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ONE

The long and winding road to CR value

Corporate Responsibility (CR) and you

On September 5, 2007, the Buddhist monks of Pakokku, Myan-
mar joined the citizen protests that erupted in that impoverished
country in August of that year. The uprising was triggered by a
long-simmering array of discontents ranging from high commodity
prices to human rights abuses, including the long-term detention of
pro-democracy leader Aung San Suu Kyi. The ruling military gov-
ernment in Myanmar, in power since 1962, took action to quell the
protests. A few days after the monks joined the protests, troops fired
on protesters in a crackdown that left at least ten people dead by the
government’s account (opposition groups put the fatalities at around
200). Independent reports suggest that several monks were beaten
and killed.

Amid the international outcry over these events, the only com-
pany in the US to issue a public statement was Chevron (see
Exhibit 1.1). Why? Because Chevron is the only American company
doing business in Myanmar, in the face of a systematic, comprehen-
sive and sustained US trade boycott of that nation. Chevron acquired
a minority stake in Unocal (a US conglomerate) that operates the
Yadana Valley Project, which produces 650 million cubic feet per
day of natural gas for export to neighboring Thailand. A loophole in

US sanctions has allowed Chevron to operate in Myanmar.
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Exhibit 1.1 Chevron statement on Myanmar

San Ramon, California, October 2, 2007

Chevron supports the calls for a peaceful resolution to the
current situation in Myanmar in a way that respects the
human rights of the people of Myanmar. Chevron’s minor-
ity, non operated interest in the Yadana Project is a long
term commitment that will help meet the critical energy needs
of millions of people in the region. Our community development
programs also help improve the lives of the people they touch and
thereby communicate our values, including respect for human
rights.

Myanmar Community Development Program

The Yadana Project partners have invested in a model socio-
economic program that positively improves people’s lives in
Myanmar.

The Yadana project community development programs have
delivered the following benefits:

e 50,000 people along the Yadana pipeline now have free and
improved healthcare

e Ten doctors now work in villages when there were none and
thirty-three health care workers have been trained

e Local infant mortality is 1/6th the national rate

e Malaria mortality rates down by a factor of 10

e TB mortality rate halved since 2002

e Student enrollment in schools has doubled

o Forty-four schools have been built and 20 renovated in
23 villages

o Financial support to 350 teachers, library program to 16
schools, scholarship program for 1,050 pupils and computers at
8 schools
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e Improvements to local roads and the building of 24 bridges
have resulted in both public and private transportation that
was nearly nonexistent before the pipeline project

e 6,300 projects loans for small businesses have been granted
resulting in numerous enterprises that help generate economic
development for local communities

Source: Chevron website

Not surprisingly, then, both the US Congress and human rights
organizations the world over have been trying to pressure Chevron
into pulling out of Myanmar, not least because, according to indepen-
dent human rights groups, gas sales from the Yadana Valley Project
account for the single largest source of revenue for the military gov-
ernment, helping it stay in power and suppress human rights in that
country (see Exhibit 1.2).

Chevron, on the other hand, argues that its presence in Myanmar
is a positive influence, because of its health, economic development
and education programs in the Yadana Valley. Chevron insists that
locals living near Yadana are “better off by virtue of Chevron and
its partners being there,” and that “multiple third-party audits have
confirmed”! this point.

This may be the first time you are learning about Chevron’s
involvement in Myanmar. Or you may have already followed this
story in the newspapers and on TV. Perhaps you went to the Chevron
website to learn more about the company’s point of view. Or you
learned about this issue from blogs and the websites of human rights
organizations. Or you work for Chevron and have discussed the
Yadana Valley Project with your colleagues.

Regardless, take a minute to think about what you have just read
about Chevron. How do you feel about the company? Do you believe
that Chevron is demonstrating corporate responsibility (CR) — that

is, being socially responsible — by operating in Myanmar?
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Exhibit 1.2 Report on oil majors propping up
Myanmar regime

Oil majors propping up Myanmar regime: rights group
By Danny Kemp (AFP) — September 9, 2007

BANGKOK - Energy giants Total and Chevron are propping up
Myanmar’s junta with a gas project that has allowed the regime
to stash nearly five billion dollars in Singaporean banks, a rights
group said Thursday.

France’s Total and US-based Chevron have also tried to white-
wash alleged rights abuses by Myanmar troops guarding the
pipeline, including forced labour and killings, two reports by US-
based EarthRights International said.

The group urged the international community to exert pres-
sure on the two companies, which have long managed to avoid
Western sanctions against the generals who rule the impoverished
Southeast Asian nation.

“Total and Chevron’s Yadana gas project has generated
4.83 billion dollars for the Burmese regime,” one of the reports
said, adding that the figures for the period 2000-2008 were the
first ever detailed account of the revenues.

“The military elite are hiding billions of dollars of the peo-
ples’ revenue in Singapore while the country needlessly suffers
under the lowest social spending in Asia,” said Matthew Smith, a
principal author of the reports.

The junta had kept the revenues off the national budget and
stashed almost all of the money offshore with Singapore’s Overseas
Chinese Banking Corporation (OCBC) and DBS Group (DBS),
the watchdog said.

“The revenue from this pipeline is the regime’s lifeline and a
critical leverage point that the international community could
use to support the people of Burma,” added Smith, the group’s
coordinator for the country.

But Chevron said related development projects had helped
local communities.
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“We believe that Total’s health, economic development and
education programs, which we support, are critical and sub-
stantively make positive improvements to the lives of the peo-
ple in the Yadana project communities,” a Chevron statement
said.

Total questioned the accuracy of the reports.

“An initial reading has already enabled us to identify inac-
curacies.. . . lack of precision or mistaken interpretations,” Total
vice-president Jean-Francois Lasalle told AFP.

He added the rights group “at no moment recognizes the benefits
of our presence, notably in the areas of education and health”.

Total and Chevron are two of the biggest Western companies
in Myanmar and have recently come under fire for their dealing
with the regime, following the extension in August of the house
arrest of pro-democracy icon Aung San Suu Kyi.

Total has been able to continue working there because EU
sanctions against the country currently only cover arms exports,
wood, minerals, gems and metals.

US lawmakers in July 2008 dropped plans for sanctions that
would have ended tax write-offs enjoyed by Chevron and would
have pressured it to pull out from the Yadana project.

Total has been a major investor in the Yadana project since
1992, holding a 31.24 percent stake. Chevron has a 28 percent
stake in the field, production from which represents 60 percent of
Myanmar’s gas exports to Thailand.

EarthRights said that as a result of the hidden revenues, Total
and Chevron were a “primary reason” why international and
domestic pressure on the Myanmar military regime had been inef-
fective for decades.

The group meanwhile said that impact assessments of the
pipeline by US-based CDA Collaborative Learning Projects, a
US non-profit organisation commissioned by Total, had covered
up adverse effects and abuses, the group said.

Report co-author Naing Htoo said CDA “willfully participated
in whitewashing Total and Chevron’s impacts in Burma and their
role in forced labour, killings, and other abuses.”
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CDA visited villages in the pipeline area on five occasions but
only with escorts from the oil company and interpreters from
Total, while villagers were warned by security members not to
give bad news, the report said.

The Chevron statement said however that the firm believed
the CDA'’s findings “provide a credible assessment of the Yadana
Project’s community engagement activities.”

Like many people we have talked to, you might have an immediate,
gut reaction to the story. It might be obvious to you that Chevron
is not being socially responsible, because no matter what it does
for the people of Myanmar, there is no getting around its support
of a military dictatorship. On the other hand, you might feel that
Chevron is being socially responsible because it is actually taking
concrete actions to alleviate the myriad of social problems in the
Yadana region, something other companies that would take the place
of Chevron might not do.

How do you decide whether or not Chevron is being socially
responsible? Do you base your opinion on a cost-benefit calculus,
where the gains from Chevron’s contributions to the community
need to be weighed against the harm done by its support of the
junta? Is your judgment colored by your beliefs about CR in general,
the oil and gas industry, and the company itself? Will you reason
differently if you are a Chevron employee? Will it matter whether
you live in Bangkok or Boston? And perhaps most importantly, will
what you have just learned and thought about change your likelihood
of pulling into a Chevron gas station next time you need gas’

There are no easy answers to these questions. We have heard
almost as many opinions and intentions pertaining to the ethical
and socially responsible implications of Chevron’s involvement in
Myanmar as the number of people we have polled. And Chevron
is but one example of a much larger phenomenon. There is as

much media coverage on “corporate green washing” as there is on
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“corporate responsibility,” and contributing to the complexity in the
CR context, many companies are portrayed both as model citizens
and corporate villains depending on the news story. As a result,
people’s perceptions can vary greatly, even about a single company.

So today, not only Chevron but, we’d argue, all companies must
understand how and why stakeholders react to such information
about companies and their actions. Why? For the very simple reason
that today our reactions — as consumers, employees, investors, or even
just the public — to a company’s socially responsible actions (or the lack
thereof) can have an unprecedented impact on its fortunes. And while
some companies are taking the lead, many, if not most, companies
are at sea when it comes to understanding how their stakeholders
think, feel and react to the impact that their actions have on not
just the bottom line but the welfare of the world at large.

This book seeks to fill this void in our understanding of stakeholder
reactions to CR initiatives. We delve into the minds of the two most
important stakeholder groups to companies — consumers and employ-
ees — to systematically comprehend why, when and how they react to
CR. Armed with this insight, companies can maximize the value of
their CR initiatives by fostering strong stakeholder relationships and
thus energizing stakeholders to respond positively to such initiatives.
Specifically, by identifying the psychological levers behind desired
stakeholder behaviors (e.g., employee retention, customer loyalty),
companies can develop, implement, and evaluate compelling social
responsibility programs that generate value for both the company

and its stakeholders, be they consumers, employees, or others.

Why stakeholders matter

Let’s step back a bit from the Myanmar example to locate it in the
broader context of today’s global corporate landscape. Few notions
today have so totally captured the corporate consciousness the

world over as the twin ideas of corporate responsibility (CR) and
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sustainability. It is all but impossible to find a Fortune 500 company
today that does not engage in CR activities.? In fact, most executives
view CR as a key ingredient in their corporate strategy. In a recent
Accenture/Global Compact study, 81 percent of CEOs, compared to
just 50 percent in 2007, stated that CR issues are now fully embed-
ded into the strategy and operations of their companies (whether this
is founded in reality or not).> This enthusiasm for CR is reflected
in publications such as The New York Times, The Economist, Busi-
ness Week, and other major publications that have devoted entire
sections to CR.* Terms like corporate (social) responsibility, sustain-
ability, strategic philanthropy, and corporate citizenship are firmly
embedded in today’s managerial vernacular.

But what do these terms mean? Rather than waste precious real
estate on debating similarities and differences between them, we
simply choose CR as the focal term for this book and use it to denote
the unified sense — which pervades all these terms — that a company’s
long-term success, and sometimes even existence, is inextricably tied to its
stewardship of not just its own well-being but also that of the natural and
social environment in which it operates.

This realization has led more and more forward-thinking com-
panies to take a strategic approach to CR, devoting unprecedented
efforts and resources to creating and maximizing what Porter and
Kramer, in their Harvard Business Review article, have called “shared
value” (i.e., value for the company and for society).’ In other words,
companies are flocking to the CR concept not only as a way to
improve society, but also because of the promise it holds as a way to
enhance corporate performance.

This desire to “do well by doing good” is motivating many of the
world’s largest corporations to collectively invest billions of dollars in
a wide spectrum of social and environmental issues. Communications
touting CR activity as a means to entice consumers to purchase
products and services are proliferating. CR is alive and well in many

companies’ communications to employees. And a recent KPMG
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study found that 86 percent of the major shareholders and board
members believe that CR is “in the best interest of our company.”®

At the heart of this strategic approach to CR is the central and
ascendant role of the stakeholder. Specifically, companies are increas-
ingly construing CR in terms of the interests of a specific but large
and diverse set of stakeholder segments (e.g., consumers, employ-
ees, investors, communities, government, environment, etc.). These
efforts are shaped by the strong belief that endeavors in the CR
domain can elicit company-favoring responses from these stake-
holder groups. In fact, we could go as far as to argue that CR cannot
succeed without stakeholder demand for it. In other words, if stake-
holders do not ultimately value CR, rewarding companies for their efforts
in this domain, the CR movement itself cannot be sustainable.

Two of these stakeholder segments stand out as particularly critical
for CR management: customers and employees. This is borne out
by a McKinsey survey of companies that have signed on to the
UN Global Compact. When McKinsey asked the CEOs of these
companies which stakeholders will have the greatest influence on the
way in which companies manage societal expectations in the next
five years, the CEOs pointed squarely to customers and employees as
their greatest priorities.7

Customers are already a frequent target of CR communications,
as CR messages can be a potent ingredient of marketing messages.
Since customers provide the lifeblood — revenues — for any commer-
cial endeavor, they are likely to remain central to CR management
into the foreseeable future. But now, employees are quickly becom-
ing a key consideration for CR managers as well. Employees are
critical from a dual perspective, because companies need to moti-
vate employees and strengthen their relationship with the company,
while employees also represent an excellent channel through which
companies can make customers aware of their CR activities. With
these considerations in mind, our primary focus in this book is on

customers and employees. At the same time, however, we expect the
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fundamental psychological process behind stakeholder reactions to
CR activity to be similar across the other stakeholder groups.

So, who is this ever-important stakeholder? The answer is: all of us.
We are the consumer, the employee, the investor and the regulator,
and we all lie at the heart of a successfully sustainable company.
But do we really care about the CR activities of the companies we

encounter!

But do we (the stakeholders) really care?

Even as recently as a decade ago, many of us knew and cared little
about the actions of companies beyond buying from them, work-
ing for them and investing in them. Today that is no longer the
case. A confluence of forces, headed by the information revolution,
the environmental crisis, the widening gap between the haves and
have-nots, declining faith in the public sector, and the coincidental
ascendancy of the transnational corporation and global brands, has
started a public movement which, while smaller in some corners
of the globe than others, is unstoppable. Call these consumers the
LOHAS (“Lifestyle of Health and Sustainability”) segment or the
Awakening Consumer;® whichever moniker we use, more and more
people are not satisfied with just affordable products that satisfy their
needs. Instead, they now want these products to come from socially
responsible/sustainable producers. Thus, the actions of Chevron in
Myanmar matter as much — if not more — to these consumers as the
price of its gas.

This trend is reflected in marketplace polls that point to large and
growing swaths of consumers who want to buy products and services
that not only are good but also do good. In the most recent survey
conducted by Cone Communications (2008), 79 percent of con-
sumers said that they are likely to switch from one brand to another
(price and quality being about equal) if the other brand is associated

with a good cause.” Similar trends have been observed, of course,
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in the employment and investment domains. This is likely to give
companies like Chevron pause, particularly if its empowerment of
the people of the Yadana Valley is overshadowed, in its stakeholders’
minds, by the company’s financial complicity with the junta.

Or is it? Consider the sentiments expressed by one of the con-

sumers we interviewed, which are not uncommon in our experience.

It’s great to be socially conscious, but I have a life too, and I have
a house, and [ have to paint it, and I have to keep my bathroom
clean...so I don’t really care if Q-Tips gave a million dollars to
Alzheimer’s. . . I just need Q-Tips. So it’s all well and good, but you’re
a mother with three kids and a full-time job, what do you care? You're
like: milk, orange juice, all right, pick the kids up, or whatever. ..

In other words, the results obtained by omnibus surveys done by
Cone Communications and others are susceptible to social desir-
ability biases, where respondents give the answer they believe inter-
viewers want to hear. So the reality, as the above quote exemplifies,
is far more complex. Not surprisingly, evidence for a positive link
between CR investments and aggregate measures of financial per-
formance has proven to be quite elusive; the numerous studies that
have tried to examine this connection have produced at best weak

and inconclusive results.

Companies need to understand stakeholder reactions

What does this all mean, then, for the likes of Chevron? Do you,
as a current or prospective stakeholder, think it is being socially
responsible by operating in Myanmar? The answer, we saw earlier,
is that “it depends.” Do stakeholders care whether or not Chevron
is being socially responsible? Our discussion above seems to point to
the somewhat puzzling answer: “Possibly.”

So should Chevron then really care about and spend a lot of time

and energy figuring out what its stakeholders think and feel about its
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Myanmar operations? We believe the answer to this question is an
emphatic “Yes” — not in spite of but because of the equivocal answers
to the former two questions. In fact, the central assertion of this
book is that it is precisely the complexity, uncertainty, and variety
in stakeholder responses to CR that makes it essential for companies
to understand the basis of such reactions. Companies need to move
from thinking about whether their stakeholders care about CR to
who cares, and when and why. Yet, such reactions are still not well
understood by many companies. We need to look no further than
the opening Chevron example to understand why this might be the

case.

How is this book different?

Numerous books have already been written about how companies
need to and can be strategic about their CR. Some of these have
talked about how essential it is to engage and respond to stakeholders.
Yet little is said that provides a concrete, systematic, comprehensive,
and actionable sense of how stakeholders react (i.e., perceive, think,
feel and behave) in the CR domain, to which companies can, there-
fore, respond. This sort of understanding is essential to stakeholder
engagement; embarking on such a task without a guiding framework
anchored in the psychology of stakeholder reactions today is akin to
embarking on a journey without a compass (or a GPS).

Our book advances extant thinking and action in the CR domain
by focusing squarely and wholly on the stakeholder. Based on our
own decade-long research program, as well as the research of oth-
ers, we enter the minds of these stakeholders to paint the big pic-
ture of whether, when, how, and why they might react positively
to a company’s CR efforts. The impetus and validation for this
effort comes from our finding that when done right (i.e., based on a

meaningful understanding of stakeholder reactions to CR), CR can
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foster strong, positive and enduring relationships with the company’s
stakeholders.

In the pages that follow, we will show that the key to creating
what we call “CR value” lies in understanding stakeholders’ personal
interpretation and evaluation of CR activities. By getting into the
minds of stakeholders, companies can more effectively foster the
kind of relationships that contribute both to corporate performance
and to social and environmental well-being.

In short, we identify the psychological levers that drive stakeholder
behaviors. We also identify the conditions under which these psy-
chological levers produce the desired behaviors (e.g., customer loy-
alty or employee commitment). With this understanding, companies
can develop and implement compelling CR programs that invoke
the psychological processes underlying stakeholder reactions. When
these levers work harmoniously, they produce the greatest value for
both the company and society, maximizing the triple bottom line:
People, Planet, Profit.

About our research

As you may have noticed, our approach is firmly grounded in mar-
keting thought. While some other treatments of CR concentrate on
the operational changes that companies need to make in order to
see rewards from CR (e.g., energy efficiency initiatives in factories),
we rely on decades of research on how companies build and sustain
relationships with those they seek to serve. As such, we focus on how
people respond when they learn about a company’s CR activity,
given their desires, preferences, beliefs, emotions and idiosyncrasies.
This approach enables us to show how CR can help companies build
and sustain relationships not only with consumers, but with other
stakeholders as well.

In other words, the fundamental premise of this book is that

CR will create the greatest value for the company, when it, like
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successful products and services, actually fulfills, in an authentic and
meaningful way, some of the most basic needs of its stakeholders. In
that, this book is not about CR as yet another cynical instrument
of corporate profit. Instead, the central belief guiding our thinking
is that for frms to gain value from their CR efforts, those efforts must
improve the lives of their stakeholders in significant ways.

Our book also diverges from others in our approach to understand-
ing stakeholder psychology in the domain of CR. Current wisdom
on the topic comes overwhelmingly from case studies of stakeholder
engagement (or the lack thereof) by specific companies. While such
a best/worst practice approach does much to edify us in an industry-
and company-specific way, it highlights, at best, the dots in the CR
puzzle that still need to be appropriately connected before a given
company can use this knowledge for its own purposes, particularly if
it is not in the same industry as the one showcased.

Our book responds to this need for a systematic yet actionable
understanding of stakeholder reactions to CR by providing insights
based on substantial empirical research, both our own and that of
fellow scholars. This research not only has the desired conceptual
approach we found to be missing in prior writings on this topic, but
it is also conducted on a wide array of real companies, industries, CR
issues, and consumption and employment contexts. Specifically, we
researched multiple stakeholders who talked about or were affiliated
with a variety of companies, including the likes of Dannon, General
Electric, General Mills, Procter and Gamble, Walmart and many
others.!® In short, the research that forms the basis of this book is
not only extensive, but also both rigorous and relevant. Moreover,
the insights we provide are grounded in a broad set of research
methods including exploratory, descriptive, and causal. Descriptions
of many of these studies can be found in the Appendix of this book.

Here are examples of some of our methods. We have carried out
exploratory research in the form of in-depth interviews and focus

groups with hundreds of corporate stakeholders. For example, in
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one study done in partnership with a multinational corporation,
we conducted focus groups with employees at multiple locations —
including headquarters, international offices, and manufacturing
plants. Our descriptive studies include field surveys that have been
conducted in a variety of contexts. These surveys have used a num-
ber of techniques, ranging from paper and pencil studies to web-based
surveys with online panels of consumers or employees. One study,
for example, examined the reactions to CR activity among over 900
frontline employees in the retail and hospitality industries. Another
study examined the responses of more than 1,000 yogurt consumers
to CR initiatives.

We have also run experiments in order to establish causal relation-
ships in our framework. One laboratory experiment, for example,
examined how consumers respond to both positive and negative
information about a company’s social responsibility activity. Simi-
larly, in a before-and-after field experiment we studied the responses
of stakeholders in the consumer, employment and investor realms to
an announcement of a $1 million charitable contribution to a child
development center.!!

The research with primary data has been enhanced with additional
studies analyzing secondary data. For example, a couple of studies
done by one of the present authors (Bhattacharya) with researcher
Xueming Luo examined the effect of CR activity on stock market
value and firm risk; these projects involved analyzing data from mul-
tiple third-party sources (e.g., Fortune’s ranking of “America’s Most
Admired Companies,” the American Customer Satisfaction Index,

COMPUSTAT, CRSP and others).!?

How companies can benefit from this book

In 2009, the 43,000 residents of Barendrecht, the Netherlands,
voted against granting Shell, the oil company, a permit to build

the first of a new generation of CO; storage facilities in two depleted
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natural-gas fields more than a mile under the suburb, twelve miles
from Rotterdam. Carbon capture and storage involves extracting
CQO; from power generation and industry, compressing it and inject-
ing it into depleted oil and gas fields or saline aquifers. The tech-
nology would allow prolonged use of coal for electricity generation
while reducing greenhouse gas pollution, a major step in the bat-
tle against greenhouse gas emissions. Emissions from a gasification
hydrogen plant at Shell’s Pernis refinery, about twelve miles away,
would be sent by pipe to the site, preventing the greenhouse gas from
reaching the air and harming the environment.

The project sufficiently addresses safety concerns and adequately
demonstrates compliance with Dutch safety standards, according to
the MER commission, an independent panel of experts appointed
by the national and provincial governments to assess projects for
their potential environmental impact. However, town residents and
officials have cited safety concerns and the project’s experimental
nature as the reasons for their opposition. The people of this small
Dutch town are not against pumping tons of carbon dioxide into
the ground to fight global warming. They just wish it wasn’t right
beneath their houses. “Who wants to live in Barendrecht if one of
these CO; things is built?” asked retiree Marianne van Heugten.

Real estate agent Frits Markus says worries about the project could
affect the average $420,000 house price. People “will be scared that
CO; will be stored under where they live; they will feel their houses
will lose value, and [that they] will have trouble selling them. Shell’s
plans to pipe the gas to Barendrecht would turn the town into a
waste landfill,” claims local campaign group “CO2 isNee.” It’s being
labeled a dump, of sorts, that seems to anger locals the most. “The
value of houses, that’s the real worry here,” said resident Herman
Bakker.

Barendrecht’s town council is now concerned that the Dutch
government could overrule its vote by citing the national interest.

Councilman Zuurbier warned against that. “Here in Barendrecht
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there will never be any support for this,” he said. “You need a general
public support for the success of this new ambition. If you start this
new policy with a conflict with Barendrecht. .. that is a very nasty
start for your general public acceptance.”

“The whole debate became quite emotional,” Jeroen van der Veer
(CEO, Shell) said in an interview in Lausitz, Germany. “There’s
still a long way to go.” Matthias Ruete, the European Commis-
sion Director-General for energy and transport, has stressed that the
Dutch would “pay a price” in terms of higher costs for new energy
technology if the project doesn’t go ahead.

Shell’s recent experience with the residents of Barendrecht under-
scores how even the best laid CR plans can unravel in the face of
stakeholder opposition. Like Shell, many companies tend to assume
that CR has a self-convincing quality; that the very fact that it is
a virtuous act is enough to convince stakeholders of its worth. In
doing so, companies underestimate the diversity, complexity and
unpredictability of stakeholder reactions. If Shell had understood
and anticipated how this important group of stakeholders might
react to this issue, it would not only have saved a lot of time and
resources, but also, more importantly, been successful at achieving
its environmental CR goals.

That is precisely the point of this book. In it, we go beyond
merely describing stakeholder psychology in the CR domain: We
also articulate the implications of our findings for the optimal for-
mulation, implementation, communication and evaluation of CR
programs. Thus, the ultimate aim of this book is to help managers
avoid being “Shell-shocked” as in the above example, by harness-
ing their understanding of their stakeholders to guide their CR
strategies. Specifically, after reading this book, managers should
be able to design, implement, and evaluate CR programs more
effectively.

In sum, our research shows that if companies are to maximize the

benefits of CR activity they must get into the minds of the very
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stakeholders who will contribute to enhanced performance (e.g.,
consumers who purchase products, employees who work hard). Man-
agers, such as those working for Shell, need to design, implement,
and evaluate CR programs with these reactions in mind. And they

need to focus their communications accordingly as well.

What this book says (and doesn’t say)

As we mentioned earlier, readers should not construe our marketing-
based approach as a call to “manage” or “manipulate” stakeholders,
deceiving them into behaviors that benefit the company alone. In
contrast, our approach suggests the opposite: that companies need
to align their behavior — especially in the CR realm — with the
needs of stakeholders. We anticipate that engaging in deceptive CR
practices will actually backfire because it will harm the stakeholder—
company relationship once stakeholders figure out the company’s
true motives. And in today’s hyper-connected world, managers can
rest assured that stakeholders will know when a company is using
CR activity as window dressing.

So this book is written for managers and scholars who are inter-
ested in what might be called “Positive CR,” conducting CR in ways
that generate real, tangible value for the company and its stake-
holders, as well as society at large. Our focus is not on how com-
panies should avoid unethical behavior. Rather, our principal goals
are to enlighten managers in terms of when and how CR “works,”
and to articulate clearly the implications of important insights
from our approach so that managers can make better CR-related
decisions.

The overarching take-aways of this book include:

e Engagement in CR can produce long-term value, for both stake-
holders and for companies, making it a source of durable compet-

itive advantage.
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e However, mere engagement in CR is not enough to create such
shared value.

e Strong and enduring stakeholder relationships occur only when
people are aware of a company’s CR, gain a meaningful under-
standing of it, find the CR initiatives to be personally useful or
relevant, and perceive a sense of unity with the company. These
psychological levers are essential to value creation through stake-
holder reactions.

e The optimal functioning of these psychological levers hinges, in
turn, on an array of factors that operate at both the stakeholder and
company level, such as the company’s value chain and competitive
context, as well as stakeholder demographics, culture, and role.

o Insight into these psychological levers allows companies to under-
stand and respond to their stakeholders through their CR strategy
and management, ensuring a desired set of reactions from them.
Significant steps in this process involve articulating the relative
importance of specific stakeholder groups, engaging them in the
co-creation of CR in terms of both articulation and implementa-
tion, communicating appropriately with them, and assessing the
reactions meaningfully.

e Assessing the total value created by CR requires a broader per-
spective than most managers are used to (for instance, not just
measuring the value to business but also the value to society and
the environment). Creating value for society and/or the environ-

ment is, in fact, a pre-requisite for creating business value.

These insights will become clearer as we lay out our approach in
the chapters to come. Many chapters will provide empirical evidence
that supports each insight. Other chapters will discuss the implica-
tions of these insights in terms of managerial decision-making. Over-
all, it is our hope that readers will obtain greater clarity on the subject
while gaining an appreciation for the many complexities involved

in CR management.
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Who should read this book

This book is intended for three key audiences: managers; students;
and scholars. First, it is meant for managers — particularly those with
CR interests or responsibilities (in departments ranging from Human
Resources, Marketing and Strategy to Sustainability) — who want to
base their CR decision-making on empirically based insights.
Second, this book is designed for students taking graduate courses
on CR and CR management. The book uses a combination of case
studies and research-based frameworks to make its key insights both
theoretically rigorous and accessible. In that, it could either be the
primary or supplemental text, depending on the focus of the course.
Finally, this book is intended to be a scholarly reference for those
engaged in CR research. While the roots of our approach are in mar-
keting, the framework should prove useful for scholars in a variety of
disciplines (e.g., organizational behavior, strategy, human resources);
in fact, much of the research on which this book is based has
appeared in non-marketing journals (e.g., MIT-Sloan Management
Review, California Management Review, Journal of Business Ethics) and

is frequently cited by scholars from other business disciplines.

What lies ahead

The book is laid out as follows:

Part I (Chapters 2-3) deconstructs the concept of CR value and
makes the case for our approach of focusing on understanding stake-
holder psychology to help companies create such value. We intro-
duce our stakeholder psychology framework (Chapter 2) and high-
light the stakeholder-driven, pro-company and pro-social outcomes
a company can hope to reap through its CR (Chapter 3).

Part II (Chapters 4-0) is the conceptual heart of the book. It con-
tains the details of our stakeholder psychology framework. More
specifically, Chapter 4 focuses on the CR/stakeholder interface,
wherein we discuss what stakeholders learn about CR and the ways in
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which they doso (i.e., the communication channels from which they
typically acquire such information). Chapter 5 goes into the mind
and heart of the stakeholder, revealing how stakeholders interpret
CR information. Finally, Chapter 6 examines the contextual factors
that influence the interpretations and responses of stakeholders.
Part III (Chapters 7-11) of the book unpacks the implications of
the framework for managers. In Chapter 7, we focus on how compa-
nies can co-create CR programs with their stakeholders. Chapter 8 is
concerned with how to communicate effectively with stakeholders
about CR. Chapter 9 provides guidance on the challenging task of
evaluating the effectiveness of CR activity. Chapter 10 describes two
tests of the framework in realistic contexts, and provides illustrations
of how the framework might be used by managers. We conclude in
Chapter 11 by recapping the main themes and, looking to the future,
outlining some issues that we believe will become increasingly impor-

tant in years to come.
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PART 1

Deconstructing CR value

The corporate social and environmental responsibility movement,
known more generally as corporate responsibility (CR), shows little
sign of waning. All Fortune 500 companies now run some form of
corporate responsibility (CR) program and the desire to “do well by
doing good” motivates the world’s largest corporations collectively to
direct billions of dollars towards a wide spectrum of social and envi-
ronmental issues, whether through donations, volunteer programs,
or other means.

Numerous surveys show that senior managers, major shareholders
and board members agree that CR is “in the best interest” of their
company. Yet despite the widespread belief that CR can simultane-
ously improve societal welfare and corporate performance, it is rare
that CR reaches its full potential as portrayed in the mainstream
press. Simply put, even for a company with the best intentions,
merely “doing good” is not enough to create business and social value.

In this first part, we make the case for understanding when, why
and how CR value is created. We argue that to practice strategic CR
management, managers need to see stakeholders as individuals who
can create value for the company through their individual behav-
iors. Specifically, in Chapter 2, we deconstruct the value created by
CR into its underlying components and provide an overview of the
underlying psychology that drives stakeholder reactions. In Chap-
ter 3, we outline what many of these behaviors are and show that
much of the value from CR stems from stakeholders rewarding the

company, and acting responsibly themselves.






TWO

Viewing stakeholders as individuals

The “Market for Virtue”

The roots of CR have a long and rich history. The idea that businesses
can be managed in ways that benefit society dates back to at least
the early eighteenth century. In those days “CR” initiatives, in the
form of policies and programs helpful to workers, were implemented
by industrialists. These were the days of CR’s pioneers, idealists who
single-handedly pursued a vision of using business to “give back” to
society.

For example, Robert Owen was a Welsh-born textile entrepreneur,
who in 1799 bought a cotton mill in New Lanark, Scotland so that he
could conduct what he called “an experiment” in business practice.!
Upon purchasing the mill, he instituted a series of socially responsible
policies aimed at improving the lives of his workers. He created a
fund for those who became sick. He abolished child labor in the
factory town. He set up a bank and store to provide services and
products at reasonable rates. Owen even started the “Institution for
the Formation of Character,” which functioned as a school for both
children and adults.

In 1831, George Cadbury, the son of the philanthropist and choco-
late maker John Cadbury, created a model village — for the benefit
of his workers — that conformed to his Quaker ideals. Sir Titus Salt
founded the manufacturing town of Saltaire in 1853 as an alterna-

tive for workers who lived under wretched conditions and intense
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pollution in nearby Bradford, England. When asked why he took on
the ambitious project, Salt answered: “Outside of my business [ am
nothing — in it, I have considerable influence.”

Undoubtedly, the employees of Owen, Cadbury, and Salt appre-
ciated the fruits of these efforts. But the employees were not the
initiators of these innovations.

The face of CR looks very different today. In the twenty-first
century, the impetus for many companies to engage in CR is driven
by demand from their stakeholders. The model of CR as the brainchild
of a single executive no longer holds sway. A substantial segment
of the population now prides itself on rewarding “good” companies
and punishing “bad” ones. Thus, today’s companies are responding
as much to market forces as they are to the societal issues themselves.
This is what researcher David Vogel calls “the Market for Virtue,”

in his eponymous influential book.

A substantial segment of the population now actively rewards

“good” companies and punishes “bad” ones.

Never have these market pressures to engage in CR been more
acute. In fact, many people now believe that businesses are better equipped
to solve the world’s problems than the public sector.> The reasoning goes
that governments are resource-strapped, slow to change, and often
ineffective in many endeavors; on the other hand, companies have
considerable resources, are nimble enough to take on problems as
they arise, and bring a performance-based attitude that makes them
freer to solve issues quickly and efficiently. As a result, companies
are increasingly expected to be on the frontlines of the world’s political,
economic, and social transformations.

Certainly, the wide diffusion and prominence of CR is still in
part a response to the daunting social and environmental chal-
lenges we face as a society. Income disparity in both developing and

highly industrialized economies is of unprecedented concern. Global
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climate change is widely accepted as real, and there is great unease
that its potential consequences are imminent and devastating.
Human rights continue to be routinely and flagrantly violated in
many parts of the world. And with the power and numerous privi-
leges that corporations are afforded by law, many citizens also believe
the time has come for these companies to act differently.

Concerns about social justice, equity, and the environment have
long been with us. But what we see today is a widely held belief that

companies can and should intervene in addressing these societal issues.

Companies speak about CR

Former Toyota President, Katsuaki Watanabe, observes: “One of the
greatest changes in the business environment in recent years is the
heightened expectations towards corporate responsibility.”* We see
these expectations across the full range of stakeholders. Pringle and
Thompson, the authors of Brand Spirit, are intensely aware that many
consumers are pushing companies to engage in CR: “Consumers are
going beyond the practical issues of functional product performance
or rational product benefits. .. What they are asking for — and are

drawn to now — are demonstrations of good.”’

Meanwhile, Jim Copeland, the former CEO of Deloitte, finds a
similar impetus from employees: “The best professionals in the world
want to work in organizations in which they can thrive. And, they
want to work for companies that exhibit good corporate citizenship.”®

Investors are adding their voice as well; Judy Henderson, of the
Global Reporting Initiative, notices a strong trend: “Discerning
investors now recognize that a company managed according to interests
broader than those of only shareholders is more likely to profit over the long
term.””

Not surprisingly, many forward-thinking companies are gravitat-
ing towards more strategic approaches to meet CR demand. Figure 2.1

shows that this shift is occurring along three dimensions.
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Figure 2.1 The changing face of CR

First, while CR was once considered an obligation, and often
afterthought, companies are now treating it more as an opportunity
to create value for their business. Some companies acknowledge this
shift explicitly by using the phrase “Corporate Social Opportunity”
in place of CR.

Second, while CR was traditionally thought to revolve around a
few stakeholder groups, such as non-profits and possibly consumers,
of late companies have realized that CR is important to multiple stake-
holders such as employees, investors, regulators, and the communities
in which they operate.

Finally, while companies used to see CR as a short-term, one-shot
tactic (e.g., increased sales from cause-marketing initiatives), it is
now seen as an intrinsic part of the company’s long-term, strategic thrust.
Companies that are most strategic about their CR tend to operate in
the dark gray area of the cube; they see it as a long-term opportunity

to relate to many stakeholder segments.
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Figure 2.2 Two routes by which CR generates value

The stakeholder route to CR value

With this substantial shift in worldview, many companies are rec-
ognizing an important distinction in terms of how CR generates
value. Specifically, there are two routes through which CR can cre-
ate value for the company, the direct route and the stakeholder (or
indirect) route (illustrated in Figure 2.2).% Each route is important,
and the two routes should be seen as complementary. This simple,
yet critical, distinction can shed light on why CR value can seem so
idiosyncratic; that is, it generates value for some companies but not
others.

The first route to CR value is more direct and obvious, and reported
routinely in CR reports released annually by companies. Through
this route, the CR activity — in and of itself — leads to cost savings or
increased revenues. For example, from 2004 to 2006 International
Paper reduced its overall energy usage by 0.7 percent and its fossil
fuel consumption by 12.2 percent (even as revenues grew by about
6 percent). The company is also the largest producer of reforestation
stock, which is likely to contribute directly to future revenues.” In
this example of the direct route, the financial performance benefits of
engaging in environmentally friendly programs are obvious, clearly
assessable and a direct outcome of the company’s actions.

In contrast, the second and more indirect route to CR value

is through the reactions of stakeholders. In line with Margolis,
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Elfenbein, and Walsh,!° we call this the stakeholder route to CR
value. When stakeholders are pleased with the company’s actions,
they choose to reward its good behavior by purchasing its stock,
buying its products, and applying for jobs. In contrast, when stake-
holders are displeased with the company’s actions, they may dissolve
the relationship, switching to a more responsible company.

Continuing the International Paper example above, it is possi-
ble that many stakeholders will react favorably to the company’s
actions in the environmental arena. For instance, certain cus-
tomers may happily receive news of the company’s reduced energy
usage and reduction of fossil fuel consumption; some may even
make an extra effort to buy the company’s products and spread
positive word-of-mouth on behalf of the company. The same is
true for many of International Paper’s employees. Many of them
will feel proud to work for a company that is environmentally
responsible.

These benefits may not be immediately apparent in financial statements,
yet over time could well result in increased customer loyalty and advocacy,
as well as an increase in employee morale, leading to greater employee
retention and higher productivity.

Clearly, the stakeholder route is more indirect in that the value
depends on the subjective reactions of the stakeholders. As a result,
the value from this route, while potentially substantial and long
lasting, is idiosyncratic and contingent on a host of contextual
factors that influence stakeholder responses. Managing the stake-
holder route is therefore very challenging, requiring a clear image
of what stakeholders want so that CR can be properly designed,
implemented, and evaluated.

The missing link: An individual stakeholder view

CR impacts a wide variety of stakeholder segments and each of

these segments responds in diverse ways based on their personal
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preferences and tastes. Taking advantage of the stakeholder route to
CR value requires managers to develop a much deeper understanding
of how stakeholders think and behave. In essence, managers need to
examine stakeholder psychology and develop an appreciation for how
CR fits into the lives of stakeholders. Absent this sort of understand-
ing, it is unlikely that we will be able to predict with any certainty
whether CR will or will not create real value.

No two stakeholders are exactly alike. In the consumption realm,
some people demand CR from companies, others are cooler about
the idea. Some will pay a premium for socially responsible products,
while others will purchase from responsible companies only when
products are similar in quality and price to those of the competition.
The same heterogeneity is found in the investment realm, where a
growing number of shareholders actively seek good corporate citizens
as a matter of principle, while others support responsible business
practices only when it is seen to contribute to the profitability of the
company.

Given this heterogeneity, managers need to know how individual
stakeholders perceive CR initiatives. Managers need to get into the
mind of the stakeholder, understanding how CR activity is inter-
preted. And managers need to relate the thoughts and feelings of
stakeholders to behavioral responses to CR that contribute to the

company’s success.

Managers need to examine stakeholder psychology and develop
an appreciation for how CR fits into the lives of stakeholders.

We take this individual-level perspective in almost all of our research.
For example, in our technology company study and in the childhood
development center study we find that CR increases consumers’
intent to purchase products because it signals to consumers that the

company shares their values.!! In our frontline employee study, we
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find that, if managed correctly, CR can contribute to employees’
desire to fulfill customer needs.

We will revisit the details of these and other studies in upcoming
chapters. What'’s important to note now is that the individual-level
perspective is often much more revealing than the view from the
aggregate level. Once a clear picture is formed at the individual
level, managers can begin to aggregate up from the ground level in
order to predict the overall market response to CR initiatives.

In pursuing such an understanding of stakeholder reactions, we
build on and integrate affiliated disciplines — including psychology,
consumer behavior, and marketing — to develop a framework that
provides insight into how CR activity fulfills stakeholder needs. This
understanding allows the company to optimize the impact of CR on

itself, its stakeholders, the environment, and society at large.

The road to CR value: A framework

We have synthesized insights from our research and those of other
researchers into a comprehensive framework. The framework is
designed to trace stakeholder reactions to CR, from the moment
they see or hear about it, to the time they purchase a product or
apply for a job. This road to CR value can be long, and sometimes
complex, but managers who understand these steps will be better
prepared to respond to stakeholder pressures, and more likely to reap
rewards from their CR efforts.

Strong and enduring stakeholder relationships are critical to a

company’s success.

Our framework (Figure 2.3) has four overarching components, which

are explained in more detail in the chapters that follow.

1. The first component is CR inputs (i.e., what stakeholders see
and hear). Stakeholders make judgments about companies’ CR
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CR INPUTS PSYCHOLOGICAL PROCESS CR VALUE

Investment Business
Understanding

I > Unity A
Usefulness

v
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S 3

CONTINGENCIES

Stakeholder Company

Figure 2.3 An overview of our framework

activity, and they make them based on a few key dimensions: the
issue that CR addresses, how programs are implemented, and the
extent to which the company allocates resources to programs.

2. The second component in the framework concerns the psycho-
logical process (i.e., how stakeholders interpret CR activity). This
component is concerned with all the thoughts and feelings that
stakeholders have about the CR activity and the company. As
stakeholders learn about CR activity, developing what we call
Understanding, they judge the appropriateness of the CR activity,
try to uncover what motivated the company to engage in CR, and

evaluate whether CR programs are improving societal welfare.

In addition to the impact on others, stakeholders — human
beings after all — like to benefit themselves from CR. This may
be something concrete, or it may be something as simple as “mak-
ing them feel good.” Whether they receive these benefits, some-
thing we call Usefulness, is a major factor in stakeholders’ reactions
to CR.

Understanding and Usefulness work in concert to forge a sense that

there is Unity (or not) between the stakeholder and the company.
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When Understanding and Usefulness are working harmoniously,
they foster a sense that stakeholders and the company are on the
same team, sharing values and working towards the same goals. Unity

reflects the goal of having a strong and enduring relationship with a

stakeholder.

3. The third component is CR value (i.e., how individual stakehold-

ers respond to CR). It comprises actual behaviors by stakeholders.

CR value may take the form of business value, where stakeholders
purchase the company’s products, invest in the company, or oth-
erwise help the company reach its goals. CR value may also take
the form of societal value, a too-often overlooked outcome of CR,
involving increases in donations, volunteering, or other important

pro-social activities from the stakeholder.

4. The fourth and final component of the framework are the contin-
gencies (i.e., how context influences the overall process). Each sit-
uation is unique, so managerial decision-making must be adapted
to account for this reality. We have conducted our research in
many industries and with many types of stakeholders. As a result,
we have identified many of the critical contextual factors that
may influence how stakeholders’ interpretations and ultimate

responses unfold.

These factors are often related to individual differences in stakehold-
ers, such as how much they care about an issue or how embedded they are
in the organization. Alert managers can leverage these factors, tailor-
ing CR activity to generate the most favorable business and societal
returns from CR investment.

The other set of factors that influence the road to CR value are
based on differences across companies and industries. These may also

be leveraged by managers for maximal advantage.
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What the framework means for managers

Our framework is stakeholder-centric, recognizing that stakeholders
have considerable control in responding to CR activity. However,
the framework is really designed to help managers use this knowledge

to make better decisions about their CR engagement.

CR programs are most likely to be self-sustaining when they pro-

vide a “win-win-win” (company, stakeholder, cause).

Our intention is for managers to tailor CR activities so that stake-
holders feel that the company is satisfying their needs and wants.
Satisfying stakeholders is a responsibility of managers. We believe
that the company is who its stakeholders are,!? that without strong
and enduring stakeholder relationships a company is bound to fail,
collapsing under its own weight. But aside from this normative moti-
vation, managers also need to be pragmatic in how they run CR
programs. Qur approach is designed to provide managers with the
win-win-win (company, stakeholder, cause) that is necessary for CR
programs to be self-sustaining. Unless CR programs are compelling
to stakeholders, they are unlikely to survive in the long term, and

maybe not even in the short term.

An illustrative example

We explain each of the framework’s components in subsquent chap-
ters. But to illustrate our overall approach, consider a real world
example from our research: a corporate responsibility initiative
of a global consumer products company designed to address the
“silent epidemic” of oral disease. To achieve its goal of “combat-
ing America’s oral health epidemic by helping 50 million children
and their families by 2010,” the company partnered with the Boys
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and Girls Club of America and local dental schools across the coun-
try to provide education, tools, and access to dental care services
for children in economically disadvantaged neighborhoods across
the US.

By partnering with a well known non-profit, the company was
able to generate high awareness among the non-profit’s members.
The program provided both kids and their parents with many valued
benefits. For example, by inviting celebrities to speak to the children
about dental hygiene, kids were highly motivated to participate, resulting
in healthier teeth — and happier parents. When parents saw the
positive results of the program on their children’s lives, it fostered
a belief that the company was genuinely concerned about kids’ oral
health. One parent we spoke with said: “This company helps a lot
and they think a lot about kids especially; they want to help the
lower income people.”

Parents with kids in the program now view the toothpaste brand
as gentle and caring. The relationship that has developed between these
parents and the company has resulted in a number of positive outcomes.
For example, many parents have become loyal consumers not only of
the toothpaste brand, but also of products marketed by the company
in other categories (e.g., shampoos). They connect purchasing the
company’s products to their own well-being. As one parent noted:
“By consuming their products we are contributing to the program’s
success.”

Also, parents are more aware of their kids’ oral health, which has
led them to supervise their children to attain improved brushing
habits. These outcomes are notably stronger depending on the char-
acteristics of the parent; those who have immigrated most recently
to the country — and are therefore still acculturating — react more
positively to the program. (We will explain why this occurs in Chap-
ter 6.) In sum, this example gives a sense of the underlying process

behind many stakeholders’ reactions to CR.
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Summary

In this chapter we review some history and early examples of social
responsibility before zooming in on the present state of affairs. In
so doing, we underscore what is different about the challenges for
today’s CR manager, including the current “market for virtue” and
the importance of generating value via the stakeholder route, a less
direct but major key to a successful business venture in the twenty-
first century.

We set forth our basic framework, each component of which will
be discussed in greater detail in the chapters that follow. These
include understanding what stakeholders see, how they interpret
what they know about CR initiatives, how they respond to such CR
activities, and how context influences the process.

Throughout this book, our approach is stakeholder-centric; yet our
intent is to provide managers with the insights they need to tailor
CR activities so that stakeholders feel that the company is satisfying
their needs and wants. Ultimately, the goal is a win-win-win — for the
company, the stakeholder, and the social or environmental cause.

The value of the framework to managers can be summarized more
specifically thus: By defining how stakeholders interpret and respond
to CR activity, the framework helps managers configure both their
CR efforts and their communication of it to ensure that their CR
is focused on issues that are most important to their stakeholders. It
allows managers to design and implement CSR programs that make
clear to stakeholders how these fit into the company’s mission and
benefit the stakeholders. As well, the framework guides managers
so that they can effectively and comprehensively assess their CR
campaigns’ success and calculate return on CR investment. Finally,
by understanding how context influences the entire process, the
framework helps managers adapt their CR activities to their unique

situation.
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THREE

How stakeholders respond to CR

For CR to have a legitimate place at the corporate table, it cannot
be an end in itself. CR needs to produce tangible value not only for
the environment and society, but also for the company. Otherwise,
CR is simply not sustainable.

The global business community knows this. As a result, many
companies, as a matter of course, try to measure the value created by
their CR activities. That’s why new emerging standards, like those
set forth by the UN’s Global Reporting Initiative, have made it easier
for companies to evaluate their CR activity.

If annual CR reports are any indication, companies are making
progress in tying CR actions to a variety of both social and business
outcomes. Managers are setting ambitious CR-related goals, and,
in many cases, achieving them. For example, 3M plans to reduce
emissions by 50 percent over the next fifteen years with expected
savings to the company of $200 million.! More examples of the direct
route to CR value are shown in Figure 3.1.

While such progress is certainly laudable and is a clear step in
the right direction, it is overwhelmingly focused on the direct route
to CR value discussed in Chapter 2 (e.g., cost savings; reduction of
carbon footprint, etc.). But ignoring the indirect route (i.e., through
stakeholder reactions) to CR value provides only a partial accounting
of the full value that CR generates. In other words, while direct

route assessment should be seen as an important starting point for

42
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Company Year Innovation Revenue

Siemens 2009 Energy-saving and other €23 billion
green technologies
constitute more than
a quarter of total sales

GE By 2010 Green portfolio $17 billion
“Ecomagination”
Savings
Catalyst Paper 2002-2005 Reduced CO2 emissions  $13 million
Corporation by 46% (equivalent of
690,000 barrels of oil)

Hewlett-Packard Annually  Consolidated 85 data $25 million
centers to six
worldwide. This
reduces energy usage
by up to 450 million

kWh

BASF Annually  By-products and waste €500 million at
from one plant can be Ludwigshafen
used as raw materials plants

for other plants

Figure 3.1 Examples of the direct route to CR value

companies that wish to be strategic about their CR management,
companies also need to articulate, understand, and assess the CR
value created through stakeholder responses to CR.

Executives are cognizant — at least in a general sense — that stake-
holder reactions to CR activity can have important consequences
for the company and society. In 2003, for example, the World Eco-
nomic Forum conducted a global survey in which it asked executives
to cite the three most important motivations behind their CR activ-
ity. Almost 80 percent cited reputation among constituents (i.e., the
stakeholder route). A full 60 percent cited employee motivation,
another indirect route. In contrast, less than 20 percent claimed
operational efficiency (i.e., the direct route) as one of their top

motivations.?
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Managers who ignore the indirect route are likely to miss much
of the value generated by CR.

These findings are corroborated by a recent McKinsey survey
(2009) of Chief Financial Officers (CFOs) investment profession-

als, and corporate responsibility professionals. (See below.)

A 2009 McKinsey survey asked CFOs as well as investment and CR
professionals to name how CR engagement benefits the company.
Almost 80% claimed that CR helps a company’s financial perfor-
mance primarily through building and maintaining a good repu-
tation and/or brand equity; and about 55% claimed that CR helps
attract, motivate and retain talented employees. In contrast, only
about 35% of these executives claimed that CR benefits the company
mainly through the direct route of improved “operational efficiency,
and/or decreasing costs.”

Consider, too, the many benefits of CR as cited by Business for
Social Responsibility (BSR), each of which is based on stakeholders’

indirect reactions to CR:

When done well, CSR builds business value in diverse ways: by
enhancing brand image, establishing a more cooperative relation-
ship with government regulatory agencies, and garnering the interest
of investors who are interested in issues related to sustainability. It
also helps: attract and retain talented, motivated employees; enhance
the company’s position in new markets; position the company as a
good partner for peers, government, and NGOs; and improve risk
recognition and avoidance. The list goes on and on.’?

The missing element

Although many managers know that the stakeholder route to CR

value is important, many continue to struggle to understand the
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ways in which it can truly inform their decision-making. Admit-
tedly, making sense of the many potential stakeholder reactions can
be daunting. Most companies have a wide array of stakeholders to
satisfy, each with their own interests and needs. Moreover, there are
precious few models to help practitioners or scholars make sense of
the complexity. In their book, researchers Marc Epstein and Sally
Widener point out this dilemma by stating: “While research sug-
gests that organizations need to evaluate diverse stakeholder inter-
ests, be aware of social and economic impacts, and integrate this into
decision-making, there is little guidance on the underlying process.”*

In sum, then, companies want to know whether their CR invest-
ment is paying off. At the same time, however, it is not easy to delin-
eate the links between CR actions and how or whether the value
of such actions is created through stakeholder reactions. Given the
need for greater clarity around the nature of stakeholder-driven CR
value, this chapter delves into its components, providing a measur-
able and actionable sense of the “pro-company outcomes” inherent

in stakeholder responses to CR.

Two types of CR value
Business value

WPP Group CEO, Sir Martin Sorrell, sees CR as: “a major area
of potential revenue generation and profitability.” Moreover, he
believes that CR is beneficial to companies because, “consumers,
governments and non-government organizations will favor those
companies that take a more constructive approach to issues such as
the environment, food availability, obesity and water shortages.”®
Thus, as we argue at every stage of this book, CR value often stems
directly from the behaviors of stakeholders in any number of stake-
holder realms (e.g., consumption, employment, investment). This

occurs because CR activity can forge strong and enduring relationships
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with stakeholders, leading many to reward the company for its responsible
behavior. We call this set of behaviors business value. But CR can also

create another type of value.

Societal value

Just as there is an indirect route linking CR activity to corporate
returns, so, too, there is one linking CR to societal returns. This
societal value stems from the social and environmental impacts of the
company’s CR activity as wrought by stakeholder actions.

For instance, when stakeholders become aware of or get person-
ally involved with CR initiatives, it heightens their desire to “do
good.” This desire may express itself in the form of voluntary actions
(e.g., donating money, volunteering) on the part of the stakeholder,
which can benefit the cause beyond the formal boundaries of the
CR initiative. Moreover, engagement in CR initiatives also prompts
stakeholders to undertake behavioral changes in the social arena

(e.g., lowering their carbon footprint, eating healthier foods).

A real world example: “Shared value”

Companies that practice strategic CR management actively track
both business and societal value. Nestlé, for instance, is such a com-
pany, having made great strides in assessing both business and societal
outcomes on a regular basis (see Figure 3.2). The company calls this
approach “creating shared value.”

In a manner similar to that of our approach in this book, Nestlé
breaks shared value into two components: value to the company
(and its shareholders), and societal value. With regard to value to
the company, Nestlé has begun the process of understanding how
CR improves its fiscal and strategic position.

Specifically, setting aside the direct contributors to business out-

comes — such as lowering manufacturing costs — Nestlé cites
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Nestlé Business Principles and commitments
to external standards

Agriculture Environment, Products and
and rural development [l manufacturing and people consumers
Nestlé social and Nestlé social and Nestlé social and
environmental impacts environmental impacts environmental impacts
Nestlé commitments Nestlé commitments Nestlé commitments
and actions and actions and actions
v v

Societal value o Nestlé and shareholder
value

= Shared value

Figure 3.2 Nestlé framework for creating shared value

several stakeholder-related drivers. These include providing new R&D
and expertise to suppliers and building brands through responsible
marketing. This company has also organized and convened formal
meetings to reach out to high priority stakeholders who can help the
company achieve its performance objectives. Above is a breakdown
of their approach.

Nestlé assessed the societal value of CR initiatives by looking at

several outcomes. These include:

widening access to nutritional products for consumers,

reducing consumption of natural resources in manufacturing,

creating jobs in local communities where Nestlé has a presence,
and

generating local investment and economic growth.

Specific measures of this value include the number of farmers trained
through Nestlé programs, the number of products renovated for nutri-
tion or health considerations, and the degree of reduction of both

waste and carbon emissions. Value for the company takes the form of
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better quality of materials and lower procurement costs due to direct
relationships with local farmers, reduced lost time due to employees
injured on the job, and greater market share due to the enhanced
reputation that CR provides.’

Nestlé’s approach highlights the essential link between societal
and company value — that is, shared value. And beyond that, it is
apparent that such shared value is created through stakeholder reac-
tions to CR. As will become clear in the delineation of the psycho-
logical engine that drives reactions to CR (see Chapter 5), a primary
driver of pro-company behaviors is the stakeholder perception of
having benefited from the company’s CR actions.

Such benefits may come to the stakeholders either directly (as
direct beneficiaries of a CR program, such as Nestl¢’s farmer training
programs) or indirectly, through an increase in their psychological
well-being. In some instances well-being may even be enhanced
through their own greater pro-social and pro-environmental behav-
iors (e.g., buying from a company that cares about the environment).

The walue to society of a company’s CR is a direct determinant of the
added value that stakeholders then go on to create for the company.
They create that value through specific behaviors, once they feel
engaged. Therefore, while the main thrust of this chapter is on CR
company value, it is essential to acknowledge the underlying link

between company value and societal value.

The most impactful CR activity is often that which provides
compelling benefits to the stakeholder.

Because of the central position of the stakeholder in this equation,
it is important for managers to understand the behaviors of individ-
ual stakeholders. The discussion therefore moves next to the differ-
ent individual-level components of CR company value, providing

evidence for each from our own research studies and those of other
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scholars. As shown in our framework (see Chapter 2), such value is
created through a set of pro-company behaviors exhibited by individual
stakeholders.

CR business value

Conventional wisdom suggests that the biggest return to CR spend-
ing stems from an increased intent to purchase products from or seek
employment with or invest in a firm that is deemed socially responsible.
For example, a poll by Cone Communications in 2007 found that
when price and quality are equal, 87 percent of American consumers
are likely to switch from one product to another that is associated
with a good cause; this number has gone up from 66 percent in
1993. Similarly, 77 percent considered a company’s commitment to
social causes when considering employment (up from 48 percent in
2001) and 66 percent considered such commitment while making
investment decisions (up from 40 percent in 2001).

In fact, when stakeholders reward a company for its CR initiatives,
they do so in multiple ways that are reflective of a strong relationship
in which purchase, employment, and investment are but the starting
points. Deep relationships can result in valuable behaviors across a
variety of stakeholder realms. These are described below in more
detail, with particular emphasis on the consumption and employ-

ment domains, which are critical to strategic CR management.

The consumption realm

While many managers — especially marketing managers — view CR
as an opportunity to grow short-term sales, our research suggests that
the real value of CR transcends any single transaction. Instead, CR

value stems from the deep, meaningful and enduring relationships that CR
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can encourage stakeholders to develop with the company. Consider the

following focus group quotes:

If I saw something I didn’t like, I would still give them [Good Earth
Company] another chance.

Talk about Patagonia — people would just leave the magazines at my
door, leave an article about the company — it’s really supposed to be
great.

I will only buy Stonyfield and I’ll only buy Tom’s of Maine toothpaste
no matter how cheap the other stuff is.

Even though their product is not unique, I am very loyal to them. If
their prices went up relative to similar products, I would still buy it,
even if | had to cut down on the total amount.

Managers who work to cultivate high quality relationships based
on identification and trust (see Chapter 5) are likely to find this
sort of broad-based support from stakeholders in the consump-
tion realm. Among the measurable aspects of consumption are
purchase, loyalty, willingness to pay, and positive word-of-mouth

behaviors.

CR value stems from the deep, meaningful and enduring stake-

holder relationships that CR can produce.

Purchase: Much research, including ours, points to consumers’
increased likelihood of purchasing the products and services of
a socially responsible company. Across numerous studies we con-
ducted, consumers consistently express a desire to reward companies
that engage in CR activity. For example, we conducted an exper-
imental study, measuring the purchase intent of respondents as a
function of their perceptions of the company’s CR record. Holding
other factors constant, we found that respondents had significantly
higher intent to purchase from a company with a positive CR record

than from one with a poor record.
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In another study of stakeholder responses to CR, a large corporate
donation to a child development center by a large consumer goods
company heightened stakeholders’ intentions to purchase its brands
(See panel a of Figure 3.3).

Interestingly, the findings from our study of the oral health
program demonstrated that such increased purchase behavior by
program participants can, under certain conditions, end up taking
share from an entrenched market leader. Before being exposed to
the program, the parents were very loyal to the market leader brand.
Once the parents saw the positive effects of the initiative on their
children’s oral health, they sought to support the initiative by pur-
chasing the company’s toothpaste. The parents in our focus groups
described the dramatic effect of CR in these words:

My kids are benefiting, the community is benefiting, why would I not
buy it?

As parents we all have to support the company that is sponsoring the
program so that it can have more money [to continue this program].

Sometimes we buy a product and.. . . that’s the end of it. But when you
see something like what [the brand] is doing, you realize that they are
trying to help the community, especially the Latinos and the African
Americans, because we are the poorest, and they are trying to help
us. [The initiative] is expensive but they are giving it to us for free.

By consuming their products we are contributing to the program’s
success.

To confirm that these intentions were actually acted upon, we sur-
veyed more than 350 people that fit the ethnic and socio-economic
profile of beneficiaries of the initiative. We compared responses of
three groups: the participants in the initiative, a second group com-
prised of non-participants who were aware of the initiative, and a
third group representing the general population (who were unaware
of the initiative). When we asked how often they buy the brand

when shopping for their children, the results from the parents were
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Figure 3.3 Individual-level outcomes in consumption and employment
realms based on a donation to a child development center

Note: (a) Purchase intent scores were constructed by multiplying the response
to the purchase intent item (1-5 scale, 5 indicating high intent to purchase)
and a second item that tested whether or not the respondent knew that the
brand belonged to the corporation that made the donation (1 if they knew the
brand was manufactured by the company and 0 if they did not). For example,
a respondent who indicated a high intent to purchase the brand but did not
know the company that manufactured the brand (4*0) was given a score of
0 while a respondent who had the same purchase intent but knew that the
company manufactured the brand was scored as 4 (4*1). Employment and
Investment intent are based on a simple 1-5 scale (higher values represent
greater intent). (b) Pre-unaware equals participants polled before the donation,
post-unaware equals unaware consumers after the donation, and post-aware
equals participants who are aware of the donation.
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Figure 3.4 Consumption realm outcomes from oral health program
participants

eye-opening. Only 20 percent of the general population said that
they purchase the brand “often” or “always,” compared to 66 percent
for the main competitor brand. In contrast, 32 percent of parents
who were merely aware of the program purchased it often or always —
already a large bump up from those unaware of the program. Purchase

by participants in the initiative was even higher (42 percent).

CR value is manifested in a range of consumption behaviors such
as purchase, loyalty, and positive word-of-mouth.

Figure 3.4a suggests that some of the increase in purchase likely

came at the expense of the sales of the competitor’s toothpaste;
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the increase coincided with a decrease in purchase of the brand’s
primary competitor. Figure 3.4b shows very similar effects for parents
purchasing the brand for their own use. In short, the CR program
converted entire households into customens.

Three additional outcomes in the “purchasing” realm that were

measured in research studies were:

e loyalty,
¢ willingness to pay, and

e positive word-of-mouth behavior.

A description of each of these outcomes, and a rationale for why
they are important, follows next.

Loyalty. While repeat purchase is often used as an indicator of
loyalty, it is at best an imperfect measure. Purchase frequency is
often more influenced by promotions (think frequent-flyer points),
availability, and convenience than a true psychological commitment
towards the brand. Therefore, we view loyalty as consumers’ commit-
ment to a brand, which runs much deeper than mere repeat purchase.
Loyalty is based on an enduring relationship that manifests itself as
repeat purchase and a resistance to purchasing from other compa-
nies. As one respondent told us about the Body Shop in a separate

study:

What brings me back to their stores is the feeling that every purchase
from them is in a way a contribution to the improvement of life in
places where their product comes from and, at the same time, a way
to take care of myself.®

Our research has revealed many such examples of loyalty that stem
from a company or a brand’s CR initiatives. For example, in our study
of more than 1,000 yogurt consumers, we found that frequent buyers
of Stonyfield Farm (hereafter “Stonyfield”) professed stronger loyalty
to their brand compared to frequent buyers of Dannon and Yoplait.

Furthermore, these differences could be traced directly to consumers’
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beliefs that Stonyfield is more socially responsible. Overall, our body
of research shows that CR can help not only immediate sales,
but also the intent of consumers to purchase into the foreseeable
future.

Willingness to pay. When CR enhances the relationship between
stakeholders and the company, it often leads to a heightened will-
ingness to pay for products and services. Across a range of product
categories, CR makes products and services more desirable to stake-
holders because it is socially desirable and because purchase enables
stakeholders to affirm their personal values through purchase of the com-
pany’s offerings.

An interesting experiment conducted by researchers Trudel and
Cotte asked consumers how much they would be willing to pay for
T-shirts and coffee. Some consumers were told that the goods were
ethically produced (the “ethical group”), while others were told that
production was unethical (the “unethical group”). A third group,
given no information other than the basics about the product, served
as a control.

For coffee purchases, the control group was willing to pay, on
average, $8.31. In contrast, the mean price of coffee for the ethical
group was significantly higher, $9.71. The unethical group, on the
other hand, was willing to pay only $5.89, significantly less than
both the control group and the ethical group. The same results
were found for T-shirts, where the price consumers were willing
to pay reached $21.21 for ethically produced 100 percent organic
cotton shirts, but only $17.33 when told that production of the
shirts harms the environment (the control group was willing to
pay $20.04). Notice that in each case, consumers were willing
to pay premiums for good behavior (417 percent for coffee and
+6 percent for T-shirts compared to the control group), but enacted
even steeper discounts when the company was perceived to be
engaged in irresponsible practices (—29 percent for coffee and

—14 percent for T-shirts compared to the control group).’
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In sum, many stakeholders are cognizant of this added value
created by CR and are willing to pay for it. However, social irre-
sponsibility can destroy value as well, a fact that is reflected in lower
willingness to pay for unethically produced commodity products such
as coffee and T-shirts.

Word-of-mouth. When people enter into strong relationships with
companies, they often go beyond simply purchasing products and
services at a premium. Sometimes, they attempt to sway others,
spreading news of the company’s good works, and recommending
the company’s products and services to friends and family. Consumers
often tell us that they talk-up the company in an effort to provide additional
rewards to the company for its CR activity.

Word-of-mouth is also a way of supporting the programs in a
more roundabout way, because it generates additional sales that the
consumers expect will be used to bolster the impact of the pro-
grams in question. For instance, in our study of yogurt consumers,
respondents had significantly higher intentions to engage in rela-
tionship strengthening behaviors, such as positive word-of-mouth,
for Stonyfield, the brand positioned on CR, than they were for
its competitors.!® The reason is that Stonyfield’s close association
with CR activities engenders strong relationships with stakeholders.
Stakeholders then wish to contribute to the brand’s success; they
do this not only by purchasing the product themselves, but also by

recruiting others.

The employment realm

The outcomes that various research studies have measured in the

employment realm include:

e recruitment,
e work performance,

e turnover.
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Recruitment. Analogous to the consumption context, an important
way in which companies can benefit from their CR activity is by
attracting talented workers. As mentioned in the previous chapter,
prospective employees look for companies that match their values
because they expect that working at such a company will provide an
environment where they can express themselves fully.

The study of a large donation to a childhood development center
bears this out (see panel b of Figure 3.3 above). In addition to the
increase in purchase intent reported above, we found that stake-
holders who were aware of the gift had significantly greater intent to
apply for jobs than either of the control groups.

Corroboration of this finding comes from other studies, such as one
conducted by researchers Greening and Turban.!' They examined
the choices that prospective employees make as they search for jobs.
Respondents in their study preferred socially responsible companies
over less responsible peer companies not only when deciding where
to apply for jobs, but also in their likelihood of accepting offers.

Prospective employees seek companies that match their values
because they expect that working at such a company will provide

an environment where they can express themselves fully.

In still another study, which surveyed 800 MBA students in North
America and Europe, researchers found that 94 percent are willing to
accept a lower salary in order to work at a socially responsible com-
pany. On average, these students were willing to take a 14 percent
drop in pay to work for a company that is environmentally friendly
and caring about employees and other stakeholders.!?

Work performance. It has been written that “a paycheck can keep
a person on the job physically, but it alone will not keep a person on
the job emotionally.”’® The best companies not only look to reward
employees through traditional rewards such as salary and benefits, but

also by producing a culture of engagement, where employees become
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fully immersed in their job tasks. This sort of engagement often leads
to exceptional individual and group performance because engaged
workers show up for work consistently, are attentive on the job, and
work hard to be as productive as possible.

For example, Google has a very progressive approach to CR in the

employee realm.

Google’s progressive approach to CR, aimed at engaging its employ-
ees, is exemplified by its “20 percent rule.” Engineers are encouraged
to “think outside the box” by being allowed to devote one day per
week (20 percent of their work time) to projects and ideas that are
beyond their job descriptions.

Not only are these stakeholders pleased with this culture of
engagement, but some of these projects have also evolved into
highly successful products.

A basic and significant finding across many studies is this: When
employers engage in compelling CR activities, CR very often fos-
ters heightened engagement on the part of employees as well. This
engagement is often derived from the fact that CR is highly effective
in strengthening employee—employer bonds. Once these bonds are
formed and employees feel a sense of Unity with the company, they
will work hard to achieve its goals, because the goals are also their
own.

For instance, this factory worker at a Fortune 500 company
responded to a question about how CR affected his work by say-
ing: “The responsibility of what you’re doing out there, what you're
making, and the pride in the product. Everything goes up, quality,
your focus on not only what you are doing, but the machines you're
working with. If you see something, right away you fix it.”

In some cases, CR can cultivate a desire to help other stakeholders.
For example, in another of our research studies, the effect of CR on

frontline employees’ behavior towards customers was quite telling.
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Employees who felt that customers shared their interest in the com-
pany’s CR were motivated to “treat each customer as the only cus-
tomer” by listening carefully to their needs and doing whatever is
necessary to provide them with exceptional service. In contrast,
employees who did not have a mutual interest in CR with customers
felt little Unity with the company and its customers and were less
likely to report customer-benefiting behaviors. In other words, under
the right circumstances, CR can enhance the degree to which a
company’s workforce is customer-centric. Further discussion of this
concept appears in Chapter 6.

Turnover. A final outcome of CR that we have identified in the
employment realm is related to retention. Employees are more wed-
ded to companies that share their values. These sorts of companies
make going to work pleasurable for employees and give them pride
in their association with the company. As one respondent reported:
“One of the things that keeps me here is some of the positive things
that we do in the community and being able to be part of that as a
result.”

Our findings are corroborated by companies like Green Mountain
Coffee Roasters, twice ranked by the journal Business Ethics as the
world’s best corporate citizen. Green Mountain actively encourages
its employees to create new and innovative volunteer initiatives,
reasoning that “these programs contribute to job satisfaction and
lower turnover.”'*

Such CR value is particularly useful to companies during difficult
times, when one of the first things to be affected is employee morale.
In the words of Bobbi Silten, the Chief Foundation Officer of GAP:
“We have been going through some challenging times at the GAP.
When you ask employees ‘why are you staying?” one of the rea-
sons. . .is the values of this company. And some of those...come
from the [CR] work we do.”

We also find that employees who perceive a sense of Unity with

their respective employers — thanks to CR — also exhibit a variety of
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citizenship behaviors such as positive word-of-mouth and employee

recruitment.

CR societal value

CR activity intends — by definition — to improve societal welfare (the
terms societal and social are used interchangeably throughout the
book). But sometimes the impact on societal or environmental issues
comes not from the company itself, but rather, from stakeholders who
become interested in helping the cause. Societal value created by CR
can therefore be measured at least in part by how effective it is at
engendering stakeholder behaviors that benefit society. We now dis-
cuss two specific ways in which CR can change stakeholder behaviors

in ways that benefit society: cause advocacy and behavior changes.

Cause advocacy

When stakeholders develop a strong and enduring relationship with a
company, they often personally take on the company’s commitment
to the causes addressed by the CR activity. For example, employees
who find a company’s volunteer efforts to be compelling will often
volunteer themselves. One respondent we spoke with, an employee
at a consumer goods company, described it this way: “It encourages
you to go out as a person and volunteer, or do a Habitat for Humanity,
and be involved in the community as well.”

The sense of Unity fostered by a company’s CR activity reminds
stakeholders of the need to behave responsibly and to contribute to
societal welfare. It raises people’s awareness of the issue and demon-
strates that progress can be made. Furthermore, CR illustrates the
values of the company in unmistakable terms.

Stakeholders who subscribe to the company’s engagement in CR will
likely support similar issues through volunteering, generating word-of-
mouth, or donating money. In a field experiment of beneficiaries’

responses to CR, we found that beneficiaries who were aware of
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a company’s involvement with children indicated stronger support
for children’s issues compared to those who were not aware of the
company’s involvement. In other words, CR efforts by a company can
act as a catalyst, igniting a small movement of indirect and additional
efforts by stakeholders. Over time and across many stakeholders, these
efforts can lead to a substantial impact on the intended cause.

A fine example of CR stimulating additional giving by stakehold-
ers is a creative study conducted by researchers Lichtenstein and
colleagues.”® They surveyed 1,000 customers at four national food
chains in four cities to document individual-level outcomes of CR.
Survey respondents were given a $3 voucher as an incentive to par-
ticipate in the study. The catch? The voucher could be redeemed for
either: (1) $3 off the respondent’s next purchase at the restaurant,
or (2) a $3 donation to a local non-profit with which the company
had partnered. Consistent with our framework, rates of using the
voucher for a donation — as opposed to using it as a discount coupon —
increased significantly as Unity increased.

In other words, as stakeholders deepened their relationships with
the restaurant as a result of its CR activity, they were more likely
to go out of their way to support the cause as well, even if it meant
missing out on an opportunity to save money on a future restaurant
purchase. Overall, study findings demonstrate that people give dis-
proportionately to a charity that is sponsored by a company with
which they identify. They do this as part of a desire to express the
values they share with the company.

Behavior changes

One of the goals of CR engagement is to encourage stakeholders
to think about the consequences of their actions on the environ-
ment, their communities, society at large, and of course, themselves.
For example, consumers indicated in interviews we conducted that

buying organic food products from socially responsible companies
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(e.g., Stonyfield, Newman’s Own) influences them to increase the
overall proportion of organic foods in their diet.'® Similarly, partici-
pants in the oral health program reported brushing and flossing their
teeth more regularly. Not surprisingly, they also reported that the
improved dental health lowered the number of missed school days
for their children.

An interesting anecdote profiled in The New York Times shows
that Walmart’s recent commitment to CR has encouraged employ-
ees to change their behavior at work and how they approach their
jobs. Specifically, Walmart’s recent accent on CR has empowered
employees to initiate innovative and responsible business practices
that also provide benefits to the company’s customers.!” During the
summer of 2007, some employees refused to sell Styrofoam coolers
that were thought to be harmful to the environment. Alert managers
responded by offering coolers made from more eco-friendly materials.
Thus, Walmart’s CR activity is encouraging employees to look for
opportunities to behave responsibly themselves.

Summary

CR can benefit the company through both direct and indirect routes.
The direct method includes such things as savings and increased
revenue from a company’s actions. But this book focuses on the
less understood indirect stakeholder route through which CR can cre-
ate both company value (i.e., corporate performance) and societal
value (i.e., social and environmental welfare) through stakeholder
reactions to the company’s CR. Stakeholders’ perception that they
are benefiting from CR initiatives, either directly or indirectly, acts
as a significant driver of their reactions to CR and influences the
stakeholder—company relationship.

While CR drives individual behaviors across many stakeholder
realms, the outcomes, in turn, can create clear benefits at the aggregate

level. Companies that are able to “scale-up” CR value such as loyalty
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and advocacy across the stakeholder base are likely to see substantial
improvements in both business performance and societal welfare.
The concept of “shared value” — that is, value for both the com-
pany and society — is, then, key to success and is based in large part
on stakeholder reactions. Business value is manifested in a variety
of stakeholder realms such as consumption and employment. For
instance, CR value tends to enhance consumers’ intention to con-
tinue purchasing the company’s products, to be loyal to the brand,
and to engage in positive word-of-mouth behavior. CR also tends
to attract high quality job candidates. Societal value includes not
only the obvious social or environmental impacts, but also behavior
changes that can stem from a stakeholder’s increased sense of Unity
with the company. Stakeholders play a pivotal role in the success of
CR initiatives because when they find a program engaging they may

alter their own behavior to improve their life and the lives of others.
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PART II

Inside the mind of the stakeholder

In the previous section, we explained that when it comes to managing
CR, stakeholder reactions matter. That is why a critical pathway linking
CR activity to improvements in business and societal performance
(i.e., CR value) lies in what we call the stakeholder route. As a result,
CR value is often best understood by examining the behaviors of
individual stakeholders. For example, consumers may become loyal
patrons, and employees may make the extra effort to perform well
on the job.

Of course, such positive or desired responses to CR activity are not
guaranteed. Responses are driven by a psychological process in which
stakeholders interpret the CR activities of the company. Companies
with an understanding of this psychological process are the ones best
prepared to engage in the types of CR activity that stakeholders find
most compelling. And these activities ultimately lead to the sort of
CR value that managers seek.

In this Part we reveal how stakeholders perceive CR activity and
how they think and feel about it. In Chapter 4, we show how stake-
holders become exposed to CR information, highlighting the fact
that the sources from which stakeholders draw CR information are
varied and often lack the ability to provide a comprehensive picture
of a company’s CR activity. In Chapter 5, we explain how stake-
holders interpret CR activity. More specifically, we show that the
interpretive process is driven by three “psychological levers”: Under-
standing, Usefulness, and Unity. Finally, in Chapter 6, we identify
conditions under which stakeholder reactions to CR can be expected

to be strongest or weakest.






FOUR

What stakeholders see and hear

Interested readers already know that there are innumerable ways
in which companies enact their commitment to serve society. This
chapter focuses on how stakeholders learn about CR and what char-
acteristics of CR stakeholders are looking for when they evaluate
socially responsible activity. Such information is vital to know,
because what managers care about may be very different from what
stakeholders care about. Moreover, what companies think they are
saying may be quite different from what stakeholders are seeing and
hearing.

There are two aspects of communications that CR managers
need to be aware of in order to have the impact they need for

SucCcCess:

e First, they must understand what CR characteristics stakeholders
look for as they evaluate CR activity. This is important because
it enables managers to make these characteristics prominent in
communications.

e Second, managers must understand that stakeholders acquire infor-
mation from a variety of communication channels. Getting a handle
on the costs and benefits of these channels is the first step to
designing integrated communications campaigns for stakeholders.

We now look at each of these aspects in turn.
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TABLE 4.1 Representative CR inputs

Issue Resources Committed Implementation

Community Monetary Donations Cause Promotions

Corporate In-kind Donations Cause-related Marketing
Governance Hours Volunteered Corporate Social

Diversity Expertise Marketing

Employee Corporate Philanthropy
Relations Community Volunteering

Environment Socially Responsible

Human Rights Business Practices

Product

Source: (KLD Analytics) (Company reporting) (Kotler and Lee 2004)

CR characteristics

(Most) stakeholders are not passive receivers of CR information.
Before they even learn about a CR program, they have ideas about
what CR is and whether companies should be doing it. Moreover,
the gamut of CR activities in which companies engage is very large.
Rarely are two CR initiatives exactly alike. In order to distinguish
among the many programs that are out there, stakeholders pre-
dictably look at certain characteristics of the CR in question. These
categories help stakeholders make sense of a CR program and com-
pare it to others, both at the company and at peer companies.

There are three characteristics to which most — if not
all — stakeholders attend. These are:

e CR issue,
e CR resources,

e CR implementation.

The following discussion elaborates on each and Table 4.1 pro-

vides examples.
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CR issue

The CR issue refers to the societal problem that the CR program is
designed to address. One of the leading research organizations that
rates companies’ CR performance is KLD Research Analytics. This
company categorizes all CR activities into seven broad and inclusive
issues that are reasonably aligned with the way that most stakeholders

categorize issues. These categories are:

e community,

e corporate governance,
o diversity,

o employee relations,

e environment,

e human rights,

e product.

Each of these represents an area that may be of interest to some
stakeholders. Many companies will have CR programs dealing with
each of these issues; notably, stakeholders may view each program

very differently.

By prioritizing the issues it addresses, a company signals

whether or not it cares about the same things that stakeholders

do.

For example, the Nestlé initiatives that are designed to reduce
the environmental footprint of its manufacturing plants will have
very different impacts on stakeholders, society, and financial perfor-
mance than its efforts to expand access to nutrition for lower income
people.! By addressing some issues over others, a company signals

whether or not it cares about the same things that stakeholders

do.?



Implementational
Form

Description

Issue

Example Initiative

TABLE 4.2 lllustrative examples of CR implementation

Yoplait
Cause-Related Marketing

Commitment to make a
contribution to a cause
based on sales

Breast Cancer

Consumers mail in
specially marked Yoplait
container lids. For every
lid received, Yoplait
donates 10¢ to Susan

G. Komen for the Cure.

Diageo

Corporate Social Marketing

Support behavior change
campaign

Alcohol Education

Diageo ran a TV advertising
campaign throughout the UK
to promote responsible
drinking.

Microsoft

Corporate Philanthropy

Direct contribution to a
charity or cause

Community

Microsoft provides
grants to support
community projects,
the arts, civic
responsibility, and other
goals, with particular
focus on organizations
that use technology to
achieve aims.

Home Depot

Community Volunteering

Support and encourage
employees to volunteer
their time to community
organizations

Homelessness / Poverty

One hundred Home
Depot employees built
framing structures for 48
new homes in the
Mississippi Gulf region.

Note: More information on these examples can be found at: Yoplait: www.yoplait.com/Slsl/default.aspx, accessed March 18, 2011;
Diageo: Press Release, “Diageo Launches Drink Industry’s First Nationwide Responsible Drinking TV Campaign,” May 1, 2007,
www.diageo.com/en-row/newsmedia/pages/resource.aspx’resourceid=337, accessed March 18, 2011; Microsoft: www.microsoft.com/About/
CorporateCitizenship/en-us/our-actions/, accessed March 18, 2011; Home Depot: Press Release, “The Home Depot Foundation to
frame more than 45 houses during Habitat for Humanity’s Jimmy & Rosalynn Carter Work Project,” May 8, 2008, available at
www.habitat.org/newsroom/2008archive/, accessed March 18, 2011.
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CR implementation

CR implementation is often the next thing stakeholders look at
as they try to make sense of a company’s CR engagement. CR
implementation refers to the way that a company attacks a societal
issue.

Table 4.2 shows examples of a number of different types of CR
implementation.’ To demonstrate the range, the reader will see that
Yoplait, for instance, (left column) runs a cause-related marketing
campaign, which contributes to Susan G. Komen for the Cure, a
grassroots network of breast cancer survivors and activists that sup-
ports treatment and research for breast cancer. Diageo manages a
Corporate Social Marketing campaign aimed at changing people’s
alcohol drinking habits through its education campaign. Microsoft,
via its foundation, provides grants to organizations in an array of
issues from health (including treatment of AIDS and malaria) to
education (with an emphasis on increasing the high school gradua-
tion rate and preparing a new generation of students for college and
beyond). Home Depot operated a Community Volunteering effort
whereby it encourages and supports employees that build framing
structures in the Mississippi Gulf.

Obviously, companies may address similar issues in different ways.
Consider the issue of fighting AIDS in Africa. Emporio Armani does
its part by teaming up with Product(RED). The global organization
Product(RED) invites participant companies to use the “RED” brand
on their products, giving a portion of proceeds to HIV/AIDS research
and treatment.

Through this partnership, Emporio Armani markets a line of
specially marked clothing and accessories, donating a portion of
proceeds to AIDS treatment and research. People purchasing and
wearing such clothing are able to make a visible statement about
both their financial and their moral support of this important

cause.
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The same issue is approached very differently by Coca-Cola.*
Through programs the company itself operates, it combines
prevention, awareness, counseling and treatment for employees
and other stakeholders, while keeping the individuals’ identities
confidential.

Stakeholders are interested in how companies implement pro-
grams for several reasons. For one, stakeholders believe that the
nature of the program reveals a part of a company’s values. They
also look to CR implementation for clues about how the company
solves problems, such as whether the company is innovative, and
whether they go about CR in distinctive ways, vis-a-vis the com-
petition. Moreover, stakeholders interpret CR implementation in
light of what they already know about the company (e.g., its rep-
utation). Ultimately, small differences in CR implementation can
mean the difference in whether a stakeholder responds positively to
a CR program or retreats from it.

Given this stakeholder interest, managers need to keep tabs on
their CR implementation. The reality is that there are multiple ways
of implementing CR. Two initiatives that address a very similar
issue in different ways can sometimes lead to entirely different types

of responses from stakeholders.

Stakeholders use CR to make inferences about other, non-CR
capabilities of the company.

Let’s reconsider some of the examples in Table 4.2. Yoplait’s cause-
related marketing program is ideal for driving revenues because it
encourages customers to purchase more products than they might
otherwise. In contrast, Home Depot’s pay-off for its volunteering
efforts will probably be best measured primarily as an increase in

employee retention.
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CR resources

Companies differ substantially in the amount of CR resources that
they devote to any given issue. Stakeholders realize this, and often
use the resources committed as an indication of the company’s com-
mitment to improving societal welfare. Stakeholders pay attention
not only to financial resources in these assessments, but also to a more
complex mixture of corporate resources that combines money, expertise
and man-hours.

Figures of these commitments are often available through annual

company reporting.’ For example:

e Walmart donated approximately $378 million to charities in 2008,
making it the world’s largest corporate donor of cash, according
to Forbes.

e General Mills reports that in 2009 it donated about $16 million
in food donations — equivalent to 17 truckloads per day — to
America’s Second Harvest, a hunger relief program.

e [BM recorded 10 million hours of volunteered service from more
than 150,000 of their current and retired employees in its “On

Demand Community” from its inception in 2003 to June 2010.

Not only do numbers of this magnitude make a statement about the
company’s values, but they also attract mainstream attention. Large
donations are covered by the press, so they generate considerable
awareness among many constituents (something we will explain in
more detail in Chapter 8).

All things being equal, a larger commitment tends to drive more
favorable outcomes. Howewer, all things are rarely equal, and we do not
wish to imply that larger programs are necessarily better; quite the
contrary. That is why the amount of resources committed to CR is
but one dimension in our framework. Unfortunately, many managers
make the mistake of thinking that the larger a company’s total com-

mitment, the more favorably it will be perceived by stakeholders. In
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fact — and as we will explain in the coming chapters — stakeholders
can sometimes be indifferent to large donations.

The lesson here is that managers need to broaden their concep-
tualization of what generosity means. Why should managers avoid
relying on oversimplified yardsticks that yield single measures of CR
resources! Because stakeholders do not think in oversimplified and
single-measure ways. Stakeholders, in fact, are more likely to gauge a
company’s generosity according to its means, favoring smaller companies
that give a lot, relative to large frms.

As we will see in the next chapter (see Chapter 5; section on
CR efficacy), stakeholders also commonly assess how efficient and
effective companies are in deploying their CR resources, punishing
those that are wasteful and rewarding those that generate the best
bang for the buck.

CR communication channels

When assessing CR activity at a company, stakeholders focus most
closely on the three types of CR characteristics just described: CR
issue, CR implementation, and CR resources. Most stakeholders, how-
ever, do not learn about CR characteristics from first-hand experi-
ence. It is far more common for stakeholders to receive CR infor-
mation through an array of communications channels. These channels
act as the conduit between the activity and the ears and eyes of
stakeholders (see Figure 4.1). When these communication channels
are effective, Understanding of the CR will be enhanced, but when

they are ineffective as is often the case, Understanding often suffers.

Stakeholders increasingly want a deeper and ongoing dialogue
than that afforded by detailed annual reports.

Stakeholders are generally keen to learn about the social respon-

sibility initiatives of companies, yet they often have difficulty in
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Figure 4.1 Communicating CR activity

getting the information they crave. Managers must therefore develop
and execute plans to get CR information into the eyes and ears of
stakeholders.

For many companies, annual CR reports detailing their activities
play a large role in publicizing their good works. However, given
that a relatively small number of people actually read these reports,
managers must rely on other forms of communication. Readers of this
book should think of annual reports as merely the tip of the iceberg
when it comes to channels that are necessary to inform stakeholders
of the CR activity. In fact, for many stakeholders, discussion of
CR in annual reports may represent a form of communication that
goes under the radar and is not seen at all, or at best just glanced

over.

A broadening of CR communication

Leading companies are starting to use a very broad set of CR com-
municators, often resembling, in totality, the “integrated marketing
communications” campaigns familiar to marketers. These commu-
nicators range from the simple to the complex, from the broadcast
announcement to the highly targeted one-to-one marketing con-
tact. For such marketing campaigns, companies routinely rely on
product and packaging, branding, television advertisements, point-

of-sale promotions, annual reports, and company websites to name
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just a few channels. Email solicitations and centrally located poster
boards can sometimes be equally effective at exposing employee seg-
ments to CR activities.

The main thing that managers need to do is to make sure that
the CR communicator is the right vehicle for exposing a particular
stakeholder segment to the message. This is especially critical for
segments that have not fully received the message and therefore

need to be reached.

Examples of effective CR communication channels

GE’s ecomagination brand demonstrates the value of branding a
line of business to increase the exposure and effectiveness of its CR
message. These eco-friendly products have reached revenue levels
of $17 billion by 2010 and are expected to drive revenues past the
$25 billion mark in annual revenues by 2015.

Consider Yoplait’s “Save Lids to Save Lives” campaign, which has
practically become the “gold standard” of publicizing CR through
product packaging. This campaign targets consumers directly at the
point of purchase. Yoplait has pledged 10 cents to Susan G. Komen for
the Cure for every specially marked lid that consumers mail in. The
campaign has linked Yoplait closely with the breast cancer cause in
many consumers’ minds.’

To take another example, GE offers a whole line of environ-
mentally friendly products under the “ecomagination” brand. GE
has been running its ecomagination PR and advertising campaign
touting its socially responsible practices and products since 2005. By
introducing and branding a line of business, GE simultaneously increases
CR exposure with customers, employees, investors, and the general
public. This is a good example of a CR strategy that produces value
for the triple bottom line: people, the planet, and profits.
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The corporate website is yet another way to communicate a
company’s CR commitment. For example, BASF has dedicated a
major portion of its website to its social responsibility commitments.’
When we last looked at the corporate website it revealed more visual
space devoted to CR issues than anything else. For example, most of
the “cover stories” appearing on its homepage are CR related: “Ecol-
ogy loves Economy,” “Water Treatment in Africa,” and “Children
love Chemistry.”® This website format exposes not only customers
but also investors and members of non-governmental organizations

— including activists — to the company’s efforts.

Recent innovations

As CR becomes a mainstream phenomenon, managers face the
daunting challenge of breaking through an increasingly cluttered
CR communication landscape. As a result, companies are looking to
new and innovative forms of communicators in an effort to capture
the imagination of their constituent base.

One such example is Clorox, which is using “viral media” to inte-
grate innovative promotional strategies with their CR communica-
tions strategies, in an effort to stand out (see Figure 4.2). Clorox is
promoting its Green Works line of cleaning products by sponsoring
performance art called “the Reverse Graffiti Project.”

The artist at the heart of the campaign is Paul Curtis. Ask Curtis
to describe his work and he says, “I make pictures by cleaning.”
In essence, he cleans portions of dirty city walls to reveal nega-
tive images on the surface. The images at once provide striking
evidence of the amount of pollution in the world and display the
power of Clorox products to combat dirt build-up. Besides imag-
ining what these agri-based cleaners can do to a dirty bathtub,
stakeholders are likely to take away that Clorox is not an ordinary
company, but an innovator designing products that are on the cutting

edge.
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Figure 4.2 The Reverse Graffiti Project “Powered by Clorox”: a) The

greenworks logo; b) Artists powerwash a wall; c) The end result

Other companies that are exploring these sorts of “guerilla” CR
communications include McDonald’s, which runs a CR blog called

“values in practice.” It connects people with the company and other
stakeholders.!°

Then there’s MTV, which teamed up with Ogilvy & Mather to
produce what it called a viral video to raise awareness and money
for organizations fighting for human rights in Myanmar. This human
rights issue was raised in the opening chapter as an example of how
people form opinions based on what is often incomplete information,
thus focusing the need for targeted communication.

Another innovative communication channel for CR is direct
involvement in an issue-oriented TV program, as opposed to merely
buying on-air advertising time. On American television, for instance,
an example is the show Extreme Makeover: Home Edition, in which
a needy family gets a custom home built for their specific needs.

Sears is featured prominently in the episodes as it contributes
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appliances and home furnishings to the family that is the recipi-
ent of the network’s generosity; other partner companies may supply
a donation for scholarships or pay down the family’s mortgage. This
scenario is a win for the corporations and for the individuals who get
a new home, while also engaging the audience.

The TV show Undercover Boss took another approach by having
CEO:s of well-known corporations pretend to be new hires — often in
tedious roles — in order to get an inside view of what it’s really like
for their front line employees. Then they show social responsibility
by addressing the significant issues that impact these individuals —
something they would never have discovered from their proverbial
ivory tower.

It is the impact at the individual level that is the focus. By
signaling their desire to be involved in projects that affect their
individual employees, these corporations have chosen a commu-
nication method that creates an emotional connection, making
viewers (potential stakeholders) feel good about the company as

well.

Potential negatives

Ultimately, a determination of which communication channels are
employed must be based on the target recipient of CR communica-
tion and on the objective. But managers should not think that they are
the only ones with the ear of stakeholders. Increasingly, third parties are
commenting on corporate behavior, calling supporters or protesters
to action. It is important for companies not to over-communicate or
misrepresent their CR. The marketing adage “Tell, don’t sell” is well

advised here in order to avoid stakeholder suspicion.

Increasingly, third parties are commenting on corporate behavior,

calling supporters or protesters to action.
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The website JustMeans addresses this very issue because the site
is designed to “attract and ignite advocates for better business” by
enabling communications between people around the globe. It is
common in such communications for people to comment about
individual companies. For example, a recent Kellogg campaign is
criticized. Kellogg promotes breakfast as the most important meal of
the day and pledges to donate money to children in food-insecure
households. On the other hand, many of Kellogg’s cereals contain
high quantities of sugar, which is seen as irresponsible by JustMeans:
“Put your flakes where your mouth is Kellogg, and come up with a
CSR initiative that we can believe.”!!

Whether the amount of sugar in Kellogg’s products is adequate or
not is not as important as the larger lesson, that stakeholders receive
many messages and struggle to make sense of it all. In the next chapter we
delve into the mind of the stakeholder, explaining how stakeholders
interpret all of this information.

Summary

A key message in this chapter is that what managers think they are
saying may be quite different from what stakeholders actually perceive.
As a result, astute managers need to be aware of what stakeholders
look for, as well as the numerous ways in which they might get this
information. Three aspects of CR that get stakeholders attention
are: (1) the issue that is addressed by the company’s CR (the social
or environmental cause); (2) the program’s implementation (the
nuts and bolts of how the CR is executed); and (3) the resources
committed to it.

Numerous communication channels are available, but some get
the company’s message across better. For example, annual reports are
increasingly a rather diffuse means of reaching many stakeholders.

Instead, an approach similar to integrated marketing campaigns is
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more effective. Examples of successful programs have included a
point-of-purchase approach, where a portion of the cost goes to
the sponsored charity. Others include branding a line of business;
using the company’s website or creating a blog for an interactive
approach; partnering with a television show; or taking an artistic
and innovative approach that demonstrates the value of a product
while performing a task that impacts a community.

Finally, managers also need to be aware that they are not the only
ones who get the stakeholders’ ear. It is important not to oversell
the company. This can lead to stakeholder suspicion about the com-
pany’s motives or truthfulness and can lead to negative stakeholder

reactions.
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The psychological engine that drives
CR reactions

Think back to the opening paragraphs of the book: you are a stake-
holder, and you've heard something about a company’s CR activity.
Do you have an immediate and strong reaction? Would you take
some action as a result of learning about a company’s programs? And
if so, under what conditions?

These kinds of questions are central to our research. We find
that while it is tempting to assume that stakeholders respond to CR
automatically and immediately once they learn something new about
a company’s efforts, in fact, it is rare that such information elicits
in a knee-jerk reaction. Most responses unfold as each stakeholder
interprets the CR activity, making a very personal determination of
whether or not it “makes sense” and how it fits into his or her life.

The psychological process we are talking about may occur quite
swiftly, or it may develop over a longer period of time, but all stake-
holders process new CR information in a series of inter-related
steps that we describe in this chapter. Ultimately, our approach
recognizes the complex psychological process by which CR activ-
ity and information lead stakeholders to form relational bonds with

companies.

The three levers that energize and move
stakeholder reactions

The psychological engine that drives stakeholders’ reactions to CR
is made up of three factors that we call The 3 U’s: Understanding,
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Figure 5.1 The three levers that drive returns to CR

Usefulness, and Unity. (See Figure 5.1 for a depiction of this
process.) These three factors can be thought of as psychological
levers that create the momentum needed to raise stakeholders’
interest and produce the desired behavioral responses covered in
Chapter 3.

Understanding refers to how a stakeholder interprets CR in light
of what he already knows about the company. Usefulness is the
stakeholder’s appraisal of how beneficial it is to her. Finally, Unity
expresses the stakeholder’s assessment of the degree to which his
or her goals and values are in unison with those of the company.
Arguably, Unity is the most critical of the three and the primary
determinant of stakeholders’ behavioral responses to CR. Without
this sense of Unity, the responses that accrue to the most successful
CR actions of companies are less likely.

Since each component is complex in its own right, we next elab-
orate on the 3 U’s more fully. The table below provides an overview
of some major aspects of the psychological process we describe in
this chapter. We also provide a sampling of the empirical evidence
on which our assertions are based. Each of the studies we highlight

supports our framework from a slightly different perspective.
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The components associated with each of the 3 U’s

Understanding 1. Awareness (knowledge of company’s CR activities)
2. Attributions (extrinsic and intrinsic)
3. Efficacy (perceived social value created by company)

Usefulness Stakeholder benefits
1. Functional benefits
2. Identity-related benefits

Unity 1. Identification (feeling in unison with company’s core
values)
2. Trust (expectations of the company’s future behavior)

The first lever: Understanding

Once they become aware of CR activity, stakeholders attempt to
integrate this information with prior knowledge they may have about
the company. They consider which aspects seem to dovetail with
existing beliefs and which aspects appear to be in conflict. Stake-
holders weigh new CR information in this way in order to construct
a better Understanding of CR initiatives.

But the process is not simple. Our research reveals that Under-
standing is as multi-faceted as most CR programs, reflecting all the
subjectivity and complexity inherent in the field. In determining
why and how stakeholders react to CR, three facets of Understand-
ing stand out as critically important.

The first is awareness, which pertains to the realization that the
company has CR programs. The second is attributions, or what the
stakeholder construes as the company’s motivations for engaging in
CR. The third is efficacy, or how effective a company’s CR programs
are at improving societal welfare. As we explain below, each of these

facets is unique to the CR realm.

Awareness

Stakeholders may display a vague awareness of the general involve-

ment of a company in CR, but we find that they rarely know even
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the most basic details about specific programs and activities. In too
many cases, stakeholders lack even a simple awareness — a realiza-
tion, perception, or knowledge — that the company is engaged in CR
at all.

Stakeholders need to be exposed to a company’s CR information
through the communicators we outlined in the previous chapter.
Yet, for any given CR program or set of programs, awareness will
vary based on the manner by which stakeholders are exposed to the
information. Equally important is the extent to which they are able
and motivated to give their full attention to such information and
thereby comprehend what is being offered.

So while some stakeholders might actively seek out information
on CR initiatives, the overwhelming majority of stakeholders, given
their busy lives, do not exert much effort to expose themselves to
such information. For them, awareness is likely to occur acciden-
tally, either from a company source, the media, or a friend, family
member or colleague. Moreover, given that we tend to tune out
most company and product-related information we are accidentally
exposed to, awareness through accidental exposure, if any, is likely
to be minimal.

So, the basic message from all our research regarding stakeholder
awareness of CR activities is that, at least in absolute terms, it

is low.

A sampling of study findings

A striking illustration of the awareness challenge is found in our
research on the oral care program run by a consumer products multi-
national. In that study we conducted a series of focus groups and
surveys among families whose children were enrolled in the program

and others with similar demographic characteristics (matched for
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comparison purposes), but who were not enrolled in the program.
While families enrolled in the program were, naturally, aware of it,
only 13.9 percent of families from the same demographic and socio-
economic group (i.e., potential beneficiaries and consumers of the
brand) were aware of the program.

Many of our other studies find similarly low awareness. Our study
of a $1 million gift to a child development center found that only
17 percent of those surveyed in the community were aware of the
gift, despite a major campaign that included announcements in
newspapers, websites, emails, flyers and even messages at the home-
coming football game. In our study among yogurt consumers, only
20 percent of the respondents, who were regular consumers of these
brands, showed even a reasonable level of awareness of their CR
activities.

We also examined awareness among employees. Now, it might
seem logical to assume that employees, because they are so embed-
ded in the organization, would be highly attuned to their employer’s
programs, particularly since many of these are designed and imple-
mented by the employees themselves. However, we found similarly
low or limited awareness levels among employees. The following
quote captures an all too common sentiment expressed by employ-
ees: “We actually do have a volunteer web site that gives you the
organizations you could go to, but it’s obviously not well-publicized.
It’s just sitting there on the ‘L’ drive.”

A similar state of affairs was captured by a recent global employee
survey conducted by a global consumer products company. This
survey gauged employees’ awareness and their involvement in the
company’s considerable CR initiatives. While awareness was higher
than that of the general public, employee awareness of the company’s
umbrella CR initiative, as well as one of the flagship programs under
that umbrella, a safe water drinking program for children, hovered

at only about 50 percent.
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Communication is central to effective CR management.

Our research findings are echoed in a number of nationwide sur-
veys. In 2003, Ipsos-MORI surveyed the British public on their reac-
tions to CR.! They found that the general public is mostly in the
dark about companies’ socially responsible practices. While nine
out of ten people surveyed wanted companies to communicate their
CR activities to them, only about three out of ten people could
even name a company they consider to be particularly environ-
mentally and socially responsible. This finding led the study’s direc-
tor, Jenny Dawkins, to conclude: “Effective communication seems
to be a missing link in the practice of corporate responsibility.”
When Ipsos-Reid did another study in 2006 there was barely any

change.

In a 2006 study, Ipsos-Reid polled members of their online panel, who
were representative of the Canadian public. Only a third (33 percent)
said they knew of any companies in Canada that have “made an
explicit commitment to CR.”

A similarly low number (31 percent) were aware of any companies
that have “formal policies in place that require companies to take
on socially responsible activities and initiatives.”

About 38 percent said they knew of companies that have “created
and carried out socially responsible activities and initiatives based on
their policies.”

Taken asawhole, we find that awareness of a typical company’s CR
activity is likely to be quite low even among those who are familiar
with the firm’s other activities. Thus, managers today are faced with
a conundrum: Even as demand for CR appears to be increasing from
virtually all stakeholder quarters, most of these stakeholders remain

fairly unaware of what companies are actually doing in this domain.
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In the words of Bob Langert, VP and Corporate Responsibility Officer
at McDonald’s: “The reality right now is that very few consumers
possess an adequate level of knowledge of the things we are doing on
the CR front.”

Why might this be the case? This problem is particularly per-
plexing to companies in light of a growing and pro-active consumer
interest in gathering CR information about companies. Specifically,
a 2007 survey of American consumers conducted by the PR firm
Fleishman-Hillard in conjunction with a consumer advocacy orga-
nization, the National Consumer League, reveals that a substantial
and growing percentage of consumers (54 percent in 2007) say that
they actively seek out information on the CR record of specific com-
panies “all the time” or “sometimes.”

So why is CR awareness so low in the face of both greater corporate
communication and consumer interest in this domain? We argue that
awareness depends on the quality of attention devoted to the CR
information. Even when we expose ourselves intentionally to such
communication, the enormous information overload we often expe-
rience in today’s world can reduce the attention we are able to bring
to CR communication.

The same dynamics may be at work in actually comprehending
the CR material. Often we deem it sufficient to understand CR
information at a cursory, surface level. We may acknowledge, for
instance: “Yes, [Brand X] is helping kids.” But many stakeholders are
not motivated to process the CR information further; that is, at the
deep, elaborate levels required to gain a full understanding of what
the company is doing in its CR programs.

In sum, a complete, meaningful awareness of a company’s CR
programs requires stakeholders to be adequately exposed to such
information, to pay focal attention to such information, and to com-
prehend it at a deep, elaborate level. Clearly, for some stakeholders,
such as the beneficiaries of a particular CR initiative, this will be the

case. For the rest, however, this process may be minimal or truncated,
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resulting in the low awareness levels evidenced in our and others’
research.

In the final Part of the book, we will recommend ways that com-
panies can raise awareness. For now, we continue by outlining how
stakeholders make sense of CR activity once they become aware
of it.

Attributions

When companies tout the benefits or features of their products, most
stakeholders are comfortable with the fact that companies are doing
so for one reason only: to make profits. As long as the product
appeals to them, stakeholders — consumers in particular — are happy
to consume it with the knowledge that they are also helping make
the company richer.

When companies promote their CR activities, however, some-
thing interesting happens: stakeholders wonder about the company’s
underlying motivation for engaging in CR. Such attributional thinking
(also known as “causal thinking”) comprises questions such as “Why
are they donating to this non-profit organization?” or, “Do they gen-
uinely care about this issue?” And the answer greatly impacts how
stakeholders judge the company, and ultimately how likely they are
to respond favorably to the CR activity.

But where do these attributional beliefs come from? A great body
of research in psychology suggests that as human beings, we engage
in causal attributions routinely, particularly when we are faced with
events or occurrences that seem out of the ordinary or unexpected.
Given that today’s business world presents more complexity, more
ambiguity, more subjectivity, and more surprises than perhaps any
era preceding it, it is reasonable that stakeholders, grappling with
sometimes conflicting CR messages, will make their own attributions
of a company’s underlying motives for engaging in CR.

Consider for a moment the conflicting messages that stakehold-

ers receive from Bentley’s 2008 Green study.? The study’s authors
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Most Green Brands* Reason** Least Green Brands* Reason**
1. Toyota Hybrid cars 1. Exxon Mobil FPollution and
profits

2. Honda Fuel efficient 2. Hummer Gas guzzler
cars

3. Whole Food Organic foods 3. Ford SUVs and trucks

4. General Electric Alternative/ 4. General SUVs and trucks/
renewable energy motors low gas mileage

5. Trader Joes Organic foods 5. British Lack of concern

Airways for environment

6. Green 6. McDonalds Waste
advertising

7. Ben & Jerry Environmentally 7. Wal-Mart Llow prices,
conscious stance high pollution

8. Body shop No animal 8. Shell Pollution
testing

9. Energy Star Energy 9. Nike Explotative
efficiency labor practices

10. Timberland Recycling 10. General

11. 7th Generation Environmentally 11. Genera Pollution
friendly products Electric

12. Hewlett Packard Recycling of 12. Nintendo Scored lowest by
Their products Greenpeace

13. Miscellaneous 13. Range Rover Gas guzzler

14. Google Miscellaneous 14. Chevrolet SUVs and trucks

15. IKEA Miscellaneous 15. Pollution

*as perceived by Gen Y
**most frequently cited reason

Bentley Green study 2008

Figure 5.2 Conflicting messages, Conflicted feelings. Apple and BP appear on
both the best and worst of the green companies listing

asked Americans which companies they thought ranked both the
best and worst in terms of environmental conciousness. Surprisingly,
the best and worst rankings shared two famous brands, Apple and BP
(Figure 5.2). When either of these companies engages in CR, con-
flicting sentiments will lead many stakeholders to question the com-

pany’s motives, no matter how pure their intentions.

The stakeholder’s viewpoint

[t appears that the key to a stakeholder’s response lies in which of
two kinds of attributions they make about the company. From the
stakeholder’s viewpoint, a company’s CR motives are seen generally
as either extrinsic or intrinsic. Extrinsic attributions include those
that are made to the selfish interest of the company (i.e., increased
profits). Intrinsic motives, on the other hand, are more about a

company’s desire to do good for society.
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So, on the one hand, stakeholders that make extrinsic attributions
chalk up the company’s motives to self-interest, where the ultimate
goal of CR is perceived to increase the brand’s own welfare (e.g.,
increase sales/profits or improve the corporate image). Consider these
responses, both from employees, taken from some of our qualitative

research:’

Just because a company supports a cause, doesn’t mean that they care
about anything but a profit. It’s just a tax write-off.

They are a company, and they are out for profits.

In a study of consumer reactions to cause-related marketing initia-
tives, Ellen and her colleagues* found that there are even different
types of extrinsic attributions. Specifically, consumers further dis-
tinguish between strategic motives, such as gaining market share
or sales, and highly egoistic ones, such as actually pocketing the
donations.

On the other hand, intrinsic attributions refer to a stakeholder
ascribing CR to selfless motives, where the ultimate goal of the com-
pany is to do good and/or fulfill its obligations to society (e.g., benefit
the community or cause that is the focus of the CR initiative). For
instance, stakeholders can ascribe a brand’s efforts to improve the
health of disadvantaged children in the US to its genuine concern for
the cause. They do so because they perceive the company as wishing
to respond to the clear needs of this group and thereby improve the
children’s lives. In the words of one of our focus group respondents:
“I think they are interested in the community’s health.”

Just as individuals come up with various types of extrinsic attri-
butions, so, too, can they perceive numerous intrinsic motivations.

5 consumers distin-

In the same study by Ellen and her colleagues,
guished between intrinsic motives that were purely values-driven
(e.g., “They feel morally obligated to help.”) and those that were
driven by a desire to be responsive to stakeholders (e.g., “They feel

their customers expect it.”).
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Individuals are usually tolerant of extrinsic movitations for CR as

long as there is also evidence of intrinsic motivation.

Virtually all research to date points to intrinsic attributions as
a primary driver of stakeholder evaluations of CR.® Individuals are
tolerant of extrinsic motivations as long as there is also evidence
of intrinsic motivations. Thus, extrinsic and intrinsic motives are
not two ends of a single continuum, but rather operate separately as
stakeholders attempt to make sense of a company’s CR engagements.
Since intrinsic and extrinsic attributions are independent of one
another, they can co-exist. In fact, our research suggests that in
today’s CR landscape, stakeholders appreciate companies that find
ways to simultaneously “do well and do good.”

Let’s take a look at the research supporting this idea. In our study of
the oral care program, both program participants as well as members
of the general population endorsed the dual motivations underlying
the program:

It’s good because they are going to help us along with themselves.

It’s a form of marketing to get their products out but it also helps the
community.

They want to help the community but also to make a name for
themselves and gain popularity.

These same kinds of attributions shed light on why General Elec-
tric’s “Ecomagination” campaign has been generally well received by
stakeholders. The company makes no secret of the fact that revenues
from this branded line of compact fluorescent light bulbs, washing
machines, aircraft engines, water desalination platforms, and wind
turbines (among other eco-friendly products) are forecast to reach
over $10 billion by 2010.7 However, customers are enthusiastic about
Ecomagination because the company appears to be genuine in its

commitment to the environment.
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In today’s CR landscape, stakeholders appreciate companies that

find ways to simultaneously “do well and do good.”

In fact, some of our research finds that consumers actually respond
more positively to CR initiatives when they perceive both intrinsic
and extrinsic motives. Creating “win-win” programs that purpose-
fully mix intrinsic and extrinsic motives is not only tolerated, but
often highly valued by people as an innovative approach to business.
One of our focus group respondents put this best: “It’s a two-way
street.”

Such attributions point to how CR initiatives can present an
opportunity to go beyond win-win into the realm of consensus with
a “win-win-win” in which everyone — the company, the stakeholder,

and the social or environmental cause — all benefit.

Efficacy

As we laid out in the previous chapter, stakeholders tend to focus on
certain characteristics of CR programs (i.e., what is the issue or cause,
what is the channel or program through which it is implemented,
and what resources will the company be providing for the pro-
gram?). One reason that stakeholders will key in on these particular
characteristics is that they want to evaluate the extent to which CR efforts
are actually bearing fruit in a recognizable way. What we call efficacy, or
the effectiveness of CR efforts, is an important facet of Understand-
ing and has a number of consequential effects. When CR programs
are highly effective at benefiting society, or at least perceived to be
doing so, stakeholders will respond favorably. In contrast, programs
that seem to have little bang for the buck are ultimately turn-offs for
most people.

For example, CR efficacy often leads to positive attributions

because it signals a company’s genuine concern for societal/
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community welfare. On the flip side, stakeholders are at least as
sensitive to poor CR efficacy. When perceptions of efficacy become
negative, such as when a company is embroiled in a scandal, stake-
holders distance themselves from the company and sometimes even

engage in destructive behaviors.

One recent study by researchers Klein and colleagues (J.B. Klein, N.C.
Smith, and A. John, “Why We Boycott: Consumer Motivations for
Boycott Participation,” Journal of Marketing 68(3) (2004), 92-109)
found that the more consumers found a company’s transgressions
to be egregious, the more likely they were to join a boycott of the
company’s products. This finding illustrates that managers need to
be aware of both sides of the coin as they explain corporate behavior
to stakeholders.

More evidence

The notion of efficacy is still an emerging one in the study of CR,
but we find clear empirical support for it in our research. For exam-
ple, in our study of the oral care program, we asked participants in
the program to rate how effective it was in improving their own and
their children’s oral health. Interestingly, we found considerable vari-
ance in respondents’ perceptions of the program’s efficacy. Moreover,
people who perceived the program to be highly effective had signif-
icantly higher intentions to purchase (5 = very likely) this tooth-
paste brand than those who believed the program was not effective
(Figure 5.3).

In a separate study, we surveyed a nationwide sample of frontline
employees at retailers and restaurants. Employees who perceived
their company’s CR programs to be effective reported decreased
intentions to leave their employer and increased intentions to deliver

exceptional service to customers.
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Purchase Intent

Low High
Efficacy

Figure 5.3 The effect of CR efficacy on purchase intent

That efficacy is compelling to stakeholders should make intuitive
sense to managers. Nonetheless, there remains a tendency in CR
reporting to underscore the “inputs” of their CR initiatives by citing
statistics, such as the total amount of money donated, total hours
volunteered, or the number of causes supported. This sort of reporting
runs the risk of appearing abstract, dry, and meaningless to many
stakeholders.

There is a place for reporting these inputs, but only when a clear
link is made between spending and results, where stakeholders see
that the company is getting a lot of societal “bang for the buck.” As
we will show below, this link can be made by providing evidence
of an overall impact, or even by telling stories of how individual people
have been touched by the company’s efforts.

It is worth noting that no matter what a company does in the
CR arena, stakeholders arrive at their own subjective understanding
of what the company is doing, why it is doing so, and how well it

is doing. This understanding can often be quite divorced from the
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company’s actual CR efforts, which can work to the advantage — or
disadvantage — of the company.

So, mere Understanding is not sufficient for CR value-creation.
In order for the psychological levers to function effectively, CR must
also be seen as personally Useful. We elaborate on this concept in
our discussion of Usefulness, the second of the 3 U’s, below. Efficacy,
the final aspect of Understanding, also ties right in to Usefulness by
contributing to the prestige of the company because it is successful
in its endeavors; and this success is likely to make the program more
Useful for many stakeholders, such as employees.

And so we move from Understanding, the first of our psycho-
logical levers that move stakeholder reactions, to the second lever:

Usefulness.

The second lever: Usefulness

What do stakeholders expect or need from a company and its CR programs?
A common thread in our research is that stakeholders cultivate rela-
tionships with companies, in part, as a means to improve their own
condition. The second of the three psychological gears in our frame-
work is related to the Usefulness of CR for stakeholders. Usefulness is
multi-faceted and differs across stakeholders, but refers to how much
CR succeeds in fulfilling key stakeholder needs.

In order to function effectively, CR must be seen as personally

Useful.

Opver the course of our research, we have uncovered a hierarchy
of benefits that CR can generate for stakeholders. These benefits
range from the concrete and functional (e.g., lower incidence of
diarrhea due to more frequent hand washing; fuel efficiency of an
environmentally friendly hybrid car) to more abstract and identity

related (e.g., self-esteem or work—home balance).
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These needs of a higher order are related to a deep-seated desire
to feel self-confident or socially accepted. Stakeholders want to “feel
good” about associating with the company — and CR can provide a
vehicle for them to lift their self-esteem through this connection.
Likewise, many stakeholders consider it critical that they do not
have to check their values at the door when they arrive at work in
the morning; CR can help bridge this home-work gap as well.

CR can produce these same desirable effects even when the imme-
diate Usefulness of a program is more functional, or concrete. In the
oral care program for example, the participants (i.e., the children)
received substantial functional benefits from the program in the
form of healthier and cleaner teeth. In turn, this led to greater self-
confidence and social acceptance from peers and helped fulfill their
need for social connectedness and self-esteem.

CR benefits can be quite idiosyncratic, depending greatly on
the circumstances under which CR is enacted; however, if done
right, discovering which benefits are most compelling to stakehold-

ers can be an informative exercise. (We explain how to do this in

Chapter 7.)

Functional benefits

Functional benefits improve a stakeholder’s condition in tangible
ways. For example, in our study involving the oral care program, we
asked parents whether the program resulted in any changes in their
children. These parents consistently reported that the awareness,
education and treatment program run by the company produced sub-
stantial functional benefits for their children in the form of healthier
and cleaner teeth. Participants in the study had little difficulty relat-
ing good dental hygiene habits to these benefits, especially compared
to non-program participants. As one of the participants put it: “It
(dental hygiene) keeps your teeth free of cavities and takes care of

your gums.”
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This increased awareness resulted in real, observable benefits for

these stakeholders. We heard comments such as:

For a long time I had problems with a tooth and I couldn’t get it fixed
because I couldn’t afford it and they took care of it and left it looking
like a normal tooth. Since it was a front tooth I felt very good about it.

Even when the children do have a problem with their teeth, I am
not as worried as before, because now I know there is a place to go at
affordable prices.

Some employees we spoke with were in charge of local CR pro-
grams, which exposed them to marketing, accounting, and general
management challenges that they did not normally encounter in
their work.

Participating in such CR programs helped these employees per-
form better in their current job and opened attractive new career
prospects for the future.

The benefits that CR program participants gain may seem some-
what obvious. To see whether CR generates functional benefits for
those not directly targeted by CR, we interviewed employees in a
Fortune 500 company. When we asked these employees whether
they gained at all personally from the company’s CR they named a
number of functional benefits.

For example, some employees said that CR provides opportunities
to gain skills that will help them advance in their career. Leadership,
communication, and project management skills were among those
cited.

In addition to these skills, many employees end up encountering
other outstanding employees, pointing to the networking and team-
building benefits that are frequently cited as contributing to a healthy
workplace. Thus, employees sometimes make a clear connection

between CR and their own career advancement.



102 * Inside the mind of the stakeholder

Identity-related benefits

Identity-related benefits are much more abstract and relate to
thoughts and feelings that people have about their self-image. In
developing self-image, people have two important needs: for self-
esteem and for self-continuity. These two concepts have been studied
extensively and are known to be among the most fundamental of
human needs. Our findings are consistent with theories of the self
that suggest that we, as human beings, are generally interested in
promoting “positive self-views” (that help us fulfill the need for self-
esteem) and in maintaining a “consistent sense of who we are” (that

help us fulfill the need for self-continuity).8

Empirical support

These ideas can be more clearly understood by looking at our research
in the consumer and employee realms. Self-esteem refers to feel-
ings of self-worth — in this case, a sense of self-worth that comes
from their association with the company. We find that CR often
improves stakeholders’ self-esteem, or pride that they feel from being

an organizational member. In the words of employees:

If the company’s doing good things as a corporate citizen. . . then I
think you do feel better about yourself.

I mean, it helps you be happy as a person. . .

I’'m proud to work [for the company], because we’re working to use
our profit to help others.

It makes me feel good to be associated with the company that does
that.

CR can also boost self-esteem by enabling employees to express
their own sense of responsibility to their immediate or even larger
community through their company’s CR activities, a feeling that

makes work highly rewarding. In the words of one employee: “For
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me personally, it encourages me to do more, and volunteer more
and participate more. You take on that personal obligation that the
company has taken on.”

After hearing these clear indications that CR leads to self-
enhancement, we tested the link quantitatively in a nationwide
survey of frontline employees. We asked respondents to tell us their
level of pride in working for the company (more formally known as
organizational self-esteem). Figure 5.4a shows a comparison between
respondents who were aware that their company engaged in CR and
those who were unaware of any CR initiatives. Pride in the company
was significantly higher for those who were aware. This relationship
between CR awareness and self-esteem was robust enough to hold
up statistically even after controlling for other factors such as age,
tenure, personality, and support from supervisors.

But CR does more than just raise the overall level of self-esteem.
[t can also protect stakeholders’ self-esteem from threats and thereby
help employees to maintain a positive sense of self. For example,
employees of large multinational companies sometimes find them-
selves in situations where they have to defend their company’s
reputation to hostile external stakeholders (e.g., in foreign coun-
tries where the local population and media have negative feel-
ings towards the company). These geographic pockets of ill-will
not only harm the company, they also hurt the self-esteem of its
employees. As one focus group respondent stated: “You get out-
side. . .and it is either no knowledge or a lot of negative knowledge,
and it is a very painful thing, because we all know better inside the
company.”

CR helps such employees combat these negative external images
by educating external audiences, and sometimes even themselves,
about the company’s core values and ethics. For them, CR pro-
vides a shield that protects the company’s reputation in their minds
and helps lessen the impact of negative sentiment found in their

local communities. As such, CR offers a way to make stakeholders’
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a) Pride in company

Usefulness (Pride in company)

Unaware Aware

b) Work—-home integration

Usefulness (Work-home integration)

Unaware Aware

Figure 5.4 The effect of CR on two forms of Usefulness

opinions about the company and thus their own self-esteem resilient

in both good times and bad.

CR often improves stakeholders’ self-esteem or the pride that they

derive from being an organizational member.
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Social psychologists assert that in addition to maintaining a positive
sense of self, human beings need to maintain a consistent sense of
self. In other words, having continuity in one’s life is a fundamental
psychological need. People become uneasy when they are not able
to fully express themselves in all the various avenues of their life. So
another benefit stakeholders want and need is self-continuity — the
sense that their values and expression of who they are stay relatively
consistent throughout the many spheres of life’s activity.

Stakeholders find CR to be Useful when it provides them with
such an opportunity to find greater continuity in their lives. By
expressing the values that stakeholders hold dear, CR reaffirms to
stakeholders that they are in the right place, and that associating

with the company is merely an extension of who they are.

Employees we have interviewed confirm that involvement in CR is
a way to achieve greater work-home integration (i.e., continuity).
Even when other aspects of their work are stressful, awareness that
the company is “doing good” energizes them and reduces the stress
they may feel.

The most striking evidence that CR can provide self-continuity
comes from our multiple studies in the workplace. Employees simul-
taneously inhabit (at least) two life spheres: namely, work and home.
Many employees look to integrate these two spheres in order to
achieve continuity. Employees do not like to “check their morals
at the door” when they arrive at work. Most prefer to have a seam-
less transition between their work and home lives, where work is
a natural expression of how they see themselves as a person. This
expression is not limited to work and home or family life, but also
to the many other spheres in which people participate, such as com-
munity, spiritual life, and an array of self-enhancing activities that

capture what matters to them.
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CR helps employees feel more harmonious by balancing the often-
competing needs of their work and personal lives. Consider the

following quotes:

One of the things that I've been putting a lot of thought into the
last few years personally and trying to move more and more in the
direction of, is trying to overcome this complete separation of work
and non-work life.

I don’t want to leave here for them to say I have been selling soap.
It is probably not quite what | am after. So, the better I can meet
the personal purpose and pair it with my professional work, the more
satisfied I am because then I see I can better combine the two. It is
not the choice do one or the other.

If you gave to my favorite charity or we did Habitat for Humanity . . .
I would go home at night and I would sit down with my family and
say, “you know what? [ had a great day at work today and I don’t feel
like killing someone!”

Employees like these tend to interpret their employer’s socially
responsible behaviors as an indication that the company’s values
coincide with their own sense of the kind of lives — both work
and personal — they want to lead. A contributing factor for such
interpretation may be that companies’ CR programs often involve the
employees’ own social communities (e.g., schools in which the employ-
ees’ children study), thereby helping to integrate their professional
and personal lives in an immediate and noticeable way.

On the other hand, employees who work in remote locations often feel
isolated from what they perceive to be the literal as well as psycho-
social center of the company (usually the corporate headquarters).
For such employees, a company’s CR efforts provide a bridge to fel-
low employees who are scattered across multiple locations. Involvement
in such programs, and their additional corporate functions, helps
employees interact with colleagues with whom they would not nor-
mally work. Such employees then develop a sense of oneness with

the company through their involvement in the collective effort to
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make a difference in the world. A perfect example was a multi-
national company’s company-wide relief efforts after the 2004
Tsunami in Southeast Asia. Consider the words of this employee
who works in a regional sales office far away from headquarters: “The
power of [the company] supporting what we want to do here in
this community . . . wow, that makes me feel more connected to the
company.”

Just as we examined the link between awareness of CR and
self-enhancement, we also re-tested the CR/Usefulness link in our
nationwide study of frontline service employees regarding their feel-
ings about work—home integration.

Figure 5.4b shows that aware respondents reported significantly
higher levels of work—home integration than unaware respondents.
As in the self-enhancement case, this difference held up even after
controlling for a number of other factors such as tenure, personality,
and the flexibility of the respondent’s work schedule.

The upshot is that for most stakeholders, even those directly
involved with a company’s CR initiatives, the primary Usefulness
of CR lies in its ability to meet some of the more abstract identity-related
needs they are trying to fulfill. At the same time, as is clear from the
reactions of employees to their employer’s CR efforts, the Usefulness
of CR in providing these higher-level benefits varies not just across
stakeholder groups, but within a stakeholder group as well.

Therefore, managers would do well to learn more about what
stakeholders find useful and communicate individual stories that
represent some of the positive reactions. This can be an important
step in creating a sense of Unity, the third and most critical lever

that drives stakeholder response, both pro-company and pro-social.

The third lever: Unity

A fundamental insight from our research is that CR value hinges on

the extent to which CR actions cause stakeholders to form strong and
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enduring bonds with the company. From the stakeholder perspective
that we advocate in this book, this bond is best described as a sense
of Unity with the company. Unity is important because it is the
foremost determinant of the kinds of pro-company responses that
companies seek.

Unity might be described as a stakeholder’s overall appraisal of
the quality of the relationship that he or she has with the company.
Of the three “psychological levers” that we describe in this chapter,
Unity is somewhat unique in that it is dependent on Understanding
and Usefulness. Stakeholders develop a sense of Unity with a com-
pany based in part on how they Understand its CR activity and how
much they find CR to be Useful. Like Understanding and Useful-
ness, Unity involves associations, perceptions, thoughts and feelings.
It resides inside the mind of each stakeholder, so it is sometimes not
apparent to others that Unity — or lack of Unity — is present until the
stakeholder acts on these thoughts. (These actions are the subject of
Chapter 7.)

While Unity can be tricky to assess, astute managers can uncover
stakeholders’ relationship appraisals if they (1) know what they are
looking for, (2) engage in frequent dialogue with stakeholders, and
(3) use some established market research techniques in recording
the level of Unity.

Here we outline the two principal facets of Unity that managers
need to look for: identification and trust. Below we will explain how to
engage in dialogue effectively and apply market research techniques
to the task of formally measuring Unity.

Identification

When stakeholders develop a good understanding of CR activity and
are able to see how it improves their own condition, they begin to
develop a sense that the company’s values overlap with their own.
After all, if the company shows that it is genuinely concerned with

issues that are important to a stakeholder (Understanding) and they
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provide work—home balance (Usefulness), then the stakeholder is
likely to feel that the company is aligned with what is important to
him or her (Unity).

In extreme cases, the overlap between the stakeholder’s values
and those of the company may become so extensive that the stake-
holder will feel part of a larger collective that is working towards
“something that is larger than any individual.” This is called identifi-
cation, a stakeholder’s sense of significant overlap between who they
themselves are and what the organization, and its members, stand
for.”

Stakeholders sometimes identify with companies to such a degree
that they take on defining characteristics of the corporation. Con-
sider Apple; for years, especially in the 1990s, it inspired such devo-
tion from employees and consumers that they each thought that they
were part of an ongoing struggle to take on Microsoft. In recent years,
the company has successfully established a lifestyle image, depicting
Apple as having the edge by being part of a hip, flexible, creative,
and contemporary culture that resonates with the identity-related
needs of its stakeholders.

Readers will know that their company has been successful in
engendering strong identification if they hear people refer to them-
selves by organizational monikers such as P&Ger, IBMer, UPSer,
or Harley—Davidson owner. People generally don’t choose a Harley,
for example, solely for its engineering, but rather for the perceived
associations and identification with the company and other Harley-
owners. And in response to the Apple ad campaign mentioned above,
competing PC companies rolled out their own ads in an effort to
engender wider identification and pride in the brand; these showed
many different kinds of users, not just the conventional businessmen,
stating, “I'm a PC.”

CR can contribute to stakeholders’ sense that the company’s val-

ues overlap with theirs.
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Identification, however, is not a binary state of being where stake-
holders are either completely devoted to the company or indifferent.
Instead, identification should be viewed as a matter of degree. As a
result, managers need not gauge the success of their CR activities
by the proportion of highly committed members, but rather by how
significantly programs improve identification. Measuring in this way, we
find that CR very often results in a significant bump in identification
with the company, even with those stakeholders who have no formal
membership ties to the company.

The positive effect of CR on identification has proven to be
extremely robust across our studies. We have substantiated this link
between CR and heightened identification for companies selling
yogurt, shampoo, laundry detergent, toys, printers, calculators, com-
puters, financial services, civil engineering services, and more. We
have also found that identification extends across various stakeholder
realms including, but not limited to, consumption, employment, and
investment.

Why might CR lead to identification? The reason is related to two
types of associations that stakeholders have with regard to a com-
pany’s identity. One type is corporate ability associations: the com-
pany’s expertise in producing and delivering its products/services
(e.g., industry leadership, technological innovation). The other is
CR associations: the company’s activities with regard to societal and
environmental issues.!® Of these two kinds of identity-defining asso-
ciations, it is the company’s CR associations that provide stake-
holders with clearer insight into its “value system,” “soul,” or

“character.”!!

Stakeholders often view CR activity as an expression of the com-

pany’s character or soul.

A company’s character as revealed by its CR actions is not only

fundamental and enduring, but also often more distinctive than
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perceptions about its products or services. In fact, a company’s CR
activities are likely to constitute the core, defining characteristics of its
identity, becoming the primary basis on which its stakeholders are
drawn to identify with it. As stated by an employee of a multinational

corporation we interviewed:

Most people intertwine a huge part of their identity with what
they do....If the company’s doing good things as a corporate cit-
izen. ..[and] you intertwine your sense of identity with your work
and that company, then I think you do feel better about yourself. It’s
kind of a daisy chain and that’s where I can see it coming together.

Empirical evidence

Evidence for the CR-identification link is found in our study of
multiple stakeholder responses to a $1 million donation by a large
multinational company to a center for child development. The dona-
tion was announced and promoted through multiple communica-
tion channels in the city where the center is located. We surveyed
three groups of stakeholders: (1) those who became aware of the gift
and were able to identify the sponsor, (2) those who were surveyed
before the announcement, and (3) those who were surveyed after the
announcement but had not been exposed to information about the
gift, and thus were also unaware. We then compared the responses of
aware respondents to the other two unaware groups of stakeholders
(pre- and post-announcement). We found that awareness of the gift
resulted in heightened intentions to consume products, apply for
jobs, and invest in stock of the company.

Further analysis'? revealed that the aforementioned behaviors of
aware stakeholders were driven by their level of identification with
the company. Just how much identification increased as a result
of awareness is shown in Figure 5.5. People who were aware of
the gift identified significantly more than either group of unaware

respondents.
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Unity (Identification)

Post-Aware Post-Unaware Pre-Unaware
Respondent Group

Figure 5.5 The effect of CR awareness on Unity

As we've noted earlier in the chapter, although awareness of the
initiative was relatively low, those who did find out about the initia-
tive were clearly drawn to the company.

Therefore, we advise companies to track such identification on
an ongoing basis, as well as in relation to individual initiatives. (In
Chapter 9 we will elaborate on how managers can measure stake-
holder identification.)

Trust

Unity with a company is also often evident as an increase in trust.
One can think of trust as a stakeholder’s confidence in a company’s
reliability and integrity,” increasing his or her willingness to be
vulnerable or take risks in interactions with that company.'* In
other words, trust is the lubricant that helps good relationships run
smoothly. It reflects not only the expectation that the company will
do what it says it will do, but also the perceived benevolence of the

company.
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The importance of building trust among stakeholders is well estab-
lished; however, it may not be obvious why CR should generate such
trust. The main reason that CR builds trust among stakeholders is that
social and environmental initiatives exhibit the company’s munificence.
CR activity is an expression of the company’s character or “soul.”
Stakeholders view this character as a template for how the company
will act in the future. A trustworthy company is one that is expected
to act fairly, benevolently, and in the interests of long-term joint
gain.15

Trust is enhanced by CR because by engaging in it, the company
indicates that it cares about its stakeholders and that it will not
act opportunistically towards them, exploiting their vulnerability.'¢
Thus, stakeholders see CR as a manifestation of the company’s under-

lying benevolent disposition.

Niamh Whooley, Senior Manager-CR at PwC says: “Promoting Cor-
porate Responsibility builds trust, and this gives business a head
start when dealing with customers, workers and regulators. It gives
business the edge in attracting good customers and employees.”

What the research shows

We have found a strong CR-trust link in our research. For instance,
trust was increased after exposure to the oral care program. As one
focus group respondent put it: “They are working on not the imme-
diate, but long term results. .. They give us the trust to continue
using their products.”

In line with our qualitative data, our survey results showed signifi-
cant increases in trust levels not only for participants in the program,
but even for those in the general population who were merely aware
of the program. Importantly, and as expected, the increases in trust

and thus Unity were linked to greater levels of commitment (among
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both the participants and aware consumers) to reciprocate by pur-
chasing products from the toothpaste brand and its parent company.
In the words of a respondent: “It motivates you to buy their prod-
ucts because they are helping your community. So indirectly you are
contributing to the community by buying their products and having
them give back to the community.”

Similarly, our research with employees in multiple companies
revealed greater trust among those with particularly strong posi-
tive beliefs about the company’s commitment to CR. There was a
clear sense that this population was using CR to determine who the
company is and what can be expected from it.

Consistent with our framework, we also found evidence that trust
is driven in part by the Usefulness of any CR effort. Trust is enhanced
to the extent that CR initiatives are personally useful to the employee.
Take this employee in one of our focus groups: “Employees don’t just
automatically trust that [supporting a cause] is a good thing. So the
more information that is released about it, and quite frankly even
tying it into what it means for me the more likely I will want to be
part of it.”

[t is worth noting that trust is qualitatively different from the attri-
butions we discussed earlier in this chapter. Trust refers to expect-
ations of the company in the future, while attributions (e.g., of genuine
concern) are assessments of motivations for past or current behavior.!?
While distinct, the two ideas are often related causally; attributions
drive trust. This occurs because — from the stakeholder perspective —
a company’s motivations today are predictive of its deeds tomorrow.
Companies that are seen to have a genuine concern for others can

be expected to generate heightened trust from stakeholders.

Summary

In this chapter, we have laid out the psychological process through
which stakeholders interpret CR activity. The process includes a
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series of stages we call the 3 U’s: Understanding, Usefulness, and
Unity. Each serves as a lever that moves stakeholders to respond
positively to the CR.

An important insight in our research is that stakeholders develop
a sense of Unity with companies that provide good Understanding
and Usefulness. As Figure 5.1 above suggests, the 3 U’s interact
with each other, but Unity plays a central role in driving CR value.
Therefore, a company looking to create such value must not only
continually seek to optimize the leverage provided by each part of
the psychological process, but also make sure that they are working
harmoniously, in a self-reinforcing way, towards fostering strong and
enduring relationships with stakeholders. Companies that are able
to achieve this sort of synchronized response to CR are those best
positioned to encourage the sorts of behaviors that will benefit both
them and their stakeholders.

Our framework shows that stakeholders routinely make determi-
nations about how appropriate CR is for the company (Understand-
ing), and how beneficial CR is for them personally (Usefulness) by
continually updating what they know about a company’s CR. Given
the information overload so many people experience, the quality of
the attention stakeholders bring to communications about CR is crit-
ical. Thus, communication should be seen as an ongoing dialogue
between the company and individual stakeholders. The company
attempts to communicate the logic behind their actions, and the
individual assesses the degree to which the company belongs in his
or her life (Unity).

More specifically, stakeholders make attributions about the com-
pany’s motives as either extrinsic (focused on self-interested profit)
or intrinsic (representing core values of a more selfless nature).
Stakeholders understand that profit is part of business and will
accept and even welcome this, but only if they also perceive an

intrinsic motivation to help society or the environment through

the CR.
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Stakeholders sometimes get functional benefits, which are tangi-
ble, from CR initiatives. But equally or more important are the less
tangible benefits related to one’s identity: a sense of self-worth and
self-continuity.

Moreover, identification with the company’s values as expressed
in its CR initiatives — and a corresponding sense of trust in the
company’s motives going forward — lead to a greater sense of Unity
and therefore to pro-company behaviors. Unity is enhanced directly
by the stakeholders’ Understanding of the company’s CR activity
and by the perception that CR has personal Usefulness for them.

While the way that stakeholders interpret CR activity may be
the root of CR value, such interpretations are highly idiosyncratic,
dependent upon a host of contextual factors. Managers cannot accu-
rately predict the impact of CR without taking the context into
account. How the context influences the process is the topic of the

next chapter.
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SIX

How context influences the process

In the previous chapters, we laid out how stakeholders see CR, how
they interpret CR information, and how they respond to CR. This
straightforward multi-step process will — all things being equal — predict
stakeholder behavior and help build the business case for engaging
in CR activity.

But all things are rarely equal. That’s why CR’s ability to create
value depends greatly on the context in which it is implemented.
Knowing how context influences outcomes is critical to effective CR
management, because only managers who build this knowledge into
their decision-making can take full advantage of the opportunities,
while also steering clear of the potential pitfalls.

The significance of context

This chapter presents some of the most important contributing con-
textual factors in stakeholder responses to CR. We call these multi-
pliers. Multipliers magnify or dampen the effects of one part of our
framework — and therefore its influence — on another part.

For example, the more a stakeholder feels Unity with the company
(a significant contributor to stakeholder involvement, as discussed
in Chapter 5), the more likely the stakeholder will be to purchase
the company’s products. But it’s not quite that simple. The effect
of Unity on purchase is dependent in part on another variable: the

income of the stakeholder. Wealthy consumers are able to express
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their Unity with the company very freely, by paying a premium
and purchasing frequently; but low-income stakeholders may be less
likely to demonstrate their devotion to the company because they
have more modest means. Thus, income can be considered a multi-
plier that influences an important link in the framework.
Numerous other conditions create a context within which stake-
holder decisions and reactions occur. The wise manager will pay

attention to these in order to maximize the value of the company’s

CR.

UPS and location

A good example of a company that is highly attuned to the context
in which it enacts CR is UPS. The company has been extremely
successful at soliciting participation in its United Way programs in
the United States. UPS and its US employee base have collectively
raised millions of dollars for the perennial charity. But when they
decided to engage the thousands of employees located outside the
US, it soon became obvious that rolling out the same programs in
the same way would be far from optimal.

When it came to non-US employees, United Way not only suf-
fered extremely low awareness but also failed to connect with employ-
ees at an emotional level. Recognizing that non-US employees would
respond differently than their US counterparts, the company sought
to tailor their CR initiatives to fit the new context.

Companies can enhance the quality of the employee—company
relationship by concentrating on CR issues that employees care

about.

After a year of rigorous study, UPS chose the World Association
of Girl Guides and Girl Scouts, an organization that engages about

10 million young girls in leadership programs and volunteer projects.
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“That gave our employees, no matter where they were, the oppor-
tunity to connect to one organization [in a manner] similar to how we
connected to the United Way in the United States,” says Lisa Hamil-
ton, President of the UPS Foundation.! The company integrates this
signature initiative with others that are specifically tailored to the
needs of individual countries.

By addressing issues that UPS employees care about, the company’s
CR activity accomplished three goals:

e It increased awareness of UPS’s charitable giving,

o satisfied employees’ needs, and

¢ enhanced the quality of the employee—company relationship much
more than had it not considered these important contextual

factors.

In other words, the success of this signature UPS CR initiative was
contingent upon finding an organization that was known and sup-
ported by employees in countries outside the US. The clear lesson
from the example above is that when it comes to CR, companies need
to be sensitive to the unique situation in which CR is enacted.

This example may seem obvious in retrospect; however, in our
experience too many companies roll-out CR programs with little or
no consideration of the context. Some managers mistakenly presume
that if a CR program is working with one set of stakeholders it will
work just as well with another. Other managers are so keen to adopt
the “best practices” of peer companies that they fail to make adjust-

ments for their company’s unique challenges and characteristics.

Going beyond “one size fits all”

Companies that want to maximize CR value need to understand
which contextual factors influence the process. In other words, com-

panies must go beyond a “one size fits all” approach, because the same



122 * Inside the mind of the stakeholder

CR activities can produce dramatically different levels of Under-
standing, Usefulness, Unity, and consequently behavioral responses
to CR depending on the context.

Although this should make intuitive sense to most managers, it
can be extremely challenging to identify the situational factors that
are most likely to improve the upside and reduce the downside of

engaging in CR.

Managers keen to adopt the “best practices” of peer companies
may overlook necessary adjustments in light of their company’s

unique challenges and characteristics.

Our research showed that context is best understood by examining

two categories of factors:

e The first category is related to differences among stakeholders (the
stakeholder context).

e The second category operates at the organizational level, where
differences in CR value can be attributed to differences among

companies (the company context).

The discussion now turns to key factors in these stakeholder and
company contexts. See Table 6.1 for a summary of examples that

show how context influences the psychological process.

Stakeholder context

The stakeholder-centric approach, which this book advocates,
requires managers to develop a deeper appreciation of just how het-
erogeneous stakeholders are. Each stakeholder is unique in the rela-
tionship they have with the company, the way they view CR, and
who they are as a person. This stakeholder context can have pro-
found influences on whether and how CR produces value for the

company and society.
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In analyzing the stakeholder context, we find three sets of factors
that are most likely to influence how stakeholders interpret and
respond to CR. These are:

o the stakeholders’ closeness to a company and its CR,

e their caring about the issues at the heart of a company’s CR efforts,
and

o the personal characteristics of the stakeholder.

Closeness

Stakeholders vary in their closeness not only to a company’s CR
actions but also to the company itself. Some stakeholders, such as
employees at the company’s headquarters, are highly embedded? in
the company, while others are more removed from the company’s
“core.” Embedded stakeholders are active in the organization (i.e.,
the company), have easy access to other organizational members,
can actually mediate the flow of resources or information in the
organization, and have connections to other central organizational
members.’

Employees are typically the most closely embedded group of stake-
holders, while consumers and stockholders tend to see themselves,
for the most part, as looking in from the outside. This obviously
depends on the company and the specific stakeholders. Some cus-
tomers, for instance, are highly involved in the company’s operations
(e.g., service customers), and some stockholders can be very active
(e.g., stockholders with many shares).

Closeness to the company also varies even within each stakeholder
group. While employees may be the most closely embedded group of
stakeholders in a company overall, some employees will feel much
closer to the company than others. For example, employees who
work from satellite offices can sometimes feel disconnected from the
rest of the company, and this can have great implications for which

programs they find most Useful. Therefore, it is best for managers
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to gauge closeness on an individual level, because this will be much
more accurate than assuming that all stakeholder group members are
alike.

Just as stakeholders can feel close to the company through these
various relationships, so too can they feel closeness to the com-
pany’s CR. This closeness to a company’s CR can be described
and measured. At one end of the spectrum, there is a complete
lack of participation in the CR domain; at the other end, a stake-
holder has strong and sustained involvement in a company’s CR
programs. In the latter situation, these involved stakeholders often
co-create CR with the company, helping develop, support and sus-
tain activities in this domain. (See Chapter 10 for further elabora-
tion on how to measure the stakeholder’s sense of closeness to the

company’s CR.)

Employees who work far away from corporate headquarters some-
times feel disconnected from the rest of the company; targeted,
relevant CR can help bridge that divide.

Closeness as a multiplier

Consider the framework that was described in detail in Chapter 5. It
explains the three psychological levers that drive stakeholder reac-
tions to CR: namely, the degree of Understanding, Usefulness, and
Unity. Closeness — whether to the company or its CR efforts — amplifies
the effects of each individual lever in shifting stakeholders’ interpretation
of CR activity.

Here is a closer look at how this works. By definition, closeness
increases stakeholder knowledge of a company’s CR initiatives. As
a result, it enhances the stakeholders’ broader Understanding of the

company’s CR, potentially leading them to make more desirable
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attributions and have more accurate estimates of the efficacy of the
programs.

Notably though, this greater emphasis and scrutiny on efficacy can
actually lead to adverse consequences if closer stakeholders uncover
unfavorable evidence about the company. So managers need to take
into account the very real potential for negative reactions and be
prepared to address pertinent issues.

Closeness, as already suggested, can also enhance the Usefulness of
a company’s CR to its stakeholders because such Usefulness can often
hinge on actual participation in the life of the company, especially in
the CR domain (e.g., employee involvement in specific programs).

Finally, closeness is likely to magnify the likelihood of Unity with
the company’s values as expressed in its CR programs. In fact, our
thinking on Unity* implicates stakeholder embeddedness in the com-
pany as one of the prime facilitators of Unity.

The more stakeholders are able to co-create CR activities with
the company, the more they find such activities to be highly
Useful.

With a feeling of closeness, the individual stakeholder not only
knows more about the initiatives, but is also more likely to engage
in an effort to co-create the CR program with the company and
identify with both the program and the company, thus reaping more
personal benefit (Usefulness) and a greater sense of shared values

(Unity) with the company.

A deeper look at the studies

A number of our studies provide evidence for the influence of close-
ness when it comes to Understanding of the company’s activities. For

instance, our research on employee responses to CR produced clear



126 ¢ Inside the mind of the stakeholder

findings that mirror the earlier discussion on location: Those who
are physically closer (i.e., where they work or reside) to corporate
headquarters, or to where CR is enacted, are more likely to develop
an Understanding of the company’s CR actions than stakeholders
who live and/or work farther away.

Specifically, data from our studies of employees at both headquar-
ters and branch offices revealed that the farther away employees were
from company headquarters or the CR program location, the worse
was their Understanding of what the company was doing. While
many of our respondents had a general sense that the company was
doing something, specifics about the company’s commitments and
accomplishments were few and far between.

Take, for example, these employees, who — despite their strong
interest in CR — found it difficult to stay abreast of CR developments

at their company:

We are a branch office so I don’t see all the good they do. I read
about it every once and awhile. .. and there are all these drives and
fundraisers there. At [my former company] you got to see it. You
witnessed it even if you didn’t get a chance to do everything.

They give five, ten, fifteen thousand dollars to various organizations.
I mean, that goes blind to everybody except those who are in that
department who have contributed to it.

Among employees we interviewed, those based far away from head-
quarters expressed frustration that the company did not adequately
keep them abreast of developments in their CR activity. Consider

these comments:
80% of the people on the [factory] floor have no clue of any of the
stuff that we talked about.

For a marketing company, we do a piss poor job of marketing anything
internally.
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Figure 6.1 The influence of closeness on reactions to CR

Based on findings in our study of the oral care program, close-
ness was indeed a multiplier because it helped improve the sense of
Unity (measured as trust). Closeness also led to improvements in
stakeholder responses to CR (purchase intent and advocacy behav-
iors). Responses for both purchase intent and advocacy behaviors
were least favorable to the company for unaware non-participants,
elevated somewhat for aware non-participants, and highest for aware
participants. Figure 6.1 illustrates these findings.

Just as closeness can influence CR activity’s effect on Understand-
ing, it can also impact how Useful CR is to stakeholders. Consider
results from our focus groups with a cross-section of employees at a
global consumer goods company. As with Understanding, exam-
ining the level of Usefulness (to the stakeholders) of the com-
pany’s CR programs we found considerable disparity in people’s
opinions.

Upon closer examination, we found that this variance was linked
to how involved the stakeholders were to the CR activity. Those who
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actively participated in various initiatives felt better about themselves (a
form of Usefulness) and took more pride in the organization than those
who did not participate. Employees who participated also felt that the
CR activity brought them greater work—home balance than those who
did not participate.

Why the difference? Participation affords opportunities to better
mold their exposure to CR to their own needs and hence to customize
the CR activity in a way that contributes to their personal well-being.
Thus, participation enables stakeholders to co-create the value that
the programs provide.’

In other words, by becoming active in how CR is enacted at their
company, employees expose themselves to programs that allow them
to express themselves fully. This approach puts the stakeholder in the
driver’s seat, giving them a sense of involvement and accomplishment.

Having recorded this phenomenon qualitatively, we decided to
replicate the findings in a nationwide quantitative survey of frontline
employees in the retail and hospitality industries. In that study,
we asked 539 respondents at various companies to describe how
much CR helped them marry their work and home lives (i.e., its
Usefulness to them) and how much they participated in CR at their

company.

The Usefulness of CR is significantly greater for those who partici-
pated in the initiative frequently versus those who did not because
such participation allowed them to mold the experience to their

own needs.

By comparing responses for employees who participated a great
deal to those who participated only infrequently, it became clear
that participation was enabling some people to extract value that

wasn’t there for non-participants.
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Figure 6.2 The influence of participation on reactions to CR

Figure 6.2 confirms that an Understanding of CR is beneficial for
companies. (Such benefit is evidenced by the jump in Usefulness
when Understanding of CR goes from low to high.) But perhaps
more interestingly, the Usefulness of CR is significantly greater for
those who participated versus those who participate infrequently.
Thus, participation (and hence closeness) can help stakeholders get

more out of CR, even when Understanding is relatively low.

Caring

Not all CR initiatives are equally compelling to stakeholders. The
extent to which CR is effective in reaching company goals depends on a
stakeholder’s personal support of the issue or issues involved in CR, or
what we call caring.

Stakeholders each have unique and personal preferences for some
causes over others. A stakeholder may believe very strongly, for
instance, that climate change is the most important issue facing
society today. Another stakeholder may be particularly committed
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to supporting AIDS research because of a family member who is
afflicted with the disease. There are even some issues that gener-
ate such strong feelings that they have the potential to create a
chasm within a company’s stakeholder base (e.g., abortion, firearms
regulation).

The bottom line is this: Issues that capture the hearts and imag-
inations of some stakeholders will produce lukewarm reactions — or
worse, a negative and visceral response — from other stakeholders.
Managers need to know that there are stakeholders who clearly care
about social rather than environmental issues, like the following

employee from one of our studies:

In terms of what the company has offered, I've always had a soft
spot for the Boys and Girls Club. I like working with kids. Role
models for the less fortunate, that’s always been a soft spot for
me. . . [But] environmental recycling. . . doesn’t really appeal to me.
I recycle and am conscious with the earth, but it’s not something I get
into.

The research points to this conclusion: Knowing what excites
stakeholders is important, because the more stakeholders care about
the issues addressed by a company’s CR programs, the more likely
they are to find such initiatives to be personally Useful.

For example, when an employee sees her employer address issues that
she cares about, it helps her marry two otherwise distinct spheres of her
life: home and work. High levels of caring help bridge the gap between
work and home, and thus help her lead a more coherent existence
where she can express herself fully.

Likewise, a consumer who learns a company is focused on a soci-
etal problem that he cares about will feel particular pride through
his association with that company. Thus, caring can help improve a
stakeholder’s perception of Usefulness.

Study findings indicate that caring can also help maximize the

Unity that is felt between stakeholders and a company. In that
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regard, Unity can blossom from addressing issues that a stake-
holder cares about, signaling that the stakeholder and the company
share the same values. Since CR can be seen as an expression of
a company’s soul, stakeholders use CR as a means to assess the
extent to which the company’s identity matches their own. This
Unity (i.e., overlap of values) is much more likely to be sensed

when CR tackles an issue that is of paramount importance to a

stakeholder.

Studies on caring

There is considerable evidence in our research that caring influences
the ways that stakeholders interpret and respond to CR. For example,
caring strongly impacts how stakeholders build relationships with
companies.

Consider the study involving the purchase of calculators, printers
and computers.® We asked consumers about their sense of Unity
under a variety of scenarios. In some scenarios, the company per-
formed admirably (e.g., supports diversity, abolishes sweatshops),
while in others the company was a poor CR performer (e.g., ended
diversity programs, runs sweatshops). As part of the research, we
also measured respondents’ caring about the issue in their respective

scenario. Results were quite telling:

e For respondents who did not care about the cause (i.e., diversity or
sweatshops), there was only a modest advantage in terms of Unity
for companies that performed well in their CR.

e In contrast, consumers who cared about the cause responded more
strongly.

e Those who cared deeply about an issue in the negative scenario
took this as a signal that the company shared no traits with them;
and these respondents distanced themselves from the company

considerably.
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Thus, the effect of moving from a negative to a positive scenario
with high caring individuals was much stronger than it was for the
low caring individuals. In sum, high caring individuals reward good
behavior more and punish bad behavior more harshly than their low caring

counterparts.

Characteristics

Each of the company’s stakeholders has a unique situation and per-
sonal history that determines their needs and colors the way they
see the world. Thus, we find that the multi-faceted profile of an indi-
vidual is often a strong influence on how he or she interprets and
ultimately responds to CR. These traits, what we call characteristics,
can range from demographics to cultural attributes of an individual.
Characteristics influence how stakeholders interpret and respond to CR
because they are often closely associated with the needs and preferences of
stakeholders.

Demographics

The demographic segment to which a stakeholder belongs may have
accepted norms of behavior and preferences that may lead to CR
making a company a more or less attractive target for Unity. For
example, higher income individuals and those with advanced levels of
education are often drawn quite strongly to CR activity.

There is also evidence that gender plays a role in employee
responses to CR. While many beliefs are essentially equivalent across
gender, females are more likely than males to be actively involved
in environmentally friendly behavior but score lower than men
when asked whether technology can be used to solve ecological
problems.”

Likewise, employees — who have a relationship based on a con-

tractual agreement with the company — will look for different things
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from a company’s CR than consumers do. And employees with a
long tenure at a company are likely to develop a more nuanced

Understanding of its CR than new employees.

Cultural differences

The studies also demonstrate a range of differences that correlate
with the stakeholder’s culture. Not surprisingly, some cultures believe
more strongly than others that CR is appropriate for companies to
engage in. Less obvious is the finding in one study that Unity and
other outcomes depend on the degree to which a stakeholder has
acculturated into American society.

Specifically, in the study of the oral care program, as discussed in
Chapter 5, both physical and psychosocial Understanding changed
as a result of participating in the program. But the influence of
acculturation among participants in focus groups became especially
apparent in the results. We asked Spanish-speaking parents living in
the US about their Understanding of the company’s CR and regard-
ing dental hygiene. Interestingly, this change in Understanding was
stronger among our less acculturated respondents, those who had
immigrated more recently and who had not yet fully adapted to the
values and norms of the US.

We found that as relative newcomers to the country, these respon-
dents were eager to adopt beliefs and behaviors that enabled them
to adapt to the host country. More acculturated individuals are less
motivated to adopt new beliefs because they are already well estab-
lished culturally.

We confirmed these qualitative observations in a follow-up survey
of a separate sample of beneficiaries in the same program. Comparing
the Understanding of participants against a control group (non-
participants with the same demographic profile), the research showed
that program participants had a better Understanding that good
dental hygiene leads to both functional benefits (e.g., helps prevent
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TABLE 6.1 Examples of how context influences the process

Example of the Influence
Description of Context

Stakeholder Context

Closeness

Caring

Characteristics

Stakeholder embeddedness ~ Employees at headquarters feel
in the organization. closer to the company and

respond positively to CR,
while employees located in
satellite offices can feel
alienated and thus more
skeptical of CR activity.

Stakeholder support of the ~ Consumers feel more Unity

societal issue addressed by with companies that address
CR programs. societal issues that they care
about personally.
Demographic or Females are more likely than
psychographic profile of men to behave in
stakeholders. environmentally friendly

ways, but are less likely to
favor the use of technology
in addressing climate change
issues.

Company Context

CR

Core business

Characteristics

The type of CR program and Consumers tend to prefer
the way it is distinctive CR programs
communicated. that differentiate the
company from competitors.
Reputational perceptions of Companies with high quality

the company (e.g., products gain a greater
product quality, CR advantage from engaging in
positioning of brand). CR than companies with

poor quality products; the
latter companies are viewed
with more skepticism.
Demographic profile of the ~ Small, local, and family owned
company. businesses (respectively) are
generally viewed more
favorably than large
multinationals.
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cavities) and identity-related benefits (e.g., gives more self-confidence)
for their children.

Digging deeper, though, we found that while both types of beliefs
were substantially stronger among the whole participant group as
a result of the program, the improvement was significantly greater for
the less acculturated respondents. Thus, the level of Understanding
that stems from a company’s CR initiatives depends on the social

and cultural context that the individual brings to their interpretation

of CR.

Company context

Aspects of the CR environment pertaining to the company itself,
the industry it belongs to, and the competitive arena in which it
operates make up what we call the company context. Within this
company context, some factors are critically important for managers
to know about.

These factors fall into three basic categories:

o those pertaining to the CR itself,
e aspects of the company’s core business, and

o key characteristics of the company.

Because stakeholders interpret and respond to CR based in
part on how they make sense of it within the wider landscape —
comprising the company and its competitors — CR value can develop
in idiosyncratic ways.® As with stakeholder factors, managers need to
adapt to the company context, fine-tuning CR strategy to maximize
the desired outcomes.

How stakeholders interpret CR activity varies greatly depend-
ing on the characteristics of the programs themselves. The differ-
ence between programs that generate Understanding, Usefulness, and
Unity and those that do not can be largely chalked up to the type of CR

program and the communication about such efforts. CR type refers to
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characteristics of the CR initiative itself, while communication refers

to the way in which stakeholders are told about the company’s CR.

CR type

Stakeholders characterize the type of CR activity by weighing (1)
how distinctive CR is, and (2) how closely it fits with what the
company does.

Let us look at each of these briefly.

Distinctiveness

The distinctiveness of a company’s programs — how innovative or
unique they are — can set apart the company’s CR activity from
competitor’s CR in much the same way that distinctive products can
provide advantages when selling to customers.

Consider the example of Product(RED) which has been men-
tioned in Chapter 4. Product(RED) has gained widespread awareness
and strong appeal thanks in large part to its innovative approach.

Such distinctive CR programs are likely to catch the attention
of stakeholders more than their ordinary counterparts. In an era
where consumers and other stakeholders are increasingly bombarded with
CR-oriented messages, novel programs “break through the clutter” more
effectively than programs with which stakeholders are already familiar.

Distinctive initiatives can also be highly effective in generating
positive responses from stakeholders because they set the company
apart as a pioneer. Moreover, distinctive programs are often given

attention by the news media, adding to stakeholders’ Understanding

of CR.

The importance of “fit”

The second way that stakeholders characterize the type of CR activity
is the degree to which initiatives “fit” with what the company does or
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stands for. This fit refers to how much stakeholders perceive a link between
the issue addressed through CR activity and the company’s product line,
brand image, position, andfor target market.’

Examples of high fit programs are Home Depot working with
Habitat for Humanity, or Revlon working with a group preventing
domestic violence. In contrast, a Revlon homelessness program or a
Home Depot domestic violence campaign would be considered low
fie. 10

A close fit reinforces people’s perceptions of what the company stands
for. In contrast, when fit is not obvious, stakeholders struggle to make
sense of why the company is involved in the CR activity, attenuating
their response.

In one recent study, researchers Becker-Olsen and colleagues'!
conducted an experiment that randomly presented respondents with
high fit or low fit CR initiatives. (For example, they were told that
Home Depot was running either a homelessness or domestic vio-
lence initiative.) Respondents were then asked for their thoughts
about the program and the company. The researchers counted
these thoughts and rated them in terms of their valence (i.e.,
positive—negative).

In the low-fit condition, respondents listed more thoughts related
to the company’s motives, and the thoughts were quite negative. In
contrast, in the high-fit group people listed fewer thoughts; however,
these were significantly more positive than comments from those
who saw the low-fit pairing. In short, their findings demonstrate that
fit contributes to stakeholders’ Understanding of a company’s CR

efforts.

Communication

There is a second aspect of CR factors that will influence the rela-
tionships in our framework. That is, CR value is also impacted con-

siderably by the communication of such efforts.
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Companies need to work harder and smarter to communicate
their CR activities to key stakeholders so that Understanding,
Usefulness, and Unity are fully realized.

This should be encouraging to managers, because how and where
CR activity is communicated is something that is under managerial
control for the most part. However, our experience shows that com-
panies need to work harder and smarter to communicate their CR
activities to key stakeholders so that Understanding, Usefulness, and
Unity are fully realized.

Awareness is a critical ingredient in stakeholders’ reactions to CR;
aminimum amount of publicity is needed if value is to be maximized.
Companies need to pass this threshold of awareness if they are to
see any business or societal return on investment. However, more

publicity is not always better.

Looking at the downside

Stakeholders are generally receptive to CR but are wary of compa-
nies that appear to be leveraging their CR opportunistically. Suspi-
cion can become especially strong when the proportion of resources
allocated to promoting CR reaches unacceptable levels relative to
spending on the initiative itself.'"> Thus, whether communications
are directed at internal audiences of employees or external audiences
such as customers, companies must be wary of over-promoting CR;
otherwise stakeholders will become mistrusting of the company and
may even withdraw from an existing relationship.

Stakeholders evaluate not only the quantity but also the quality
of communication, distinguishing between communication chan-
nels they see as more or less credible. Not surprisingly, the sources
deemed most trustworthy for CR information tend to be third

parties.
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Publications such as Business Ethics or CR ratings by independent
organizations (e.g., Fortune) that take a neutral stance on companies’
CR status are perceived as credible sources of CR information. Of
course, getting cooperation from the media can be highly challeng-
ing, which is why many companies rely on corporate advertising as a
reliable — albeit expensive — means of getting their CR message out.
Unfortunately, company-generated communications do not engender the
same trust as third-party sources since the company has a stake in the

reactions of the audience.

Stakeholders can become resentful when initiatives are designed,

executed, and promoted from the proverbial ivory tower.

Finally, along with quality and quantity of communication, the
extent to which CR leads to desirable stakeholder responses depends
on whether the company communicates CR in a bottom-up way or as a
top-down directive. We find that the top-down approach can dilute the
corporate benefits of even the most well-intentioned CR initiatives.
The reason is that stakeholders (in particular employees) can become
resentful when initiatives are designed, executed, and promoted from
the proverbial ivory tower.

In contrast, we find that a bottom-up approach encourages stakehold-
ers to contribute to programs that are the most relevant for them person-
ally. The bottom-up approach asks for input on CR matters at every
stage, resulting in an ongoing dialogue with stakeholders that will steer
CR efforts on a path that is most consistent with the corporation’s
values.

As a result, stakeholders who are involved in shaping the initia-
tives feel that they are a part of CR rather than simply a target of
a promotional campaign. This does not mean that top-management
commitment to CR is dispensable. Executives need to lead by exam-
ple and act as brokers to impart their company’s CR philosophy to

employees.
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Core business

Stakeholder reactions to CR are dependent upon the core business
of the company sponsoring such efforts. By core business, we mean
not only the class and quality of products the company makes, but
also its reputation in the marketplace. Both our own research and
the work of others shows that stakeholders respond to CR based on
two major facets of core business:

e the corporation’s ability to make innovative and high quality prod-
ucts, and

e the market position of the company.

Firm market value study

Author CB Bhattacharya along with researcher Xueming Luo studied
the influence of core business from a higher-level perspective. The
study examined business value (measured in terms of stock market
value) as a function of CR activity. They used secondary data from
sources such as the Fortune 500 ratings and COMPUSTAT.

Largely consistent with other experimental findings, the effects of
CR on business value depended substantially on other aspects of
a company's core business (including product quality and market
position).

Product quality

An aspect of core business, namely product quality, yielded some
intriguing results in the study involving a technology company. In
that experiment, subjects told us their intent to purchase computer
printers after they read one of four randomly assigned blurbs about

the company’s CR activity and its product quality.
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Figure 6.3 The influence of Product Quality on reactions to CR

For CR activity, subjects either read a description that the com-
pany had an excellent CR record (i.e., positive) or a very poor CR
record (i.e., negative). For product quality, subjects read third-party
ratings of the company’s printers. (The company name was disguised
so as not to influence the evaluations.)

Opverall, subjects did not differ much in their responses to the neg-
ative versus positive CR activity condition. Differences only became
evident once the company’s core business was factored in. Analysis
revealed that the impact of a company’s CR on consumers’ purchase
intentions varied with product quality.

Figure 6.3 shows that when product quality was high, purchase
intentions rose slightly based on the company’s CR record (negative
versus positive). However, when product quality was low, consumers
were actually less favorable towards the positive CR record company than
the company with a negative record.

The reason for this reaction is that these consumers perceived
that the company was spending on CR rather than developing high
quality products, a trade-off they considered to be unacceptable. This
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Figure 6.4 The influence of core business on business value

finding underscores a basic premise of this book: that stakeholders
expect a company to “do good” and also to “do well” — not trade one
for the other.

Similar findings have been documented at the market level as
well. For example, in a study conducted by one of us (Bhattacharya)
and Xueming Luo, as shown in Figure 6.4a, companies with high

product quality saw significant improvements in business value as a
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result of their CR activity, while companies with low product quality
saw little to no benefit. Similarly, CR produced greater business value
for companies with high innovativeness capacity than it did for their less
innovative peers (Figure 6.4b).1?

The clear lesson from both these studies is that companies with
high quality products and services have a lot to gain from engaging
in CR, while companies with low quality products may be better off

focusing on product development before engaging fully in CR.

Companies with high product quality stand to gain more from CR
than peers with low product quality.

Marketing strategy

The second aspect of core business is the marketing strategy of
the company conducting CR, including its positioning and brand-
ing strategies and allied product, price, promotion and distribution
strategies. Marketing strategy is important because as stakeholders
learn about CR activity enacted by the company, they not only
respond directly to it, but also attempt to place the behavior within
their pre-existing notions of what the company does and what it
stands for.

For instance, we find that a stakeholder’s knowledge of a company’s
positioning strategy can have a substantial impact on their reaction
to its CR. While a company’s CR can, in general, draw stakeholders
into enduring and resilient relationships with it, the pull of CR is
greatest for companies that do not just engage in CR but are actually
positioned as CR brands.

Why do CR brands have this built-in advantage?

e First, CR initiatives promoted by companies positioned on a social

dimension are likely to gain extra awareness because they tend to
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have more explicit and sustained communications regarding the
activities.

e Second, when companies that are positioned on quality or other
product/service dimensions engage in CR, stakeholders are more
skeptical of the motives behind such actions (i.e., make more
extrinsic attributions). On the other hand, CR-positioned compa-
nies engender little skepticism when they engage in such activity;
in fact, it is entirely consistent with who they are and what they

stand for.

Thus, by engaging in CR activity, CR brands present a coherent
and consistent face to the world relative to non-CR brands. In the
process, such brands attract a segment of consumers that care more
about CR.

We tested this notion in our yogurt study. Recall that this survey
compared consumer responses to three brands: Stonyfield (a CR-
positioned brand), Dannon and Yoplait (non-CR positioned brands).
We found that as a result of CR activity, Unity (measured as iden-
tification) was enhanced across the board. However, as shown in
Figure 6.5, Stonyfield saw greater rewards in terms of customer loy-
alty and advocacy than either of its competitors, which were not
positioned as CR brands (5 = high loyalty/advocacy).

In the case of Stonyfield, its CR activity is seen as integrated
with the company’s core business, thus revealing Stonyfield’s essence
or soul as a company. As a result, consumers felt more Unity with
Stonyfield, both in terms of trust in the brand and their identification
with it.

Company characteristics

Just as the characteristics of stakeholders matter in determining
stakeholder responses to CR, so, too, do the characteristics of the

company. Reputation, demographics and culture are such factors.



How context influences the process * 145

5 - = Stonyfield (CR brand)
® Dannon (non-CR brand)
Yoplait (non-CR brand)

Loyalty Advocacy

Figure 6.5 The influence of CR Positioning on reactions to CR

Reputation

One very important characteristic is the company’s reputation. Com-
panies with strong reputations will reap greater rewards from CR
activity than those with poor reputations because stakeholders will
carry goodwill into their evaluation of the CR.

Not only are stakeholders likely to be more aware of what compa-
nies with strong reputations are doing, but they are also more likely to
make favorable attributions regarding such companies’ CR actions,
leading to a heightened sense of Unity.

On the other hand, companies with poor reputations or those
belonging to industries that already breed some mistrust (e.g., oil,
tobacco, and alcohol) often find that the effect of CR initiatives is
dampened because many stakeholders cannot get beyond the cynical
attributions they already hold. (This would, of course, be an example
of a negative multiplier.)

There is a limit, however, to how much a prior reputation can help

foster Understanding, Usefulness and Unity. Our research in the
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context of corporate—non-profit alliances shows that for companies
with strong positive reputations, additional CR activities may not

create much additional value due to ceiling effects.

Stakeholder Understanding and Unity based on CR are more
favorable for companies that are small rather than big, local rather
than national, and family-owned rather than a big impersonal

conglomerate.

Company size and demographics

In addition to the effects of reputation, a company’s size and demo-
graphics also influence the response to CR. Focus groups and surveys
we conducted as part of our research into yogurt consumers’ responses
to CR revealed clear positions. Namely, stakeholders are more likely
to have a favorable Understanding and strong feelings of Unity when
the company engaging in CR is small rather than big, local rather than
national, and a family-owned operation rather than a big impersonal

conglomerate or multinational. As one respondent put it:

Recently many formerly socially responsible companies, such as
Stonyfield Farms and Boca have been consumed by other multi-
national corporations, such as Dannon and General Foods. I feel that
if the parent company is not socially responsible in all of their prod-
uct lines, this strongly diminishes the validity of any gestures in their
other product lines. Therefore, I do have mixed feelings about Stony-
field although I am very glad that they make it possible to get organic
yogurt in a regular market.

Organizational culture

Finally, the culture of the organization can also contribute to the
effects of CR. Companies that pride themselves on a corporate culture of
serving others — whether customers or society at large — stand to benefit

more than competitors.
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In our study of frontline employee responses to CR, we found — as
one would expect — that feelings of Unity increased as a function of
perceptions that the company is socially responsible. Interestingly,
however, this effect was significantly stronger for companies that had a
company-wide philosophy of customer service and weaker for companies
that took an “us against them” attitude towards customers.

This reaction is understandable because customer-centric companies
view CR as a natural extension of the company’s commitment to helping
others. In contrast, CR engagement at otherwise internally focused
companies arouses suspicion because it seems to be at odds with the

internal orientation that is dominant in other aspects of the business.

Summary

We have argued throughout the book that managers need to do
more than simply “do good.” In this chapter we provided empirical
evidence that the next steps in successful CR should not embrace a
one-size-fits-all approach, which is likely to lead to missed opportu-
nities. Rather, managers should look at the contextual factors that
make the company’s situation unique.

Consider some of these key points:

o Ifall things were equal, the psychological levers described in Chap-
ter 5 (Understanding, Usefulness, Unity) would likely predict
stakeholder reactions to a company’s CR. However, the effect
of these levers depends critically on the context. Some aspects
of context can serve as “multipliers” by enhancing or detracting
from other factors that influence stakeholder reactions. Therefore,
managers need to understand how context impacts reactions.

o A stakeholder’s closeness to the company — and to its CR —is a big
factor in the degree of Understanding, Usefulness, and Unity the
stakeholder perceives. Employees in remote locations, for instance,
are less driven by these psychological levers, unless managers adjust

their approach in order to interest and involve them.
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e Caring about the chosen CR issue is a multiplier for most stake-
holders and can help bridge the gap between work life and home
life; conversely, not caring about the cause is likely to decrease
involvement and the corresponding degree of benefit from
the CR.

e Company context factors include the reputation of the company
and how good a fit the CR initiative is with the core business.
A company with a negative reputation is likely to have difficulty
overcoming this obstacle as suspicions may arise about its motives
for engaging in CR.

e Companies with an organizational culture of serving others have
a built-in advantage compared to companies that stakeholders
perceive as only interested in the bottom line.

e Stakeholders appreciate a bottom-up approach in which they are
involved in and co-create CR, as opposed to only having directives
come down from a corporate ivory tower. Innovative programs are
also more likely to break through the clutter of information and
capture the attention not only of stakeholders, but also of the
media.

e A company is likely to be rewarded for its CR to the degree that it
has its “house in order.” A company that has low product quality
but spends a lot of money on CR is likely to disappoint stake-
holders who do not see this as an appropriate trade-off. Similarly,
stakeholder reactions to CR activity are most favorable for com-
panies that already have a history of success and innovation with

their products and services.

The stakeholder-based CR management approach proposed in
this book demands that managers be aware not only of whether
CR favorably impacts the business and its varied constituents, but
also of the conditions under which CR is likely to produce the
most favorable results. Just as important, companies that do not

adapt their efforts to the demands of the marketplace run the risk
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of their CR efforts seriously backfiring, damaging relationships with
key stakeholders and harming corporate performance.

So far, we have delineated the value created by stakeholder reac-
tions to CR actions, articulated the psychological engine that drives
stakeholder reactions and produces such value from the CR inputs,
and laid out both the stakeholder and company determinants of the
success of CR.

Now it is time to discuss the implications of this framework. The
next chapter will provide advice for managers on how to configure,

implement, and evaluate CR activity.
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PART III

Putting insight into action

Throughout this book, we have argued that CR value is derived
in part by the stakeholder route, whereby stakeholders react to CR
based on the information to which they are exposed. For this reason,
we recommend that companies work hard to develop an appreciation
of how stakeholders interpret and ultimately respond to CR activity.
In Part I we described the link between CR activity and stakeholder
responses to CR (i.e., CR value); and in Part II we outlined the
psychology behind such responses.

But what is a company to do with these insights? In this part, we
discuss the implications of our approach. We do this by highlighting
three ways that companies can maximize CR value and maintain
this value over the long term.

To that end, Chapter 7 shows how companies can empower stake-
holders so that they become co-creators of CR — a process that draws
them closer to the activities for better Understanding, ensures that
programs are optimally Useful, and enhances Unity, the stakehold-
ers’ sense that the company shares their values. Chapter 8 articulates
the important role of communication; that is, how companies can
get their message out in ways that draw stakeholders closer to the
company. Chapter 9 provides guidance on how to quantify key com-
ponents in our framework and discover linkages between them so
that companies can calibrate CR activities on a long-term basis.
Chapter 10 empirically validates the framework. Finally, in Chapter
11 we look ahead and outline a few key areas that merit further

investigation for companies wishing to leverage CR’s potential fully.






SEVEN

Co-creating CR strategy

Co-creating CR initiatives: Some background

In Chapter 5, the discussion focused on the importance of Useful-
ness, Understanding, and Unity as psychological levers that drive
stakeholder reactions to CR; then Chapter 6 elaborated on closeness
and other key stakeholder variables that help yield and magnify the
desired CR outcomes. It is not a given, after all, that the outcome is
always positive, as some variables can magnify a negative reaction,
such as when a stakeholder feels cut off from the core of the com-
pany. This chapter, therefore, takes the next critical step, examining
how to enhance Usefulness and Understanding and achieve a sense
of Unity, with a special eye to involving stakeholders in the process of

co-creating a company’s CR initiatives to maximize the benefit to all.

In spite of the stakeholder involvement rhetoric, most companies
continue to develop, implement, and manage their CR as an

essentially top-down process.

In today’s environment, there is demand for co-creation. Our
research, presented in the following pages, shows quite convincingly
that both employees and consumers are not content to be passive
recipients or even “enablers” of the program. They want to be “enac-
tors” who are actively engaged in co-creating CR initiatives with

company personnel. Through co-creation, stakeholders become part
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of the solution, thereby reducing the gap between their expectations
and the firm’s response.

Co-creation is not a new idea. As thinking on CR has evolved over
recent years, meaningful stakeholder engagement has become one
of the driving forces guiding CR action. Much has been said about
why and how different stakeholder groups must come together in the
design and implementation of CR for it really to achieve its goals,
both through process and outcome.! And more and more companies
are taking a multi-stakeholder approach in their CR.

For instance, Telefénica has been exploring various ways, such as
online discussions on specific topics, to engage in ongoing, two-way
dialog with the stakeholders most relevant to their business. This type
of ongoing communication allows the company to respond directly
to stakeholder interests when developing strategy.?

Similarly, according to the Indian company, Godrej: “co-creation
and collaboration are sometimes essential to make CR activity more
meaningful and participative. We follow a partnership approach
so that a wider set of relevant stakeholders are involved. This
ensures that implementation is done effectively and with a wider
outreach.”

Yet, most of this discussion and action has centered on the need
to engage the diverse sectors of society — particularly NGOs, the
government, the media, and other civil society groups. Less has been
said and done about engaging the company’s primary stakeholders, such
as employees and consumers.

In other words, in the rush to do CR right, and in the hope of
gaining social legitimacy as a consequence, many a company seems
to have reached out to get the ears of a wider set of stakeholders
while not paying a lot of attention to how deeply it can — and,
in fact, needs to — connect with its fewer but more proximal and
significant stakeholder groups. For instance, a mere glimpse of CR
in the employee domain reveals a clear chasm between the sense

of the company from the viewpoint of the senior management and
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the feelings of its employees regarding the appropriate source and
ownership of its CR.

Our research findings show that in spite of the stakeholder involve-
ment rhetoric, most companies continue to develop, implement, and
manage their CR as an essentially top-down process. In other words,
it is senior management that decides what causes/issues to support
and how. As one of our in-depth interview respondents (a female
in the Toys and Sporting Goods industry, located at the company
headquarters) put it:

As I said, every CEO we’ve had for the past couple of years has had
a focus in the community and has made the company sort of take it
on. The two CEOs and the one before that were into blood drives.
So what is one of the things that we had to do on every one of our
sites? Blood drives!

In other words, while the stakeholder-psychology approach to CR
points to greater ownership of a company’s CR initiatives by its
most important stakeholders, both anecdotal evidence and our own
research reveal that more often than not, this is far from the case.
Employees, in fact, are typically passive executors of top manage-
ment’s CR decisions. Importantly, however, at the same time this
research shows that employees yearn to play a greater leadership role
in their employers’ CR initiatives; as co-creators of market value,

they also want to be co-creators of CR value.

In a recent study produced by the Wharton School and the UN
Global Compact concerning CR ownership, 71% of the 400 com-
panies surveyed indicated that their CR policies and practices were
developed and managed at the CEO level, 57% at the Board of
Directors level, and 56% at the senior management level. (The
UN Global Compact, “UN Global Compact Annual Review” (2007),
10, available at http://www.unglobalcompact.org/docs/news_events/
8.1/GCAnnualReview2007.pdf, accessed August 4, 2011).
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While surveying worldwide employees of a multinational cor-
poration, we found that 80 percent of its employees the world over
deemed it important that the company provided them with oppor-
tunities to participate in their CR programs. In the words of a focus

group respondent:

If we are looking to energize employees. . . there’s going to be a nat-
ural tendency to say, “we’re going to empower you through charita-
ble giving in some capacity.” I have half dozen organizations that I
work with, and I'd love to be able to extend that reach through [the
company].

Thus, matching gift programs, where the company matches
employee charitable donations dollar-for-dollar, are popular with
employees because they give the individual the freedom to decide
which charity to support yet also leverage the resources available
through the company. Employees are very responsive to this sort of
effort because it demonstrates in very clear terms that the company’s
values match their own.

In reality, however, besides the example of matching gifts, it is
more common that companies and employees — who comprise one of
their most immediate and important stakeholder groups — often don’t
see eye-to-eye on who really is making the difference through CR.
Most of the power is held by the company, leaving many of the employees
feeling unempowered, unmotivated, and sometimes even disenchanted and

disengaged.

Employees yearn to play a greater leadership role in their employ-

ers’ CR initiatives.

Analogously, in the consumer context, recent research by Rosen,
Irmak, and Jayachandran makes this same point. When consumers
are able to choose the cause in a cause-related marketing campaign,

they perceive higher co-creation of value, which in turn enhances
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their purchase intentions.* Interestingly, the ability to co-create
value with the company even mitigates the negative impact that
other contingent factors (described in Chapter 6), such as low sup-
port for the cause or low perceived fit between the company and
the cause, would otherwise have on consumers’ purchase intentions.
These authors see a need for further research that examines other
means by which consumers’ perceptions of value co-creation can be
enhanced. Specifically, getting consumers involved in more complex

aspects of program design can achieve this goal.

Getting the needed involvement

What do companies need to strive for, then, to ensure that their
employees and customers participate in their CR initiatives in a way
that maximizes the 3 U’s of Understanding, Usefulness and Unity?
Going back to our discussion of closeness in Chapter 6, the answer
lies at least partly in companies involving their stakeholders in a manner
that embeds them within the social folds of the company.

In other words, the company needs to ensure that its two closest
stakeholder groups — consumers and employees —as well as colleagues
responsible for CR management all participate in such a way that
brings them closer to the center of the social network embodied by
the company.

When consumers are able to choose the cause in a CR initia-
tive, they perceive higher co-creation of value, which enhances

Usefulness.

As mentioned in the beginning of this chapter, involving and
embedding employees and consumers is best achieved through the
co-creation of the company’s CR strategy and actions. Consistent
with the individual-level approach that this book takes, market-

ing researchers Prahalad and Ramaswamy say that “the co-creation
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experience depends highly on individuals. Each person’s uniqueness
affects the co-creation process as well as the co-creation experi-
ence. A firm cannot create anything of value without the engagement of
individuals.”

Thus, our recommended approach for formulating and implement-
ing CR initiatives diverges significantly from approaches that gener-
ate potential CR programs mainly through internal discussion and
debate among a handful of employees or managers. Instead, the co-
creation-oriented, stakeholder-centric approach initiates dialog with
stakeholders and incorporates representative stakeholder input as early
as possible into the formulation process.

In this way, companies can not only work on creating additional
value for stakeholders through the co-creation process itself, but also
can be assured that a full range of relevant programs and issues are
considered. Then, whatever is ultimately chosen has been in part
created by the relevant stakeholder groups.

Managers should also be aware that an unavoidable consequence
of bringing in diverse stakeholder perspectives while formulating CR
strategy is the introduction of a multiplicity of responses, which can
lead to conflict. However, such conflict can often be constructive
and lead to superior solutions. As Svendsen and Laberge note in
their co-creative model of stakeholder engagement, when compa-
nies and stakeholders recognize that interdependence is required for
sustainable outcomes, they are motivated to overcome competing
perspectives and needs in order to make innovation possible.® For
example, Scandic, a Swedish hotel chain, co-created such a solu-
tion when it invested $150,000 to engage employee participation by

showing them how to save water, energy, and waste.’

Four steps to successful CR formulation

The next section focuses on four key steps — articulation, genera-

tion, distillation, and selection — that we recommend for formulating
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CR programs. While articulation and distillation are more reliant

on managerial input, generation and selection actively engage key

stakeholders.

Articulation

We have argued in this book that companies need to tailor their
CR strategy to their situation. Since every company has a unique
set of circumstances under which it operates, the objectives of CR
may differ substantially across and even within industries. In fact,
views may even differ across colleagues responsible for CR within
a particular company. That is why managers need to articulate
exactly what the goals of CR are for that company, given its unique
situation.

Indeed, in a 2008 survey of 238 executives, McKinsey® found vari-
ability in how respondents viewed CR as benefiting their company.

For example:

e The majority saw CR as a way to improve the company’s reputation
in the marketplace.

e Some, however, expected CR to help them attract, motivate and
retain talented employees.

e Others viewed CR as a means to reduce the cost of capital.

Thus, the first and arguably most critical task for those engaged in
formulating CR strategy is determining the kind of CR value that needs
to be created and formally articulating the objectives of CR activity in a
particular instance. Only after that can CR managers determine the
most appropriate stakeholder groups to target for involvement.

It is extremely difficult to determine the means to achieve CR
value unless the ends are clear. CR strategy may differ substantially
based on the desired goal; for example, the goal of enhancing corporate
reputation and brand equity requires a much broader stakeholder focus
than the goal of attracting and retaining employees.
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Whatever the goal, the company’s motivation for exploring CR
activity to produce value must be articulated and justified in such
a way that creates executive “buy-in.” There are two main reasons

why articulation and buy-in are important:

1) Initial support from corporate leadership is needed to procure the
necessary resources that must be invested in these activities.
2) Ongoing support is needed to insure that the CR strategy can be

implemented and sustained long enough to obtain results.

A valuable way to better co-create CR goals with fellow employ-
ees (as well as to get broad-based internal buy-in) is to build shared
understanding among colleagues by learning from knowledgeable others
in the business. Consider Aramark, a leading provider of food services,
facilities management, and uniforms. In 2006, executives at the com-
pany reviewed their CR activity finding that while substantial and
beneficial, the fragmented nature of its efforts was wasting potential
opportunities to create CR value. In their bid to revamp their CR
strategy, company executives reviewed archives and research studies
at the Center for Corporate Citizenship at Boston College, attended
conferences and classes, and learned about best practices and execu-
tion challenges by meeting with various executives from companies
such as Starbucks, Verizon, and Reebok who had launched successful

CR initiatives.’

A critical task for those engaged in formulating CR strategy is
determining the objectives of CR activity.

Managers need to decide on the primary objectives of their pro-
grams. Then, in light of the objectives of the CR activity, managers
can take the next step: determining which stakeholder groups are
most attractive to target to achieve those aims. For example, after
all their research and internal brainstorming, the Aramark team set-

tled on two primary objectives for its CR. First, it wanted CR to
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strengthen bonds with employees. Second, the company wanted to
improve its reputation among opinion leaders in local communities.
Based on these twin objectives, Aramark finally decided on (i.e.,
selected) a signature program called Aramark Building Community,
which was designed to be highly Useful to these two groups (i.e.,

employees, community opinion leaders).

Generation

How do ideas get generated for CR projects? While many CR ini-
tiatives have come from CEQOs, Boards of Directors, or upper man-
agement levels, the reality is this: The world is moving towards
an “involve me” culture in which stakeholders want to partner
with organizations.10 By creating a participative culture, the gap
between stakeholder expectations and company actions can be less-
ened or eliminated. Stakeholders themselves then become part of the
solution.

In the spirit of co-creating CR solutions with relevant stakeholder

groups, we recommend following this sequence; namely that:

1) once the objectives have been decided, and

2) the relevant stakeholders identified, then

3) companies should engage and interact with members of those
stakeholder groups to generate a portfolio of CR initiatives that

are in line with the objectives.

The benefits of a particular CR program can differ greatly among

stakeholders, even within a particular stakeholder group.

Engaging individual stakeholders

To take one example, PepsiCo uses its Pepsi-Refresh project to

engage its stakeholders. Individuals, NGOs and social businesses



162 * Putting insight into action

can upload proposals online. Site visitors vote for their favorites.
The winners receive grants in the amount of $5,000 to $250,000.
Overall, PepsiCo grants more than $1,000,000 per month.

The need for dialoging with multiple individuals is critical because
research shows that individuals are often not alike, even within a
particular stakeholder group. For example, we find that benefits of
a particular CR program can differ greatly among employees of the
same company. While some employees may look to CR to fulfill
a need to feel closer to others at the company, other employees
may view the same CR program as an opportunity to learn new
skills.!!

Being able to match the underlying psychological needs fulfilled
via specific CR initiatives at the individual level is very important.
[t greatly enhances (a) the ability to focus on those segments most
likely to be receptive to particular initiatives, and/or (b) the ability
to market the programs differentially to different segments, thereby
greatly enhancing the chances of the 3 U’s being maximized.

Many companies do not go the distance in this regard. For exam-
ple, though PNC Bank surveyed its employees to find out that early
childhood education was a cause that resonated with many employ-
ees, they did not dig deep enough into the specific psychological
benefits that different employees derived from participating in the
program. It is possible that engaging in such an exercise would have
produced a program that encouraged greater employee participation
compared to the “Grow Up Great” program.

An important question when it comes to generating ideas for CR
programs is: How do companies go about co-creating CR programs
that make use of the three psychological levers of the framework?

To accomplish this goal, the program needs to 1) help stakeholders
develop greater Understanding, 2) make it likely that stakeholders
find it personally Useful, and 3) engage stakeholders enough for
them to perceive stronger Unity with the company. Some additional

answers lie not only in having stakeholders be part of the process of
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generating ideas, but also in how managers go about soliciting that
input and probing for more detail.

Marketers have long been concerned with tapping into the mind
of consumers in order to match product features with their consumer
benefits. Taking that idea further, the simplest technique to adapt
from marketing research is to conduct qualitative research with key
stakeholders. The purpose of such research is to uncover material
issues of interest to them and thereby generate ideas.

For example, research firms conduct semi-structured interviews
with representatives of stakeholder groups specified by the client. As
these questions are typically qualitative rather than quantitative, and
because of the nature of the subject, discussions often range freely.
As a result, a range of issues emerge, which are often presented to
the client in the form of a materiality matrix. (This kind of matrix is
discussed further below.) Such a process generates ideas and choices
that might not have come from a strictly top-down approach. And
the stakeholders tend to feel more involved.

Laddering

Although simply asking stakeholders about which CR issues they
believe the company ought to be involved in is a possible approach,
digging deeper produces better results. For instance, one of the fun-
damental ways by which benefits are linked to features in the product
context is a technique called “laddering.” Laddering goes deeper than
simply asking which features are most important to consumers. In
this technique, the researcher identifies key product features and
keeps probing the respondent to articulate the functional and psy-
chosocial benefits that the features provide and finally the values these
benefits help fulfill.

However, this product-focused method is just a starting point.
We suggest that in contrast to this question-and-answer technique —

and similar to an approach suggested by Jeffrey Durgee in his book
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Creative Insight'? — it is more effective to engage the stakeholder
through interactive dialog. Such dialog leads naturally to being able
to “ladder down” from the general CR context, values, needs, and
benefits to the specific kinds of CR initiatives these stakeholders feel
would help fulfill those needs.

Keeping in mind that the co-creation process itself ought to be of
value, at the outset it is helpful to “warm up” stakeholder participants
and make them feel like partners by assessing the broader psycholog-
ical context in which they evaluate CR. This process might entail

asking about:

o their views of CR in general,

e their views of CR within the industry and within the focal
company,

o their expectations of the company,

e the attributions they make about the company’s current actions,
and

e the rewards stakeholders provide to companies they deem socially

responsible.

Broadly speaking, this initial phase provides an opportunity to
get stakeholder input before delving deeper into the psychological
process; that is, the 3 U’s that comprise the basic framework of
the approach this book takes on enhancing CR value. Once the
general context has been assessed, researchers can probe stakeholders
about the kinds of psychosocial and identity-related needs they are
looking to fulfill and the benefits they are looking to receive from CR
initiatives of the given company. These typically include benefits to
the self (i.e., both how individuals relate to others and how they
view themselves) as well as benefits to society.

Discussion of our research in previous chapters revealed two main
psychological benefits related to a sense of oneself — benefits that
being affiliated with a socially responsible company can provide
to a stakeholder — namely: self-esteem and self-coherence. CR can

enhance both.
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How do these kinds of benefits come about?

First, CR can improve a person’s perception of self-worth, through his
or her association with the company. For example, it is quite common
to hear stakeholders claim that buying from a socially responsible
company makes them feel good, or that they have great pride in
working for a good corporate citizen.

Second, CR can bring greater coherence to a stakeholder’s life by mak-
ing interactions with the company a natural expression of how they see
themselves. For example, someone who feels that it is important to
help the homeless may find it extremely fulfilling to associate with a
company that addresses this through their CR. Then, by continually
reinforcing who they are, each interaction with the company pro-
vides the stakeholder with a sense of self-coherence and continuity
with their values between the sometimes-conflicting realms of work
and home life.

Having determined the psychosocial and identity-related benefits desired
by stakeholders, what direction does a marketer or manager take next?
Laddering down from these benefits, the next step is to establish
the functional benefits that would be received by the direct bene-
ficiaries of the program. Functional benefits are those that improve
the stakeholder’s well-being in tangible ways. For example, “better
oral hygiene” is a functional benefit received by the participants
of the previously discussed oral care program. Similarly, improved
“school readiness” is a tangible benefit received by participating chil-
dren in the PNC Bank’s “Grow Up Great” campaign.

But functional benefits can occur in surprising ways. In our studies
of employees, for example, people often indicated that they picked
up management skills and other valuable work-related skills through
participation in CR programs — a considerable functional benefit. By
taking leadership of a volunteer initiative, for instance, employees
can learn how to supervise others. Thus, participating in CR activity
can become a training ground for some stakeholders.

Note that even very different functional benefits that a CR initiative
provides often also lead to satisfying very similar psychosocial benefits
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and values, because most if not all individuals aspire to achieve these
self-related benefits in their lives. In that sense, the higher order
psychosocial benefits and values will be more likely to supersede any
single stakeholder role or functional benefit because they are related
to more universal human needs. (See Exhibit 7.1 at the end of this
chapter for an example of psychosocial and functional benefits in the
context of the oral care program.)

In sum, managers and researchers can best determine how to
co-create CR initiatives with specific stakeholder groups by first
uncovering the psychosocial and identity needs these stakeholders
are looking to fulfill. The next steps involve progressively starting
to “ladder-down” or do “reverse laddering” from such psychosocial
needs to uncover the functional benefits of such a program. In this
way, by understanding how to help stakeholders enhance their sense
of self, managers have a firmer footing for coming up with a successful
initiative. And then — finally, rather than initially — it is essential
to get respondents to discuss which types of programs would deliver
these benefits.

Once some skeletal programs have been articulated, interviewers
can also “ladder up” from the proposed initiatives to the benefits. This
process of laddering up and down the chain between features and
benefits will generate a set of possible initiatives and vastly improve
managers’ understanding of how stakeholders stand to gain from the

company’s CR activities.

Distillation

Having generated a set of CR initiatives collectively with stakehold-
ers, managers need to “distill” or prioritize these initiatives in line
with the core competencies of the company and identify what the
company is able to deliver best. In other words, even the best CR
initiative will be a wasted effort if the company is hindered in imple-
menting it. For example, in the PNC Bank “Grow Up Great” case,

employees had to obtain clearance certificates from state authorities
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in order to volunteer and teach pre-school children, which proved

to be a possible drag on the volunteering rates.

While articulation and distillation are more reliant on managerial

input, generation and selection actively engage key stakeholders.

A practical approach at this distillation phase is to create a “mate-
riality matrix” in which CR initiatives can be plotted in terms of two

dimensions:

e the importance or attractiveness to stakeholders, and
e the importance to the company in terms of the likely influence of

the initiative(s) on business success.

In an effort to avoid the kind of problem suggested by the PNC
Bank program, AT&T views the latter dimension as a composite of
two criteria: not only the importance of the CR issue to the company,
but also the company’s ability to act on the issue in a meaningful way.

Similarly, the consulting company AccountAbility refers to the
two key dimensions of the materiality matrix as external (i.e., reflect-
ing stakeholder priorities) and internal (i.e., reflecting company
priorities).!> Although this is a simple and elegant classification,
it reveals an underlying problem: Companies need to remember that
employees are not really “external” to the company. And of course,
that is the whole point of improving the feeling of closeness and
involvement for this group of stakeholders.

Opverall, the distillation phase filters the co-created set of alter-
natives from the generation phase to a reduced set that can be
implemented successfully by the company.

Selection

In the final selection stage, managers need to select the signature
initiative with which to go forward, as well as identify the specific

stakeholder segments to target. After all, certain segments may find
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certain initiatives to be more Useful (e.g., because they care more
about the issue), have better levels of Understanding about a partic-
ular initiative (e.g., because they make more intrinsic attributions)
and/or provide higher levels of Unity with the company (e.g., because
they perceive a stronger identity overlap). All of these factors would
be helpful for managers to explore before selecting and implementing

a particular initiative.

Creating partnerships

A key co-creation partner in the selection stage is the non-profit firm
(or sometimes multiple firms) that will implement the initiative. As
a result of going through the aforementioned steps of articulation,
generation, and distillation, managers should have a reasonably good
idea of the broad parameters of the kind of initiative they want to
select and implement. Companies and NGOs need to find “common
ground” that entails a number of steps from building new operating
standards to building long-term partnerships based on co-creation,
whereby the company becomes a key part of the NGOs’ ability to
deliver value and vice versa. As Brugmann and Prahalad note, such
co-creation ventures deliver a lot of benefits to both parties, not the
least of which is added social legitimacy for the for-profit and expanded
market impact for the non-profic.'*

In order to select an initiative from among alternatives, the
“development team” (comprising both company and NGO repre-
sentatives) can think of a CR initiative as a bundle of features

such as:

e the cause (e.g., school readiness, dental hygiene, AIDS),

e the implementation of the cause (e.g., cause-marketing program,
volunteering),

e proposed non-profit partners, and

e the proposed type and level of stakeholder engagement.
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Once the short-listed programs are described, with the under-
lying features that create CR initiative “concepts,” it is time to tar-
get the stakeholder groups to be brought into the co-creation process.
These stakeholders then would help to identify the most attractive
program. This is typically accomplished through quantitative mar-

keting research.

Creating experiments and looking at research results

Exhibit 7.2 (at the end of this chapter) provides examples of concept
initiatives we have created and tested with consumers as part of our
research program. (Note that for a variety of reasons, the company
may or may not want to reveal its name at this point, but instead
choose to describe its identity in terms of the products and services
it provides.)

To gauge the relative attractiveness of competing CR initiative
concepts, one method is to draw equivalent random samples from
pre-defined stakeholder target groups (e.g., managerial employees
who have been with the company from five to fifteen years) and
show one particular concept to each sample. In technical parlance,
this kind of study is called a “quasi-experiment” with a “between-
subjects design.”

It is good practice also to have a “control group” who won’t see
a CR concept, but will respond to questions on company repu-
tation, brand loyalty, etc., that can provide a “baseline” compar-
ison point to establish whether the proposed CR initiatives are
likely to create any business value. Companies will typically have
access to employee information electronically, and the availabil-
ity of Internet panels (e.g., Zoominfo) has also made it conve-
nient for such research in the customer sphere to be conducted
online.

Once stakeholders have been exposed to a concept, the next step

is to seek their reactions. This is achieved by asking a variety of
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follow-up questions that essentially pertain to the constructs of the
model presented in Chapter 5 — based on the 3 U’s.

To elaborate, there should be questions on:

(1) psychological aspects, such as attributions, perceived effectiveness,
likely engagement, functional and psychosocial needs likely to
be fulfilled by the program, including trust and identification;

(2) outcome measures, such as corporate reputation, brand/company
loyalty, advocacy; and

(3) a variety of relevant stakeholder characteristics, such as demo-
graphics, level of caring for the issue, and perceived fit between

the company and the cause.

More details of the specific questions to ask in this exercise will
be provided in the Calibration Chapter (Chapter 9).

Interpreting the results of this experiment is a key step in the
selection process. Although overall attractiveness of each CR initia-
tive is an important yardstick, managers may benefit from looking
at segment-specific responses (i.e., broken out by demographic and
psychographic characteristics). For example, older consumers tend
to care more about Alzheimer’s, whereas younger ones care more
about AIDS. Researchers can create a matrix of initiative by seg-
ment to understand better whether different initiatives are preferred
by different segments in the market. If this is the case, managers
will need to decide which initiative/segment combination to move
ahead with for their program.

Finally, pilot-testing the CR initiative before launching it full
scale is a great idea. Often, a variety of problems only surface when
the initiative is actually launched. Keeping this in mind, Aramark
piloted the “Aramark Building Community” initiative in three mar-
kets — Houston, Chicago, and Philadelphia. The goal was to acquaint
themselves better with their partner “Neighborhood Centers Inc.”
(NCI) and learn about mutual strengths and weaknesses. Only

after completing two successful projects and with plans for future
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collaborations underway, was the Aramark-NCI partnership pub-
licly announced.

The pilot enabled Aramark to learn that each local relationship
is unique and “just because something worked well in Houston
did not guarantee that it would work the same way in Chicago
or Philadelphia.””® Going forward, the Aramark Building Com-
munity team adopted a flexible approach in each market and agreed
that although program activities might look different at the market
level, the underlying mission would unite stakeholders around the
globe.

Overall, the formulation phase seeks to engage stakeholders and
co-create CR initiatives that are both desired by stakeholders as well
as attractive to the company in terms of likely social and business
value. Once managers have identified the initiatives with which
they want to forge ahead, they must implement them in a way that
maintains and maximizes the 3 U’s over the long term. We turn to

implementation now.

Implementation

One of the most important lessons to emerge from our research is
the need for companies to put their employees and even consumers
at the center of their CR efforts, empowering them as co-creators of
effective CR strategies. This means that it is not sufficient to engage
these stakeholders in the formulation of the CR strategy. Companies
need to follow through to the implementation stage by ensuring that
these groups are actually the primary enactors of CR, bearing primary
responsibility in the execution of the CR strategy as well.

Based on both our research and our conversations with com-
panies, we have identified three factors that drive the success of
the CR implementation strategy. These are (1) whether the stake-
holder is an enactor or merely an enabler, (2) whether the con-

nection with others in the company and its program is primarily
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horizontal or vertical, and (3) whether management keeps the pro-

cess of evaluating the program Formal or Informal.

Enactor versus enabler

CR is a top-down rather than a co-created endeavor in most com-
panies because the former approach is easier. Such an approach may
provide efficiencies in terms of visibility and scope, but the research
suggests that it will not only end up disaffecting key stakeholders
but also miss out on creating additional value for companies because
participants would derive social and psychological value from the
co-creation experience.

How, then, might a company implement a co-created approach
to CR instead? Let’s look at different contexts for the answers.

In the employee context, for instance, to have CR be truly effec-
tive, companies need to make their employees the primary enactors in
social responsibility programs. Employees see themselves as closer to
their community than company executives and therefore feel more
qualified to implement CR at the ground level.

Importantly, shifting the primary responsibility for their CR pro-
grams to employees does not absolve the company of its responsibil-
ity to be an effective enabler. For a truly successful, co-created CR
experience, a company must support the employees’ efforts in several

specific ways.

o First, the company must maintain clear, open, continuous, two-
way communication with its employees in the CR domain, facil-
itating the interchange of ideas both vertically and horizontally
(across employee groups).

e Second, and more generally, the company must provide the
requisite guidance and resources to its employees so that they
are able to implement their CR plans effectively. This includes

going beyond merely allowing CR involvement on company time
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to — ideally — working with employee groups to help them fully

integrate their CR efforts into a coherent, complete job-product.

Needless to say, such enabling presupposes the company’s provi-
sion of adequate financial and material resources to allow employees

to make a difference in their chosen CR domain.

Companies need to make their employees the primary enactors in

CR programs.

16 are particularly attractive

Corporate social marketing initiatives
from this perspective because in their synergy with the company’s
core competencies, they represent a win-win strategy. Not only do
they allow the company to reap returns from its CR investment
through its employees, but they also provide returns to the stake-
holder group that is the target of the CR effort.

Finally, companies interested in a co-created CR experience must
also recognize and reward employees for their CR successes in ways
that are not extraneous to but rather fully integrated with the reward
structure implicit in their job-products. For instance, Shell bases
employee bonuses on individual and corporate performance. Envi-
ronmental and social aspects make up 20 percent of how employee
performance is measured.

Consumers are also an important group in this regard. Although
they are not as close to the company as employees, many of the above
guidelines apply to the consumer realm as well. To maximize the
co-creation experience, companies should also communicate clearly
with consumers, offer guidelines for implementation, and reward them
appropriately. For instance, Disney recently launched the program
“Give a Day. Get a Disney Day.” In this program, consumers can
volunteer a day of service at a participating organization and then
(contingent on that service being completed and verified), they

would receive free admission to a Disney theme park for a day.
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Additionally, researchers Schau, Muniz, and Arnould propose a
set of twelve practices that help co-create value for brand community
members.!” Many of these practices would enhance the consumer
co-creation experience in the CR context as well. These practices
fall into four major categories: (1) social networking, (2) impression
management, (3) community engagement, and (4) brand use. While
an exhaustive description of these practices is beyond the scope of
this book, a few illustrative examples make the point clear.

For instance, “badging” and “documenting” are two ways of solid-
ifying community engagement. Continuing the Disney example
above, Disney might think of creating T-shirts or other visible sym-
bols to “badge” those consumers who have volunteered ten, twenty-
five, or fifty days of their time.

Similarly, consumers could be encouraged to keep blogs or post
updates on social networking sites such as Facebook or Twitter to
“document” their volunteering experience and share stories with
other similar people. By making consumers feel more like enactors
and satisfying higher order needs such as self-continuity and self-
esteem, the astute manager can employ such practices to intensify
the feeling of Usefulness among consumers, and in turn strengthen
Unity.

Horizontal versus vertical

Implementation of CR needs to happen horizontally, not vertically,
and in a way that not only empowers consumers and employees to
be the enactors, but also connects them to each other in meaningful
ways. This practice helps create a “community of virtue.”
Embedding stakeholders in the company network means not
just bringing them closer to the company, but also connecting
them to others who are important/central members of the network.
In other words, by definition, networks are comprised of people,

and embedding involves bringing stakeholders into the company
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network, helping them create strong, enduring, and meaningful ties
with other network members.

Such connections over time transcend the company to spill over
to other realms of the stakeholder’s life, providing the coherence and
integration that many crave, creating a thread running throughout
their personal, professional, and social lives. This is why, based on
their brand community work, Schau and her colleagues conclude
that “value is manifest in the collective enactment of practices,
which favor investments in networks rather than firm-consumer
dyads.”!8

What better way to create such value than by having these con-
nections and networks be based on a common, higher purpose? CR
provides just that: mutuality of purpose and intent among all stake-
holders. It helps create “social capital” — which is generally viewed as
the glue that facilitates collective action and helps create a successful
community of virtue.

Social capital can broadly be described in terms of the trust, mutual
understanding and shared values and behaviors that bind members
of human networks and communities and make cooperative action
possible.!? Specifically, such social capital created in communities of
virtue increases willingness of community members to share infor-
mation, follow group norms and rules, put the collective purpose
ahead of self-interests, cooperate on joint projects, and help others

reach their goals.

CR creates “social capital” — which is generally viewed as the
glue that facilitates collective action and helps create a successful

community of virtue.

An interesting example of such a network is the Earthkeepers

community started by Timberland. Earthkeepers encourages all of

”

us to “learn,” “connect,” and “act.” In the true spirit of co-creation,

Timberland says:
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We'll be incorporating your feedback as we develop Timberland’s
CSR strategy. We'll begin by asking a question that corresponds with
one of our four CSR pillars: energy, product, workplace, and service.
We hope you'll join the conversation by posing questions and com-
ments and providing suggestions for how to approach opportunities
and challenges. Let your voice be heard — join the conversation.. . .

Building on the brand community literature, we assert that prac-
tices such as “welcoming” new members and “empathizing” with fel-
low members help solidify such horizontal network connections and
promote cooperative behaviors.”’ Embedding stakeholders within
such communities not only creates social value, but also enhances
their Understanding of the company’s actions and strengthens Unity
with the company, in turn creating business value via pro-company

behaviors.

Formal versus informal

Informality has been a trend in many ways as businesses look outside
the box and seek innovative solutions. For example, these comments
suggest that giving power to employees can be successful, and their

approach seems to have an informal flavor:

What if we gave a little power to the employees, hey, if you can
find savings in one area of the company, we’ll contribute it to your
favorite cause or do something that saves us money and makes us more
productive. I think retention is a big thing. When you have happy
people they want to stay. 'm not saying if you gave to my favorite
charity or we did Habitat for Humanity that I would feel like I wanted
to stay for ten more years. But | would go home at night and I would
sit down with my family and say “You know what? I had a great day
at work today and I don’t feel like killing someone.” That maybe is
not measurable in percentage points, but it’s measurable (return on
investment), if you get up the next morning at 5:30 and get on email
and you’re not angry that [company X] is eating into your personal
time, because now in your personal time you're doing something that
is also part of [company X].
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Yet, while it is easier for companies to let the stakeholder co-
creation process be informal, as the above quote exemplifies, formal
processes can often foster more effective co-creation among employ-

ees. Research findings corroborate this:

e Opverall, our research suggests that companies should put specific
systems in place. These include organizational monitoring, evalu-
ation, and reward systems. These allow for co-creative implemen-
tation to happen effectively in both the employee and consumer
realms.

e Other researchers also find that formal structures work better.
For example, Prahalad and Ramaswamy report that their key
learning — from thousands of executives the world over who had
begun to explore value co-creation — was that every organiza-
tion needed a systematic approach to engage not only its cus-
tomers, but also employees, partners and other stakeholders at
large, both to unlock value co-creation opportunities and execute
them.?!

e Similarly, Svendsen and Laberge suggest that companies develop
a set of written principles that emphasizes respect, the inclusion of
all voices, a valuing of diversity and a commitment to openness,

transparency, and maximum information sharing.??

Operationally, we urge companies to monitor and manage their
stakeholder contributions formally in the CR realm. The process can
range from defining stakeholder roles and tasks to integrating such
roles and tasks into company operations and obtaining stakeholder
feedback to improve the process over time.

Formalizing these processes increases the likelihood that stake-
holders will find the company’s CR initiatives to be more Useful as
they realize that their efforts are not in vain. The results of formal-
izing the process should also impact Understanding as stakeholders
will likely make more positive intrinsic attributions about the com-

pany’s CR when they observe the effort put in by the company to
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put appropriate structures in place to monitor, manage, and reward
stakeholder contributions.

Ultimately, the positive impact that such formal structures for co-
creating CR strategy have on Usefulness and Understanding should

translate into stronger levels of Unity.

Summary

So far, Part I of this book introduced the underlying concept that
stakeholders can add enormous value to CR; and that the needs
of individual stakeholders are best seen as a range of desires, all
of which are important for managers to understand. Part II delved
into the mind of the stakeholder to see what drives stakeholder
reactions and what variables influence or magnify those responses.
Now Part III, beginning with this chapter, calls for action. It entails
using the framework laid out in the previous chapters with a special
focus on moving from mere rhetoric about involving stakeholders to
truly engaging them. And of course, action requires strategies. Each
chapter in this section discusses strategy for different purposes.

In this chapter, we presented the concept of how a company can
co-create the formulation and implementation of their CR strategy
with relevant stakeholder groups. Examples and data from research
studies back up the importance of the strategy. While co-creation in
itself is not a new idea, it has not been systematically used in the CR
arena and we believe that the concept has significant potential. Sys-
tematically engaging and embedding stakeholders in the formulation
process helps managers maximize the 3 U’s as well as key variables
such as caring and closeness, all of which go towards simultaneously
creating more business value and more social value. Some major

points to take away from this chapter include:

e Key stakeholders — especially employees and often consumers —

respond best to being directly involved. Moreover, embedding
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stakeholders in CR programs helps create a “community of virtue”
that in turn enhances a sense of Unity with the company.

Areas in which stakeholders can best contribute to developing CR
programs, and thus feel embedded in them, are in generating ideas
and selecting causes of greatest interest. The areas of responsibility
in which management still plays the key role are distillation of the
ideas and implementing them.

Companies need to determine the primary objectives of their CR
and then target the relevant stakeholder groups to co-create their
programs, coming up with a portfolio of possible initiatives.
Through the established technique of “laddering,” managers can
do qualitative research with targeted stakeholders, starting with a
focus on the more universal psychosocial needs that stakeholders
hope to satisfy and moving from there to more functional benefits
to arrive at specific social causes and program ideas.

The best approaches to CR co-creation allow stakeholders to be
enactors rather than enablers, to have their connection be pri-
marily horizontal or in the form of a network rather than vertical,
and for the program itself to be managed in a formal rather than
informal manner in order for the company to demonstrate its
commitment to the program as well as a clear method for giving

rewards to the involved stakeholders.

In the next chapter, we discuss what managers can do to commu-

nicate their CR initiatives effectively to their key stakeholders.
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Exhibits

Exhibit 7.1 Examples of benefits to stakeholders as a
result of an oral health initiative

Although the laddering technique was not used in its formulation,
the oral health program is a case that illustrates both functional
and psychosocial benefits. The initiative’s goal is to improve the
oral health of over 50 million American children by providing
education, oral care tools, and access to dental care. The table
below shows that the beneficiaries of the CR program (i.e., the
children in the program) received substantial functional benefits
from the program in the form of healthier and cleaner teeth. Due
to their cleaner teeth, the beneficiaries, in turn, felt greater social
acceptance from peers, as well as greater social connectedness and
self-esteem.

Not surprisingly, this CR initiative provides no functional ben-
efits to consumers at large (i.e., those who are not beneficiaries
of the initiative). However, based on their perceptions of the ini-
tiative, even nonparticipants gain psychosocial benefits through
their purchases of the brand that sponsors the initiative, including
helping others in need and a sense of well-being and content-
edness. Investors, on the other hand, receive functional benefits
through their ownership of stock in the company if the initiative is
successful in generating profits through heightened purchase; this
is manifested in increased stock returns and lowered risk. These
outcomes, in turn, may yield psychosocial and identity benefits
of financial and professional advancement, as well as a sense of
achievement and self-esteem.

Program

Beneficiaries ~ Consumers  Investors Employees
Psychosocial e Social o Altruism o Financial e Work-home
and identity acceptance o Well-being  success integration
benefits o Self-esteem
Functional e Healthy o Stock e Professional
benefits teeth returns skills

e Lower risk
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Exhibit 7.2 Examples of CR initiative concepts

These two (fictitious) versions of CR concepts, and the instruc-
tions preceding them, were presented to two roughly equivalent
groups of individuals. The differences between the two initiatives
include the non-profit agency chosen to partner with as a benefi-
ciary, the amount of money set aside for the project, and the media
venue. The research seeks to understand whether, why and how
the differences in “stimuli” drive different consumer reactions to
the company as well as to the non-profit.

The following is an excerpt from a recent Wall Street Journal
article about the pharmaceutical company X’s recent alliance
with company Y. Please read it carefully.

Last month, the pharmaceutical company X announced a
partnership with company Y, an international non-profit agency
dedicated to AIDS prevention and supporting the developing
world. This alliance is particularly noteworthy given company
X’s sterling corporate reputation. Company X has made it to the
top 10 list of Fortune’s annual survey of the world’s Most Admired
Companies (by far the most visible and frequently cited source of
corporate reputational data) 14 times in the last 15 years — the best
reputational performance by any company. These rankings are
based on Fortune’s reputation index, constructed from a variety
of criteria including its financial performance, product quality,
treatment of employees, community involvement, environmental
performance and organizational issues, such as diversity and high
ethical standards. Out of a maximum of 100 on the reputation
index, company X has consistently scored in the high 90’s.

As part of its alliance with company Y, company X has not
only pledged $10 million to subsidize AIDS-related medication,
including its drug Crixivan, in the developing world, but also
agreed to form a joint task force with the non-profit. The finan-
cial subsidy, made through the X Foundation, will help procure
medication for roughly a million HIV positive individuals for one
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year. More importantly, the X Foundation, which brings together
some of the top managerial talent at company X and company Y,
will seek to leverage the marketing expertise of company X. The
team will conduct marketing research in developing countries to
identify the most pressing challenges in both the prevention of
HIV infections as well as the care of people with HIV/AIDS, and
develop action plans to improve the delivery and effectiveness of
medical and social services in the different high-risk communities.

The following is an excerpt from a recent Business Week article
on company X. Please read it carefully.

Last month, the pharmaceutical company X announced a
partnership with AIDS International, an international non-profit
agency dedicated to reducing the incidence of the AIDS epidemic
in the developing world. This alliance is noteworthy because com-
pany X has an excellent corporate reputation. In fact, Fortune’s
annual survey of the world’s Most Admired Companies is by far
the most visible and frequently cited source of corporate reputa-
tional data — and X has made it to the top 10 on this list 14 times
in the last 15 years — the best reputational performance by any
company. Typically, company reputation is an index constructed
from a variety of criteria including its financial performance
(e.g., profitability, earnings growth), product quality (e.g., better
quality, more innovative products), treatment of employees (e.g.,
better pay, employee stock ownership), community involvement
(e.g., charitable contributions, employee volunteer programs),
environmental performance (e.g., better history of environmental
accidents, fines, permit violations) and organizational issues (e.g.,
diversity, high ethical standards). A company has to be excellent
on all these dimensions to make it to Fortune’s top 10 in terms
of reputation; in fact, out of a maximum of 100 on the reputation
index, X has consistently scored in the high 90’s.

As part of this alliance with AIDS International, X not only
pledged $3 million to subsidize HIV/AIDS medication in the

developing world, but also agreed to form a joint task force with the
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non-profit. The financial subsidy, made through the X Foundation,
will help procure medication for roughly 30,000 HIV-positive
individuals for one year. More importantly, the task force, that
brings together some of the top managerial talent at company
X with AIDS International personnel, will seek to leverage the
marketing expertise of company X. Specifically, the team will
conduct marketing research in developing countries to identify
the most pressing challenges in the care of people with HIV/AIDS
and subsequently develop action plans to improve the delivery and
effectiveness of medical and social services in the community.



EIGHT

Communicating CR strategy

Getting the message out

The basic take-away from our stakeholder-centric research is as sim-
ple as it is powerful: CR strategies need to bring consumers and employ-
ees closer to a company’s CR, and ultimately to the company. The
proximity of stakeholders to a company’s CR actions ranges from a
complete lack of awareness of any such activities, to a central, driving
role in the company’s CR strategy. A fundamental goal of a com-
pany’s CR strategy, then, must be to move the most important and/or
valued stakeholder — employees and consumers — up this proximity
continuum, from utter unawareness to complete involvement.

The previous chapter focused on both the importance of co-
creation of such an endeavor as well as how a company can formulate
and implement its CR programs in a way that maximizes the likeli-
hood of effective co-creation. However, this is only part of the story.
Clearly, co-creation is restricted, almost by definition, to those most
valued stakeholders whose needs and welfare matter the most to the
company.

A program such as the previously discussed oral care program run
by a large multinational, for example, can be co-created with select
stakeholder groups, such as employees, the disadvantaged commu-
nities it aims to benefit and its public sector partner(s), such as the
Boys and Girls Club of America. But such actions, while essential,

are incomplete. For a company to create maximal stakeholder-based

186
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value through its CR efforts, it needs to cast a much wider net, ensur-
ing desired levels of Understanding, Usefulness, and Unity among
as many stakeholders as possible. While this is virtually impossible
to do through co-creation alone, companies can achieve these goals
through communicating effectively with the broader stakeholder set.

In short, companies need to inform employees and consumers,
both current and (no less important) potential, about their CR pro-
grams. And they need to do so in a concrete, clear, coherent, and
consistent manner.

This is easier said than done; while more and more companies are
seriously focusing on communicating with their stakeholders about
CR, there remains a surprisingly high degree of ignorance, confusion,
doubt, and — critically — even suspicion (just think “greenwashing”)
among stakeholders, including one’s own employees, about what

exactly a company is doing and why it is doing it.

Effective communication needs to include both the rationale
behind the CR engagement and the specifics of how the programs

operate.

Thus, effective communication needs to include both the rationale
behind the CR involvement, if any, and the specifics of the programs,
their operations, the amount of company resources devoted and the
challenges faced, and most importantly, their successes. Many com-
panies, for example, are starting to be successful at communicating
their CR commitments to their shareholders (e.g., CR reports); some
of these same lessons can be applied to communicating with employ-
ees and consumers. For instance, Shell sends out its CR report to
2 million people including its 120,000 employees. Companies like
Patagonia are going further by increasing their transparency to con-
sumers. Consumers can go online at Patagonia’s “footprint chron-
icles” website, check the footprint of each of Patagonia’s products,

and engage in a discussion.
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At the same time, companies need to realize that both employees
and consumers can learn about a company’s involvement in specific
CR (and the lack thereof) and their motivations for doing so from
multiple sources (e.g., blogs, online chat rooms, media), many of
which are external to the company and, therefore, not controllable
by it. As a result, the credibility of such sources can often be high as

they are seen to be more “objective” than internal press releases.

There remains a high degree of ignorance, confusion, doubt, and
even suspicion among stakeholders as to what a company is doing

and why exactly it is involved in CR.

Thus, companies must aim for high credibility in their commu-
nications so as to offset any stakeholder cynicism, particularly since
that is likely to increase with the volume of communication. This
can be done through the involvement of credible and influential
internal sources (e.g., in company online communities such as [BM’s
On Demand Community) and by reporting objective information
rather than “feel good” rhetoric. While the latter is undoubtedly
important in inspiring employees and customers to get involved and
feel part of a greater cause, by itself it can come across as empty PR.

The remainder of this chapter provides more detail about how

a company can communicate with its stakeholders to optimize the

3 U’s.

Communicating to optimize the 3 U’s

It is a self-evident fact that if stakeholders don’t know about a com-
pany’s CR activities, there is no way they will be able to react to
these actions in any manner, favorable or unfavorable. Thus, at a
bare minimum, to elicit favorable reactions from their stakehold-
ers, companies must ensure that their stakeholders have an accurate

and clear sense for what the company is doing CR-wise. Of course,
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companies realize this, and more and more companies are trying
to reach out to a broad swath of their stakeholders with their CR
message.

The primary target of such messages has traditionally been the
investors; in fact, many companies, including most on the Fortune
500 list, today routinely link a well-produced, detailed CR report
to their annual reports, mailing it to key audiences and posting it
on their websites. More recently, companies have started communi-
cating directly with other external stakeholder groups through the
general media, mass and personal, and not a day goes by without
advertisements in the mainstream press describing the CR actions
and achievements of companies both large and small. This is reflected
on more and more company websites as well, which highlight the
CR of the company in the lead pages.

Yet, as we mentioned in Chapter 4, most consumers and even
employees continue to remain in the dark about what most com-
panies are doing in this arena. This is due largely to the fact that
most companies today, while experts at communicating about their
products and services to the public, are still quite skittish about pub-
licizing their CR actions in a sustained and carefully coordinated
manner to their stakeholders.

At the heart of this hesitance lies the widespread, persisting and
not entirely erroneous belief that even as CR actions become ubiq-
uitous, proactively telling people about a company’s CR poses a set
of risks that is unique to this domain of company action. Foremost
among these risks is the concern that (in contrast to communication
surrounding products and services) CR communication can produce
heightened skepticism about the company’s intentions and even
actions, causing it, at least under certain situations, to backfire on
the company, in terms of negative stakeholder reactions.

To elaborate, when a company advertises its products and services,
consumers typically don’t ask why a company is doing so: As we

mentioned, everyone expects a company to work hard to tell people
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about what they have to offer. On the other hand, when a company
tells consumers about its CR actions, one of the first questions many
of them still ask is: “Why is the company telling me this?” And
as we discussed in Chapter 5, such queries can lead the consumer
to make attributions about the company — whether intrinsic (i.e.,
company has community’s best interests at heart) and/or extrinsic
(i.e., company only cares about money) — with the latter resulting in
negative thoughts and feelings about the company, particularly if it
is to the exclusion of the former (e.g., greenwashing).

Such skepticism can block new understanding. It can persist in,
and, in fact, often color, consumers’ view of the information con-
tained in the communication, becoming a closed loop or type of self-
fulfilling prophecy, where the same information can be interpreted
as purely self-serving rather than at least partially other-serving, con-

firming their original suspicions about the company’s intent.

A fundamental goal of a company’s CR strategy must be to move
key stakeholders up the proximity continuum, from complete

unawareness to extensive involvement.

This basic risk in communicating about CR is exacerbated by
companies’ need to communicate their CR information to multiple
stakeholder groups of varying importance, with varying expecta-
tions, needs, and involvements. Moreover, for companies that have
a diverse product portfolio or where a corporate branding strategy is
not used to represent the whole organization, it is unclear how the
corporate CR message could be communicated maximally to benefit
all the brands produced by the company. For instance, stakeholder
knowledge and awareness about the oral care program will clearly
benefit the brand if it results in the right kind of Understanding,
Usefulness, and Unity. However, how the parent company might
communicate about the oral care program to benefit the entire com-
pany (i.e., its entire family of brands), needless to say a very desirable

outcome of CR communication, is not entirely apparent.
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In the face of this complexity, our stakeholder psychology per-
spective suggests that companies need an integrated, targeted, long-term
communications strategy, incorporating the various elements of the com-
munications mix (e.g., the CR Audit and Report; CR Manual; Adver-
tising and PR; personal “selling”) to achieve three hierarchical goals in
the minds and hearts of their stakeholders:

e appropriate Understanding of the company’s CR,
e maximal Usefulness of the CR; and, in part as a result of these,

e high Unity based on the CR.

Specifically, our framework suggests that in trying to optimize
stakeholder reactions, companies need to have the following CR
communication goals: (1) increase awareness, (2) assure credibility,
(3) convey effectiveness, (4) clarify usefulness (i.e., the benefits to
the stakeholders), and (5) make the company identity salient.

Next, this chapter fleshes out how these goals might be achieved
through the two key elements of a company’s CR communication
strategy: the message (i.e., what to communicate) and the media (i.e.,

where to communicate), in a coordinated and optimized manner.

What to communicate: message

Today, there is no question that companies need to get out their
CR message to as many stakeholder groups as possible; by definition,
what a stakeholder doesn’t know about a company’s CR actions
cannot help the company; in fact, as the CR clamor continues to
grow, silence can actually hurt a company. At the same time, a
company needs to remember the simple logic that what it tells stake-
holders is the basis, largely, for their reactions. That is why much
thought and planning needs to go into the CR message put out by the
company.

To give one example, researchers Menon and Kahn examined
consumer reactions to CR messages that differed in their focus —

either on the CR issue (e.g., social cause) or on the company’s specific
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involvement with it. For instance, in its initiative on wildlife, Johnson
& Johnson can focus directly on the issue of the dangers of extinction
of certain wildlife species and try to persuade consumers to support
the World Wildlife Fund’s efforts to save those endangered species,
using simply the company logo to identify it as the sponsor in an
understated manner. Alternatively, the company can demonstrate
its specific involvement by featuring its baby shampoo predominantly
and promising a 10 cents donation to the World Wildlife Fund for
every purchase.!

Interestingly, the researchers found that when the CR message
is predominantly about a social issue (versus about the company or
its products), consumers are actually more likely to be suspicious of
ulterior motives on the part of the company because such advertising
does not fit their perceptions of marketers. Namely, consumers see
marketers as a group whose communications have one and only one
goal: to sell their products (i.e., “schemer schema”?).

How then might a company best communicate its involvement
with various CR issues? There are several factors that the company
can emphasize in its CR communication to achieve the goals we
laid out above, such as its commitment to a cause, the effectiveness
(i.e., impact) it has on the cause, why it engages in a particular social
initiative (i.e., CR motives), and the congruity between the cause and
the company’s business (i.e., CR fit).

Commitment

A key way for a company to achieve many of its basic communica-
tions goals is to convey its sustained commitment to a CR issue as
explicitly as possible. This process should include how exactly this
commitment is expressed, whether through donating funds, making
in-kind contributions, and/or dedicating other corporate resources
such as marketing expertise, human capital (e.g., employee volun-

teering), and research and development capability to the issue.
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There are several additional aspects of commitment to consider.

These include:

e the amount of resources devoted,
o the length and durability of the association, and

e the consistency of the commitment.’

For example, in its 2007 corporate responsibility report, Target
talked about its signature Take Charge of Education (TCOE) pro-
gram by stating: “Target. . . donates a percentage of purchases made
on Target credit cards to K-12 schools that cardholders designate.
Since we launched the program in 1997, we've donated more than
$246 million to schools.”* Here the company emphasized all three
aspects of its commitment: the substantial amount of input (i.e.,
$246 million) as well as the durability (i.e., since 1997) and con-
sistency of support (i.e., one percentage of purchases made on Target

credit cards).

Researchers Webb and Mohr found that longer-term commitments
were more likely to be seen as driven by a genuine concern for
increasing societal/community welfare, while shorter term cam-
paigns were more likely to be viewed as a way to exploit the cause
for the sake of profit.

By conveying clearly its commitment to a CR issue, a com-
pany achieves several objectives. As seen in the Menon and Kahn
research,’ such an approach represents an honest effort to commu-
nicate the company’s desire to make a meaningful difference on the
focal CR issue while at the same time helping itself, which stakehold-
ers are increasingly coming to accept and even, in some contexts,
expect.

In other words, when stakeholders learn about a company’s specific

commitment to a CR issue, they are more likely to make intrinsic
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attributions (i.e., ascribe sincere motives to the company) while at
the same time making extrinsic attributions that, because they make
sense, do not offset the intrinsic ones. Thus, companies have no
need to hide their market motives if through their messages they can
convince stakeholders that they are also, at the same time, genuinely
interested in contributing to the CR issue.

This finding is corroborated by researchers Webb and Mohr, who
found that the durability of support for a cause was used as a cue for
judging a firm’s motives: longer-term commitments were more likely
to be seen as driven by a genuine concern for increasing societal/
community welfare, while shorter-term campaigns were more likely

to be viewed as a way to exploit the cause for the sake of profit.®

The extent of a company’s commitment to its CR programs is a
primary input into consumers’ Understanding of the company’s
CR motivations.

At the same time, knowledge of the company’s commitment level
can signal to the stakeholder what the company’s potential actually
is to make a real difference or impact (also see below) on the CR
issue of choice. German chocolate producer Ritter Sport, for exam-
ple, has been staunchly supporting a project to produce organic and
fair-trade cocoa in Nicaragua since 1990. Such long-term commit-
ment not only engenders the desired mix of attributions but also
increases the potential usefulness of the company’s involvement to

those stakeholders who can benefit directly from the CR issue.

Effectiveness

One of the key components of the lever we call Understanding in
our model of stakeholder reaction was the stakeholders’ need to
understand the effectiveness of a company’s CR initiatives. There

is a clear and direct implication of a program’s effectiveness for CR
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messages: Instead of focusing on the input side of its involvement
in a CR issue, companies need to convey clearly, meaningfully, and
accurately the output side of their CR endeavor; that is, the societal
impact, or the actual benefits that have accrued, or will accrue, to

the issue/people at the heart of specific CR actions.

Creating social value is a prerequisite to creating business value.

For example, a press release by the National Institute of Child
Health and Human Development (NICHD) on various corporate
partners’ support for the “Back to Sleep” campaign in the fight against
Sudden Infant Death Syndrome (SIDS), estimated that the lives of
about 3,500 American babies were saved by 2002 thanks to corporate
support.

Pampers has launched a social initiative in partnership with the
United Nations Children’s Fund (i.e., UNICEF). The “One Pack = One
Vaccine” program gives tetanus vaccines to expectant women in
developing countries and thus saves their newborns from a disease
called newborn tetanus. For each specially marked Pampers pack
sold, the company makes a donation to UNICEF equal to the cost of
a tetanus vaccine. Since the program was launched in Great Britain
in 2006 it has expanded to many other countries, mainly in Europe
and America. The North America campaign alone has provided fund-
ing ($11 million) for more than 45 million tetanus vaccines. The title
of this program clearly communicates the societal impact of the
program and the impact of consumers’ purchase of the Pampers’
products designated for the social program.

Our research suggests that while stakeholders may be impressed,
at least initially, by a company’s CR inputs, what really matters,
ultimately, is the extent to which they feel that the company has

actually made a difference. In other words, emphasizing the actual
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difference the company has made through its CR endeavors is an effective
communication strategy because it is a key component of what determines
stakeholder reactions to such actions. At the same time, by being factual,
a company can avoid giving the impression that it is “bragging”.”

Furthermore, stakeholders’ knowledge about a company’s social
impact also serves as a diagnostic cue with regard to its underlying CR
motives. For instance, our research with Shuili Du clearly documents
the positive associations between the perceived societal impact of a
company’s CR initiative and consumers’ intrinsic attributions and,
consequently, consumers’ behaviors toward the company.®

Communicating such effectiveness is easier said than done. The
importance of being effective applies not only to the CR effort, but
also to the communication itself; that is, it is essential to communicate
effectively.

To do so, companies need to present output information that is
concrete yet understandable, comprehensive yet not overwhelming.
Many companies today rely on standardized, widely adopted perfor-
mance metrics (e.g., global green standards such as ISO 14001) to
communicate their successes. While this is an important and neces-
sary first step in enabling consumers to gauge what a particular firm
has achieved in not only absolute terms but also relative to other
companies engaging in similar actions, many times the detail and
jargon inherent in such measures, particularly in the environmental
context, can confuse the stakeholder rather than edify.

Thus, in communicating CR effectiveness information, compa-
nies must address it at the right level of knowledge for the targeted
stakeholder group, ensuring that the performance metrics actually
mean something to the reader. Certainly this would be a more useful
method for communicating, say, with managers or with knowledge-
able investors, which are groups that may be more interested in that
level of detail, than with many employees or consumers.

The same applies for third-party certifications, which reflect the

stamp of approval on a company’s CR performance by independent



Communicating CR strategy ® 197

appraisal agencies. While such stamps are significant in that they
help legitimize a company’s CR efforts in terms of certified outcomes,
they are often not understandable by consumers and employees who
are not familiar with the specific criteria used by the certification
agencies.

Notably, communicating effectiveness does not just mean focus-
ing exclusively on one’s successes; companies also need to acknowl-
edge their failures, relative and/or absolute. For instance, in its 2008
Corporate Responsibility Report, the Dutch transportation company
TNT devotes an entire chapter not just to its accomplishments but
also its challenges.” Stakeholders understand that companies will not
always achieve their intended CR goals. Like any other endeavor,
the success of CR strategies is based on a complex confluence of
favorable forces, planned and unplanned. As a result, the reporting
of failures, unless they are massive and sustained, can actually build
trust and contribute to the right mix of attributions.

In other words, by providing an honest, realistic context in which
to interpret a company’s performance, the acknowledgement of fail-
ures can actually enhance the credibility of the successes the com-
pany has had, allowing it explicitly to reformulate its goals and
strategies in light of the failures, making these common knowledge.
Failure to do so, on the other hand, can arouse stakeholder suspicion,
and contribute to perceptions of what in the environmental space

has been termed greenwashing.

Honestly acknowledging failures in CR performance can enhance

the credibility of a company’s successes.

Motives

As is amply clear by now, conveying the appropriate motives
for one’s CR actions is one of the primary objectives of CR

communications. Thus, in addition to communicating commitment
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and effectiveness, a company’s communications should also explic-
itly address its motives.

As stated earlier, a key challenge in CR communication is to
reduce stakeholder skepticism. In light of this, should companies
only emphasize altruistic, intrinsic motives, denying business-related
motives in their CR communication? Or should they be honest and
acknowledge business motives underlying their CR initiatives?

A study of businesses’ CR communication at their websites finds
that companies vary as to the types of CR motives they communi-
cate to stakeholders.!® Some stress the intrinsic motives for their CR
activities. For example, PNC Bank states at the company website,
“Giving back is a bedrock value at PNC.” Alternatively, other com-
panies stress the business case for its engagement in CR. For example,
Carrefour explains the rationale for its environmental initiative as
follows: “Consumers are increasingly attentive to everything that
has to do with safety and environmental health. Safeguarding the
environment is a criterion they will increasingly consider.”

To reiterate, research on CR attributions shows that consumers
often perceive multiple motives and they understand that com-
panies often seek to achieve certain business goals through their
CR initiatives.!! According to Forehand and Grier, acknowledge-
ment of extrinsic, firm-serving motives in its CR message will actu-
ally enhance the credibility of a company’s CR communication
and inhibit stakeholder skepticism, which underlies the potential
boomerang effect of CR communication.!? Therefore, a company
should emphasize the convergence of social and business interests,
and frankly acknowledge that its CR endeavors are beneficial to both
the society and itself.!?

As long as a company is genuinely committed to making a differ-
ence in the social arena, there is little need to hide profit seeking

motives.
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In other words, if a company is successful in communicating how
effective it has been in creating social value via its CR initiatives,
there is much to be gained then from the company doing the same
for their economic value as well. Stakeholders are likely to find the
combination of motives more believable, realistic, and deserving of
their trust.

While a pure focus on economic value will clearly elicit cyni-
cism, a focus just on social value can, in many cases, generate suspi-
cions regarding the company’s motives. In particular, if the company
knows it has certain key swaths of stakeholders who view a com-
pany’s CR efforts as a way to cover its problems in its core business
(e.g., dropping profits, a lack of strategic focus), they may react neg-
atively to such information, viewing it as a particularly poor use of
the company’s time and resources. For these stakeholders, or even
the growing masses who are increasingly convinced of the need for
companies to create both social/environmental and economic value
from CR rather than just one or the other (i.e., do good and do
well), information about effectiveness on both fronts, and critically,
how each enables the other, enhances their understanding of a firm’s

motives and SucCcCesses.

Fit

Implicit to the notion of joint value is the need for companies to
engage in CR that is completely congruent and wholly integrated
with their overall business strategy. Therefore, another way to assure
credibility through CR communications is to convey this congruence
between a company’s CR issues and its identity, or CR fit. As we saw in
Chapter 4, stakeholders don’t necessarily feel a sense of Unity with
a company’s CR actions; this sense of Unity develops based on a
perceived congruence or fit between their own values and what they

perceive to be the company’s values.
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Stakeholders often expect companies to focus only on those CR
issues that have a high fit, or a logical association, with their core
corporate activities as well as their values."* CR fit may result from
common associations that the brand shares with the cause, such
as product dimensions (e.g., a herbal products brand sponsors the
protection of rain forests), affinity with specific target segments (e.g.,
Avon fights breast cancer), or corporate image associations created
by the brand’s past conduct in a specific social domain (e.g., Ben &

Jerry’s and the Body Shop’s activities in environment protection)."

CR fit is a key driver of stakeholders’ CR attributions.'® Research
by Gilbert suggests that stakeholders will at first, almost automati-
cally, attribute CR activities to the company’s intrinsic motives (i.e.,
selfless), and then “correct” this inference, if they think a bit more
about the company’s motives, considering alternative, contextual
factors (e.g., competitive pressure, financial motivations).!’

Low CR fit, due to the lack of logical connection between a social
issue and a company’s business, is likely to increase such “second-
thought” thinking on the part of the stakeholder, making them more
likely to make purely extrinsic attributions (e.g., attracting customers
for profit or market share), thereby obstructing their positive reac-
tions to a company’s CR activities. Therefore, a company should
highlight the CR fit of its social initiative if there is congruence
between the social issue and its business pursuit.

By elucidating the underlying link between the sponsorship and its core
business (and/or its values) , the company is able to create a perceived high
fit and hence enjoy greater business returns from its CR activities.
Sometimes these values are quite apparent from the company’s CR
actions, as in the case of Wainwright Bank, for whom a progressive
social agenda is an integral part of its identity. Its key values have
been influenced by the 1960s’ civil rights movement and their CR
initiatives include (among others) support for the gay community,
civil liberties, and affordable housing.'® Other times, stakeholders may
be confused as to what a company’s CR actions specifically say about the
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company, beyond the general sense that they are trying to “do good.” In
such instances, the company actually needs to spell out the implications
of its CR actions for its identity, making it easier for stakeholders to
assess the extent to which affiliating with this identity satisfies their
own identity-related needs (e.g., to understand themselves better
and to feel good about themselves). For example, DenTek Oral
Care, a sponsor of the American Diabetes Association, includes
in its sponsorship communications the information that diabetes
can lead to tooth decay, bad breath, dry mouth, and gum disease.!”
Because many people may not know about diabetes-related dental
problems, the sponsorship might otherwise seem to be a bad fit.
Without this step, that coveted sense of Unity is likely to be harder to
achieve.

On the other hand, it is necessary to keep in mind that communi-
cating extremely high fit can backfire, particularly if the issue doesn’t
seem to make sense in light of the company’s core business. For
instance, some research shows that anti-smoking and anti-drinking
campaigns run by cigarette and alcohol companies, while fitting well
with their core business, actually strains the limits of credulity for
stakeholders trying to make sense of why a company would engage
in a particular CR issue.?® Not surprisingly, these days, many alcohol
producers (e.g., Diageo, Budweiser) urge us to “drink responsibly!”
In short, a CR campaign that serves to undercut a company’s core
business, while of high fit, just doesn’t make sense to stakeholders.
Thus, even if the company believes in the importance of such cam-
paigns, they need to be handled delicately, through communications
of effectiveness, commitment and perhaps explicitly addressing the

motives and how the campaign makes sense.

Where to communicate: media

There are a variety of communication channels through which

information about a company’s CR activities or record can be
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disseminated. A company can communicate its CR activities
through official documents, such as an annual corporate responsi-
bility report, press releases, and a dedicated section of its official
corporate website to CR. It can also use TV commercials, magazines
or billboard advertisements, and product packaging to communicate
its CR initiatives.

In fact, research shows that corporate responsibility reporting has
gone mainstream: Nearly 80 percent of the largest 250 companies
worldwide issued corporate responsibility reports in 2008, up from
about 50 percent in 2005.2! In addition to corporate responsibility
reporting and dedicating a section of its corporate website to CR,
companies also use traditional advertising channels to communicate
their CR activities. For example, Diet Coke has been running TV
commercials on its CR initiative to help raise women’s awareness
about heart disease, and the brand has also set up a website, www.
dietcoke.com/reddress, to communicate the brand’s involvement in
the cause and various ways for consumers to get involved. Companies
can also use product packaging to communicate CR initiatives. For
example, Stonyfield prints messages on the lids of its 60z cup yogurt
to communicate the company’s involvement in a wide variety of
health and environmental initiatives to stakeholders.

There are many communication channels for CR, and these are
likely to vary in the extent to which they are controllable by the
company. A counterpoint to such company-controlled CR commu-
nication channels described above is the large and increasing number
of external communicators of CR (e.g., the press, customers, moni-
toring groups, consumer forums, blogs and social networks) that are
not entirely controlled by the company. A company can control the
content of CR messages through its own corporate communication
channels (e.g., that Walmart is a good steward for the environment),
but obviously it has little control over how its CR record is communi-
cated in the media (e.g., that Walmart provides insufficient healthcare

for its employees).
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Similarly, a company can exert greater control over the con-
tent of CR communication by members of its value chain (e.g.,
employees, channel members) than by those who are not part of the
value chain (e.g., monitoring group, customers). Moreover, there
is likely to be a trade-off between the controllability and credi-
bility of CR communication; the less controllable the communi-
cator is, the more credible it is, and vice versa. Stakeholders will
likely perceive the company as more self-interested when they learn
about its CR primarily through company sources compared to non-
corporate sources. And since individuals are often more critical of
messages from sources they perceive as biased or self-interested,’?
CR communication via corporate sources will trigger more skep-
ticism and have less credibility than non-corporate sources. For

example:

e Research by Syzkman, Bloom, and Blazing found that consumers
viewing an anti-drinking and driving message that was sponsored
by a beer company (versus a non-profit organization) inferred more
self-serving motives of the sponsor.”’

e Similarly, research by Yoon et al. showed that consumers reacted
more positively to a company’s CR activities when they learned
about these activities from a neutral source (e.g., an indepen-
dent organization that provides unbiased evaluations of corporate

activities) than from a corporate source.’*

These examples are not different from the dynamics of commu-
nication about a company’s product and services, except that the
likelihood of skepticism is generally greater in the CR realm. There-
fore, although getting media cooperation is often difficult, companies
benefit most from positive media coverage from independent, un-
biased sources, such as editorial coverage on TV or in the press. It
would greatly enhance a company’s CR reputation if it were reported

positively by specialty publications such as Business Ethics, or if it
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receives a good CR rating by independent organizations such as the

Dow Jones Sustainability Index and Fortune magazine.

Companies need to encourage word-of-mouth about their CR
activities, because informal communication channels are often

more trusted than messages sent by the company.

Also of importance, companies should try to encourage informal
yet credible communication channels such as word-of-mouth by stake-
holders. For example, Dawkins emphasized that companies should not
underestimate the power and reach of employees as CR communi-
cators. Dawkins’ research on employee advocacy showed that about
a third of employees have advised someone to use their company
because it had acted responsibly.?®> Since employees typically have a
wide reach among other stakeholder groups through their social ties,
and they are often considered a credible information source, com-
panies should “tune up” their internal CR communication strategy
and find ways to engage employees in a manner that can turn them
into their CR advocates.

The challenges of communication in the era of online/social media
can be exemplified with the case of Nestlé and palm oil. In spring
2010, Greenpeace started a campaign against the company for sourc-
ing palm oil from unsustainably managed forests and thus contribut-
ing to deforestation and the loss of living space for orang-utans in
Indonesia.

Greenpeace launched a fake Kit Kat commercial online (1.5m views)
and organized an email protest (200,000 emails). The campaign was
also taken to Nestlé’s fan page on Facebook, where users usually dis-
cuss and celebrate their favorite Nestlé products. Protesters started
to use distorted company logos as profile pictures and attacked
Nestlé for its unsustainable behavior. A Nestlé online administrator
replied to the protesters, writing “. .. we welcome your comments,

but please don't post using an altered version of any of our logos
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as your profile pic - they will be deleted.” This was understood as
an attack on freedom of speech and increased public attention and
criticism even more.

Just a few weeks after the campaign had been started, Nestlé gave
in. It came up with a comprehensive “zero deforestation” policy
and developed a plan to identify and remove any companies in their
supply chain with links to deforestation.

Like employees, consumers can also serve as an informal yet highly
credible CR communication channel. In particular, the power of
consumer word-of-mouth has been greatly magnified given the pop-
ularity and vast reach of Internet communication media such as
blogs, chat rooms, and social media sites (e.g., Facebook). Compa-
nies like Stonyfield and Ben & Jerry’s have been benefiting from
consumer ambassadors who raved, in the virtual world, about their
social responsibility endeavors.

For example, one consumer wrote enthusiastically about Ben
& Jerry’s butter pecan ice cream and its support for an educa-
tional foundation, “...besides the great flavor that the Ben &
Jerry’s Butter Pecan Ice Cream offers you, a portion of the pro-
ceeds go to the Tom Joyner Foundation. .. (that) provides finan-
cial support to students attending historically black colleges and
universities.””® Companies can be proactive in utilizing social media
to engage consumers to be their CR advocates. To cite an earlier
example, Timberland, a company that is known for its environ-
mental stewardship, launched the Earthkeeper campaign in 2008
to recruit one million people to become part of an online net-
work designed to inspire real environmental behavior change. As
part of the Earthkeeper program, Timberland launched an inno-
vative global network of online social networking tools, includ-
ing a strong Facebook presence, a YouTube Earthkeeper Brand

Channel, and a richly populated Earthkeeper blog, as well as an
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Earthkeeper product collection which serves as the paramount
expression of the company’s environmental commitment.?’ Through
this campaign, Timberland not only effectively communicates its sus-
tainability initiative, but also engages consumers to spread the word
about this initiative and, importantly, the company’s involvement
in this initiative.

In sum, companies need to find the optimal balance in their
CR communication strategies between controllability and credibil-
ity, harnessing both traditional and new media to drive com-
munications through both company-controlled and non-company-
controlled channels. In doing so, companies would do well to chart
out a longer-term communication strategy that varies over time.
Specifically, companies might want to target their initial communi-
cations to key opinion leaders, who then become highly credible and
persuasive non-company sources of communication for disseminat-
ing CR information to the broader public.

Such a strategy has been adopted by Nestlé, for instance, which
actively participates in CR conferences and targets CR thinkers
in both academia and industry, not only with follow-ups that
update their CR activities, but also with invitations to participate
in Nestlé-sponsored CR forums. This approach integrates vertical
communication, from company to stakeholders, with horizontal
communication, among stakeholders, to ensure the optimization of

the three internal drivers at the heart of our stakeholder-centric

model of CR.

The key role of education

A basic thread underlying our discussion of stakeholder Understand-
ing of CR is that there is not a lot of it: Stakeholders’ understanding
of what companies are doing and why is, in general, rather sparse.

While we have focused so far on stakeholder perception of the



Communicating CR strategy ® 207

company’s actions, the same often applies to stakeholders’ under-
standing of the CR issues themselves.

In other words, apart from a still relatively small segment of the
public, most people today are generally aware but still relatively
uninformed about many of the pressing social and environmental
issues facing not just their local communities but also the broader
global landscape. In their eagerness to come across as good citizens,
many companies lose sight of this basic gap in stakeholder under-
standing, focusing instead on communicating in detail what they
themselves are doing. However, if stakeholders don’t understand
the importance of these issues at a specific, meaningful level, then
they are more likely to perceive the company’s involvement as a
move to “jump on the CR bandwagon” rather than effect change
where it really matters. If stakeholders don’t appreciate the CR issue,
they are hardly likely to appreciate a company’s efforts to engage
with it.

It is important, then, for companies to educate stakeholders on the
CR issues they are involved with. In particular, companies need to
clarify to the stakeholders why a particular issue is worth focusing
on, with a clear emphasis, if possible, on the Usefulness of such
engagement not just to the environment or society in abstraction,
but more specifically to the stakeholder as well. For instance, as
part of its sustainability efforts, Air France, in conjunction with the
French Ministry of Ecology, launched an environment education
program in 2006, which focused on raising awareness among certain
customer groups of the environmental problems facing their com-
munities. More recently, Océ UK Ltd., an international leader in
digital document management and delivery solutions, has run a “Go
Green” campaign to help raise the environmental awareness of all
Océ employees, including staff based at the head office in Brent-
wood. The company held a range of activities throughout the week
including daily newsletters providing employees with environmental

information and facts. In other words, depending on the knowledge
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levels of the stakeholders with whom it is communicating, it is essen-
tial for a company to “connect the dots” for them in terms of the
specific ways in which the company’s CR actions can help them.

In many instances, the company may find that the stakeholder is
confused about the CR issues at stake, not because they are under-
informed, but actually over-informed. Because of the sheer volume
of often confusing and even contradictory information stakeholders
are exposed to on a regular basis, they may either tune out or be
quite at sea as to what really are the key issues and facts and why
these matter. In such situations, it is important for the company’s
CR communication to cut through the clutter, not just physically
but substantively as well, presenting the CR information in a simple,
concise and clear manner that conveys persuasively the issues at stake

for the company, the world, and most importantly, the stakeholder.

Summary

Effective communication is a critical part of CR. Because companies
need to deal with the perceptions people have and attributions they
make about a company’s motives behind being involved in CR in
the first place, it is important to tread lightly — neither overstating
nor misrepresenting — and find a balance among the various factors

to which stakeholders react. For example:

e Among these factors is the spectrum of control and of credibility.
Companies have control over their own internal communication
paths, but far less, if any, control over external media, including
the press, and more significantly in this decade, social media and
other less formal means of communicating.

e As a result, it is ever more important to turn stakeholders into
potential advocates for both the cause and the company. This
happens, first of all by having a program that is a good fit for the

company’s core mission, and then by providing clear and specific,
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though concise, information about what the company is doing in
the CR realm and how everyone benefits.

A formal statement by the company in its annual report or on
its website may give the needed information, but it can also run
the risk of being less credible due to “tooting one’s own horn.”
However, providing specific numbers and also acknowledging the
benefit of CR to the company itself — instead of presenting CR as
entirely a good-will venture — comes off as realistic and acceptable
to stakeholders.

Similarly, informal word-of-mouth can have either an enormously
helpful or deleterious effect. Partnering with a beneficiary and
with key stakeholders produces the most positive attributions and
therefore the best results, serving as a buffer against negative
attributions.

Companies should focus on what to communicate, how much, and
where to place that information. The “what” includes information
to help the public connect the dots — including the company’s
commitment (with specifics such as dollar amounts or numbers
of volunteers), its motives (being honest about the program also
benefits the company), how good a fit the program is (by demon-
strating the link and rationale), and how effective the program is
(providing specific data on what the company has been able to
achieve in the social realm in a concise way). This kind of com-
munication should make the company’s identity stand out and
also state goals and values with which stakeholders can identify
(thereby increasing both Usefulness and Unity).

The “where” should take into consideration the vast range of new
and social media, including interactive methods such as blogs,
from which millions of people get information.

When possible, getting coverage by third parties, especially presti-
gious organizations or journals, such as Fortune, provides a sense of
objectivity, which can shield the company from negative impres-

sions that stem from overstating or “greenwashing” their motives.
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Calibrating CR strategy

Once CR programs are put into motion, it is essential to monitor
whether they are generating enough value to warrant the invest-
ment. [t is also essential to understand how value is generated so
that this knowledge can be disseminated throughout the company,
improving other programs and enhancing stakeholder relationships
in the process.

But many companies still concentrate primarily on the direct route
to CR value; that is, the extent to which it is directly tied to an
immediate financial gain in an obvious way, such as via cost savings
(see Chapter 2). As a result, some managers lack the expertise to
truly understand how stakeholders think and behave based on their
exposure to CR activity.

This chapter, therefore, provides guidance on how to go about
calibrating CR programs based on active and ongoing measurement
of stakeholder reactions to CR. The following pages outline tech-
niques for quantifying CR value and ways to turn these measurements
into actionable knowledge that can be disseminated throughout the
company.

The fundamental principles of conducting research are consistent
with those with which marketers are already familiar. The goal
here is not to review basic market research techniques, but rather
to highlight how the framework presented in this book can be
applied in practice; and, to highlight ways that researching in the
stakeholder realm is different from much research done with the

consumer segment.
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Quantifying Finding Linkages Calibrating

Are CR activities having the What are the key drivers of CR Applying knowledge to improve

intended effects? Value? CR programs.

How are stakeholders When (i.e., the context) is CR Leveraging knowledge to

interpreting CR activity? producing maximal CR Value? optimize collections of
programs.

Figure 9.1 Calibrating CR activity

Evaluating CR programs involves three processes (see Figure 9.1):
quantifying, finding linkages, and calibrating.

o Quantifying requires collecting data that can be numerically coded
in a form that is amendable for analysis;

o Finding linkages involves analyzing that data in order to develop
an understanding of how variables in the framework relate to one
another; and

o Calibrating means using the knowledge to improve relationships
with stakeholders.

All three steps are important if managers are truly to leverage CR

in ways that improve corporate performance.

STEP 1: Quantifying stakeholder perceptions
and CR value

The familiar adage “You can’t manage what you can’t measure” is
as true in the CR realm as it is in other disciplines. If managers are
to optimize CR activity, then stakeholder reactions — both behav-
ioral responses and psychological interpretations — must be recorded.
Putting numbers onto hunches is the only way to reliably know how strongly
held and pervasive the thoughts and actions of stakeholders are.
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In quantifying stakeholder reactions to CR, we rely upon a number
of well-proven methods and techniques. These involve both surveys
and experiments conducted in the field as well as in the lab. The
research also involves a varied set of stakeholder segments such as
employees, consumers, and business-to-business customers. But the
common theme is clear: Even the deepest thoughts or the most obscure
behaviors should be measured whenewver possible, if it is thought that they
might impact CR value.

The framework described throughout the book, and especially in
Chapter 5, is designed to identify which thoughts and behaviors are
the most important drivers of CR value. This framework points to
two overarching questions that should be answered in CR-related

research.

e The first question is whether CR programs are having their
intended effects. Managers need to know that their CR programs
are really generating value.

e The second question (related to the first one) is how stakehold-
ers are interpreting CR activity. This speaks to the underlying
reasoning stakeholders engage in deciding whether they want to
approach or withdraw from the company. Below is a discussion of

these questions.

Addressing Question 1: Are CR programs having
the intended effects?

As we have argued throughout this book, much of the value that
CR generates is derived from the behaviors of stakeholders. Clearly
then, in evaluating CR programs, it is essential to quantify this
value, and when possible, even put a dollar value on behaviors. In
this way, managers can gauge how pervasive these responses are and

how beneficial they are to the company.
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The first step in evaluating CR programs is to set goals. These goals
may be based on the current behaviors of stakeholders. For example,
managers may assess current levels of employee retention, and then
attempt to generate an incremental improvement by exposing a
particular segment of employees to CR programs. Goals may also be
based on benchmarking, where the performance of market leaders
is used as a reference point. For example, a manager may wish to
measure improvements in customer loyalty as a result of CR activity
and set a goal of reaching the level of a market leader in its industry.
Ultimately, what matters most is not how the goal is chosen — which
will differ by company and by management style — but that there is
a clearly articulated goal of encouraging stakeholders’ behavior in
some way through CR activity.

The goals of any quantifying exercise are most useful when they
are articulated at the individual level. Simply citing correlations
between overall CR activity and changes in aggregate performance
is not terribly helpful for managers engaged in the complex day-to-
day challenges of CR decision-making. Basing decisions on a tenuous
link between, say, CR spending and CR performance can be mislead-
ing at best and dangerous at worst, because it cannot account for the
idiosyncrasies in stakeholder behavior. The most useful way to mea-
sure CR value is to track the behaviors of individual people who inter-
act with the company as consumers, employees, investors, or in other

capacities.

Managers need to have clear goals in terms of which behaviors

they want to encourage among stakeholders.

The individual level responses to CR are those that can be
observed and, generally speaking, are tangible. For example, a con-
sumer who purchases a product based on his exposure to CR activity can
be considered to reveal a CR response that has tangible value for
the company. A person who applies for a job provides another such

response.
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Of course, these individual behaviors will end up aggregating to
improve performance, but measuring them only at the aggregate
level inhibits a researcher from knowing which stakeholder seg-
ments responded favorably and which did not. Therefore, we advise
recording behaviors for individual stakeholders. An example of this
sort of indicator of CR value in the consumer realm is purchase. Sim-
ilarly, programs directed towards employees are sometimes expected
to improve employee performance. In this case, managers may wish to
track employees’ performance according to specific behaviors, indi-
cators, and goals (e.g., courtesy with customers, cooperation with
other workers) so that performance can be tied to CR activity.

An important insight in the framework is that CR value can
involve societal as well as business value. Therefore, we recommend
tracking stakeholder behaviors towards the selected CR cause when-
ever possible. These societal behaviors should be considered as an
important component in the case for engaging in CR.

How does a researcher or manager go about measuring such
responses! Societal value of this kind can be measured through sur-
veys and interviews with stakeholders by asking whether and how
the company’s CR has encouraged them to increase their donations,
volunteering, or positive word-of-mouth for charities that address the
same social issues as the company’s CR programs. A fine example of
these sorts of measures is a study that examined and measured con-
sumer donations to charities sponsored by the company from which
they purchase products. In that study, the more consumers felt a
sense of Unity with the company, the more they reported donating
to these charities.!

Ideally, stakeholder behaviors are observed and impartially
recorded. Often, however, it is impossible, or at least impractical,
to record actual behaviors for every person. In the absence of such
data, researchers can measure behavioral intentions by using scales
administered through surveys.

The examples we provide in Table 9.1 show how stakeholders can

be asked of their intent to interact with the company in a number
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TABLE 9.1 Sample items for quantifying how stakeholders respond to CR

Brand choice

Brand most frequently
bought

Loyalty
Advocacy

Reciprocal intention

Purchase intent

Employment intent

Investment intent

Product loyalty

Company promotion

Which of the following brands did you purchase
most recently? (provide list)

Which of the following brands do you purchase
most frequently?

I am loyal to this brand.

I would like to try new products introduced under
this brand name.

I talk favorably about this brand to friends and
family.

If the marketer of this brand did something I didn’t
like, I would be willing to give it another chance.

My community should buy XX [the brand] products
to support XX [the name of the CR initiative].
Buying XX [the brand] products is an excellent way
for people in my community to support XX [the

name of the CR initiative].

[ am willing to pay a price premium for [the brand]
products if it’s the only way for [the name of the
CR initiative] to continue.

How likely are you to buy the following brands in
the next two months? (very unlikely — very

likely)

How likely are you to seek employment with this
company within the next two years?

How likely are you to seek information about jobs
at this company in the future?

In the future, how likely are you to talk-up the
company as a good organization to work for?
(very unlikely — very likely)

[ would very much like to work for this company.

If you had money to invest, how likely would you
be to invest in this company?

[ am loyal to the products that the company
makes.

[ like to try every new product the company
introduces.

[ talk favorably about the company to my friends
and family.
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Resilience to negative
information

Strong claim on the

company

Product preference

Customer orientation

Behavior (oral care
example)

TABLE 9.1 (cont.)

[ talk favorably about the company’s products to my
friends and family.

How many people have you recruited to buy the
company’s products? (number)

[ forgive the company when it makes mistakes.
[ will forgive the company for [specific negative
information].

[ feel I have a right to tell the company what it
should do.
How frequently have you made demands of the
company in the past [time period]? (number)
How much would you say you like or dislike [the
brand]? (dislike very much — like very much)
When you buy [the product] to what extent do you
buy [the brand]? (never buy — always buy)

When you buy [the product], to what extent are
you “loyal” to [the brand]? (not at all loyal —
extremely loyal)

[ make every customer feel like he/she is the only
customer.

Every customer’s problem is important to me.

[ give individual attention to each customer.

I deliver the intended services on time to every
customer.

[ always complete tasks precisely for customers.

I do whatever is necessary to deliver good service to
customers.

I respond very quickly to customer requests.

[ always listen carefully to customers.

How often does he/she usually brush his/her teeth?
(less than twice a day — twice a day or more)

How often does he/she usually floss his/her teeth?
(less than once a day — once a day or more)

How often does he/she visit the dentist for routine
checkups? (twice a year or less — more than twice
a year).

Note: Unless specified otherwise, all items were measured using the strongly

disagree — strongly agree scale.
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of ways. They include intent to consume the company’s products,
invest in company stock, apply for jobs at the company, and spread

positive word-of-mouth about the company.

Addressing Question 2: How are stakeholders
interpreting CR?

Stakeholders try to make sense of new CR information in light of
what they know about the company and in line with what they

need themselves.

Managers who wish to optimize their CR engagement need to have
reliable means of getting into the mind of the stakeholder, so as to
develop a sound understanding of the operation of the psychological
engine. As explained in earlier chapters, stakeholders try to make
sense of new CR information in light of what they know about the
company and in synch with what they need themselves.

When these two levers — Understanding and Usefulness — are
working harmoniously, stakeholders develop a sense of Unity with
the company (the third lever), a sense that becomes the primary
impetus for CR value. A further look at all three will provide insight
into how stakeholders interpret CR and why their perceptions matter

to the company and the value of its CR initiatives.

Understanding

In its simplest terms, Understanding is the collection of perceptions
that a stakeholder holds about the company’s engagement in CR.
Understanding develops as stakeholders learn about CR, and as they
ask questions such as: What is motivating the company to engage in
this CR activity? Is this CR program benefiting society in the way
that the company says it is?
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Understanding may vary substantially from stakeholder to stake-
holder and it may vary greatly in degree, so it is often best mea-
sured at the individual level using common forms of marketing scales
(for example, “To what extent do you agree with the following
statement? [Company] initiated their actions out of genuine con-
cern for the environment.” 1-7 scale: 1=disagree strongly, 7=agree
strongly).

Our framework breaks down each of the 3 U’s (Understand-
ing, Usefulness, and Unity) further. It reveals these important
aspects of Understanding that managers need to measure and track:
(1) awareness, (2) attributions, and (3) efficacy. Each of these
can be measured with scales. (See example scales provided in
Table 9.2.)

Regarding attributions, both intrinsic and extrinsic attributions
should be measured. As introduced in Chapter 5, extrinsic attri-
butions reflect a belief that the company is acting out of a desire
to make money, gain an advantage or otherwise improve its own
welfare, while intrinsic attributions reflect the extent to which the
stakeholder believes that CR engagement is due to the company’s
genuine desire to improve societal welfare.

As we reported in Chapter 5, stakeholders tend to balance these
two attributions in their interpretations of CR. And since stakeholders
sometimes reward companies precisely for the way in which they combine
these two motivations — because they see that approach as innovative —
it is best to measure both types so that this interaction can be teased out.

The third component of Understanding — CR efficacy — should
be measured at two levels: the program level and the company
level. Measuring the efficacy of a particular program is a matter of
asking about Understanding with questions that draw out whether
and how the programs are “making a difference.” The sample items
shown in Table 9.2 can be adapted based on the particular soci-
etal goals of a program itself, but the theme of providing pro-
grams that make a significant difference to society should be clear.
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TABLE 9.2 Sample items for measuring parts of the stakeholder

Awareness

Attributions
Intrinsic attributions

Extrinsic attributions

Intrinsic attribution

Efficacy
Consumer Realm
(oral care example)

Employment Realm

Self-esteem

Work-home balance

psychological engine

UNDERSTANDING
This brand works for XX [the brand’s CR initiative].

This brand works for [the brand’s CR initiative]
because it is genuinely concerned about being
socially responsible.

This brand works for [the brand’s CR initiative]
because it feels competitive pressures to engage in
such activities.

To what extent do you think that the company’s
genuine desire to help children in need guided its
decision to support the cause?! (not at all —
completely) (oral care example)

[the name of the CR initiative] has improved my
child’s life.

[the name of the CR initiative] has enabled my
child to take better care of his/her teeth.

To what extent do you agree with the following:

The social responsibility initiatives of my employer
have a big impact on people’s lives.

My employer’s social responsibility initiatives are
successful at improving the world.

The social responsibility initiatives of my employer
are highly effective in improving the welfare of
people in need.

USEFULNESS

To what extent does your overall job:

Make you feel proud to work at the company.
Give you a feeling of well-being.

Make you feel good about yourself.

Make the transition from home to work easier.

Make your work and home lives seem almost
inseparable.

Enable you to express your values while at work.
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TABLE 9.2 (cont.)

UNITY
Company attitude I like this company very much.
Identification My sense of this brand matches my sense of who
[ am.
Identification? When someone criticizes the company, it feels

like a personal insult.

I am very interested in what others think about
the company.

When I talk about the company, [ usually say we
rather than they.

The company’s successes are my successes.

When someone praises the company, it feels like
a personal compliment.

If a story in the media criticized the company,
[ would feel embarrassed.

Identity attractiveness I like what the company stands for.

Identity similarity I recognize myself in [the company].
My sense of who I am matches my sense of the
company.

Identity trustworthiness I don’t trust this company.

Note: Unless specified otherwise, all items were measured using the strongly
disagree — strongly agree scale.

Measuring the overall efficacy of a company’s CR program involves
comparing the company to other companies in the same perceived
peer group. Some managers mistakenly presume that their only com-
petitors in this sphere are competitors in the same industry. This
can be an erroneous assumption when measuring Understanding.
Consider the study we did with a Fortune 100 consumer products
company. That research revealed that many employees compare
their employer’s CR efficacy to that of other Fortune 100 companies
as well as other consumer goods companies. This expansive view of
the competitive set is somewhat unique to the CR realm and must

often be considered when quantifying CR efficacy.
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Usefulness

Stakeholders can derive many types of benefits, posing a challenge to
managers wishing to measure the extent to which stakeholders find
CR to be Useful. Because the nature of Usefulness can vary substan-
tially depending on the CR program in question, it is important —
before launching a CR program — to use marketing research to estab-
lish a set of the benefits that are most important to stakeholders and
most likely to be considered Useful to them.

The most likely attributes of Usefulness can be uncovered and
slated for tracking by following the process described in Chapter 7,
which includes articulation, generation, distillation, and selection.
This process can be augmented once the program is launched and
the stakeholders gain increasing exposure to its potential benefits.
Opverall, evaluating the Usefulness of CR programs requires attention
to both functional and identity benefits so that a holistic sense of how
CR improves the individual lives of stakeholders can be obtained.

Functional benefits are those that are largely tangible and are the
direct result of features of CR programs. For example, in our study
involving the oral care program, parents reported that the program
resulted in their children having clean and healthy teeth. In this
way, once the key attributes of a program’s functional benefits are
identified, they can be turned into items like those provided in Table
9.2 so that they can be quantified.

Moreover, functional benefits, in turn, often provide stakeholders
with identity benefits. These benefits are much more abstract and
relate to thoughts and feelings that people have about their self-
image. Identity benefits fulfill two fundamental human needs: self-
esteem and self-continuity. These needs are common to all types of
stakeholders, no matter what the nature of their relation with the
company may be; however, they often manifest themselves in ways
that are specific to a situation or role, requiring managers to measure

them with a diverse set of contexts in mind.
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For example, self-esteem can be very low in the work context
even though it is high in the context of one’s family life. There-
fore, we advise tying questions about identity-related needs to the
situation, such as the examples provided in Table 9.2, taken from
one of the employee studies. These items examine job self-esteem
and work—home balance. That type of balance, as explained in pre-
vious chapters, is part of the feeling of self-continuity, which leads
to a greater feeling of Unity with the company, and therefore more

pro-company behaviors.

Unity

Unity is a summative concept that reflects a stakeholder’s over-
all relationship with the company, indicating whether the stake-
holder thinks the company shares his or her values, and whether
it is trustworthy enough to warrant a deep stakeholder—-company
relationship. Typical marketing measures such as customer satisfac-
tion may provide a window into Unity, but they are insufficient at
helping us understand the true bonds that can form between indi-
viduals and companies, because they do not capture the underlying
evaluations that stakeholders make about a company’s character or
“soul.”

We measure Unity in two ways. The first is identification, which
is the extent to which a stakeholder feels a sense of oneness with,
or belongingness to, the company. The second is trust, or the stake-
holders’ beliefs that the company will act in a benevolent manner
going forward.

Researchers Bergami and Bagozzi® have empirically tested and val-
idated a two-item scale that is both reliable and extremely easy to
implement. It allows respondents to indicate the overlap between
themselves and the company in two ways: verbal and pictorial. One
item in their two-item scale asks the respondent to indicate the

degree to which they agree or disagree with the statement, “The
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Measures
Customer Identification with Company

We sometimes strongly identify with a company. This occurs when we perceive a great amount of overlap
between our ideas about who we are as a person and what we stand for (i.e., our self image) and of who this
company is and what it stands for (i.e., the company’s image).

Imagine that the circle at the left in each row represents your own personal identity and the other circle, at
the right, represents the company’s identity. Please indicate which case (A, B, C, D, E, F, G, or H) best
describes the level of overlap between your and the company’s identities. (Circle Appropriate Letter)

My Company’s
identity identity
Far Apart
O O
Close
B Together
but Separate
Very Small
C Overlap
Small
D Overlap
Moderate
E @ Overlap
Large
= @ Overlap
Very
Large
G @ Overlap
Complete
H O Overlap

Figure 9.2 Identification measure

values of this company match my own values.” The other item is
a pictorial scale that uses a series of Venn diagrams involving two
circles with varying degrees of overlap (see Figure 9.2); the respon-
dents simply choose the picture they perceive to best represent the overlap
between themselves and the company.

Calculating the average score on these two items yields a sin-

gle score that provides a meaningful measure of the stakeholders’
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perceived match between themselves and the company. Because
some individuals are more visual and some more verbal, having the
two measures helps account for these differences, thus producing a
valid measure.

Not every stakeholder, in every corporate context, however, will
feel so close to the company that they perceive an overlap in values.
This is why there is a second way we measure Unity: by the degree to
which stakeholders “trust” the company. CR programs often commu-
nicate that a company is honest and forthcoming, able and willing to
deliver on promises. Thus, trust is simply a stakeholder’s confidence

in a company’s reliability and integrity.*

[t is advisable to measure both identification and trust when quan-

tifying Unity.

There are innumerable measures of trust (or lack thereof) that
have been used over the years. (Some examples are provided in
Table 9.2.) Trust is integral to any stakeholder—company relation-
ship and is more sensitive to exposure to CR information than identi-
fication, because — relatively speaking — identification is more stable.
Therefore, it is advisable to measure both identification and trust

when quantifying Unity.

STEP 2: Finding linkages between CR value
and its drivers

Quantifying stakeholder reactions to CR is clearly important, but
managers who stop there will only get a static sense of how CR is
“working.” To calibrate effectively both current and future CR pro-
grams, managers need to develop an understanding of how concepts
in the framework relate to one another. In short, they need to do
two things:
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e First, they need to connect actions to outcomes, establishing
whether their CR activities are producing CR wvalue.
e Second, they need to know when (i.e., in which CR context) these

effects are maximally producing this CR value.

Establishing linkages comes down to examining whether a change in one
aspect of the framework (i.e., a variable) is related to changes in other
variables. Clearly, managers are most interested in variables over
which they have at least some control. For example, finding a link
between Unity and a stakeholder’s intent to apply for employment
indicates precisely that managers have to work on Unity if they wish
to increase the size of their applicant pool.

Sometimes, this sort of linkage is brought to light based on anec-
dotal evidence or the managers’ experience. More often, though, the
complex and highly psychological nature of stakeholder reactions to
CR makes anecdotal evidence alone an insufficient basis for effective
decision-making. Managers should strive to base decisions on careful

analysis that links variables in the framework and reveals the reasons

behind stakeholder behaviors.

Methods of establishing linkages

There are two essential steps in validly establishing linkages in our

framework:

e The first step entails sound study design. This involves collect-
ing data in ways that can shed light on the process. Primary data
collected through surveys, laboratory experiments, and field exper-
iments are typically necessary to shed light on the underlying psy-
chological process, although sometimes secondary data collected
at checkout counters etc., can also provide rudimentary evidence.
As one illustration of study design, as mentioned in other chap-
ters, we used a modified before/after experimental design to eval-

uate the impact of a million dollar donation by a company to a
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university. In this instance, we collected data through random
surveys of stakeholders before and after the launch of the gift. The
findings were clear that stakeholders who became aware of the
company’s gift had significantly greater intent to apply for jobs,
purchase products, and invest in stock of the company than those
who were unaware, whether that lack of awareness was due to
being surveyed before the announcement, or simply because they
had not been reached with the communications campaign. Thus,
the experimental study design established that the program suc-
ceeded in driving a number of company-favoring behaviors on the
part of stakeholders.

The second essential step in establishing linkages in our frame-
work is the use of appropriate statistical techniques. These tech-
niques may be highly advanced or as basic as computing a correla-
tion coefficient, but most techniques are designed to test whether
increases (or decreases) in one or more variables result in sys-
tematic changes in other variables. For example, in one set of
study findings conducted with researcher Shuili Du, increases in
Understanding for Stonyfield yogurt consumers were significantly
related to corresponding increases in Unity.” Both Understanding
and Unity were measured using 7-point scales, where 7 represented
the most positive Understanding and the highest level of Unity.
All other factors being equal (e.g., beliefs about product quality),
an increase in Understanding of 1 point on the 1-7 scale was
associated with an increase of .3 on our Unity scale. Thus, it
became clear how much the company needs to improve Under-
standing in order to reach a targeted level of Unity. (We provide
more detail on such statistical analysis in Chapter 10.)

In contrast to much market research conducted today that
measures psychological variables using a single item, multi-item
scales are more effective for assessing any psychological variable.
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Multi-item scales measure a single variable by having respondents
answer items that capture a concept using slightly different ter-
minology, and then averaging the multiple responses into a single
number. For example, to quantify the extent to which respondents
believe a product is socially responsible, the following scale might
be used:

Indicate the extent to which you disagree/agree with the follow-
ing statements:

(1 = strongly disagree and 7 = strongly agree)

e This is a socially responsible product.

e This product is more beneficial to society’s welfare than other
products.

e This product contributes something to society.

Scales such as this are more reliable than single items because they
give respondents a chance to rate their thoughts and feelings from a
variety of perspectives. We have developed, validated, and deployed
dozens of these scales for research projects. Each scale is designed
specifically to quantify a distinct concept in our framework.

Focusing on the key drivers of CR value

Our framework emphasizes the importance of stakeholder interpreta-
tions for increasing CR value. Many managers, however, view these
interpretations merely as a means to an end and don’t understand
how this extra value is generated — or conversely, how a negative
stakeholder perception can work against the company. Finding link-
ages between stakeholder interpretations of CR activity and CR
value is absolutely critical when making the case for engaging in CR
activity.

The key drivers of CR value are the levers of the framework:
Understanding, Usefulness, and Unity. So linking interpretations

to CR value is a matter of finding correlations. That means: first,
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quantifying these aspects of stakeholder interpretations; then, con-
ducting analyses that can determine the correlation between such
perceptions and the forms of CR value they create. Examples of rel-
evant forms of value include customer loyalty, employee intentions
to remain employed at the company, or perhaps donations to the
issue.

The most straightforward way to record CR value as a function
of Unity is to ask survey respondents to rate their purchase intent,
or other intended behavior, and then their level of Unity with the
company. This is a very common practice due to pragmatic con-
cerns. It does, however, have its limitations, because some respon-
dents may not be able to rate accurately their behavioral inten-
tions, and may be less than forthcoming even if they know their
intentions.

That is why, whenever possible, it is best to record actual behaviors
and then match scores for Unity for each stakeholder. For example, in
cases where it is ethical and feasible to do so, managers can find
data on consumer purchases or employee work-performance and ask
the stakeholders to rate their Unity with the company, stripping
the identity of the individual for confidentiality once the data is
merged into a single set. This will enable a manager to find — and act
upon — the linkage between Unity and targeted behaviors.

Equally important to linking interpretations to CR walue is link-
ing CR exposure to interpretations. The importance of such exposure
makes CR communications a critical focus of managers’ attention. In
short, managers must evaluate whether and how the CR initiative
is contributing to Understanding, Usefulness, and Unity. In cases
where the program is already running, measuring the impact of pro-
gram characteristics may be as straightforward as quantifying Under-
standing, Usefulness, and Unity along with what stakeholders know
about the CR activity. Statistical tests can then determine which
program descriptions and features are most substantially related to

Understanding and Usefulness.
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As explained in Chapter 7, to test CR program concepts that
have not yet been launched, it may be necessary to design an exper-
iment. For example, the researcher can have stakeholders view one
of two or more descriptions of a program, varying the CR issue, CR
implementation, or CR resources, or in some cases all three. Then
the researcher can compare responses of stakeholders who saw one
version to responses of those who viewed another version.

For example, in one of our experiments, respondents were given
one of three scenarios to read. In one, the company had a positive
record for employee diversity programs; in another, the company’s
employee diversity record was negative, and in the third, there was no
mention of the company’s record on employee diversity. Comparing
the Unity of prospective customers in each of these conditions,
the findings proved that Unity was significantly higher in those

respondents who saw the positive CR record.

Factors in producing maximal CR value

CR operates very differently depending on the context in which it
is enacted, so managers need to know which context is most fertile
for CR engagement. As explained in Chapter 6, there are two levels
of contextual factors that managers need to measure, track, and
incorporate in their CR decision-making, and then again later (as
shown in the section below on calibrating), when they calibrate the
effectiveness of CR activities. These two factors are the stakeholder
context and the company context.

The stakeholder context is comprised of variables that can differ
from stakeholder to stakeholder, while the company context is com-
prised of factors that are unique to the company or its CR, but which
are uniform for all its stakeholders. The best way to understand how
context influences the process is to carefully record the effects of CR

at every stage of the framework, and then compare how stakeholders



Calibrating CR strategy * 233

view CR, how they interpret CR, and how their responses to CR vary
under different circumstances.

We have made these comparisons using both qualitative and quan-
titative data, and using a combination of statistics and careful study

design. Some of the results follow.

Stakeholder factors

Stakeholder context factors are often measured through question-
naires. For example, in the study regarding a company’s diversity
program, the stakeholder’s level of caring was calculated by listing a
number of CR issues and asking the extent to which the respondent
supported each issue. (Scale: 1 = do not support at all; 7 = strongly
support.)

The list included ten items such as equal opportunity employment
practices, special employment support for gays and lesbians, special
employment support for disabled people, and special educational
opportunities for ethnic minorities. All these ratings were averaged
into a single indicator of their caring for the CR issue of diversity.
(Table 9.3 shows more examples of stakeholder context items for
caring as well as items for closeness.)

In the qualitative case, we spoke to employees in various locations
of a Fortune 500 company, asking them about the Usefulness of CR
programs. The next step was coding the transcripts from each focus
group and comparing responses for employees in various locations.
This analysis revealed that Usefulness varied greatly depending on where
the employee worked. Those at headquarters found CR to be Useful
when it helped them become a better employee, by offering them
an opportunity to learn new skills, for instance; but those located
at an overseas office in a country where the local population was
largely hostile to the company found programs most Useful when

the program helped them deflect criticism from acquaintances.
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TABLE 9.3 Sample items for quantifying how stakeholder context

Closeness
CR Participation

Salience

Embeddedness

Past purchase

Caring

Issue support

influences the process

STAKEHOLDER CONTEXT

Over the past year, to what extent have you:

Donated your own money to social responsibility
initiatives of your employer?

Volunteered for social responsibility initiatives of your
employer!?

Gone out of your way to tell colleagues, friends, or family
about your employer’s social responsibility initiatives?
(not at all — great extent)

I think about [the company] often.

My interactions with the company make me an
important player in the organization.

Which of the following brands have you bought in the
past two months?
(check all that apply)

I care more than most people about [CR issue].

If I see a news story about [CR issue], I pay close
attention to it.

[CR issue] is an extremely important issue to me.

[Company] addresses societal issues that are important
to me.

I am personally fond of the issues that [company] supports
through its social and environmental responsibility
initiatives.

Note: Unless specified otherwise, all items were measured using the strongly
disagree — strongly agree scale.

A more quantitative case looked closely at the beneficiaries of the

previously discussed oral care program. In that study, those who par-

ticipated in the CR program had enhanced levels of Understanding

and were more likely to purchase the toothpaste brand in the future

than non-participants. But going a step further, a set of differences

across stakeholder characteristics became clear by comparing the



Calibrating CR strategy * 235

responses of those participants who had lived in the US the shortest
amount of time (low acculturation) to those who had lived in the
US for the greatest amount of time (high acculturation). Due in part
to the more recent generation’s desire to fit in to American culture,
the low acculturation CR program participants showed enhanced
Understanding and greater intent to reward the company through
purchase than the highly acculturated group. Thus, although the
CR program draws all participants closer to the company, the study
revealed that the program proves to be especially effective for those

who came to the US recently.

Company factors

In contrast with the stakeholder context factors above, measuring
company context factors can be somewhat tricky, because some dif-
ferences across the company context are objective, while others
reside in the mind of the stakeholder. For example, characteristics
such as company size can greatly influence how much CR creates
value. Size, however, is largely objective; almost everyone can agree
on whether a company is large or small. But some of the contextual
factors we have identified are more perceptual.

For instance, Chapter 6 discussed the importance of a company’s
core business in determining stakeholder Understanding of programs.
While for many companies, the industry in which it works is quite
obvious, some companies are more difficult to pinpoint. Consider
GE, which sells both consumer and business-to-business products,
as well as providing an array of services. A stakeholder’s reaction
to its CR will depend on how knowledgeable he or she is about
the company and its competencies. A researcher must tease this
information out by asking the stakeholder who becomes aware of the
CR activity.

Table 9.4 shows examples of these sorts of perceptual measures

used in our studies. More objective measures, however, must be



236 ¢ Putting insight into action

TABLE 9.4 Scales for quantifying how company context
influences the process

COMPANY CONTEXT
CR

Distinctiveness (a) The company’s program [name] is:
Not at all unique — very unique
Typical — Atypical
Not at all distinctive — Very distinctive
Ordinary — Unusual
(b) [CR program] stands apart from other programs that

address [CR issue].

Core Business

Product quality This product is more advanced than any other product
like it.

This product features advanced components.
This is a sophisticated product.
Overall, this brand is of high quality.

Note: Unless otherwise specified, all items were measured using the strongly
disagree — strongly agree scale.

incorporated into a study’s design. See our discussion and examples
in the next section on creating a dashboard.

Determining the influence of context is again a matter of compar-
ing the interpretations and CR value that are found under differing
circumstances. For example, one study examined the influence of
CR-core business fit in interpretations of CR programs. That experi-
ment randomly assigned respondents so that they evaluated either a
program that fit closely with the products the company sells or did not
fit at all. The researchers then compared how skeptical respondents
were of the motives of the company (an indicator of Understanding)
depending on which group they were in —a CR program with good fit
or with low fit. The findings were that respondents were less skeptical
when CR fit was good than when it was not.

Since fit is somewhat subjective, managers wishing to examine
this at their company can measure how much stakeholders perceive

a fit, and then compare responses to Understanding related questions
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for those who perceive a high fit versus those who perceive little

fit.

STEP 3: Calibrating CR and stakeholder relationships

Strategic CR management requires a process whereby programs are
calibrated regularly for constant improvement. Quantifying and find-
ing linkages are important steps in CR management because they
generate knowledge that can be leveraged so that stakeholder rela-
tionships are enhanced to the fullest extent possible. But the knowl-
edge generated by these steps must be utilized properly to calibrate
CR programs so that they fully improve understanding, satisfy stake-
holder needs, and produce maximal CR value.

There are three main applications of this knowledge — with exist-
ing CR programs, with future programs, and in other functional
areas of the company that could benefit from improving stakeholder
relationships. The latter two will spring from assessing the current

programs and sharing that information with relevant others.

Applying knowledge to improve CR programs: the CR
dashboard

A first step towards calibrating CR programs and stakeholder rela-
tionships is aggregating all knowledge about each program on an
ongoing basis. Leading companies create dashboard-like systems
where managers can find all relevant information in a single source.
A CR evaluation dashboard might look like the one shown in
Figure 9.3, which provides a high-level view of a company’s CR
performance at a glance.

Notice that for this program, the key performance indicators of
the CR program are tracked for four important stakeholder segments.
These sorts of dashboards can be created for upper-level managers for the
entire portfolio of CR programs and also for middle managers in charge of
a single CR program.
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DESCRIPTION

CURRENT LEVEL

TARGET LEVEL

Employees

DESCRIPTION

CURRENT LEVEL

TARGET LEVEL

Understanding

Attributions (genuine
concern)
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CR efficacy

Usefulness

Self-esteem

Usefulness
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Business Value

Product purchase
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Presenteeism
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Self-esteem
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Trust in management
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Societal Value

Donations to Cause
Volunteering

Societal Value

Figure 9.3 CR evaluation dashboard
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Like the well-known “Balanced Scorecard,”® which focuses on sets
of business performance measures (“Financial,” “Customer,” “Inter-
nal Business Processes,” and “Learning and Growth”), a CR dash-
board can be built upon key indicators for each step in our frame-
work. This one has line items for Understanding, Usefulness, Unity,
and two forms of CR value (business and societal). The dashboard
not only records current performance on these measures, but it also
provides a target for the next period.

The dashboard can be used to improve programs — systematically
and continually. Learning what is working and what is not can take
time. But stakeholders’ reactions to CR can evolve over time as
well. Very often the fruits of a CR program do not become evident
for weeks or even months after their introduction. For this reason,
dashboards can track progress against tangible, agreed upon goals, so that
every CR program is performing up to its fullest.

Gap analyses can be extremely useful when assessing CR perfor-
mance. When goals are not met, apparent by a gap between targets
and actual results, managers can delve into underlying components
of Understanding, Usefulness, and Unity for clues as to why the
program is underperforming (for more on this see Chapter 10). In
many cases, managers can re-calibrate the program based on this
information, by improving communication to raise Understanding,
or adding features to heighten Usefulness. If enhancing these levers
is impractical or overly costly, jettisoning the program may be the

best course of action.

Leveraging knowledge to optimize the portfolio
of CR initiatives

Quantifying and finding linkages are important steps in CR man-
agement because they generate knowledge that can be leveraged
so that stakeholder relationships are enhanced to the fullest extent

possible.
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Leading managers see CR programs as a means to reach broad busi-
ness and societal goals through stakeholder relationship-building. For
this reason, CR programs should not be viewed as stand-alone endeav-
ors, but rather as a collection or portfolio of initiatives where knowledge is
shared so that it may be leveraged by other CR management teams.

It may seem obvious that this sort of sharing should go on; how-
ever, in our experience, it is all too common for programs in mar-
keting, operations, research and development, and corporate affairs
to carry on without involving each other. In some large companies,
certain CR teams have limited awareness of what other teams are
doing outside their functional area, such as marketing, accounting,
or operations. For this reason, tools like the CR evaluation dashboard
need to be made available to a wide variety of decision-makers. The
British retailer Marks & Spencer is an example of a company that
involves all departments and its employees in its CR strategy: It mea-
sures its performance against 180 social and environmental targets
along the entire value chain and communicates the status of accom-
plishment in real time to all employees at its London headquarters
via an electronic ticker.’

Knowledge sharing among managers of CR programs is impor-
tant for two reasons. First, our multi-step framework, from exposure
to interpretation to response, is somewhat complex. This complex-
ity makes it unlikely that knowledge of any single CR program —
and therefore maximal value of such a program — can be generated
by evaluating just that single CR program. Clearly, any CR team
can develop more effective CR strategy if they have access to the
latest knowledge gleaned from other initiatives. Upper-level man-
agers need to ensure that as many CR managers as possible have
access to up-to-date knowledge of how stakeholders react to CR so
that future adjustments can be made by considering all the available
information.

The second, less obvious, reason that sharing knowledge is impor-

tant is that many stakeholders are exposed to numerous CR programs



Calibrating CR strategy ® 241

simultaneously. Since many stakeholders expect companies’ actions
to be coherent, lack of coordination between CR programs can lead

to confusion, and ultimately suspicion of motives among a stake-

holder base.

Upper-level managers need to ensure that as many CR managers as
possible have access to up-to-date knowledge of how stakeholders
react to CR so that future adjustments can take into account all

the available information.

Thus, CR strategy can be seen as a portfolio of initiatives in which each
has a role it plays in providing value to a stakeholder. Leading companies
manage these roles and generate synergies among CR programs by

encouraging knowledge sharing.

Summary

Research findings uphold our view that the perceptions and reactions
of the individual stakeholder are more significant than a generalized
aggregate in determining how to calibrate CR value. Each stake-
holder group is different and there are also differences within a group.
That is why both qualitative and quantitative research are needed to
isolate the factors that lead stakeholders to feel more identified with
a company and more trusting of its motives. Then researchers and
managers can look for statistical relationships that uncover impor-
tant links. These links — between various aspects of the psychological
levers that influence stakeholder perceptions of the company and its
CR efforts — help managers focus on what works and how to make
improvements.

Such studies help determine how to improve CR value through a
focus on filling stakeholders’ needs. When stakeholders understand
and perceive the usefulness of a program for themselves, they are

more likely to show pro-company behaviors, the program is likely
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to generate more success, and both social and business benefits will

accrue.

Some key points for managers to understand include these:

Three steps in assessing the value of CR programs are: quantify-
ing responses (for example, using rating scales); finding the links
among stakeholder perceptions and CR successes; and calibrating
the CR programs to maximize their benefits by using the informa-
tion generated by such assessment.

Calibration needs to be an ongoing process because both the vari-
ables and relationships among them are subject to change. Man-
agers should keep in mind past efforts, current programs and future
initiatives. This broader view will provide insights into the par-
ticular circumstances or context (both stakeholder context and
company context) that lead to success or a lack of it.

A company’s CR strategy can be seen as a portfolio of initiatives in
which each has a role it plays in providing value to a stakeholder.
A dashboard covering the portfolio of programs the company is
engaged in should be made available to all managers so that infor-

mation is shared widely so as to achieve maximal CR success.
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TEN

Putting the framework to work

A deeper dive

The framework that guides this book synthesizes years of research
conducted by us, and also incorporates insights from other leading
scholars on CR. The evidence presented so far has provided support
for each link in the model. To validate the framework in a compre-
hensive way, this chapter describes studies conducted in two separate
settings: the retail sector and the yogurt industry.

The studies show how the “3 U’s” that make up the framework
are connected to multiple forms of CR value: outcomes that are of
great importance to managers. The full array of levers is then tested
as a unified driver of CR value by using a technique known as struc-
tural equation modeling. The latter tests have also been designed
to isolate the effects of CR activity by controlling for external fac-
tors, essentially ruling out alternative explanations. The first study
examined reactions of 660 employees in the retail sector. The second
study involved the reactions to CR activity of over 1,000 consumers
in the yogurt industry.

The framework is designed to guide research on CR activities and
inform CR decision-making. In addition to validating the model,
we pave the way for practitioners to use the framework by apply-
ing our approach in two highly competitive settings. For each of
these two studies, we provide an illustration of how the 3 U’s might

be used by leading companies, focusing on the measures that could
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be included in a CR “dashboard.” Finally, we interpret the find-
ings to provide examples of how these companies can turn the
insights of the framework into managerial actions that can improve
relationships with stakeholders, and thereby improve corporate
performance.

By developing a thorough understanding of the framework’s
3 U’s, managers can stay ahead of the curve. For example, changes
in stakeholder behavior may lag behind changes in the 3 U’s; as a
result, by the time managers detect stakeholder discontent in terms
of, say, quitting, it may be too late to address stakeholders’ con-
cerns. The framework, on the other hand, helps managers antici-
pate the factors that stakeholders consider before responding to CR:
through purchase, work effort, or investment. In this sense, the levers
in the framework can be considered to be leading indicators of CR

value.

Employee reactions to CR in the retail sector

As we have argued throughout this book, employees represent a
critical audience for CR-related information. In the retail sector,
employees are particularly vital because many act as the “face” of the
company, a conduit through which the company fulfills customer
needs. Yet it can be a daunting exercise to leverage CR activity in
order to forge strong employee—company relationships. The reason
is that employee—company relationships are a complex derivative
of everything that employees know about the company. Employees
interact with the company more than any other group, and it may
be argued that every time they show up for work, or have lunch
in the company cafeteria, or hold a meeting with a superior, they
are learning something new about the company and what it stands
for.

A company’s CR record is one of the many pieces of information

that employees are exposed to. Most employees want to work for a
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responsible corporate citizen, and actively look for signals that their
employer company fits this bill. This section will illustrate that when
designed, implemented, and communicated with the 3 U’s in mind,
CR activity can drive substantial CR value.

Data collected from a nationwide (US) study will show that even
after considering other factors, CR plays a role in fostering strong
and committed employee—company relationships, and that based
on these bonds, employees are likely to remain employed at the
company, work hard, and, become loyal purchasers of the company’s
products as well.

The data from this study will also show that, in contrast, some CR
can actually damage the employee—company relationship, resulting
in employees distancing themselves from the company. Thus in each
case, the employee relationship can have serious consequences for
the company — positive consequences in the former, and negative
in the latter. The study findings indicate that the process driving
these important outcomes is the stakeholders’ interpretation of CR
activities: namely, the 3 U’s of the framework — Understanding,

Usefulness, and Unity.

About the research

The study involved a survey of 660 customer-facing employees at
numerous companies in the retail sector. Retailers represented in the
study included Walmart, Trader Joe’s and Lowe’s Home Improve-
ment. Reflecting the wide diffusion of CR in industry today, the
majority of our sample (57 percent) was aware of some CR activity
at their respective companies. Focusing on the responses of those
employees who were aware of at least some CR activity enabled an
analysis of how these individuals interpreted and responded to their
employers’ CR.

The questionnaire, called “Voice of the Employee,” was admin-

istered through the Internet to a panel of retail employees
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managed by MarketTools, a leading market research firm. (A list
of items used in the study can be found in Exhibit 10.1 at the
end of this chapter.) The questionnaire began by delving into aspects
of CR value, such as the employee’s intent to quit and their work
effort at their primary place of employment. Up to this point, the
respondent was completely unaware that the survey was intended to
investigate their reactions to CR activity. Thus, the Internet plat-
form enabled us to mask temporarily the true intent of the study,
which was to examine the linkages between CR activity and CR
value.

Once the CR value portion was completed, respondents were
asked to indicate whether they were aware of CR activity by their
employer. Respondents who were aware of some activity then com-
pleted a series of items intended to uncover the 3 U’s of the frame-
work. Finally, respondents rated the company on multiple char-
acteristics, described their job and responsibilities, and provided
demographic and other respondent characteristic information (e.g.,
tenure, household income).

Opverall, the questionnaire captured elements of companies’ CR

activities, the 3 U’s, CR value, and contextual factors.

Connecting the 3 U’s to CR value

How consequential are the 3 U’s for retailers? Would improving
Understanding, Usefulness, and Unity have any impact on employee
behaviors at leading retailers? This section examines the relation-
ships between the 3 U’s of the framework and three forms of business
value that we explored: employee intent to quit (turnover), employee
work effort, and employee purchase loyalty respectively.

Of course, not all of the 3 U’s can be expected to drive every
aspect of employee behavior. Under some circumstances, Under-
standing may be the key to forging relationships with stakehold-

ers, while Usefulness takes the proverbial “back seat.” In other



a)

6.0
5.5 -
5.0
45
4.0

3.5 1

3.0

c)
6.0

5.0 1
4.0
3.0 1
2.0 1

1.0 1

0.0 -

248 ¢ Putting insight into action

m Certain to stay
= Unsure
 Certain to leave

CR Associations CR Efficacy

m Certain to stay
= Unsure
" Certain to leave

CR Self-esteem CR Work—Home

m Certain to stay
= Unsure
™ Certain to leave

Identification

Figure 10.1 Understanding and employee response



Putting the framework to work * 249

cases, Usefulness may be of utmost importance, trumping the effect
of Understanding. But consistent across all studies conducted by
us is the finding that CR must be successful in moving one or
more of the 3 U’s if it is to create substantial CR value. More-
over, which of the three is most important will depend on the
context.

The data presented in this section, therefore, is not intended to
show the definitive links between the 3 U’s and CR value (indeed,
we do this in the next section: “A Simultaneous Test of All Three
Levers”); rather, the following analyses merely provide a glimpse
into the relationship between the 3 U’s and facets of CR value. In
short, presented below are some of the more interesting and powerful
effects in this retail context, findings that reveal, once again, the

tangible benefits of forging strong employee—company relationships
through CR.

Employee turnover

Employee turnover has plagued retailers for years. In some compa-
nies, it can feel as if the hiring process is nothing more than a revolv-
ing door, with new employees quitting almost as quickly as they
arrive. To understand the link between CR and employee turnover,
the employee study asked respondents to indicate the probability that
they would leave their current employer within the next year. This
was asked on an 11-point scale, with 0 indicating no chance, and 10
indicating a 100 percent chance; thus, a lower number indicates a
more favorable response for the company.

Consider Figure 10.1 (panel a), which shows the relationship
between employees’ intent to quit and two measures of Understand-
ing: CR associations and CR efficacy. For each indicator of the 3 U’s:
the column furthest left represents the Understanding of respondents

who responded that there was no chance of quitting within the next
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year (i.e., certain to stay); the second column represents those who
indicated between a 10 percent and 90 percent chance of quitting
in the next year and are therefore somewhat uncertain (i.e., unsure);
and finally, the column furthest right represents those who said
there is a 100 percent chance of quitting within the year (certain to
leave).

Employees’ commitment to stay employed at the company
corresponds with clear downward steps (those certain to stay have
the greatest CR associations, those unsure are lower, and those
certain to leave are lowest), suggesting that this lever may play
a role in their decision-making. As explained by the framework,
CR associations help employees develop a sense of the company’s
benevolence and trustworthiness, which improves the employee—
company relationship.

The same is true for CR efficacy, where it appears that employees’
commitment to remain at the company is in part a function of how
much the company’s CR programs benefit society. Highly effective
CR activities have a great impact on society, and are, not surpris-
ingly, preferred by employees. Employees want to know not only
that their respective companies are involved in CR, but also that
these programs are not wasteful — that each dollar or hour or prod-
uct donated makes as great a difference as possible (see Figure 10.1
panel a).

The same pattern can be found for the Usefulness of CR activ-
ities. Once again, one witnesses an almost linear relationship
between both CR and self-esteem and between CR and work—-home
integration (see Figure 10.1 panel b).

These two forms of Usefulness correspond to fundamental socio-
psychological needs: the need for a sense of self-worth and the need
to have a coherent self, where spheres of one’s life do not contra-
dict one another. These data suggest that highly Useful CR activ-
ities can give employees a reason to remain employed at the com-

pany. In fact, CR activity may provide even more reason to stay for
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employees who have no other means of integrating their work and

home lives.

Chapter 6 stressed that the effects of the 3 U’s often depend heav-
ily on the context. We therefore examined whether the effect of
CR work-home integration on an employee’s intent to quit was dif-
ferent depending on whether the employee has flexibility in deter-
mining his or her work schedule. Comparing employees with little
control over their work schedule to those with a lot of flexibility
revealed that CR work—-home integration reduces intentions to quit
more for those without a flexible schedule than those with great
flexibility, suggesting that it is an especially effective strategy when
other means (i.e., flex-time) are not available.

Unity is the third lever in the framework, and the one that reflects
the overall psychological bond between a stakeholder and a com-
pany. By communicating a set of socially desirable values held by the
company, CR can strengthen this employee—company bond con-
siderably. In some cases, these bonds may become so robust that
employees begin to incorporate their sense of the company into their
sense of self. A strong identification like this, a sense of oneness or
sameness with the company, will embolden employees to deepen
their relationship with the company, committing themselves fully to
its goals — which are, after all, considered their own as well.

A manifestation of such CR-driven attachment to the com-
pany can be seen in employees who commit themselves to remain
employed at their company over the long haul. Panel c of
Figure 10.1 shows that there is also a tight relationship between
Unity and CR value. Consistent with the other two panels of the
dashboard, identification — a central indicator of Unity — aligns with
employee commitment to remain with their employer. Reading left
to right once again, one sees substantial declines in identification

across the three groups.
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Work effort

Most managers would agree that filling a job position means more
than just adding a warm body to the retail floor. Managers want their
employees to be engaged in the job and to work hard to serve cus-
tomer needs. Such engagement can boost productivity and improve
customer satisfaction considerably. In this study, employees indi-
cated their work effort by scoring two aspects of their own work
performance.

Obviously, this is somewhat subjective as it is a self-rating; how-
ever, it does provide a window into an employee’s mental state
on the job, especially their desire to work hard for the company.
Each employee respondent rated his or her performance along two
dimensions compared to their peers at the company: the quantity
of work performed and the quality of work performed. These scores
were averaged to create an overall work effort score. Scores were,
not surprisingly, quite high (on average 6.05 on a 7-point scale),
but insight can be gleaned by examining differences against the
3U’s.

Because a component of Understanding is the employee’s CR
associations, to assess the impact of Understanding on work effort,
employees rated the company on how responsible the company was
perceived to be. Then the employees were divided into two groups:
by those whose assessment of the company was either above or below
the median of all employees in the sample. This enabled a comparison
of work effort for these two groups.

The average score for those with the most favorable CR asso-
ciations (6.21) was significantly higher than those with relatively
poorer CR associations (5.80). This is an indication that employees
are more motivated to work hard for companies that they believe are
responsible corporate citizens. A similar analysis of the relationship
with CR efficacy finds the same result. Employees who scored the
company as having high CR efficacy reported a significantly greater
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work effort (6.19) compared to those whose Understanding of the
company’s CR efficacy was poorer (6.00).

Taken together, these results indicate that on the whole, Under-
standing is associated with a boost in work effort. It is worth noting
that because employee interpretations are the basis of these effects,
they are often complex and heavily dependent on the contextual
factors, such as whether or not the employees participate in the

company’s CR activities.

The study examined the level of participation in the company’s CR
(e.g., donated money, volunteered time), another contextual factor
likely to influence the effects of the 3 U’s. Respondents were grouped
based on whether they were above or below the median score for
self-reported participation. The most negative reaction to CR came
from those with high participation who also viewed the company’s
CR as ineffectual.

To appreciate this effect, imagine an employee who has given time,
money, and effort to supporting the company’s CR programs only
to find out that these efforts have done little to improve the envi-
ronment or people’s lives. These employees are likely to feel disap-
pointed, perhaps even somewhat betrayed by the company. They
may transfer some of these feelings to the workplace, wondering
whether their efforts on the job are worth the trouble.

Purchase loyalty

A third way in which employees can create value for the company
is through their own purchase loyalty when it comes to the com-
pany’s brands. Having employees that are loyal customers provides
the obvious benefit of contributing an additional revenue stream. But
loyal customers also make great brand ambassadors. Employees who
enjoy shopping where they work are likely to convey their personal

enthusiasm to customers and prospects. Since they are familiar with
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Purchase Loyalty

Purchase Loyalty

Low Identification High Identification

Figure 10.2 Identification and purchase loyalty

the product line of the retailer from a consumer perspective, they are
also highly prepared to help match customers with the product that
will most fulfill the customers’ needs.

When employees believe that their employer company is respon-
sible, they are likely to feel a sense of Unity with it. Scores on
identification with the company (i.e., Unity) were standardized such
that the mean score was O (positive scores are above the mean and
negative scores below it). Such identification scores are significantly
higher for employees that have very positive CR associations com-
pared to scores for employees that do not see the company as very
responsible (.55 and .35, respectively).

This sense of Unity is subsequently associated with employee-
driven value through purchase. In the present study of customer-
facing employees, respondents who identified with the company
reported significantly greater purchase loyalty than employees who
did not perceive an overlap between their values and those of the
company (Figure 10.2). Employees who identify strongly with the
company see themselves as true members of the company, commit-
ted to its goals, and motivated to help it succeed in any way possible.
Thus, if nurtured properly, the bonds of an employee—company rela-
tionship can spill over to purchase of its products and possibly even

other company-benefiting behaviors (e.g., stock purchase).
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Figure 10.3 The influence of customer similarity

Interestingly, the effects of identification on loyalty appear to be
robust for all employees. The psychological bonds of identification
encourage employees to become loyal customers, even when employ-
ees do not fit the classic customer profile. This conclusion is based
on the demographic profile of employees who took the survey. A
series of questions asked the extent to which they fit the demo-
graphic profile of customers in terms of age, gender, income, and
education. We then analyzed the effect of identification on purchase
loyalty, finding a significant and positive effect for both groups. In
fact, employees who do not fit the classic customer profile, yet feel
a sense of Unity with the company, have nearly identical loyalty to
those who fit the profile very closely (Figure 10.3). This suggests that
CR, if executed so that it engenders Unity, can convert even the
most unlikely employees into loyal customers, another way in which

the employee—company relationship manifests itself.

A simultaneous test of all three levers

The portrait that these analyses paint is of employees who are more
than just passive bystanders of a company’s CR activities. When

employees learn about these activities, they evaluate them and use
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them to make generalizations about the character of the company
(Understanding). They also consider whether or not CR is providing
them with personal benefits such as work—home integration (Use-
fulness). But most importantly, they use CR in order to determine
the overlap in values between the company and themselves (Unity).
CR that improves any or all of these considerations is likely to forge
a lasting bond between the company and the employee, in this case
extending the partnership between employer and employee.

Much of the empirical data reported in this book reveals pieces
of the model at work. Since the model involves multiple variables —
namely, the three levers — all operating at once, as well as “outside
factors” that may also contribute to purchase behavior, readers may
ask whether this framework holds up as a whole, with CR producing
value for the company when these outside factors are considered. To
test the full framework in a comprehensive way, the data was analyzed
using a statistical technique known as structural equation modeling.
The technique is widely used by scholars interested in estimating
relationships that involve interplay between multiple variables that
occur over multiple steps. In the present research, the technique was
applied to test the validity of the levers highlighted throughout this
book.

The variables used to test the framework among these customer-
facing employees are depicted in Figure 10.4. As in the book’s
framework, employees will behave in ways that are favorable to the
company to the extent that they (1) develop a favorable Understand-
ing of CR activities, (2) find the company’s CR to be Useful, and
(3) develop a sense of Unity with the company.

To test this line of reasoning, we used two measures for Under-
standing (CR associations and CR efficacy), two measures for Use-
fulness (CR self-esteem and CR work—-home integration), and one
measure for Unity (identification). Unity, or the overall strength of
the employee—company relationship, is expected to have an impact

on three intended behaviors: the employee’s intent to leave the
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Figure 10.4 A simultaneous test of the framework

company within a year, the employee’s work effort, and the
employee’s purchase loyalty towards the company’s products and
services. Additionally, non-CR aspects of the job were included as
control variables, so that the analysis captures the impact of the
levers beyond satisfaction with pay, support from the supervisor, and
the tenure of the employee in years.

Our analysis reveals that Understanding and Usefulness work
together to influence Unity with the company, and that based on
this employee—company relationship, employees can be expected to
behave in ways that benefit the company. The impact factor for each
variable in the model is shown in Figure 10.5; every predicted path
is statistically significant (p < .05) as indicated by the asterisks.

The impact factor should be interpreted as the expected change
in the dependent variable for each unit change in the independent
(i.e., predictor) variable. For example, for every unit increase in CR
associations (Understanding), we can expect an increase in identi-
fication (Unity) of .11 points. Similarly, the impact of CR efficacy,
CR self-esteem, and CR work—home integration on Unity are .05,
.12, and .08 respectively.
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Figure 10.5 Impact factors for each of the links in the framework

Notes: Key fit indicators indicate that the framework adequately fits the data —
GFI = .98, CFI = .99, NFI = .98, SRMR = .04, RMSEA = .07 (.05-.09),
x%(15) = 50.48, p < .05. Control variables (included, but not pictured) are
degree of supervisor support, and satisfaction with pay. ““p < .05.

Perhaps more pressing for many managers is the contribution of
Unity to CR value. Every unit increase in Unity (a point on our value
overlap index) is associated with a .94 reduction in an employee’s
intent to leave the company in the next year; nearly a one-to-one
relationship. Similarly telling, the impact of Unity on work effort
and purchase loyalty is .19 and .98 respectively. Note that these effects
are above and beyond the effects of the employee’s satisfaction with pay,
the level of support received from his or her supervisor, and the number
of years that the employee has worked at the company. The positive
outcome of this test indicates that the logic behind the framework is
sound and robust across numerous employee behaviors.

In the next section, we delve deeper into stakeholder reactions to

CR by providing an illustrative example in the retail sector. More
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specifically, the framework is applied to examine the reactions of

Walmart employees to its CR programs and initiatives.

The 3 U’s drove CR value for employees even after accounting

for other factors such as satisfaction with pay.

Illustrating the approach with Walmart

Who among us is not familiar with the extraordinary success of
Walmart? The world’s largest retailer by revenues also employs more
people than any other company in the private sector. Walmart has
more than 2.1 million employees (1.4 million in the US), most of
whom interact with customers every day. Like other retail chains,
Walmart has devoted substantial resources to developing a motivated
staff of customer facing employees. And like most retail chains, its
internal marketing efforts constitute an ongoing struggle, with many
bright spots but also numerous setbacks.

For example, in 2000, Walmart launched an aggressive program,
which overhauled their employee orientation process, providing
training during those critical days when employees learn about the
company and the job, forming a first — and lasting — impression. The
aim was to reduce employee turnover by 50 percent and motivate
workers so that they were fully engaged on the job.!

This and other programs improved Walmart’s situation, but the
company still had an annual turnover rate of about 44 percent in
2004 — a figure that is somewhat elevated, but not inconsistent
with the retail sector at large (about 35 percent, according to the
Department of Labor).2 More troubling, 70 percent of new hires
leave Walmart within the first year of employment.” To put this
in perspective, each 10 percent in employee turnover at Walmart
translates to roughly 140,000 jobs that must be filled in the US;

thus, Walmart must replace hundreds of thousands of employees



260 * Putting insight into action

each year. With the total price tag for replacing a single hourly retail
sector employee (non-union) estimated at $3,372, Walmart’s total
quitting-related costs may exceed a billion dollars.*

But employee turnover isn’t the only employee-related issue facing
retailers like Walmart. Employee motivation is a key ingredient in
driving customer satisfaction and sales. Customer-facing employees
who are motivated to provide superior service to customers can help
the bottom-line by working hard to encourage customers to return
again and again. Moreover, motivated employees may use service
encounters as opportunities to communicate positive aspects of the
company personality; for example, caring, honesty, and integrity.
Customers then use this information to determine whether they
wish to engage the company or move their purchase to another one
that better suits their values.

Walmart knows that its “associates” are central to its mission, and
it is constantly seeking methods to encourage employees to become
better and more satisfied. The corporation is in the process of creating
clear career paths for employees, and it has been overhauling its
health and other employee benefits.

The company also frequently stresses the importance of good cus-
tomer service. “Everything we are trying to do, it is focused around
the customer” said Eduardo Castro-Wright, president and chief exec-
utive of Walmart’s US division. Company spokeswoman Sarah Clark
admits that at times Walmart has “not [been] as sharp as it could have
been,” but claims that a renewed focus means that “we’re always
wanting to be relevant to the customer.”

Opverall, work effort, especially work towards satisfying customer
needs, is an outcome that managers are eager to track due to its link to
business performance. Tom Mars, executive vice president and chief
administrative officer of Walmart US, told The New York Times, “If
we want to make [jobs at Walmart] great jobs, we really have to do
something different to distinguish those jobs and our company from

everyone else in retail.”®
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One way that Walmart has tried to distinguish itself is through
its corporate responsibility activities. The company’s CR activity
is wide ranging, touching almost every facet of its operations, and
addressing numerous CR domains: the environment, employee work
conditions, and ethical supply chain practices. For example, Wal-
mart’s environmental efforts are vast, ranging from reducing waste
to increasing the efficiency of its vast fleet of trucks to encouraging
customers to purchase environmentally responsible products, such
as compact fluorescent light bulbs (CFLs). The size of its charita-
ble donations through its foundation is jaw-dropping. At the time
of the employee study reported in this book, Walmart estimated its
giving at more than $300 million, with giving by its customers and
employees exceeding $100 million.

For example, Walmart had partnered with the Salvation Army,
resulting in collections outside Walmart stores of more than
$30 million — amazingly, one in every four “Red Kettle” dollars
was collected at a Walmart site — and the Walmart Foundation gave
an additional $1.25 million to the charity. The company had given
$34 million dollars to the Children’s Miracle Network (including
customer donations), in order to help children’s hospitals in North
America. Walmart donated millions in cash and food to America’s
Second Harvest (now called Feeding America), including a grant to
help the hunger organization improve its warehousing capabilities

and increase the size of its fleet of trucks.

Walmart’s performance on the 3 U’s

Walmart hopes that these endeavors will improve societal well-
being, but to be sustainable over the long term, they also need
to show some business benefits, such as improved relationships with
employees, reduced employee turnover, heightened customer ser-
vice, and increased sales. Of course, as argued throughout this book,

the link between CR activity and these various forms of CR value
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is anything but guaranteed. Managers need to track the 3 U’s of
the framework if they are to effectively co-create, communicate, and
calibrate their CR efforts in ways that drive CR value.

A first step is to create a dashboard that tracks stakeholder percep-
tions of CR activity. Such a dashboard can paint a vivid picture of
how stakeholders are interpreting CR activity. Companies need to
pay particular attention to the framework’s three levers as a primary
means of assessing the value that CR can generate. These serve as
a guide for which configurations of CR are most likely to result in
positive responses — and, conversely, which will lead stakeholders to
turn away from the company.

We now revisit the retail employee study above with an accent on
the specific case of Walmart. As a first step we examine Walmart’s
CR performance in terms of the 3 U’s in the framework. These should
not be examined in a vacuum, however. Stakeholders interpret CR
activity based in part on their expectations of the company in com-
parison to competitors. Therefore, managers would do well to track
the 3 U’s against competitors, focusing on where they exceed or fall
below stakeholder expectations.

In Walmart’s case, it can be difficult to narrow the field, because
the company competes across so many markets. To provide an
overview, Walmart’s CR performance is compared to both Target
and to the retail sector at large. It is worth noting that the incidence
of Walmart and Target employees in our sample is somewhat low;
the analysis is presented here as an illustration of our approach, not as a
conclusive assessment of employee perceptions at companies in the retail
sector.

More than three-quarters (77 percent) of Walmart employees in
the sample were aware of its CR activity, comparable to Target’s
awareness of around 80 percent. Table 10.1 drills deeper, showing
the percentage of these aware employees who knew about activi-
ties targeted at nine domains. (These are employee perceptions; in
actuality, Walmart reports that it addresses all of these domains.)

Walmart performs well in its environmental endeavors; 89 percent
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TABLE 10.1 Awareness of CR activity in numerous domains

All other
Walmart Target Retailers
Environment (e.g., reducing carbon 89% 47% 42%
emissions or waste)
Community (education of children in 82% 94% 69%
need, food for the hungry)
Health and Eradication of Disease (e.g., 56% 59% 36%
cancer, AIDS)
Diversity in the Workplace 75% 76% 51%
Employee Well-being (e.g., workplace 80% 82% 64%
safety)
Fair Labor (e.g., eradication of sweatshops) ~ 60% 53% 36%
Product Safety 69% 65% 48%
Humane Treatment of Animals 27% 29% 14%
Governance (e.g., reporting honestly to 49% 41% 21%
investors)
Other 4% 0% 3%

of Walmart employees indicated that they knew about its environ-
mental programs versus only 47 percent for Target employees and
42 percent for employees at other retailers. However, Walmart
appears to have communicated its community programs less effec-
tively than Target among its employees (awareness of 82 percent
and 94 percent, respectively). Although both Walmart and Target
are ahead of other retailers on the whole (69 percent), in numerous
other domains, Walmart is essentially at parity with Target.
Unfortunately, and more importantly, this awareness does not
seem to be generating a sense that Walmart is a socially responsible
company (Figure 10.6 panel a). Walmart scores are somewhat lower
than both Target and the retail sector in CR associations, or the
extent to which employees find the company to be a responsible
corporation (5.03 compared to 5.21 for Target and 5.25 for other
retailers). However, Walmart gets higher marks for the efficacy of its
CR programs, nearing parity with Target and outstripping the retail
sector at large. Overall, Understanding for Walmart’s CR activity is

a mixed bag. The company has driven high awareness of many of its
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programs, but has not yet convinced its employees that it is a socially
responsible company, and could still improve on perceptions that its
CR is effective in changing people’s lives.

In terms of Usefulness, Walmart’s absolute scores on 7-point scales
for CR self-esteem (5.06) and CR work—home integration (4.36) are
respectable. However, when compared to Target (5.39 and 4.80,
respectively) and to the industry (5.22 and 4.61), the picture is a
bit more discouraging (panel b of Figure 10.6). Walmart appears to
lag behind both Target and the industry. Thus, Target’s employ-
ees are deriving more psychosocial benefits from Target’s CR than
Walmart’s employees are deriving from Walmart’s CR.

Unity is arguably the most critical lever, because it represents
an overall assessment of a stakeholder’s bond with the company.
Measured by identification — a mean-centered index, where scores
are above or below an average score of 0 — Walmart lags behind one
of its key competitors and the retail sector in general. On panel c of
Figure 10.6, the average level of identification with Walmart is —.27,
while employees at Target (.06) and other retailers perceive a greater

overlap between their values and those of their employer (.03).

Implications for Walmart

What is a company like Walmart to do with this information? To
review, an assessment of Walmart’s position relative to industry peers
is mixed. Despite fine employee awareness of many of its programs —
for the environment, the community, fair labor, and corporate gover-
nance — Walmart has not been as successful at using CR to “connect”
with its employees. Its good deeds have not been enough to develop
a bond of Unity with employees.

The framework suggests that Walmart needs to forge this bond
if it is to reduce staff turnover, especially among the highly vulner-
able new hires. Such bonds would also drive employee work effort

and leverage its base of over two million potential customers around
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the world (i.e., their employees). The research findings suggest that
Walmart could substantially reduce intent to leave, while increasing
work effort and purchase loyalty by fostering a sense of Unity with
employees. More specifically, by leveraging CR in order to improve
Unity, Walmart may well see corresponding gains in employee reten-
tion, work effort, and purchase loyalty.

The first change that Walmart needs to implement is to make its
CR activity more compelling and relevant to employees. Its employ-
ees know that Walmart is engaged in CR all over the world, but
these efforts appear to be perceived as distant to them. Walmart
needs to find ways to design CR programs that provide direct psy-
chological benefits to employees, either in terms of self-esteem, or
work—home integration. By enhancing the self-esteem that employ-
ees derive from CR activities, the data suggests that Walmart could
realize a significant gain in Unity.

On the other hand, if Walmart does not generate self-esteem and
work—home integration benefits for employees, some employees are
likely to view CR at Walmart as ivory tower initiatives that have
little to offer them personally. These initiatives are unlikely to foster
the strong sense of Unity necessary to drive retention, work effort,
and purchase loyalty.

The 3 U’s dashboard also suggests that a potential point of dif-
ferentiation, versus the industry at large, is for Walmart to leverage
its ability to implement highly effective and impactful CR programs.
The framework indicates that real improvements in CR efficacy
would give employees a sense that the company truly wants to make
a difference in the world. But if Walmart wishes to see improve-
ments in CR associations and ultimately Unity, it may wish to shift
some communication emphasis from the size of its programs to the
concrete ways that Walmart’s CR is changing people’s lives for the
better.

Due to its sheer size, Walmart is uniquely positioned to concen-
trate on a few CR programs that are highly effective in changing

people’s lives on a grand scale. This may involve pruning some of
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its many initiatives to include those that are most impactful for
employees and other important constituents.

We are encouraged by changes Walmart has made over the past
year. Since this data was collected, the company has issued reports
suggesting that management is now using CR to give tangible and
psychological benefits to its employee base. For example, in its 2010
corporate responsibility update, Walmart reports that it has “awarded
more than $6.5 million in grants to programs that help train and
deploy a skilled workforce.” The company is reassessing its efforts to
encourage employee participation in CR activity and states that it is
in the process of revamping these efforts. In the past year, the Wal-
mart Foundation has also given $1.2 million to the National Council
of la Raza (NCLR) in order to enhance job prospects for Latinos, a
segment of Americans with a historically high unemployment rate.
These new programs may yield greater benefits for employees com-
pared to the programs of years past, which in turn is likely to create
substantial CR value for Walmart. But there is still much work to
be done in co-creating, communicating, and calibrating Walmart’s

hugely diverse portfolio of CR programs.

Consumer reactions to CR in the yogurt industry

In Chapter 3, results of a study in the yogurt industry were shown,
revealing that Stonyfield yields greater benefits from CR activity
because it is a “CR brand.” But can more mainstream companies,
such as Dannon and Yoplait, gain from engaging in CR? This sec-
tion revisits that study. The findings suggest that mainstream yogurt
brands such as Dannon and Yoplait can reap rewards, but only to the
extent that they leverage the 3 U’s in the framework.

About the research

The study surveyed 3,384 yogurt consumers across the US. The con-

sumers were part of an opt-in panel managed by MarketTools, a
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leading market research company. As in the employee study
described in the previous section, respondents began the study by
providing data on their behavioral intentions (i.e., the three forms of
CR value) for four major yogurt brands (Dannon, Yoplait, Stonyfield,
Colombo, and the option of naming any other brand they purchase).
They were first asked to give the probability that they would pur-
chase a number of yogurt brands (including Dannon and Yoplait);
this measure might alternatively be thought of as the “share” of their
intended purchases because the sum of these various probabilities
equaled 100 percent. Respondents then indicated their willingness
to pay a premium and their likelihood of being resilient to negative
information on 7-point scales. (See Exhibit 10.2 at the end of this
chapter for items used.)

At this point, respondents were asked about CR activities for
the yogurt brands in the study. Six domains were explored, which
matched the highest-profile CR activities undertaken by yogurt com-
panies at the time: eradication of hunger, fight against breast can-
cer, conservation of national treasures, protection of the environ-
ment, humane treatment of animals, and use of organic ingredients.
Respondents indicated whether each brand was actively involved
in each of the CR domains. The questionnaire then turned to the
3 U’s in the framework, before finally asking respondents to rate their
preferences for CR activity (e.g., overall demand for CR, personal
support for issues such as the environment and breast cancer), to
state their perception that the yogurt brand was of high quality, and

to provide some demographic information (e.g., age).

Connecting the 3 U’s to CR value

Understanding, Usefulness, and Unity may ultimately lead to many
forms of consumer behaviors. In the present study, three critical
outcomes in the yogurt industry are examined: (1) purchase intent,

(2) willingness to pay a premium, and (3) resilience to negative
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information. Taken together, these forms of CR value give a fairly
comprehensive view of the health of a brand. Purchase intent is an
indicator of future market share gains or losses; willingness to pay
a premium gives a sense of the brand’s potential for high margin
sales; and resilience to negative information can serve as a gauge of
the long-term viability of the brand, given the very real possibility
that the brand is faced with a recall or other setback. Each of these
outcomes is now taken in turn, and related to the 3 U’s.

As stated in the section on retail sector employees, these three
levers cannot be expected to influence consumer behavior in the
same way under every circumstance. The data presented in this sec-
tion offers some illustrative, intriguing examples of how CR activity

creates CR value via the central pathway comprised of the 3 U’s.

Purchase intent

Perhaps the form of CR value that managers prize above all else is
purchase. Purchase is the most straightforward way to tell if market-
ing is doing its job, and many managers are rewarded primarily for
reaching market share goals. We find a strong effect of identification
on purchase intent. Respondents in our study were asked to give
the probability that their next yogurt purchase would be Dannon,
Yoplait, or a host of other brands. Their responses closely mirrored
the degree to which they sense Unity with the brand. When Unity
was low with a brand, the intent to purchase was rated 25 on the
100-point scale. But when Unity was high, intent to purchase soared
to 44. The closer the psychological connection with a brand, the more
likely consumenrs are to purchase it.

Willingness to pay premium

According to the framework, another important contributor to CR

value is the Usefulness of the CR activities. In this nationwide study
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of yogurt consumers, we measured the self-esteem that respondents
get when they purchase the brand. The questions we sought to answer
were: Does this dimension of Usefulness add value to the brand
at purchase? And might this become reflected in the consumer’s

willingness to pay a premium?

Respondents rated the product quality of each brand in the study,
a key company characteristic that influences how CR “works.” The
effect of Usefulness on willingness to pay a premium differed for
brands with high versus low product quality. Usefulness was associ-
ated with higher levels of willingness to pay for high quality brands
versus low quality brands.

We recorded respondents’ willingness to pay a premium, as
expressed in our survey, and examined the effect of Usefulness on
this important outcome. We used self-esteem as the central measure
of Usefulness for this part of the analysis. As expected, the effect
of Usefulness is positive, with consumers willing to pay a premium
for brands that give them Usefulness (i.e., self-esteem). Those that
got little self-esteem from the brand rated their willingness to pay
a premium for the brand as a 2.4 on our 5-point scale. But those
with high self-esteem had significantly higher willingness to pay a
premium for the brand (3.5). Brands that are already of high quality
may stand to benefit even more. Overall, this analysis suggests that
consumers receive added value from CR activities that provide them
with self-esteem, and that this added value is reflected in the price
they are willing to pay at the register.

Resilience to negative information

Businesses today face the reality that negative information about

the company may surface at any moment. This may involve
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product safety issues, publicity campaigns by NGOs, and other
threats. For example, in 2008 Stonyfield voluntarily recalled batches
of its yogurt after it found some fragments of glass in containers. For-
tunately, Stonyfield has developed such a strong and loyal following
of consumers that long-term sales were not harmed. Stonyfield’s
customers were quite resilient to this negative information in part
because the company is perceived as caring about others; consumers
likely reasoned that it must have simply been an accident that was
outside its control.

The strongest brands are also those that are able to overcome
these obstacles and continue to sustain relationships with customers.
And forward-looking managers find ways of fortifying the brand for
moments when news about the brand turns negative. The following
data bears out the logic that consumers’ Understanding of CR can
make a brand resilient.

Consumers were separated into four groups based on two fac-
tors: (1) the extent to which the consumer believed that the brand
engaged in CR out of genuine concern, and (2) the extent to which
he or she believed it was motivated by profits. Consumers with
greater attributions of a company’s genuine concern reported greater
resiliency to negative information, suggesting that these consumers
were willing to “give the brand a break” if it was thought that its
“heart” was in the right place. Those with low attributions of gen-
uine concern (Understanding) gave brands an average rating of 3.1
on the 5-point scale for resilience to negative information, while
those with high attributions of genuine concern gave an average
rating that was significantly higher (3.7). Interestingly, this is unaf-
fected by consumers’ perceptions that the brand is motivated by
profits; the aforementioned bump in resilience is roughly the same
whether the consumer believes that the company is motivated by
profits or not (Figure 10.7). Thus, consumers are perfectly willing to
accept profit motives; in fact, they appear to matter very little, as

long as the company is also acting out of genuine concern.
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Figure 10.7 Understanding and resilience to negative information

A simultaneous test of all three levers

Consumers, like their employee counterparts, can engage in con-
siderable thought and interpretation when they learn about a com-
pany’s CR activities. The framework in this book predicts that con-
sumers will reward companies to the degree that (1) Understanding
is favorable, (2) CR is deemed by the consumer to be personally
Useful, and (3) CR contributes to a sense of Unity with the com-
pany. This framework was tested with the same structural equation
modeling technique used in the employee study. The results are con-
sistent with the employee study, illustrating the robust nature of the
framework.

The variables used to test the framework among these con-
sumers are depicted in Figure 10.8. Two measures of Understanding
were used: (1) the extent to which these activities are effective in

making a difference in society (CR efficacy), and (2) how much the
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Figure 10.8 A simultaneous test of the framework

consumer believes that the company is motivated by an authentic
sense of altruism (genuine concern). Usefulness was represented by
the extent to which the brand provides the consumer with a sense
of self-worth (i.e., self-esteem). Unity was captured by identifica-
tion with the company. Unity is expected to drive CR value, which
in this study was measured as purchase intent, willingness to pay a
premium, and resilience to negative information.

Additionally, to control for a number of extraneous factors,
respondents were asked to indicate whether they have purchased
the brand previously, the extent to which the brand “tastes good,”
the extent to which the brand is high quality, and the sex of the
respondent. A full set of scales can be found in Exhibit 10.2 at the
end of this chapter.

Once again, multiple components of Understanding and Useful-
ness are shown to work together to influence Unity with the com-
pany. Furthermore, based on this customer—company relationship,
employees plan to purchase the product, pay a premium, and remain

resilient. Figure 10.9 shows the impact factors for each of the paths,
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Figure 10.9 Impact factors for the predicted paths

Notes: Key fit indicators indicate that the framework adequately fits the
data — GFI = .97, CFI = .96, NFI = .96, SRMR = .04, RMSEA = .09
**p < .01 Control variables (included, but not pictured) are tastes good, high
quality, sex, and prior purchase of the brand.

all of which are statistically significant (p < .05) as indicated by the
asterisks.

Regarding the 3 U’s, increases in CR efficacy and attributions of
genuine concern each contribute to identification (impact factors of
.14 and .04 respectively). Self-esteem (.51) enhances identification
as well. Finally, identification has a positive effect on all three forms
of CR value; that is, every unit increase in identification is associated
with an increase in purchase intent by .66, willingness to pay a
premium increases by .40, and resilience to negative information
strengthens by .16.

All of these effects are incremental to the effects of respondent
sex, perceived quality ratings, taste, and prior purchase. In other
words, these control variables are also significant predictors of the
CR value variables, but the 3 U’s provide additional explanatory

power, supporting the logic behind the framework once again.
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The 3 U’s generated CR value among yogurt consumers above

and beyond the effects of taste and prior purchase of the brand.

Illustrating the Approach with Dannon and Yoplait

People tend to associate yogurt with a relaxing break, perhaps as
a refreshing escape from a hectic day. But behind the scenes of
these carefree consumer experiences is an epic battle between two
juggernauts of the grocery world: Dannon and Yoplait. Dannon
(owned by Group Danone) and Yoplait (owned by General Mills)
are firmly entrenched as the two market leaders. Collectively, they
now account for around two-thirds of all yogurt sales. For more than
twenty years, Dannon and Yoplait have battled for supremacy in the
nation’s grocery stores. Dannon was once the market leader; but after
steadily gaining market share for years, Yoplait now reigns supreme.

The battle continues to play out in the choices people make at
shelves of supermarkets across the country and around the world.
These are the moments when consumers decide which brand to pur-
chase, how much to pay, and in cases where they perceive corporate

malfeasance, whether to give the yogurt brand another chance.

CR in the yogurt industry

Dannon and Yoplait are already using CR as an element in their
marketing mix, tactics designed to distinguish the brand from com-
petitors. A contributing factor to Yoplait’s success is the high-profile
promotion of its CR activities. Yoplait has been a long-time sup-
porter of Breast Cancer research, most notably, through its Save
Lids to Save Lives campaign (Figure 10.10). During these drives,
Yoplait produces containers with pink lids. For every lid mailed in to
Yoplait, the company donates 10 cents (up to $1.6 million) to Susan

G. Komen for the Cure. After twelve years of running the program,
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Figure 10.10 Yoplait’s “Save Lids to Save Lives” Program: How It Works

Yoplait has donated more than $25 million through this signature
program, and there are no signs it plans to slow down. The brand
already encourages people to form groups of friends and co-workers
so that Yoplait can reach this year’s goal.

Dannon, for its part, is also involved in CR activity. It sup-
ports nutritional education to reduce obesity and encourage healthy
lifestyles, especially among children. For example, its Dannon Insti-
tute (Figure 10.11) maintains a portal-style website that serves as
an informational resource for researchers and health and education
professionals; it includes directories of nutritional organizations, a
database of nutritional guidelines, and a listing of research support
opportunities. Dannon also has an ongoing relationship with Feed-
ing America (formerly known as America’s Second Harvest), with
which it works to fight hunger in America.
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Figure 10.11 The Dannon Institute: About Us

Both brands are involved in CR activity. Both brands promote
these activities among their stakeholders, including consumers. But
is this activity having any impact on the 3 U’s in the framework?
When and how is it creating value for these brands? As an illustration
of the approach proffered in this book, we now analyze the data for
Dannon and Yoplait specifically, as a brand manager might view
them.

Dannon and Yoplait’s performance on the 3 U’s
Understanding

Concerning the first lever, Understanding, consumers in the study
gave their impressions of the CR activities at both Dannon and

Yoplait. Perhaps surprisingly, there was virtually no difference



278 ¢ Putting insight into action

Understanding for Recent Yogurt

Purchasers
3.6
2 34
]
®
©
% @ Dannon
<
M Yoplait
o
S 32
3

Dannon Yoplait Purchasers of Purchasers of
Purchasers  Purchasers Both Brands Neither Brand

Figure 10.12 CR associations for Dannon versus Yoplait among
customer segments

between the overall CR associations for Dannon and Yoplait. For
the total sample, the average response to the item “this is a socially
responsible brand” yielded an average response of 3.32 for both
Dannon and Yoplait. But upon closer examination, we see that
Yoplait has created strong associations as a responsible company
with certain segments of consumers.

For example, Dannon customers (those who have recently pur-
chased the Dannon brand) view the brand as more responsible than
Yoplait, perhaps due to communications and packaging messages.
This is true for Yoplait customers as well, who have a much stronger
sense that Yoplait is responsible compared to Dannon. This suggests
that in each case, consumers are receiving information about each
brand’s CR activities, a form of learning that becomes reinforced
each time they buy. Although it is impossible to be sure from this
study alone, Yoplait appears to have the upper hand in priming these
associations (see Figure 10.12). This figure suggests that Yoplait cus-
tomers view the Yoplait brand as more responsible than Dannon

customers view the Dannon brand.
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Of course, in such a competitive market, many gains in market
share must come at the expense of other brands, so it is particularly
important to look at customers who are “on the fence” between the
two market leaders. With these customers (the third column from left
in the figure), both brands are perceived as responsible, but Yoplait
maintains a relative advantage among the two brands.

This result is an early indication of the psychological process that
customers go through as they compare brands in highly competitive
situations. Customers forced to make a choice will often revisit their
impressions of the CR activities of the brands in question in order to
help differentiate between the two manufacturers. The data in this
study reveals that if a consumer has recently bought both Dannon
and Yoplait, that consumer’s CR associations are likely to favor
Yoplait.

To find out what is driving these associations, one must examine
more specific CR domains that consumers associate with a brand.
Recall that respondents in our study were asked to indicate the
extent to which each brand was active in each of the six domains.
Figure 10.13 shows that for hunger, national treasures, animals, the
environment, and organics, Dannon and Yoplait are essentially at
parity. Of these issues, there is a small spike for both companies
recognizing their environmental initiatives. The obvious difference
in consumers’ Understanding of these competitors’ CR activities is
in the breast cancer domain. Clearly, Yoplait’s twelve-year program
“Save Lids to Save Lives” has helped it take ownership of the breast

cancer issue, providing it with a strong point of differentiation.

Usefulness

The second lever in the framework is Usefulness, and this study
sought to document the influence of Usefulness on yogurt consumers
as well. To capture Usefulness, we examined the degree to which the
brand gave consumers self-esteem, the sense of self-worth that can

come from purchasing brands that do good in the world. Since these
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Figure 10.13 Perceived CR activity across six domains: Dannon
versus Yoplait

brands give a portion of proceeds to charity, consumers can feel
that they are actively — albeit indirectly — contributing to helping
someone in need, which adds to the sense of pride.

On an overall basis, Dannon and Yoplait are on par in terms of self-
esteem. (Average scores on the 1-5 scale are 3.08 and 3.01, respec-
tively.) The main differences become apparent once self-esteem is
related to CR activity. For example, there is a substantial difference
in self-esteem from buying Yoplait for those who perceive Yoplait
to work hard to fight breast cancer versus those who do not (3.27

compared to 2.88 respectively on a 1-5 scale).

Unity

Perhaps the most critical indicator of the success — or failure — of

CR in creating value is the stakeholder’s sense of Unity with the
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company. Unity is a holistic representation of the individual’s rela-
tionship with the company. We focus specifically on one component
of this relationship because of its broad set of implications for CR
value: identification. As we have mentioned elsewhere, identifica-
tion is easily thought of as the perceived overlap between the values
of the individual and the values of the company. This sense of over-
lap, or oneness with the company, enables stakeholders to express
aspects of their self-concept each time they interact with the com-
pany, giving them a coherent sense of self, and potentially affirming
to themselves and others what they stand for.

Yogurt purchasers behave in such a way as well; and we find that
CR communicates the values of the company as well as any other
actions we know. Most consumers see themselves as honest, caring
people, and a company that engages in CR can straightforwardly sig-
nal that it shares these important social values. It can thus encourage

consumers to feel closer to the company.

Respondents were asked how important it is that companies engage
in CR activity, something we call CR demand. Respondents were
categorized into two groups, those who care deeply about CR (high
CR demand) and those who are relatively lukewarm to the idea (low
CR demand).

For both Dannon and Yoplait, the relationship between CR associa-
tions and identification is significantly stronger for consumers with
high CR demand than for consumers with low CR demand. This sug-
gests that CR is especially potent for consumers who hold responsi-
bility as a core personal value.

Dannon and Yoplait both have levels of identification just under
3 on the 5-point scale (2.93 and 2.85 respectively). These indicators,
hovering at the mid-point of the scale, seem to suggest that the aver-

age consumer is neither particularly drawn to nor repelled by Yoplait
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or Dannon. These consumers identify to some extent, but are a long
way from the ideal, where they see many of their personal values
reflected in what the company does. However, CR, because it can
reveal the character or soul of a company, is capable of engendering a
sense of Unity with the company. And this effect is especially strong
for consumers who believe that companies have a responsibility to

society.

Implications for Yoplait and Dannon

Yoplait’s steady market share gains over the last twelve years coin-
cide with its CR activity. The data presented here suggests that the
connection between their strong sales performance and continued
CR performance is more than mere coincidence. Yoplait has success-
fully differentiated itself from its main rival, Dannon, by claiming
the breast cancer initiative as its signature issue.

Recall that the Understanding of Yoplait and Dannon was com-
parable except for a large spike for Yoplait when consumers were
asked the extent to which each brand addresses breast cancer
(Figure 10.13). By “owning” breast cancer as a cause, Yoplait has
successfully differentiated itself and signaled to its consumers (par-
ticularly those who care about breast cancer) that it shares values
with them (Unity).

Yoplait customers also view Yoplait as a more responsible brand
than Dannon customers view Dannon. Perhaps more importantly,
those people who buy both brands view Yoplait as more responsible
than Dannon. The result has been a continuous creation of CR value
where CR serves as a complement to Yoplait’s high quality products.

Does this mean that the future is bleak for Dannon? Not at all.
While there is probably little opportunity to claim the mantle of
breast cancer from Yoplait, Dannon has an opportunity to take own-
ership of other CR domains. For example, with the environment
commanding ever-increasing attention in the media and among

consumers, there may be an opportunity to promote the work that
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they are already doing in this area. Our research suggests that it
would be especially wise to hone in on environmental efforts that
are closely related to their operations, such as factory improvements,
or recycling measures that involve consumers. As an issue, the envi-
ronment may actually provide flexibility to Dannon in targeting the
quickly expanding male segment of the market. Yoplait is well posi-
tioned in the female market but it is not clear how compelling breast
cancer will be as an issue to prospective male customers.

The research findings suggest that if Dannon were to improve the
self-esteem that customers and prospective customers get from the
brand, they are likely to see a deepening of the customer—company
relationship (Unity). Such an increase would then drive purchase
intent, willingness to pay a premium, and resilience to negative
information. In a commoditized industry like the yogurt business,
these sorts of changes can mean the difference between gaining or

losing ground on a competitor.

Summary

The 3 U’s of the framework provide managers with intermediate goals
that research shows are intrinsically linked to stakeholder responses
to CR. Thus they serve as a critical foundation for CR management,
becoming leading indicators of CR value.

This chapter examined reactions to CR in two contexts, the retail
sector and the yogurt industry. Each of the analyses not only finds
broad-based support for the framework, but also rules out other factors
by including numerous control variables in the model.

The chapter also took a closer look at some leading brands within
these contexts, providing actual data to illustrate the recommended

approach. In sum, these are some main findings of the research:

e The framework — more specifically, the 3 U’s — explains stake-
holder responses to CR activity even when other factors are con-
sidered. Thus, when managed carefully, CR can generate incre-

mental value for both business and society.
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e Taken together, the two studies reveal that while particular cir-
cumstances may differ greatly from one context to another, the
essential psychological process underlying the responses to CR
activity is surprisingly consistent. Stakeholders tend to weigh sim-
ilar factors, and they react based on their personal interpretation
of the 3 U’s — Understanding, Usefulness, and Unity.

e Managers need to remain cognizant that the effects of the 3 U’s are
often influenced by contextual factors such as closeness of stake-
holders to the organization and characteristics of the company
enacting the CR activity.

e By linking CR activities to the 3 U’s, a portrait of stakeholder
reactions can be painted — a portrait that can be leveraged so that
CR strategy is kept on track and areas of potential growth can be
further evaluated and calibrated.
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Exhibits

Exhibit 10.1 Retail customer facing employee
questionnaire items

UNDERSTANDING
CR awareness (Yes — No)

Now, we'd like to know about social responsibility initiatives at
the company you work for. These include things like charitable
giving, conservation of the environment, and teaming up with
non-profit organizations (e.g., United Way, Habitat for Humanity,
etc.). Are you aware of any social responsibility initiatives that
are sponsored by your employer?

CR activity (select all that apply)

To the best of your knowledge, which of the following issues do the
social responsibility initiatives of your employer address? Check
all that apply.

Environment (e.g., reducing waste or emissions)

Community (e.g., education of children in need, food for the
hungry)

Health and eradication of disease (e.g., breast cancer, AIDS,
malaria)

Diversity in the workplace

Employee well-being (e.g., workplace safety)

Fair labor practices (e.g., eradication of sweatshops)

Product safety

Humane treatment of animals

Governance (e.g., reporting honestly to investors)

Other (specify)

CR associations (1-7 scale, disagree strongly — agree strongly)

The company is an excellent corporate citizen.
The company is socially responsible.
The company always tries to do “the right thing.”
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The company cares deeply about all its stakeholders (i.e.,
community, customers, investors, suppliers, etc.).
The company supports initiatives that improve society at large.

CR efficacy (1-7 scale, disagree strongly — agree strongly)
The social responsibility initiatives of my employer have a big
impact on people’s lives.
My employer’s social responsibility initiatives are successful at
improving the world.
The social responsibility initiatives of my employer are highly
effective in improving the welfare of people in need.

USEFULNESS

CR self-esteem and CR work—home integration (1-7 scale,
Not at All — To a Great Extent)
Setting aside all the other aspects of your job. .. To what extent
do your company’s social responsibility initiatives?

Make you feel proud to work at the company.

Give you a feeling of well-being.

Make you feel good about yourself.

Make the transition from home to work easier.

Make your work and home lives seem almost inseparable.

Enable you to express your values while at work.

UNITY

Identification
The values of the company overlap with my own values. (1-7
scale, disagree strongly — agree strongly)

Imagine that one of the circles at the left in each row represents
your own self-definition or identity and the other circle represents
the identity of the company. Please indicate which case (A, B, C,
D, E, F, G, or H) best describes the level of overlap between your
own and the company’s identity (choose one).

A: Far apart
B: Close together but separate
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C: Very small overlap
D: Small overlap

E: Moderate overlap
F: Large overlap

G: Very large overlap
H: Complete overlap

CR VALUE

Intent to quit (0% chance — 100% chance)
How likely are you to quit your job within the next year?

Work effort (1-7 scale, Among the worst in the company —
Among the best in the company)

How do you rate yourself compared to other employees at the
company?

Opverall quality of work performed.
Opverall quantity of work performed.

Purchase loyalty (1-7 scale, disagree strongly — agree strongly)
[ think of myself as a loyal customer of the company.

OTHER CR RELATED

CR demand (1-7 scale, disagree strongly — agree strongly)
For your primary employer, indicate the degree to which you
disagree/agree with the following.

[ believe that this company has a responsibility to make the
world a better place.

[ care greatly whether or not this company acts as a good
corporate citizen.

[t is very important to me for this company to be socially
responsible.

[ want this company to expand its social responsibility
initiatives.

[ want this company’s social responsibility initiatives to be
successful.
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[ always look for opportunities to familiarize myself with this
company’s social responsibility initiatives.

I would be extremely disappointed if this company eliminated
its social responsibility initiatives.

CR participation (1-7 scale, Not at All — To a Great Extent)
Over the past year, to what extent have you:
Donated your own money to social responsibility initiatives of
your employer?
Volunteered for social responsibility initiatives of your
employer?
Gone out of your way to tell colleagues, friends, or family
about your employer’s social responsibility initiatives?

CONTROL VARIABLES
Customer contact (0-10 scale, None at All — All of My Time)

In the course of a typical day, what proportion of time do you
spend in contact with customers?

Pay satisfaction (1-7 scale, extremely unsatisfied — extremely
satisfied)
How satisfied are you with your paycheck?

Supervisory role (1-7 scale, Not at All - My Primary
Responsibility)

To what extent is supervising other employees part of your job
description?

Hours worked per week

How many hours per week do you typically work at your primary
employer? (1-15, 16-25, 26-35, 3645, 46-55, 56—65, 66 or more
hours)

Work flexibility (1-7 scale, disagree strongly — agree strongly)

The company enables me to determine my own work schedule.
My supervisor allows me to juggle my work schedule if I need to.
[ have a lot of say when it comes to my work schedule.
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Commission-based compensation (1-7 scale, Not at All - My
Primary Responsibility)

To what extent are you rewarded in your job (e.g., your paycheck,
promotions, awards) based on:

The quantity that customers purchase?
The amount that customers spend?

Supervisor support (1-7 scale, Does not describe him/her at

all — Completely describes him/her)

How closely do the following statements describe your immediate
supervisor!

Listens to your problems.
Shares ideas or advice with you.
[s supportive to you.

Fit with customer profile (1-7 scale, Not Close at All — Very
Close)
To the best of your knowledge:

How close in age are typical customers to your age?

How close is the household income of typical customers to
your household income?

How close is the level of education of typical customers to
yours?

The gender of customers is.. . . (1-7 scale, 1 = Predominantly
Male, 4 = Equally balanced between Male/Female,
7 = Predominantly Female)

Demographics

Sex

Age

Household income
Education attained

Years employed by company
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Exhibit 10.2 Yogurt consumer questionnaire items

UNDERSTANDING

CR associations (1-5 scale, not at all — very much)
This is a socially responsible brand.

CR activity (1-5 scale, disagree strongly — agree strongly)

[Brand] works for the eradication of hunger.

[Brand] is active in the fight against breast cancer.

[Brand] helps in the conservation of national treasures (e.g.,
rare copies of the Declaration of Independence).

[Brand] is committed to the humane treatment of animals.

[Brand] is environmentally responsible (i.e., uses recyclable
packaging, conserves energy, minimizes solid waste).

[Brand] uses only organic ingredients.

CR efficacy (1-5 scale, disagree strongly — agree strongly)
This brand has made a real difference through its socially respon-
sible actions.

CR attributions (1-5 scale, disagree strongly — agree strongly)

[Brand] works for the eradication of hunger. This is
because. . .

[Brand] is environmentally responsible. This is because.. . .

[Brand] uses organic ingredients in its products. This is
because. . .

[Brand] treats animals in a humane fashion. This is because . . .

[Brand] is active in the fight against breast cancer. This is
because. . .

[Brand] helps preserve national treasures. This is because.. . .

a. They are genuinely concerned about being socially respon-
sible.
b. They want to make a profit.
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USEFULNESS

Brand self-esteem (1-5 scale, disagree strongly — agree strongly)
Buying this brand over other brands makes me feel good about
myself.

UNITY

Identification (1-5 scale, disagree strongly — agree strongly)
My sense of this brand matches my sense of who [ am.

CR VALUE

Purchase intent (0%—100%)

The next time you buy yogurt, what is the probability that you
will buy each of these brands? Please provide a percentage for each
brand, and have the percentages add up to 100%.

Willingness to pay premium (1-5 scale, disagree strongly —
agree strongly)
I am willing to pay a premium for this brand.

Resilience to negative information (1-5 scale, disagree

strongly — agree strongly)
If the maker of this brand did something I didn’t like, I would be

willing to give it another chance.

OTHER CR RELATED

CR demand (1-5 scale, disagree strongly — agree strongly)
In general I like brands that are socially responsible.

CONTROL VARIABLES

Prior purchase (select one)
Which of the following yogurt brands did you buy most recently?
Dannon, Yoplait, Stonyfield, Colombo, other, please specify.
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Product quality (1-5 scale, disagree strongly — agree strongly)
Overall, this brand is of high quality.

Tastes good (1-5 scale, disagree strongly — agree strongly)
This brand tastes good.

Demographics

Gender

Age

Highest level of education attained
Annual household income before taxes
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Conclusion

The long and winding road revisited

What then of Chevron and Shell? In our opening chapter, we dis-
cussed the struggles of these two massive and influential global oil
companies to engage in meaningful, useful, and impactful CR. While
each was trying to do right by its desire simultaneously to help itself
and the world around it, both companies found themselves buf-
feted by the uncertain storms of increasingly influential and com-
peting stakeholder demands and actions. These stakeholder reac-
tions derailed company efforts, literally in the case of Shell, at being
socially responsible. In other words, the actions taken by these com-
panies in Barendrecht and the Yadana Valley resonated far beyond —
their success in creating value for the company, as well as for the
world at large, turned out to be contingent on the thoughts, feelings,
and actions of important stakeholders.

In this book, we have made the case for why all companies, large
and small, local and global, must ground their CR strategies in a sound
and thorough understanding of their impact on two key stakeholder groups:
consumers and employees. In making our case, we have drawn on aca-
demic research in this domain to proffer an individual stakeholder
perspective on CR, providing a sense for when, why, and how stake-
holders respond to a company’s initiatives. In particular, we have
presented a stakeholder psychology model of CR, which underscores
the need for three psychological levers — Understanding, Usefulness,

and Unity — to work in unison in order for CR to create maximal

204
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stakeholder value. The power behind these levers is, in turn,
impacted by several stakeholder- and company-specific features,
which amplify or dampen the extent to which they create CR value
for both the stakeholder and the company.

Applying our model to the Chevron and Shell scenarios makes
apparent the failure of these companies to take into full account the
importance of these psychological levers in setting off the reactions
of their stakeholders to their CR actions. For instance, our model
suggests that Shell would have been much more likely to achieve its
CR goals had it taken into consideration the needs of the residents
of Barendrecht and what it would have taken for the residents to
benefit personally from Shell’s actions. Putting insight into action,
this book draws on our stakeholder psychology model to also suggest
ways, in which a company might want to co-create, communicate,
and calibrate its CR initiatives with the goal of maximizing business
and social value.

That said, the field of CR is vast and our book only addresses a
small piece of the puzzle. In the remainder of this final chapter, we
look ahead to outline a few key areas that we believe merit further
investigation and that hold rich promise for companies wishing to

fully leverage CR’s potential.

Understanding the reactions of other
stakeholder realms

Given that most of our empirical research to date has focused on
consumers and employees, this book primarily dealt with these two
stakeholder groups. But even though studies have shown that these
are the two predominant stakeholder groups, and although our gen-
eral framework and approach should hold for many of the other
stakeholders, it would be helpful to gain a deeper understanding of
some of these other groups. To make the case for such investiga-

tion, we outline here what we have learned to date about how the
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investment, procurement, and government communities help create

business value for the company.

Investment

Just as CR can create company value in the consumption and employ-
ment realms, so can it also create company value by increasing the
intent of individuals to invest in the company. We find evidence
in our work that, again, given the right conditions, individuals are
prone to invest in companies that engage in CR initiatives. Investors
today have an unprecedented selection of investment alternatives.
With so many companies to choose from, it is not surprising that
many individual investors, institutional investors, fund managers,
and analysts are looking to incorporate non-economic criteria into
their investment decisions. Investors subscribing to a philosophy of
socially responsible investing (SRI) can place as much weight on
social and environmental criteria as they do on financial returns.

SRI is no longer just a fringe phenomenon; rather, it appears to be
having an impact on the financial markets as a whole and the trend
towards SRI grows ever stronger. According to Ceres, a network of
investors and NGOs, SR1 is growing at a much faster pace than other
professionally managed assets (18 percent compared to less than
3 percent between 2005 and 2007).! Friends Provident has a staff of
14 full-time SRI researchers who manage a total of £2.1 billion in
ethically screened funds. Friends Provident’s chief executive, Keith
Satchell, says: “These funds specifically look at companies’ social and
environmental performance; and lack of disclosure, or poor report-
ing, is often a key factor in making the decision about whether we
are willing to invest.”?

Recall once more our study of stakeholder responses to a large
corporate donation to a child development center. The results clearly
showed that stakeholders who were aware of the gift had significantly

greater intentions to purchase stock in the company than either of
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the two control groups that consisted of unaware respondents. Once
again, further analysis showed that the primary driver of this effect
was the enhanced sense of Unity that developed as a result of the
CR activity.

Beyond the purchase of stock, shareholders are now generally
more active and discerning with their proxy votes and are filing
more shareholder resolutions than ever before; a growing proportion
of these are related to responsibility issues, especially in the oil, gas,
food, and waste sectors. For example, one resolution filed at Cabot
Oil & Gas gained 35.9 percent support and at ExxonMobil, where a
low vote total would not be unexpected due to dispersed ownership, a
social and environmental resolution won 26.3 percent of shareholder
support. A vote on potentially toxic Bisphenol A (BPA) at Coca-
Cola gained 21.9 percent support.’

To the extent that investors find a company’s CR activity to be
Useful, we believe they will be willing to sacrifice time and effort
on the company’s behalf to file these resolutions. Such shareholder
resolutions are typically constructive and improve both business and
societal outcomes. For example, the Interfaith Center on Corpo-
rate Responsibility (ICCR) had planned to introduce a shareholder
resolution at the company’s annual general meeting forcing environ-
mental compliance. However, when Ford announced details of an
initiative that would cut new vehicle emissions by 30 percent before
2020, ICCR agreed to shelve the resolution.*

Opverall, there is a need to establish more rigorously the various
ways in which investors respond to a company’s CR initiatives and,
more generally, to establish how well our individual stakeholder

psychology model holds up in the investor realm.

Procurement

In many industries, quality suppliers are a scarce yet mission-critical

resource. Suppliers provide resources that can arm companies with
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a sustainable competitive advantage. These stakeholders supply
materials, goods, and services, and otherwise enable the company
to provide value to its end-customers.

When buyers compete for the attention of these suppliers, CR
activity can provide an edge in tipping the scales in favor of one buyer
over another. CR does not automatically increase the likelihood that
suppliers will seek out a company and remain committed suppliers.
Rather, in keeping with our framework we believe that CR builds a
sense of Unity and reassures suppliers that a company is good to work
with. Suppliers are likely to make efforts to partner closely with the
buyer to the extent that suppliers feel that they can trust a buyer.
The buyer’s CR record can enhance that trust.

Consider Green Mountain Coffee Roasters, which is widely her-
alded for both its CR activity and its first-rate supplier relationships.
Green Mountain knows that its CR activity indirectly attracts high
quality suppliers because it communicates the values of the company
in a way that fosters trust among the coffee-growing community.
“There is always a risk that you’ll have fewer suppliers in a market
with growing demand,” says Michael Dupee, vice president of cor-
porate responsibility at Green Mountain Coffee Roasters. “By being
active in your outreach you are sending a signal to high quality spe-
cialty coffee suppliers that we are good people to work with. Actions
speak louder than words, and [CR] can strengthen relationships by
showing how far you are willing to go in the relationship.”

CR can also lead suppliers to seek stronger relationships with their
client companies through greater information sharing. Information
sharing in supplier—buyer relationships can reduce conflict, improve
efficiency and in some cases lead to significant innovations. The
high quality relationships that CR creates can act as an incentive,
which increases the likelihood that suppliers will share ideas and
knowledge.

Consider once again Green Mountain’s experience with one of

its suppliers, which enabled them to introduce a groundbreaking
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advance before competitors. As Michael Dupee puts it, “[CR] some-
times enables us to engage in a commercial relationship at a higher
level than we would otherwise. [A supplier] might bring us an idea
before they bring them to other people.” This happened when Inter-
national Paper approached Green Mountain about introducing a
paper cup that used a bio-liner polymer made from corn sugar. It
would be the first commercially available compostable cup for hot
liquid made entirely with renewable resources. (Most cups are made
with a petroleum-based liner.) “International Paper knew who we
were and the things we care about and they came to us. So here we
are with a great product and a great story that reinforces the brand
for both companies.”

Again, although this is a good start, there remains a clear need
to research more companies such as Green Mountain as well as the

supplier community at large to validate our model.

Government

Government can have an undeniably strong impact on the regulatory
environment in which companies operate. As we have shown with
other instances of how CR enhances a stakeholder’s relationship with
the company and leads to pro-company behaviors, we conjecture
that, similarly, it can lead to favorable actions from the government
in the regulatory arena. While the details of a CR-regulation link
remain largely unexplored, there is anecdotal evidence that a com-
pany’s CR actions can create value through stakeholder activism
and behaviors that, over time, influence government regulation.
Such activism may be positive, in which government officials lobby
others to support the company and promote its interests, or negative,
where the government puts pressure on the company to change its
behaviors. As one researcher has put it: “A firm’s CR decisions can
engender regulatory and political — as well as competitive — effects

that companies need to understand and respond to.”®
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Other benefits of CR in the government realm are that it helps to
maintain flexibility in negotiations with host governments in foreign
markets, and helps to prevent government actors from erecting legal
constraints on the business.” In other words, the success of CR activ-
ity can be measured in terms of the degree to which it motivates
government officials to regulate in ways that help the company’s
business performance. Since many government officials depend on
the electorate, these outcomes should be seen as the outgrowth of
the relationship between the company and the citizenry at large, not
just the legislators and regulators.

Similar to the investment and procurement realms, more research
is needed to establish whether, why, how, and when government

officials are affected by a firm’s CR initiatives.

The cross-stakeholder effect

In this book, we studied how each individual stakeholder group —
say, consumers and employees — responded to a firm’s CR initia-
tives. For instance, we learned that employee engagement in CR
leads to increased employee retention and positive word-of-mouth.
But what if employee engagement in CR prompts them to be more
customer-focused, which in turn increases customer satisfaction and
loyalty? Or, do accounts of happier suppliers of a company prompt
regulators to look on it more kindly? In other words, do the effects
of CR cross over stakeholder groups and thereby compound their
effects? Answers to these questions are important as they would shed
invaluable light on the potential of CR to create shared value.

To date, we have conducted one study where we observed whether
and how employee engagement in CR made them more customer-
focused. Specifically, the study sought to understand whether and
how CR drives a special case of workplace performance, the cus-
tomer orientation of frontline employees. Customer orientation is

the degree to which frontline employees “practice the marketing
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concept by trying to help their customers make purchase decisions
that will satisfy customer needs.”® Customer-oriented employees seek
ways to benefit customers over the long term, rather than sacrificing
the welfare of the customer in the interest of making an immediate
sale.

To investigate the link between CR and customer orientation we
surveyed more than 900 full-time employees in the retail and hos-
pitality industries. (The panel was provided by a leading marketing
research provider and the survey was administered as a programmed
questionnaire over the Internet.) The central finding of this study
is that engagement in CR initiatives can make employees more cus-
tomer oriented. More specifically, the relationship between CR and
customer orientation is driven by two intermediate steps: (1) the
Usefulness of the programs to employees, and (2) the sense of Unity
that employees sense between themselves and customers.

The first finding, that Usefulness drives customer orientation, is
consistent with our framework. Highly effective CR programs under-
score the relational aspect of frontline employees’ job-roles as service
providers’ and help people develop a sense of work—home balance (a
component of Usefulness). Likewise, participation in CR initiatives,
whether through donations, volunteering, or other means, provides
employees with self-esteem and work—home balance because through
participation, employees are enabled to co-create initiatives so that
they maximally fulfill their personal needs.

The sense of Unity with customers is more counterintuitive. We
find that employees feel psychologically closer to customers when
they believe that customers support the same CR programs that they
do. Having common CR goals signals an overlap in values between
employees and customers. This “kinship” with customers ends up
being a catalyst for great customer service, because employees not
only want to serve those with whom they share values, but also feel
more capable of doing so, because they can more easily put them-

selves “in the customer’s shoes,” gaining insight into their needs.
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Opverall, through this research we learn that CR can enhance
customer relationships not only through consumers’ direct exposure
to the activity itself, but also through indirect effects via employee
behaviors. Thus, the sense of customer and employee Unity with
one another in relation to CR represents an additional factor by
which companies can multiply the value of their CR among two
of their primary stakeholder audiences, employees and consumers.
Going forward, we need to conduct more studies in other stakeholder

realms to learn more about these cross-stakeholder effects.

Longer term perspective and emphasis on social value

We emphasized time and again in the book that creating business
value through the indirect route of stakeholder reactions is highly
contingent on creating social value first. However, the emphasis was
always on indices and metrics that companies care about: purchase,
loyalty, word-of-mouth, etc., and for the most part the measures we
obtained were at a point in time. We believe that going forward,
we need to (1) broaden the portfolio of measures and include more
measures related not only to social and environmental performance
of the firm but also to other outcomes relevant to stakeholders such
as “quality of life,” and (2) take a longer term as well as longitudinal
measurement perspective. These two issues are inextricably related;
we elaborate the need for each below.

In early 2008, the French President, Nicolas Sarkozy, created The
Commission on the Measurement of Economic Performance and
Social Progress (which included economists such as Joseph Stiglitz
and Amartya Sen) to identify the limits of GDP as an indicator
of economic performance and social progress and to identify more
relevant indicators of social progress. In their interim report, the
Commission suggested that the time is ripe for our measurement sys-
tem to shift emphasis from measuring economic production to measuring
people’s well-being.*°



Conclusion * 303

In other words, we (as a collective) are slowly but surely rec-
ognizing that economic indicators are imperfect proxies for social
progress. Beyond measuring brand loyalty and word-of-mouth then,
companies can also broadly measure subjective well-being for rel-
evant stakeholder groups — e.g., happiness and/or pride at being a
consumer, employee, or investor — and try to relate these outcomes
to CR. Given that these measures are applicable to virtually all
stakeholder groups, adopting such measures may even ultimately
help blur the distinction between business and social outcomes and
help us view everything from a societal welfare perspective.

It is equally important to measure diligently the impact of CR
initiatives, especially in the social arena. For example, in the example
of the oral health program, the prevalence of “lost school days”
was touted as a major motivation for investing in children’s dental
hygiene. The reaction to the program would likely be more positive
had the executing company actually estimated roughly the school
days that were “saved” (rather than lost) because of the program.

Similarly, the “school readiness” program of PNC Bank and many
other programs related to childhood education in underprivileged
communities would benefit from trying to assess school performance,
drop-out rates, and other longer term measures of social progress tra-
ditionally used by researchers in social marketing and social work.
Note that these are just examples; depending on the program, the
metrics could relate to malnutrition, mortality, disease, environmen-
tal footprint, and other relevant issues, again culminating in quality
of life indicators such as satisfaction, pride, happiness, and security
about the future. Importantly, increased emphasis on social and envi-
ronmental measures could also spur greater collaboration between
researchers who have thus far maintained largely parallel lives.

As may be evident from the discussion above, one of the key
impediments for businesses to be engaged in such measurement
schemes is the long-term nature of the beast. In an environment

where institutions are largely rewarded for short-term performance,
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it is hard to sustain energy and enthusiasm in the long haul. How-
ever, as businesses are recognized more for their achievements in the
social sphere rather than solely for their financial performance, such
a longer-term perspective may gain greater currency.

Even from a strictly business standpoint, a longer time horizon
and ongoing measurement are useful. For example, tracking studies
of the 3 U’s could reveal what parts of a strategy need strengthening.
Furthermore, given that akin to brand communication, CR commu-
nication will occur according to a “plan,” it may help to ask questions
such as: (1) What does the “decay curve” for CR awareness look like?
(2) How long do positive attitudes and behaviors stemming from a
CR initiative typically last? Answers to these questions can only be
obtained through ongoing, longitudinal measurement and can help

optimize the CR communication strategy.

Bringing the multi-minded stakeholder to life

In this book, we introduced the notion that all of us play multiple
roles in our lives — consumer, employee, investor, family member,
community participant, regulator, etc. — to make the point that social
responsibility initiatives touch us all. However, there is a bigger issue
to be explored — perhaps in a future book. One of the key impediments
to the long-term success of sustainability strategies is our tendency
to view each role through a separate lens, e.g., all else equal, as
consumers, we want to pay the lowest possible price; as employees, we
want to earn the most amount of money; and as investors, we want to
earn maximum possible returns. No wonder then that companies are
under tremendous pressure to think short-term — cut prices, produce
dividends. . . the works.

But if all of us (as multi-minded stakeholders) could some-
how dissolve the partitions in our minds to practice “responsible

stakeholder-ism” across all realms and roles, all parties alike would
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be able to focus more wholeheartedly on the single goal that affects

everyone on our planet: a sustainable future.
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APPENDIX

Our research program

Our research program

This book brings together a series of studies that we have conducted
over a period of about ten years. Our research program has examined
stakeholder responses to CR in numerous stakeholder realms, across
a wide range of settings, and utilizing a variety of research meth-
ods. The breadth of our research agenda enables us to triangulate
our findings, examining the issue from multiple standpoints. This
substantially increases the validity and generalizability of our frame-
work. Below we describe a number of the studies that are profiled
frequently in the chapters above; additional information about the

studies is available from the authors.

General CR Insights Study'

Multiple methods were used to assess consumer responses to CR.
About 100 respondents took part in a series of focus groups and inter-
views conducted with the general population of the US. The studies
covered all major aspects of the framework. The central objective of
the studies was to understand how CR inputs lead to Understand-
ing, Usefulness, and Unity, and how these initial internal outcomes
(i.e., outcomes that occur in the mind of the consumer) lead in turn
to business value and social value. Findings established these link-
ages and identified a number of context factors that influence the

linkages.

306
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Technology Company Study’

Multiple experiments were run with consumers to determine the
effect of a company’s CR record on purchase intent. Subjects were
recruited from student pools at multiple universities in the Northeast.
A total of 622 people participated in the experiments. In both stud-
ies, subjects began by reading a short statement about a well-known
company selling calculators, printers, or computers (the company
name was disguised). The statement included a description of the
company’s CR activities. Some participants were given a statement
describing a positive CR record (e.g., an employee diversity pro-
gram, a program to eliminate sweatshops in the company’s factories)
while others were given information about a negative CR record
(e.g., eliminating an employee diversity program, having sweatshops
in the company’s factories); a third group of subjects served as a
control and received no CR information. In addition to CR record,
respondents were also informed through the description that the
company’s product quality was either high or low. Identification
and evaluations (Unity), attributions (Understanding), and pur-
chase intent (business value) were measured after exposure to the
descriptions. Subjects also reported their support of the CR issue
(a context factor). We analyzed the effects of CR record, product
quality, and issue support on Unity and business value using a sta-
tistical technique called three-stage least squares regression, finding
that the effects were significant and that the three factors interacted
significantly.

Yogurt Study’

In this field survey, consumer opinions about three leading yogurt
brands were sought in order to understand the multiplying influ-
ence of CR positioning on Unity and business value. The survey

was delivered over the Internet to a nationally representative panel
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of consumers supplied by a leading market research firm. Our ques-
tionnaire asked respondents questions about Understanding, Unity,
and business value as well as their preferred brand of yogurt. Each of
the yogurt consumers included in our final sample (a total of 1,062)
was a frequent purchaser of one of three brands: Stonyfield, Dannon,
or Yoplait, and aware of the brands’ CR initiatives. Responses for
frequent purchasers of Stonyfield, a brand strongly associated with its
social responsibility practices, were compared to responses from fre-
quent buyers of Dannon and Yoplait, which both run CR initiatives
but not as the central feature of what the brands stand for. Results
revealed that awareness and attributions (Understanding), identi-
fication (Unity), and loyalty and brand advocacy (business value)
were all more favorable for the CR brand than either of the control

brands (i.e., non-CR positioned).

Employee Study*

The study was designed to examine the impact of CR in the work-
place. Eight focus groups were carried out in various locations of
a consumer products multinational including the company’s world
headquarters, a manufacturing plant, a regional sales office, and one
non-US location. Groups of 5-8 people were structured to repre-
sent a broad cross section of the company’s employee base. Topics
included in the two hour discussions were their conceptualization
of CR, perceptions of the company’s CR efforts (Understanding),
needs fulfilled by CR (Usefulness), identification with the company
(Unity), work effort and retention (business value), and volunteer-
ing outside of work (social value). The results established a clear
set of relationships between CR, Understanding, Usefulness, Unity,
and value. The research was augmented — and further supported —
with additional in-depth interviews and a follow-up survey
conducted by the company of more than 10,000 members of its

global workforce.
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Frontline Employee Study’

A field survey of over 900 employees in the retail and hospital-
ity industries was carried out to understand the effect of CR on
workplace behaviors of frontline employees. The sample was taken
from a nationwide panel of employees provided by a leading market
research company. All respondents had regular and direct contact
with customers as part of their job. The instrument began with busi-
ness value such as customer orientation behaviors, and went on to
assess their awareness, perceptions of the efficacy of their employers’
programs (Understanding), work—home balance, pride in the com-
pany (Usefulness), and identification with the company (Unity).
The 557 survey participants who were aware that their employer
engaged in CR activities were analyzed using a number of statisti-
cal techniques including multiple regression and structural equation
modeling with manifest variables. Results supported our contention
that Understanding and Usefulness work together to improve Unity

and, ultimately, business value.

Firm Market Value Study®

This study examined the market value of companies as a func-
tion of CR activity. The study aggregated secondary data from
a set of 113 Fortune 500 companies which spanned a number
of industries, including auto, household appliances, personal com-
puters, cigarettes, athletic shoes, airlines, hotels, utilities, depart-
ment stores, discount stores, and supermarkets. Measures were taken
from multiple third-party sources including COMPUSTAT, Fortune
America’s Most Admired Companies (FAMA), the American Cus-
tomer Satisfaction Index, Competitive Media Reporting, and the
Center for Research in Security Prices. The variables included in
the study focused on CR record, evaluations (Unity) and stock

price returns, and Tobin’s QQ, a measure of a firm’s intangible value



310 * Appendix

(business value). Product quality and innovativeness capacity (con-
text factors; both measured using FAMA ratings) were also analyzed
to see how they influenced the CR-Unity link and the CR-business
value link. Analysis using a statistical technique called structural
equation modeling showed that CR drives business value by first lead-
ing to Unity; analysis of the context factors showed that the effect of
CR is much stronger for high product quality and high innovative-

ness companies than for peers that are low on either dimension.

Consumer Oral Care Program Study’

A two-phase, multi-method approach was used to assess the responses
of families to a CR program in which they participated. The research
looked at the business and social value of the oral care program run
by a global consumer products company. The program is named
after the toothpaste brand of the company and targets disadvantaged
youths mainly through the company’s alliance with the Boys and
Girls Clubs of America. The research examined responses of His-
panic families since this was one of the key target segments of the
program. The first phase involved focus groups with parents whose
children participated in the program. The focus groups, which were
conducted in Spanish, began with general discussions of oral and
dental hygiene, perceptions of the program (Understanding), bene-
fits of the program (Usefulness), their relationship with the consumer
products company and the toothpaste brand (Unity), intentions to
purchase the brand (business value), and the changes in oral and den-
tal hygiene habits of themselves and especially their children (social
value). Phase two was a quantitative survey which examined Under-
standing, Usefulness, Unity, value, and the degree of acculturation
of respondents. The responses of program participants were com-
pared to a control group comprised of Hispanics in the general pop-

ulation with a similar demographic profile to program participants
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(household income, education, employment status, marital status).
Results supported our assertion that Understanding and Usefulness
contribute to Unity, which drives business and social value, but that

these are dependent upon context factors such as acculturation of

stakeholders.

Childhood Development Center Study®

A quasi-experiment was conducted in the field to examine responses
to the announcement of a $1 million gift by a global corporation
to a child development center at a major state university. The gift
was announced with a week-long communications campaign involv-
ing emails, newspaper articles, announcements at the homecoming
football game, and other means. A total of 948 undergraduate stu-
dents at the university were invited to participate in a web-based
survey. The study was conducted using a variation on a pre-post
design with some respondents invited before the announcement,
and others invited two weeks after the announcement had been
made. Unity, Understanding, and business value in the consumption,
employment, and investment realms were recorded for all respon-
dents, and post-announcement respondents were asked whether or
not they were aware before taking the survey that the company had
given a $1 million gift to the university. Ninety-eight respondents
were aware of the donation; we compared their responses to two
control groups: (1) those who answered before the announcement
and were therefore unaware, and (2) those who responded after the
announcement, but were not aware of the donation. On numerous
measures, we found no difference between the control groups, but
significant differences between the aware group and both control
groups. As a result we were able to establish that the gift yielded
business value and that Unity was the driving force behind these

behaviors.
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