information technology: Leading IT companies are
cooperating to promote e-skills and digital literacy
in Europe through the European Alliance on Skills
for Employability and the e-skills Industry Leader-
ship Board. The companies involved are motivated
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by a number of considerations, including their own
strategic interest in helping to ensure that Europe-
ans have a high level of IT knowledge and skills.

—Tourism: The quality of tourism products and
services is very closely linked to the training and
behaviour of employees, the state of the surround-
ing physical environment, and good and close rela-
tions with the local community in any given tour-
ism destination. Each of these issues is high on the
CSR agenda of tourism enterprises, but very often
they cannot be addressed by any one enterprise
acting on its own.

The implication of these examples is that in certain
industries joint action by enterprises and other stake-
holders to address CSR issues can simultaneously help
to address factors affecting the competitiveness of
the sector. Research into the links between CSR and
competitiveness in the financial, IT and pharmaceu-
tical industries suggests that collaboration between
different stakeholders is key to successfully combin-
ing innovation, responsibility and competitiveness
(MacgGillivray et al., 2007).

There is, however, potential for tension between the
competitiveness interests of individual enterprises
and the competitiveness of the sector as a whole,
since sector-wide action might reduce the opportuni-
ties for leading enterprises to differentiate themselves
through CSR. Draper (2006) acknowledges this ten-
sion but suggests that a comprehensive approach to
promoting CSR at sector level can improve the CSR
performance of the sector as a whole and still allow
leading enterprises to differentiate themselves. The
Commission aims to further study the link between
CSR and competitiveness at sector level though sup-
port for a number of multi-stakeholder, sector-based
CSR programmes in 2009-10.

5.5. Conclusion

This chapter has examined the affects of CSR on 6
different determinants and indicators of competitive-
ness at firm level: cost structure, human resources,
customer perspective, innovation, risk and reputation
management, and financial performance. It has also
examined possible links between CSR and competi-
tiveness at macro-level and at the level of individual
industrial sectors. The following general conclusions
can be drawn:

1. CSR can have a positive impact on firm-level
competitiveness in the case of all 6 determinants
examined. However, the strength of that impact,
and the extent to which it is relevant to all com-
panies, varies. The business case for CSR is spe-
cific to different sectors, sizes and circumstances
of companies.

2. Thestrongest evidence of a positive impact of CSR
on competitiveness appears to be in the cases of
human resources, risk and reputation manage-
ment, and innovation. Positive links between CSR
and competitiveness also exist but appear less
strong or not so generally applicable in the case
of cost structure, the customer perspective, and
financial markets.

3. The business case for CSR is not static and is get-
ting stronger. Many of the factors affecting the
business case for CSR are themselves dynamic and
are intensifying. This is true of employee expecta-
tions, consumer awareness, trends in private and
public procurement, expectations of future regu-
lation, the nature of innovation processes, and
the importance that financial markets attribute
to social and environmental issues. Additionally,
some new factors have been identified that were
barely part of this discussion a few years ago. This
is the case, for example, of innovation perform-
ance.

4. The business case for CSR is increasingly based on
value creation. As the practice of CSR has evolved,
enterprises have begun to explore creative solu-
tions to maximise their positive impact, as well as
introducing measures to minimise their negative
impacts. While the origins of the current atten-
tion to CSR lie in value protection (primarily risk
and reputation management), leading businesses
have found that it can also lead to opportunities
for new value creation.

5. The strength of the business case for CSR in
any given enterprise is still dependent on the
competitive positioning of the company. There
are enterprises with competitive strategies that
require no more than legal compliance in social
and environmental fields, and where exceeding
legal compliance might incur costs that under-
mine competitiveness. This is more likely to be
the case for enterprises whose competitive posi-
tioning is primarily based on low cost.

6. However, for an increasing number of enterprises
in a growing number of industries, CSR is becom-
ing a competitive necessity — it is something that
they cannot afford not to do.

7. CSR needs to be part of core business strategy
if it is to be a competitive differentiator. In this
way CSR can also help to strengthen the Euro-
pean social model. The factors affecting the link
between CSR and competitiveness are multifac-
eted and themselves reflect fundamental shifts
in the environment in which business operates.
Enterprises in which CSR remains a peripheral
concern, mainly confined to public relations
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functions, are likely to miss opportunities for
competitiveness gains. It has been suggested
that the European Commission’s definition of
CSR should be adapted to reflect the importance
of strategy, so as to read: “CSR is a concept
whereby companies integrate social and envi-
ronmental concerns in their strategic decision-
making processes, in their business operations
and in their interaction with their stakeholders
on a voluntary basis” (European Academy of
Business in Society, 2007).

8. For most of the competitive determinants exam-
ined, there is evidence that the impact of CSR is as
relevant to SMEs as it is to larger companies. This
is certainly true with regard to human resources,
and also regarding reputation management and
innovation.

9. There are strong reasons for believing that CSR
can have a positive impact on competitiveness
at European, national, regional and sector level.
The overlap between competitiveness and CSR
at macro and sector level may be greater than is
often acknowledged. More research is required,
however, in order to measure and analyse the
ways in which CSR might enhance competitive-
ness at the macro-level and sector levels.

10.The findings of this chapter support the argument
that CSR can make a valuable contribution to the
goals of the European Growth and Jobs Strategy,
and should encourage more Member States, in
cooperation with other stakeholders including
employers’ organisations, to promote CSR as part
of their national reform strategies. The Commis-
sion will continue to provide political impetus
and practical support to all stakeholders engaged
in CSR.
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