Profit and other values

Bastiaan VAN DER LINDEN
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A difference between then and now: the “risk society”

Dangers
vs. Risks

Risk is "a systematic way of dealing with
hazards and insecurities induced and
introduced by modernization itself’

(Beck 1992)

Ulrich Beck




Sustainability is a rather new concept...

Sustainable development is
development that meets the needs of
the present without compromising the

ability of future generations to meet
their own needs

THE WORLD COMMISSION
Brundtland 1987 ON ENVIRONMENT

JEDHEC

USINESS SCHOOL
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Corporations help meeting these needs: Corporate social responsibility
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The unhappy marriage
between shareholders and
CSR?
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JEDHEC

USINESS SCHOOL

Example 1: Unilever

UNILEVER'S JOURNEY TO

100”* SUSTAINABLE PALM OIL

A sustainable palm oil industry must have the right balance between secial, environmental and econamic I8 g

The

Economist

Unilever is “saving the world
one investor at a time”’
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Example 2: ADO Den Haag
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However...




Today CSR is what you could call “mainstream”

Governance & Accountability Institute Research Results
S&P 500° Companies Sustainability Reporting
G&A i Reporters H Non-Reporters

AERHEC
How could CSR become
mainstream today?
The role of institutional
shareholders
AERHEC
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Different kinds of institutional investors

74 %

Institutional

Retail

AEDHEC
BUSINESS SCROBL

Why do institutional investors consider CSR important?

Instrumental motives

DE DHEC
BUSINESS SCROGT

Moral motives

Relational motives

(Aguilera et al. 2006)

3/14/2017



Example: Fonds de reserve pour les retraites

FONDS DE RESERVE
. . . . . . POUR LES RETRAITES
Five socially responsible investment principles

—

Respect basic human and worker rights

2. Develop employment by improving the quality of human resource
management

3. Assume responsibility for the environment
4. Respect the consumer and fair trade practices
5. Promote good corporate governance
AERLES
[
Rating agencies gather CSR information for investors ‘ Ige a
Vigeo rating
Vigeo rating is the European leading expert in responsible performance. It measures the
performances and risks of companies in 6 domains of corporate social responsibility:
ENVIRONMENT CORPORATE COVERNANCE
HUMAN RESOURCES
COMMUNITY INVOLVEMENT
Building on more than 15 years of experience, Vigeo rating offers a wide range of services
for investors and assets managers aspiring to a sustainable and responsible investment
performance.
AERHES
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Example: The shareholder resolution of “Aiming for A” bp

Aiming for A

98%

shareholders
voted for the
resolution

160bn

PARIS 2015 investments

Y.

UN CLIMATE CHANGE CONFERENCES

AERNES

CSR: An example

AERHES

3/14/2017

10



3/14/2017

Unilever Sustainable Living Plan

POSITIVE SOCIAL
IMPACT

DOUBLE THE
BUSINESS

OUR PURPOSE IS TO
MAKE SUSTAINABLE
LIVING COMMONPLACE.

We work to create a better future every
day, with brands and services that help
people feel good, look good and get i
more out of life. ENVIRONMENTAL
FOOTPRINT

i
pwc

Industry 2 3 Rank Market Cap
Classifi it Nationality _ R&C Rank (€bn) 2015

LT TR COOPRPIRORS.. RORPOREIOOY: - . 1. v SN
Belgium aq 5] 175.510
Netherlands =4 11 110,150 |
.. France
_ Spain

Unilever number 3 retail and consumer company in Europe

Inditex

8 ... 5ABMiller Consumer ... United Kingdom : S £ SN 78.278
[ Diageo Consumer __United Kingdom
w0 HEMHennes & Maritz || Retailing | Sweden 22
Reckitt Benckiser Group Consumer United Kingdom
e Amperial Tobaceo  Consumer | United Kingdom -1
Compagnie Financiere Consumer Switzerland
13......... Richemont
15 Heineken Consumer

EJ EDHEC Corporate Social Responsibility and Corporate Governance
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Unilever Sustainable Living Plan

* In 2009 CEO Paul Polman decided to stop publishing quarterly earning guidance for
shareholders

» Executive pay is linked to CSR targets
* Unilever closed the CSR department
* Ambitious CSR goals (e.g. reduce ecological footprint by 50% in 2030)
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E DHEC Corporate Social Responsibility and Corporate Governance
BUSINESS SCHOOL
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D EDHE Corporate Social Responsibility and Corporate Governance
BUSINESS SCROOL

3/14/2017

12



LIFEBUOY ~ HELP A CHILD REACHS

The campaign teaches children the benefits of
washing their hands at key times of the day, helping
o reduce killer diseases such as diarrhoea, and

children reaching five.

3/14/2017

2. Reducing environmental impact

UNILEVER'S JOURNEY TO

100" SUSTAINABLE PALM OIL

tainable palm oil industry must have the right balance between social, environmental and economic
a shared responsibility between governments, the private sector and civil saciety

2015
® All Eureps, o Agairalia’s
Eearralia and Viard Foszad
Hirwy Tawlared Palm baninass s
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3. Enhancing livelihoods

Projects have now reached over y

600 ooo smallholder farmers U
| VW,

WITH OUR PARTNERS,
WE ARE HELPING TO
IMPROVE LIVELIHOODS
OF SMALLHOLDER
FARMERS

o >.d 1 8 projects

& % 60 across 1" countries

Working across 10 crops,

including tea, tomatoes & vanilla —*

WORKING WITH OUR SMALLHOLDER FARMERS AND PARTNERS #COLLECTIVEACTION

And now some
theory about CSR...

3/14/2017
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The changing colors of CSR

Howard Bowen (1953)

CSR is “the obligations of businessmen to pursue those policies, to make those
decisions, or to follow those lines of action which are desirable in terms of the
objectives and values of our society”.

3/14/2017
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Milton Friedman (1970)

“...there is one and only one social responsibility of business — to use its resources
and engage in activities designed to increase its profits”.

AEREES

Ed Freeman (2010)

“The primary responsibility of the executive is to create as much value as possible for
stakeholders”.

ﬁEDH E_g

BUSINESS SCH

3/14/2017
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Every business has it’s own purpose...

“Profits and purpose are two different ideas, and collapsing them is like concluding from the fact
that | need red blood cells to live, that the purpose of my life is to make red blood cells. There
are lots of purposes for a business, and any resemblance among all of them is just what
Wittgenstein called a ‘family resemblance’™ (Freeman 2008).

AERHES

I\/Ia'nagers are gwded by many stars

(Mltchell et al 2‘016 C|t|ng DaV|s 1973)

3/14/2017
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Corporations create profit and many other values

& € 3
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AERLES
s ‘
Non-financial performance indicators for many values &

\ v

=
Corporate Social Performance g
“a business organization's configuration of principles of social responsibility, processes

of social responsiveness, and policies, programs, and observable outcomes as they
relate to the firm's societal relationships” (Wood 1991).

Global
Reporting
Initiative™

AERHES

3/14/2017
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Challenges for
managers

AERHES

How to bring the stakeholder interests together?

A stakeholder approach to business is about creating as much value as possible
for stakeholders, without resorting to trade-offs.

Where stakeholder interests conflict, the executive must find a way to rethink the
problems so that these interests can go together, so that even more value can be
created for each. If trade-offs have to be made, as often happens in the real world, then

the executive must figure out how to make the trade-offs, and immediately begin
improving the trade-offs for all sides.

(Freeman et al. 2010)

AEREES

3/14/2017
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How to bring the stakeholder interests together? (continued)

=
Industry Food
@ MWaterials

g (Bio)chemicals
C0, SMART GRID
AERHEC
Opportunities for
new business
models
JEDHEC

3/14/2017
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Example 1: Fairphone

Yes, you can repair it
yourself

Where's my module?

1. Display Module
2. Camera Module
3. Battery

4. Core Module

5. Top Module

6. Bottom Module

FAIRPHONE

Example 2: MOIA

3/14/2017

21



-

y stars” -

Literature

Aguilera, R.V., Williams, C.A., Conley, J.M., & Rupp, D.E. (2006). Corporate governance and

social responsibility: A comparative analysis of the UK and the US. Corporate Governance:

An International Review, 14(3), 147-158.

Bowen, H.R. (1953). Social Responsibility of the Businessman. Harper.

Freeman, R.E., Harrison, J.S., Wicks, A.C., Parmar, B.L., & De Colle, S. (2010). Stakeholder
Theory: The State of the Art. Cambridge University Press.

Freeman, R.E. (2008). Ending the so called ‘Friedman-Freeman’ debate. Business Ethics
Quarterly, 18(02), 162-166.

Friedman, M. (1970). The social responsibility of business is to increase its profits. New York
Times Magazine, 13 September.

Stout, L.A. (2012). The Shareholder Value Myth: How Putting Shareholders First Harms
Investors, Corporations, and the Public. Berrett-Koehler Publishers.

Unilever: In search of the good business. The Economist. 9 August 2014.

van der Linden, B., & Freeman, R.E. (forthcoming). Profit and other values: Thick evaluation in
decision making. Business Ethics Quarterly.

Wood, D.J. (1991). Corporate social performance revisited. Academy of Management
Review, 16(4), 691-718.

AEREES

3/14/2017

22



