by Michael E. Porter and Mark R. Kramer

The Link Between Competitive Advantage
and Corporate Social Responsibility

overnments, activists, and the media have become adept at

holding companies to account for the social consequences of their

activities. Myriad organizations rank companies on the performance of
their corporate social responsibility (CSR), and, despite sometimes questionable
methodologies, these rankings attract considerable publicity. As a result, CSR has
emerged as an inescapable priority for business leaders in every country.

Many companies have already done much to improve the social and environ-
mental consequences of their activities, yet these efforts have not been nearly as
productive as they could be - for two reasons. First, they pit business against so-
ciety, when clearly the two are interdependent. Second, they pressure companies
to think of corporate social responsibility in generic ways instead of in the way
most appropriate to each firm’s strategy.
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Spotlight

Looking Inside Out: Mapping the Social Impact of the Value Chain

The value chain depicts all the activities a company engages in while doing business. It can be used as a framework to
identify the positive and negative social impact of those activities. These “inside-out” linkages may range from hiring and
layoff policies to greenhouse gas emissions, as the partial list of examples illustrated here demonstrates.

* Relationships with universities » Financial reporting  Education & job training ¢ Procurement & supply chain

« Ethical research practices « Safe working conditions gﬁg:'%%i#ﬁé%'ait;z:);::g's(:h"d
g:/%g;*s {e.g., animal testing, * S,g‘(/;%?:;ent » Diversity & discrimination pricing to farmers)

» Product safety » Transparency
. Conservatlon of raw materials * Use of lobbying « Layoft policies « Utilization of natural
I- Recycling | resources

* Health care & other benefits « Uses of particular inputs

« Compensation policies (e-g., animal fur)

Support Activities

After-Sales
“Service
i/ installation,
UStomer. Support,
plaint résolution,
 repair)

Primary Activities

! ] | 1 | ! | | |
« Transportation « Emissions & waste « Packaging use » Marketing & advertising * Disposal

and disposal {e.g., truthful advertising, of obsolete
{(McDonald's advertising to children) products
clamshell)

impacts (e.g.,
emissions, con-
gestion, logging

« Biodiversity &
ecological impacts
roads) « Energy & water ) . Pr!cmg.pra'ctl'ces_(e.g., » Handling of
usage ¢ Transportation price discrimination consumables
impacts among customers, (e.g., motor
* Worker sa_fety & anticompetitive pricing oil, printing
labor relations practices, pricing policy ink)
to the poor) » Customer

* Consumer information privacy

« Hazardous materials

* Privacy

Source: Michael E. Porter, Competitive Advantage: Creating and Sustaining Superior Performance, 1985
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Looking Outside In: Social Influences on Competitiveness

In addition to understanding the social ramifications of the value chain, effective CSR requires an understanding of the
social dimensions of the company’s competitive context—the “outside-in” finkages that affect its ability to improve pro-
ductivity and execute strategy. These can be understood using the diamond framework, which shows how the condi-
tions at a company's locations (such as transportation infrastructure and honestly enforced regulatory policy) affect its
ability to compete.

* Availability of human resources (Marriott's job « Fair and open local competition
training) (e.g., the absence of trade barriers,
» Access to research institutions and universities fair regulations)
(Microsoft's Working Connections) « intellectual property protection
« Efficient physical infrastructure e Transparency (e.g., financial report-

ing, corruption: Extractive Industries

« Efficient administrative infrastructure Transparency Initiative)

« Availability of scientific and technological
infrastructure (Nestlé's knowledge
transfer to milk farmers)

¢ Rule of law (e.g., security, protection
of property, legal system)

* Meritocratic incentive systems

» Sustainable natural resources {e.q., antidiscrimination)

(GrupoNueva's water
conservation)

» Efficient access to capital

* Availability of local suppliers
(Sysco's locally grown produce;
Nestié’s milk collection dairies)

» Access to firms in related fields

« Sophistication of local demand (e.g.
appeal of social value propositions:
Whole Foods’ customers)

» Demanding regulatory standards
(California auto emissions &

» Presence of clusters instead of isolated :
mileage standards)

industries

* Unusual focal needs that can be
served nationally and globally
(Urbi's housing financing, Unilever's
“bottom of the pyramid” strategy)

Source: Michael £. Porter, The Competitive Advantage of Nations, 1990
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Corporate Involvement in
Society: A Strategic Approach
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