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The world economy
may remain fragile,
but companies are
not abandoning

efforts to address their
social and environmental
impact.

Preserving resources has
risen up the agenda and
some big companies even
appear to be rethinking the
way they do business.

Yet a significant gap in
performance exists between
smaller and larger compa-
nies.

Rising involvement of
senior leaders is one indica-
tion of the prominence of
sustainability in today’s
corporate strategies, accord-
ing to a recent report from
the Global Compact, the
United Nations’ corporate
citizenship network.*

More than 70 per cent of
respondents said their chief
executives were actively
involved in policy and
strategy development, with
almost 60 per cent of pub-
licly traded companies
reporting board engage-
ment.

At the same time, some of
the world’s largest compa-
nies appear to be going
beyond simply cutting their
resource consumption or
introducing energy effi-
ciency measures.

They are focusing less on
short-term shareholder
value and more on the
value provided to customers
and suppliers, as well as to
the environment and soci-
ety at large.

“Many big businesses are
in a real sense trying to
move towards much more
sustainable practices and
models,” says Gavin Neath,
senior vice-president of
communications and sus-
tainability at Unilever, the
Anglo-Dutch consumer
products group.

Unilever’s consideration
of both business and society
dates back to Victorian
Britain, when William
Lever, one of its founders,
developed Lifebuoy soap to
help reduce the spread of
disease by promoting clean-
liness. Similar motives lie
behind its Shakti initiative,
through which its soap
products are distributed via
a network of low-income
female entrepreneurs in
Indian villages.

More recently, some com-
panies have been inspired
to develop business strate-
gies that also benefit soci-
ety following the publica-
tion this year of a Harvard
Business Review paper co-
authored by Michael Porter,
a Harvard Business School
professor and management

guru. Shared Value**, writ-
ten with Mark Kramer,
argues that companies can
pursue self-interest while
also creating value for the
communities that are their
customers and suppliers.

It is a proposition Nestlé
appears to have embraced.
“It is not enough for a
company just to create
value for the shareholder,”
Peter Brabeck-Letmathe,
chief executive, told a New
York audience at the Coun-
cil on Foreign Relations in
March. “You also have to
create value for the society
at large that allows you to
act.”

For Nestlé, creating this
licence to operate means
focusing, among other
things, on ethical sourcing.
With reports of child labour
on cocoa farms in west
Africa sparking protests
from activists and con-
sumer groups, Nestlé – one
of the world’s biggest cocoa
purchasers – has developed
programmes promoting the
welfare of the millions of
smallholder farmers that
are its suppliers in develop-
ing countries.

Unilever has recently re-
emphasised that it is look-
ing beyond traditional
measures of success. In out-
lining its “sustainable liv-
ing” plan last year, Paul
Polman, chief executive,
described a strategy driven
less by quarterly results
than by the need to focus
on long-term sustainability
in everything from deter-
gents that wash at lower
temperatures to alternative
sources of palm oil.

The company argues that
developing such sustainable
products and supply chains
is in the interests of both
the company and society.
And part of this relates to
the threat to the supply of
natural resources. “There’s
the simple arithmetic of
resource scarcity,” says Mr
Neath. “So if you look five
or 10 years out, you’re
going to have to be doing

things very differently.”
This is the same argu-

ment used by companies
such as Nestlé in food and
Coca-Cola and PepsiCo in
soft drinks for addressing
water consumption. For
such companies, the pros-
pect of severe water scar-
city constitutes a risk to
the business as well as to
society and the planet.

Meanwhile, PepsiCo has
gained attention recently
for intensifying its focus on
developing its line of “good
for you” products. The com-
pany this year has made a
$50m investment and
assigned more than 100 of
the company’s top experts
to bringing new nutrition-
based products to market.

Along with other compa-
nies, PepsiCo sees business
advantage as well as bene-
fits for its consumers in
manufacturing products
that contain healthier oils
or less sugar and salt.

“There’s clear consumer
demand for products that
are ‘good for you’,” says
Mehmood Khan, chief exec-
utive of PepsiCo’s global
nutrition group, and chief
scientific officer.

“If you look at the cate-
gory of ‘good for you’ prod-
ucts, it’s the fastest grow-
ing, with three to six times
the growth of other catego-
ries,” says Mr Khan, who
oversees the global evolu-
tion of the company’s port-
folio, including its research
and development activities.
“So it makes absolute busi-
ness sense.”

However, while some
companies are connecting
consumer health, resource
conservation and labour
conditions in developing
countries with competitive
advantage, there is evi-
dence that these ideas have
yet to take hold across the
business community.

The Global Compact sur-
vey found that multi-stake-
holder dialogue was being
conducted only by a minor-
ity of companies respond-

ing, with 30 per cent or less
for each area the report
examined. Some 18 per cent
said they were not taking
sustainability issues into
account at all with respect
to their suppliers.

The report also high-
lighted the fact that while 89
per cent of the largest com-
panies (with more than
50,000 employees) said they
were addressing human
rights principles in their cor-
porate code of conduct, only
56 per cent of small and
medium-sized companies
reported this to be the case.

Part of the reason may be
that smaller companies are
less prepared or less able to
ignore the demands of the
financial markets for short-
term profits. For sustaina-
bility initiatives, such as
those being implemented by
large, leading companies,
tend not to generate imme-
diate financial returns but
address the long-term via-
bility of the business.

Mr Neath admits that
investor demands can limit
the ability of companies to
take on projects for which
profits are likely to emerge
only after a period of years.
“It’s certainly a constraint
that has to be factored into
your thinking,” he says.

Mr Khan stresses the
importance of being clear in
external communications
about the relationship
between the size of invest-
ment and resources and the
returns to be expected from
any business innovation.

“If you’re very clear on
that, then the conversion
becomes more straightfor-
ward,” he says. “It’s about

clearly mapping out the
operational goals, the finan-
cial targets and how the
new products address per-
formance – but performance
with purpose.”

Even so, companies can-
not ignore the markets com-
pletely, so for organisations

that want to implement
long-term sustainability
initiatives tensions are
likely to persist.

“You can constantly be
saying that the future is
going to be very different
from the past and that as a
responsible leader of a com-

pany, you have to do some-
thing about positioning the
business for that future,”
says Mr Neath.

“But at the same time
you have to deliver for
the short term, and that’s
the tightrope that chief
executives have to tread.”

Benefits f low
as top people
join the battle
Gaps persist but
the sustainability
agenda remains
on course despite
hard times, writes
Sarah Murray

Resource issue: water scarcity is a risk to the business as well as to society and the planet Bloomberg News

Companies ‘fall into two camps’
Is your company an
“embracer” or “cautious
adopter” of sustainability?

A study this year by MIT
Sloan Management Review
and The Boston Consulting
Group reveals two distinct
camps of companies, writes
Andrew Baxter.

Embracers place
sustainability high on their
agenda, while cautious
adopters have yet to focus
on more than energy cost
savings, material efficiency,
and risk mitigation.

The report identifies
seven specific practices
exhibited by embracer
companies, which together
begin to define
sustainabilitydriven

management. These include
the need to move early,
even if information is
incomplete; to be authentic
and transparent internally
and with the external
stakeholders; and to work
aggressively to “desilo”
sustainability, integrating it
throughout operations.

The commitment of the
cautious adopters to
sustainability is increasing
at a far faster rate than
that of the embracers.

Improved brand
reputation is perceived as
the biggest benefit of
addressing sustainability.
More at http://sloanreview.
mit.edu/feature/
sustainabilityadvantage

In the third quarter of this year,
Xstrata Copper expects to begin devel-
oping a $4.2bn copper mine in the
Apurimac Region of southern Peru.

Construction of the Las Bambas
project will be the culmination of a
seven-year process to obtain not only
regulatory consents, but the critical
support of a local community that
must be relocated to allow the open-
cast pits to be dug.

Trust-building began in 2004, before
the mining group even began explora-
tory drilling. Teams of Xstrata staff
arrived in the potato-farming commu-
nity, at 4,400 metres in the Central
Andes, followed by doctors, agricul-
tural specialists and even an expert
on guinea-pig farming.

At Las Bambas, the drive to win a
social “licence to operate” has gone

hand in hand with the legal process of
obtaining regulatory permits for min-
eral extraction. The effort has been
thorough, because it is founded on a
long-standing recognition among min-
ing companies of the need to build
community goodwill if they are to win
new regulatory consents. The latter
are needed to sustain their businesses
long term.

But Professor Matt Gitsham, direc-
tor of the Ashridge Centre for Busi-
ness and Sustainability at Ashridge
Business School in the UK, says build-
ing this social, or informal, licence to
operate is essential for every business.

“If you have a bank of goodwill and
trust, when things go wrong – and
with the best will in the world some-
day things will go wrong – you are
more likely to be forgiven,” he says.

Technology has vastly increased the
ability of far-flung workers or envi-
ronmental activists to publicise corpo-
rate shortcomings.

Negative publicity is easily aroused,
whether by operational accidents,
apparent obstruction by pharmaceuti-
cal companies to the availability of
cheap generic drugs in developing

countries, or, as Monsanto has discov-
ered, public concerns over genetically
modified foods.

The response is a substantial shift
in big companies’ approach to value
creation. Talking about shareholder
value alone is out of fashion. Today,
many organisations argue that “act-
ing in the interests of a wide range of
your stakeholders is how to build the
most durable value for shareholders”,
says Prof Gitsham.

Paying attention to things custom-
ers, suppliers, regulators and other
stakeholders care about has multiple
benefits. It can help recover from dis-
asters, but also avoid pitfalls. And it
can facilitate deals or contribute to
lighter regulation, making it easier to
adapt and innovate.

Goodwill may be key
to gaining green light
Licence to operate
Success can hinge on more
than following a legal
process, says Ross Tieman Matt Gitsham: build ‘bank of trust’

Continued on Page 4

* 2010 Global Compact
Implementation Survey,
United Nations, June 2011

** The Big Idea: Creating
Shared Value, Michael Por-
ter and Mark Kramer, Har-
vard Business Review, Janu-
ary-February 2011
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To an oil company’s head of sustaina-
bility, the word “integrity” might
apply to anything from a human
rights policy to a set of corporate
values. For an oil industry engineer, it
might be associated with the physical
performance of pipelines.

But while the language of sustaina-
bility can be poorly defined, some
companies are developing terms that
more accurately describe efforts to
manage environmental and social
risks and opportunities.

“We should not be preoccupied by
language, but language does matter,”
says David Grayson, professor of cor-
porate responsibility and director of
the Doughty Centre for Corporate
Responsibility at Cranfield School of
Management in the UK. “It can clarify
or confuse.”

When it comes to the word “sustain-
ability”, a multitude of corporate defi-
nitions prevails. However, the way
companies describe their behaviour
with respect to society and the
environment varies widely and has
evolved over the decades.

For many years, companies talked
of little more than “corporate citizen-
ship”. Later the initials “CSR”
emerged, referring to corporate social
responsibility (but often describing
more philanthropic activities).

Prof Grayson argues that concepts
such as corporate citizenship are less
relevant to today’s companies than
the way they conduct their core busi-
ness activities.

“I am only marginally interested
in how a company spends half or
1 per cent of its pre-tax profits,” he
says. “I am passionately interested in
how a company makes its profits.
That’s why I prefer to talk about
‘responsible business’ and ‘corporate
sustainability’.”

Following this year’s publication of
a Harvard Business Review paper
titled Shared Value, the idea that
companies should invest in the com-
munities that are their customers and
suppliers acquired a new description –
one that now is being used by a grow-
ing number of companies.

“Shared Value emphasises innova-
tion and the concept of maximised
mutual value creation and develop-
ment,” says James Farrar, vice-
president of sustainability at SAP, the
German software group.

Meanwhile, the investor community
tends to talk about the “ESG” (envi-
ronmental, social and corporate gov-
ernance) performance of companies.

Mr Farrar believes that the various
terms in use apply to different corpo-
rate approaches. “Corporate citizen-
ship emphasises the voluntary civic
role of business in the community,”
he says. “CSR emphasises the respon-
sibility of business to the community
and the rights of stakeholders beyond

shareholders.”
Increasingly, however, more specific

language is emerging to describe cor-
porate activities that address social
and environmental issues, particu-
larly when it comes to climate change
and the conservation of natural
resources.

In addition to “carbon reduction”,
among the most widely used is
“resource efficiency”. This term has
emerged as companies have recog-
nised that addressing their environ-
mental impact means looking beyond
their carbon footprint to their use of
water and natural resources such as
forests and plants.

“We do need clearer language,” says
Peter Lacy, head of sustainability for
Europe, Africa and Latin America at
Accenture, the consultancy. “But the
words people increasingly use are
‘resource scarcity’ and ‘rising stake-
holder expectations’, and they do
understand the whole issue of ‘ethical
standards in business’.”

For some industries, the language is
becoming far more specific. In the
food sector, for example, companies
have moved from talking about “CSR”
to notions such as “traceability”, “eth-
ical sourcing” and “food security”.

Mining companies, which have been
tackling social and environmental
risks for longer than many, tend to
talk less of broad concepts such as
“sustainability” or “corporate re-
sponsibility” than of addressing social
risks such as local protests, ethical
obstacles such as bribery and corrup-
tion, or environmental threats such
as toxic waste and resource degrada-
tion.

“That’s a product of long practice
and a reflection of the level of sophis-
tication inside these organisations
that they know what each of those
things mean,” says Mark Lee, execu-
tive director of SustainAbility, a con-
sultancy.

Mr Lee also cites the example of
Starbucks, the US coffee chain, which
focuses on areas such as ethical sourc-
ing, food ingredients and nutrition for
consumers. “They now feel they’ve
defined what being responsible means
for them,” he says. “And they’ve been
at it for longer. They’re two decades
of finding their way into it and they
now have a language that works for
them.”

In fact, companies that have devel-
oped sustainability strategies over
long periods of time tend to have also
developed a set of terms that describe
more specifically the risks and oppor-
tunities they are attempting to man-
age. “The companies that are doing
most have worked their way through
the jargon to a language that makes
sense for their employees and for
their industry,” says Mr Lee.

Companies ensure
efforts are not
beyond description
Terminology
Sarah Murray on how to
avoid adding confusion to
the sustainability debate

‘We should not be
preoccupied by language,
but language does matter’

David Grayson,
Cranfield School of Management

Carbon emissions and resource
consumption tend to be meas-
ured within the organisation
where they happen, as they hap-
pen. In contrast, measuring the
social impact of sustainability
investments in areas such as
human rights, labour standards
and business ethics involves
measuring a wide range of
related external issues over a
period of time.

“Social issues were running
five years behind environmental
ones,” says Teresa Fogelberg,
deputy chief executive at the
Global Reporting Initiative
(GRI), which maintains a sus-
tainability reporting framework.
“2011 is a historic year, because
we have closed the gap.”

She refers to last month’s
update of the Organisation for

Economic Co-operation and
Development’s Guidelines for
Multinational Enterprises on
ethical behaviour. And wide
acceptance of the framework on
human rights produced by Pro-
fessor John Ruggie, the United
Nations secretary-general’s spe-
cial representative for business
and human rights, which is
incorporated into the GRI guide-
lines.

Ms Fogelberg is also excited
by The Consequences of Manda-
tory Corporate Sustainability
Reporting, a study by Ioannis
Ioannou at London Business
School and George Serafeim at
Harvard Business School. This
examined the effect of manda-
tory reporting on several meas-
ures of socially responsible man-
agement practices in 58 coun-
tries.

It found that reporting
increases the social responsibil-
ity of business leaders; raises
the priority of sustainable devel-
opment and employee training;
improves corporate governance;
reduces bribery and corruption;
and increases managerial credi-
bility.

Fronesys, a sustainability
advisory company, has identi-
fied well over 1,000 individual
sustainability impact measures.
These include the GRI Guide-
lines, the Ethical Trading Initia-
tive Base Code and Social
Accountability International’s
SA8000. It also uses external
data from organisations such as
GovernanceMetrics Interna-
tional and Reputex.

“While there is no shortage of
possible indicators, organisa-
tions need a proper process to
identify which impacts are most
material,” says Jyoti Banerjee, a
partner at Fronesys. “It is a
deeply strategic activity,
because once an impact is
deemed to be material, it can be
monetised and decisions made
on how to manage it.”

Dror Etzion, professor of com-
pany strategy at the Desautels
Faculty of Management of
McGill University in Canada,
points out that many organisa-
tions focus on compliance with
principles, codes, protocols and
other practices regarding
human rights, labour, commu-
nity and so on. However, this is

one step removed from actual
impacts. “Compliance is no
guarantee that organisations
are actually making positive
contributions to the stakehold-
ers they affect,” he warns.

One problem with measure-
ment is that it is not always
easy to distinguish between
social areas, because they have
similar impact. Tom Smith is
head of marketing and business

development at the Supplier
Ethical Data Exchange, a not-
for-profit membership organisa-
tion. He points out that labour
standards, health and safety and
business integrity can all
increase productivity and prod-
uct quality and reduce strikes,
recalls and supply chain disrup-
tion.

Charity Bank has provided
loans amounting to almost

£130m ($210m) to more than 900
charities and social organisa-
tions since 2002.

Geoff Burnand, its chief
investment officer, explains that
companies that used to make
charitable donations now make
“impact investments” and need
to see that their money is being
used effectively.

“There are various approaches
to measurement, no method is
universal and there are no his-
torical data,” he says. Working
with Investing for Good, a spe-
cialist adviser for impact invest-
ments, of which he is also chief
executive, Charity Bank meas-
ures the social value of its
investments through its own
impact rating.

It is based on confidence, in
terms of financial stability and
investment risk; financial
return; and impact. Impact cov-
ers mission fulfilment, using
quantifiable indicators for meet-
ing initial objectives; value to a
stakeholder, in depth of involve-
ment and how their contribu-
tion affects change; and how
this change has made things
possible beyond the organisa-

tion and its immediate stake-
holders.

Another organisation that has
devised its own way to measure
its social impact is Green-
Works, a registered charity and
a social enterprise that “trades
for the planet and the people”. It
is paid to take away old office
furniture that it refurbishes and
sells. It invests any profit in
training hard-to-employ people,
such as prisoners, homeless and
long-term unemployed.

“Every pound we take pro-
duces £1.55 in social and envi-
ronmental benefits, including
only a small amount of carbon,”
says Colin Crooks, its chief
executive. The social enterprise
makes a qualitative assessment
of trainees’ job readiness when
they join and leave, covering
confidence, approachability and
potential.

Valuation uses external meas-
ures, such as the £21,000 a year
that homeless people cost the
state in healthcare, emergency
treatment and police time; and
the long-term reduction in
prison costs by avoiding repeat
offences. With 38 per cent of

Tracking social impact catches up with resource issues
Measurement
Precise evaluation
adds to the reporting
ability of organisations,
writes Rod Newing

The procurement policies of
multinational companies can
shape the prosperity of com-
munities, regions and nations.

Many are now trying to use their
purchasing power to combat poverty,
but the task is complex.

Demand is only half the equation.
In emerging economies, they have
also to nurture capacity among small
farmers and entrepreneurs even as
they offer them a market.

When they succeed, the effects can
be striking. Five years ago, Heineken
International set out to procure rice
locally for Bralima Breweries, a sub-
sidiary in the Democratic Republic of
Congo.

In partnership with the European
Co-operative for Rural Development
(Eucord) a Brussels-based non-govern-
mental organisation (NGO), and the
Schokland Fund, backed by the Neth-
erlands government, Heineken pro-
moted rice production in abandoned
paddies along the River Congo. The
project provided seeds, advice, boats
to collect the harvest and even bicy-
cles to transport the sacks to the jet-
ties.

Last year, production was up more
than fivefold to 11,120 tonnes, exceed-
ing Bralima’s needs. Locally grown
rice is now being redirected to food
markets in Kinshasa. “When farmers
trust they will be paid, they go for it,”
says Tom de Man, Heineken regional
president for Africa and the Middle
East.

Heineken reckons more than 21,000
farmers and dependants are inte-
grated into Bralima’s supply chain,
replicating the success of its sorghum
procurement schemes in other west
African states.

Some companies are reaching out to
developing country smallholders from
markets in the “rich” world. Through
the Cadbury Cocoa Partnership and
other initiatives, Kraft Foods reckons
it is engaged with more than 230,000
cocoa farmers in Ghana, a third of the
total in the country.

The effort is driven by enlightened
self-interest: the need to refresh a flag-
ging supply chain to ensure its sus-
tainability. Research in 2008 painted a
picture of unstable incomes, declining
yields and ageing farmers. The Cocoa
Partnership, embracing the Ghanaian
government and NGOs, encourages
each farming community to draw up
an action plan. “We then look at how
we can help them get there,” says
Alison Ward, associate director of cor-
porate affairs at Kraft.

Yields are reported to be improving.
But the goal is also to develop a
dynamic of rising living standards for
cocoa farmers and their families, so
that young people take up the produc-
tion relay. Part of the £45m committed
over a decade by Kraft is being used
to provide village wells, electricity
and travelling doctors, as well as
bolstering access to training, inputs,
credit and advice on farming practices
via farmer organisations.

Economic development activities of
this sort are a far cry from the busi-
ness of making and marketing choco-
late bars, or retailing to consumers.
Another model used by both Kraft
Foods and Marks and Spencer, the
UK-based retailer, is to sell products
carrying the label of the Fairtrade
Foundation.

Paul Willgoss, head of food technol-
ogy at M&S, notes that procuring
Fairtrade tea, coffee, wine or green
beans, which are popular with cus-
tomers, does not let multinationals off
the hook in terms of social responsi-
bility.

“We have a set of global sourcing
principles that we apply across our

business, regardless of whether the
product is Fairtrade or not,” he says.

But when companies work directly
with suppliers that invest in schools,
healthcare and buses to get people to
and from work, “there is a danger of
developing a paternalistic arrange-
ment”, says Mr Willgoss. The Fair-
trade system puts matters in the
hands of the community, empowering
local leaders to make the development
choices.

Yet amid the focus on poor farmers,
the capacity of multinationals to
boost wider economic development is
often overlooked. Andrew Hinkly,
group head of supply chain at Anglo

American, the mining group, says:
“Linking a company’s demand for
goods and services to local economies
is fundamental to private-sector job
creation.”

In-country operations should try to
maximise local procurement of goods
and services, says Jean-Marc Fon-
taine, vice-president for health, safety,
environment and sustainable develop-
ment at Total E&P, an oil company.
“The biggest challenge is the lack of
capacity in communities.”

Total’s response is to split contracts
into small lots, so community compa-
nies can respond, and provide training
and support where needed. Such initi-

atives can extend beyond the com-
pany’s own value chain. In Pointe
Noire, Republic of Congo, a Total-
backed association teaches would-be
entrepreneurs how to set up and run
companies, and obtain credit. “Over
time, we can develop small and
medium enterprises (SMEs) with the
community,” Mr Fontaine says.

The value of such initiatives has
been proved over two decades by
Anglo American Zimele, a South Afri-
can enterprise development offshoot
of the mining group. In 2010, it pro-
vided $17.6m in funding, along with
education and mentoring, for SMEs
that employed 3,286 people and gener-
ated turnover of $41.8m.

This success shapes Anglo Ameri-
can’s approach to enterprise develop-
ment in Chile, Brazil and elsewhere,
Mr Hinkly says. “Our focus is on lever-
aging our procurement spend, which
was more than $10bn in 2010, to build
resilient local supply chains that foster
economic and social development in
the countries where we operate.”

David Noble, chief executive of the
Chartered Institute of Purchasing &
Supply (CIP&S), says governments
have noted such achievements, and
“in Africa are imposing local sourcing
requirements where they can”.

Aided by a joint United Nations-
CIP&S programme that is training
procurement officers, many states are
also trying to strengthen their own
ability to buy locally.

The power of procurement to create
prosperity is now widely recognised.
But companies, communities and gov-
ernments are still learning how to use
it to best effect.

Groups use purchasing
power to combat poverty
Procurement
Enlightened selfinterest
lies at heart of companies’
efforts, says Ross Tieman
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‘Our focus is on leveraging
our procurement spending
to build resilient
local supply chains’

Fair point: procuring Fairtrade
products ‘does not let retailers

off the hook in terms of
social responsibility’

Alamy

trainees finding employment or
undertaking more education, Mr
Crooks says the training saves
the state £5,000 per individual
each year, as well as generating
tax revenue.

Mr Banerjee warns that a sig-
nificant challenge for many
businesses is that their sustain-
ability impacts are tucked away
in their supply chains. “Getting
hold of the relevant data is diffi-
cult,” he says. “They may not
have the measures themselves
or do not want to share it with
you.”

B Lab, a non-profit organisa-
tion helping business have a
positive social and environmen-
tal impact, has created the
Global Impact Investing Ratings
System. This rates social and
environmental impact as a
guide for potential investors.

“The most important thing is
to gather a tremendous amount
of data and measure impact
over time to produce perform-
ance trends,” says Andrew
Kassoy, its co-founder. “Compa-
nies are measuring impact not
just as an assessment tool, but
an improvement tool.”

Compliance is
no guarantee
that positive
contributions
are being made,
says McGill’s
Dror Etzion
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Profile Barclays
Barclays operates banks in
more than 50 countries
worldwide, and financial
inclusion is an important
part of its citizenship
strategy.

Banking for Billions, a
report it commissioned
from the Economist
Intelligence Unit in 2010,
found that 2.5bn of the
world’s adults remain
“unbanked”.

“Tackling financial
inclusion is one of the most
important aspects of getting
people out of poverty,” says
Antony Jenkins, chief
executive for retail and
business banking.

Whether you are
addressing the US, Europe
or Africa, a range of issues
have to be considered.
However, there is no ‘one
size fits all’ solution,
because they vary so much
between markets.”

These issues include
formal and informal
structures, legal identity and
verification, regulatory
policies, urbanisation, rural
locations, literacy, age,
collateral, women’s
empowerment, migration,
levels of income, culture
and psychology.

The bank takes a
collaborative approach,
working locally with
governments, voluntary
agencies, consumer groups,
microfinance institutions,
technology providers and
business.

Rather than develop a
product or service that a
bank thinks is needed, it
engages with each
community to find out what
they want. Partnerships with
the voluntary agencies
already working with local
communities
are
especially
powerful.
“They
are
trusted
and have
more

scope and impact,” says Mr
Jenkins. “They help us to
understand the informal
structures in place so that
we can build on them.”

He says financial inclusion
is not just about giving
people access to financial
services, which they might
not use, but helping them
through the whole life cycle,
including use of the product
or service and increasing
their financial awareness
and capability.

The bank cannot do all
this directly, but relies on
voluntary agencies. They
work with people who do
not visit banks, read their
literature or see
advertisements. They use
not just their skills and
capabilities, but their
networks in the
communities.

Mr Jenkins insists that
financial inclusion is a long
term strategy that must
coexist with shortterm
profitability objectives. He is
building into the culture of
the bank the need to
balance the interests of all
stakeholders in both the
short and the long term.

“It isn’t just about the
immediate bottom line,” he
says. “You have to look at
the longterm interests of
society and the role that
business plays in helping to
drive positive change.

Financial inclusion is good
for economic growth, which
is good for business. Over
time, these vulnerable
people become potential
employees, customers and
clients. It is the ‘right thing
to do’, but there is
definitely longterm bottom
line value.”

He recognises that most
big companies are changing
their views on what
sustainability and citizenship
are really about. It is no
longer about community
investment; it is about the
way companies do business.

“We have made some
progress, but there is a lot
more to do. The key is to
leverage the power of
partnership to change the
game and make a big

difference.”

Rod Newing

Antony Jenkins:
doing ’right thing’

Financial inclusion
has a big role to
play in relieving
poverty and increas-

ing general economic pros-
perity. Yet the majority of
people in emerging markets
do not have access to a
bank account.

“They choose to ‘stash’
their wages under a mat-
tress, where it is at risk of
being stolen; invest it in
cattle which can become
diseased and die; or in com-
munity saving schemes,
which are often fraudu-
lent,” warns Pankaj Gulati,
chief executive of More-
Magic Solutions, which pro-
vides mobile money serv-
ices in emerging markets.

However, traditional
banking products and
branches have little to offer
poor people, whether home-
less, living in slums or in
rural areas.

“Innovation lies not with
products, but with the
insight into consumer
financial behaviour,” says
Julius Abensur, a financial
services expert at PA Con-
sulting Group.

Banking processes are
highly structured, being
based on customers visiting
formal branches or using
the internet, and they value
reliability in customers.

“There is a natural crea-
tive tension between banks
and poor people, who are
not structured,” says Peter
Ryan, founder and chief
executive of MicroLoan
Foundation, a charity that
provides small loans and
business training to women
in sub-Saharan Africa.

Mr Abensur adds that
reliability is uncommon in
the lives of the less privi-
leged, whose income is low
and irregular. Dealing with
unpredictable cash flows is
more important than calcu-
lating the best mix of risk

and return, which is typical
of more privileged custom-
ers.

He says: “Financial insti-
tutions have to move away
from trying to address the
poor using their ‘balance-
sheet binoculars’, towards a
‘cash-flow kaleidoscope’ to
better understand the reali-
ties of their financial lives.”

Perhaps the biggest issue
is creating trust between
the vulnerable “unbanked”
and a financial institution,
especially global retail
banks.

Mr Abensur warns: “Cer-
tain elite members of rural
communities attack private
business for political rea-
sons that can be traced
back to colonial times.”

Solutions include working
with local financial institu-
tions, which are generally
based on business banking
in cities, to create nation-
wide retail operations, or to
work with the voluntary
sector. Banks must either
establish informal “shops”
near their customers, such
as in slums, or visit them in
their villages.

Rabobank Group, a Neth-
erlands-based co-operative,
is providing technical
advice and taking minority
investments in local institu-
tions.

“It is close to our hearts,
as we were created by poor
farmers without any finan-
cial means,” says Frank
Nagel, head of project man-
agement for Africa. “It is
similar to what we did in
the rural Netherlands more
than a century ago.”

MicroLoan Foundation
lends to groups of women
in rural areas to start busi-
nesses. Its 120,000 loans
affect 650,000 family mem-
bers, and 99 per cent of
money is repaid and then
re-lent. “There is a creative
tension between us and
banks,” says Mr Ryan.
“Eighty per cent of what we
do is training, mentoring
and support.”

Areas include how to
work with MicroLoan, how
to run a business, the con-
cept of interest, how to
work as a group and how to
support each other. The

foundation visits each cli-
ent every two weeks to con-
tinue the process.

Rabobank teaches similar
subjects. “Many people
think if they get a loan they
don’t have to repay it,” says
Mr Nagel. “You have to
work on their literacy levels
with very basic stuff, just
as we did in the Nether-
lands.”

Unlike traditional bank-
ing, the onus on ensuring
microloans are repaid lies
with the bank. Customers
must not be punished with
higher interest rates or late
repayment fees.

Poverty is not restricted
to the developing world and
such schemes are needed in
mature economies. The US

Federal Deposit Insurance
Corporation’s 2009 National
Survey of Unbanked and
Underbanked Households
estimated 17m adults in the
country do not have a bank
account.

Grameen Bank, owned by
its clients and the Bangla-
desh government, won a
Nobel Peace Prize in 2006
for its work providing
credit to poor women in
rural parts of the country,
without any collateral.
Grameen America began its
operations in New York
City in 2008 and is expand-
ing across the country.

MicroLoan has recently
taken two UK organisations
to Africa to see its work, so
they can bring some of the
lessons back.

“There is a tremendous
opportunity for microfi-
nance in developed econo-
mies,” says Mr Ryan. “Poor
people have not been edu-
cated in how to work
together and support one
another. They could set up
very successful small busi-
nesses doing very simple

things needed in every com-
munity, such as car wash-
ing, painting, decorating or
gardening.”

Mr Abensur sees some
challenges to inclusion in
mature markets. There is
government pressure to
support small business, not
small people.

Automation, such as

credit scoring, makes the
cost of allowing exceptions
unpalatably high and banks
are driving alternatives to
cash, when the poor are
almost exclusively depend-
ent on it.

Lastly, the poor in many
western countries have
actively resisted inclusion,
even from non-banks such

as postal services, so a
change in behaviour and
attitude is required.

Mr Gulati at MoreMagic
says that mobile money
services in African coun-
tries have seen household
incomes increasing by up to
30 per cent.

Rabobank’s Mr Nagel con-
cludes: “Banks have a

responsibility to promote
structure and self-discipline
in the financial lives of the
less privileged.”

“Connection to financial
services changes people’s
lives by making them
aware of their financial
means, so they can plan
their expenses and see the
benefits of regular saving.”

Banks and clients must
learn from each other
Financial inclusion
There is more to do
in emerging and
developed markets,
writes Rod Newing

A little goes a long way: Bangladeshi women receiving microcredit from Grameen Bank Corbis Sygma

‘Innovation lies not
with products
but with the insight
into consumer
financial behaviour’
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A good record travels as well
as a bad one. Claire Divver,
head of corporate affairs at
Xstrata, notes the benefits of
positive perceptions.

“When we bought Falcon-
bridge [a copper miner] in 2006,
we had to make the case in Can-
ada that Xstrata’s acquisition
would bring benefits for commu-
nities,” she says. “We were able
to hold up the example of our
earlier acquisition of Mount Isa
in Australia.”

Today, the slightest failure to
meet social and environmental
norms – no matter where – puts
a multinational’s licence to
operate at risk. But social
investment has also become a
way to build goodwill and brand
image.

Some companies – such as
Body Shop and Google – have
anchored their consumer appeal
in ethical behaviour. Ben Pack-
ard, vice-president for global
responsibility at Starbucks,
says: “If you look at the Star-
bucks brand proposition, sus-

tainability is core to the vision
and values of the company.
Long-term relationships with
coffee growing communities are
part of what we stand for.”

Standard Chartered, a UK-
based bank that is strong in
Africa and Asia, has adopted the
slogan “Here for good”. Commu-
nity investment is a key part of
its sustainability strategy, says
Alisha Miranda, senior manager
for community investment.

“It is not just about philan-
thropy,” she says. “It is about
generating high social returns

and ensuring we can be a bank
for as long as we can.”

In 2010, Standard Chartered
devoted $47.4m, or 0.92 per cent
of operating profit, to this goal.
The group has three global pro-
grammes, centred on: HIV and
Aids education; tackling avoida-
ble blindness; and empowering
women. It also contributes to
malaria prevention in Africa.

Why these? “We look at how
we can contribute to causes that
have been identified as critical
by communities and govern-
ments in countries where we

operate,” says Ms Miranda.
“Governments are an important
stakeholder for us.”

Aids and malaria are also
employee health issues in some
of the bank’s territories. That
offers a chance for engagement
by employees with external
stakeholders – a plus for the
business. To leverage its
employee Aids education pro-
gramme, the bank shared mate-
rials with customers and sup-
plier partners.

Close involvement of employ-
ees is a growing part of many

corporate community action
programmes designed to rein-
force the social legitimacy of
organisations, says Prof Git-
sham.

KPMG, a professional services
firm, allows UK employees half
a day a month of paid absence
to spend time on community
work. The firm works directly
with schools, and encourages
staff to become governors of the
schools their children attend.

Opportunities for community
involvement facilitate recruit-
ment, improve staff retention

and broaden employee skills,
says Mike Kelly, the firm’s
head of corporate social respon-
sibility.

“It is not a one-way street,” he
says. “There are very tangible
benefits coming back to the
firm.”

Yet measuring the payback on
community investment remains
“the Holy Grail”, says Ms
Miranda at Standard Chartered.
The returns from investing in a
licence to operate are rarely as
copper-bottomed as those from
Xstrata’s new mine.

Goodwill may be key to gaining green light for development
Continued from Page 1

Acouple of decades ago, non-
governmental organisations
(NGOs) and companies
tended to see each other as

opponents, but recent years have seen
a radical change.

Large non-profits and campaign
groups have set up business-facing
divisions through which to work with
companies on social and environmen-
tal issues. For these organisations,
however, the question is how to
assess whether or not a company will
be an appropriate partner.

Some NGOs have had corporate
partnerships for many years. US-
based Environmental Defense Fund,
which first entered a partnership with
McDonald’s more than two decades
ago, is one of the most well versed in
the field.

Since then others have followed.
WWF works with companies that
include Procter & Gamble, Marks and
Spencer, HSBC, SABMiller and MBNA
Europe Bank. Oxfam has established
partnerships with companies such as
Aviva, Accenture and PizzaExpress.

However, NGOs and campaign
groups, like companies, have brands
to protect. They also have large mem-
bership bases and groups of donors,

all of which pay close attention to the
activities of the organisations they
support. Not every business will
therefore make the right partner for
an NGO.

“It’s a matter of establishing where
there is value added and whether it’s
really worth the transaction costs,
including reputation costs – because
those can be quite high,” says Ros
Tennyson, director of the Partnering
Initiative, which fosters partnerships
between business, government and
civil society that promote sustainable
development.

For Oxfam, this means researching
potential business partners before any
formal agreement is signed. Ahead of
any agreement, a research team at the
UK-based charity taps into online and
other resources for information about
a potential partner.

Oxfam also gathers intelligence
from industry figures and the data-
bases of organisations such as Eiris,
which provides independent research
into companies’ environmental,
social, governance and ethical per-
formance.

“Because we’re a campaign and
advocacy NGO, due diligence and an
ethical check is a very significant
part of what we do before forming a
partnership,” says Chris Ashworth,
corporate partnerships manager at
Oxfam.

“And the acid test is that we don’t
partner with anyone who substan-
tially undermines our cause.”

This may mean ruling out partner-
ships with companies whose main
business is, for example, in manufac-

turing and selling arms. However, Mr
Ashworth also says that potential
business partners need to adhere to
certain principles, such as recognising
freedom of association, or to have
signed up to codes of ethics, such as
the banking sector’s Equator Princi-
ples or the United Nations’ Principles
for Responsible Investment.

Mr Ashworth stresses the need to be
realistic, however. “No organisation is
ever going to be perfect,” he says. “If
we expect any entity to live up to
every one of our exacting principles,
then we’ll be hamstrung in our activi-
ties.”

The idea, he explains, is to establish
with corporate partners the areas
targeted for change and then, as the
partnership evolves, to seek assur-
ances on a regular basis that progress
is being made in those areas. “What
NGOs are good at is being critical
friends,” he says.

For Environmental Defense Fund,
too, working with squeaky “green”
companies is not necessarily the pri-
ority, since its aim is to transform
corporate environmental performance.

With FedEx, for example, it formed
a partnership in 2000 to develop the
first fleet of commercially viable
hybrid trucks, while with Kohlberg
Kravis Roberts, it is working to
improve the environmental perform-
ance of the companies within the pri-
vate equity group’s US portfolio.

Taking no money from its partners,
the environmental group works to
develop new sustainable business
practices that can be replicated across
industries.

“So, what we’re looking for is where
we can be the most transformative,
and that often means not working
with companies that are squeaky
clean,” says Gwen Ruta, director of
Environmental Defense Fund’s corpo-
rate partnership programme.

“So, we’re working with Walmart
and DuPont. Not everyone thinks
they are the fair-haired boys of the
environment set, but these companies
have leverage, and we want to be able
to use that leverage.”

For the EDF, the courtship period
therefore means establishing whether
or not companies are genuinely ready
for change and willing to share what
they learn with other businesses in
their sectors.

This means engaging in conversa-
tion with individuals from the com-
pany early on. “You have to meet all
the people that are going to be part of
the process and understand whether
they’re bringing the right people in,”
says Ms Ruta. “Because if you’re talk-
ing about operational change and you
don’t have the operations guy in the
room, forget it.”

Asking the right questions is criti-
cal, says Ms Tennyson. “You have to
have a checklist of what you expect,”
she says. “And a lot of that is about
whether or not the company is pre-
pared to invest people time, rather
than just making a donation.”

A “partner assessment tool” created
by the Partnering Initiative has a list
of suggested questions for a prospec-
tive partner, including asking
whether it has a good record, useful
contacts that it is willing to share,

skills that complement those of the
NGO, financial stability and a stable
group of employees. The tool also sug-
gests finding out whether prospective
partners are experienced in develop-
ing projects, can successfully mobilise
and manage resources, and have
employees that are good communica-
tors and team players.

As well as asking the right ques-
tions, NGOs need to work with their
counterparts to ensure both parties
have the same goals and expectations.

This was the case for WWF in its
partnership with P&G, which has
evolved from an informal working
relationship on issues such as con-
sumer education, forest conservation
and use of renewable resources to a
formal three-year partnership.

As part of this process, individuals
from P&G and WWF meet every three
to four months to discuss progress on
various goals. “We have a formal
work plan for the things we’re work-
ing on with various deliverables,”
says Len Sauers, head of global sus-
tainability at P&G.

However, while many leading NGOs
are embarking on partnerships such
as the one between P&G and WWF,
Ms Tennyson at the Partnering Initia-
tive argues that this is not happening
frequently enough.

“A lot of NGOs still think compa-
nies are a necessary evil,” she says.
“They’re not doing enough partnering
or thinking through what the genuine
value [of corporate partnerships] is in
terms of innovation and challenging
and changing behaviour and ulti-
mately sustainability.”

NGOs tread gingerly when matchmaking
Corporate partnership
Probing questions help
determine whether a
prospective ally fits the
bill, says Sarah Murray

‘The acid test is that we
don’t partner with anyone
who substantially
undermines our cause’

Chris Ashworth,
Corporate partnerships manager,

Oxfam

Inspecting contaminated
water supplies, meeting
impoverished villagers and
sweating under mosquito
nets in Bangladesh is not
normally part of the job
description for the head of
European communications
at a multinational
company.

But Patty O’Hayer
(pictured below) wears
more than one hat at
Unilever, the Anglo-Dutch
consumer goods group. She
is also head of global
partnerships. As such, she
plays a pivotal role in
Project Laser Beam, a
$50m five-year partnership
between the private sector
and the UN, which has the
ambitious goal of ending
child malnutrition.

Over the past 18 months,
Ms O’Hayer has spent up
to two weeks every quarter
in Bangladesh,
investigating solutions to a
problem at the root of
underdevelopment.

“If children aren’t getting
sufficient nutrients in their
first two years, this is one
of the key factors
that determines
the GDP of a
country,” she
says.

“It stunts
the body,
saps strength
and lowers
resistance to
disease. This
prevents children
from reaching
their full potential.
All the education in
the world isn’t
going to

overcome that diminished
capacity.”

Project Laser Beam,
which launched another
pilot in Indonesia this
month, breaks new ground.

First, it brings together a
large number of partners
from the public, private
and voluntary sectors.
DSM, the Dutch life
sciences group, Kraft Foods
and Unilever were
founding corporate
partners, working with the
UN, the Global Alliance for
Improved Nutrition, a
Geneva-based foundation,
governments and local
development agencies.
Other businesses, including
Indonesian food companies,
have joined.

Secondly, instead of just
throwing money at feeding
children, the project aims
to find lasting solutions by
tackling the causes of
malnutrition – lack of
nutrients, contaminated
water, chronic illness, poor
hygiene, lack of income –
in target areas and then
replicating these solutions
elsewhere.

Thirdly, it combines
corporate funding with
business skills and long-
term business goals. This
shifts the emphasis from
philanthropy to social
investment, says Ms
O’Hayer.

“I’m investing in
communities in which we
live and operate, in the
hope that we can bring
them to some level where
they may become our

consumers. Our aim
is not to make

money, but I’m
not allergic to
the idea that
we could
make
money.”

Each
partner
chooses

what gap it
is best

equipped to fill,
in conjunction

with the
others.

Jane Nelson is director
of the corporate social
responsibility initiative at
Harvard Kennedy School,
which teaches public policy
and public administration.
She says the scheme is a
hybrid partnership model
aimed at finding long-term
solutions that use market
mechanisms rather than
relying only on donor
funding.

“It will hopefully also
achieve solutions that are
more systemic, because
they are looking at
different parts of the same
problem in a co-ordinated
way,” she says. “That co-
ordination requires non-
traditional leadership
skills.”

The World Food
Programme (WFP), which
leads the UN’s
involvement, sees it as a

new way for agencies to
work with business. Nancy
Roman, its director of
public policy,
communications and
private partnerships, says:
“If we’re going to tackle
big social problems, this is
the kind of model needed.
The whole idea is that no
one corners the market. We
need everyone.”

Project Laser Beam is
aimed at the world’s
poorest people – those “at
the bottom of the
pyramid”, in the words of
CK Prahalad, the
management thinker who
urged businesses to
address them as customers.

The target population in
the pilot districts in
Bangladesh and Indonesia
is ultra-poor, typically
living on less than $1 a
day. But interventions,

such as creating secure
incomes for women so they
can provide for their
families, can have a big
impact, says Ms O’Hayer.

Unilever, for example,
has agreed to fund 3,000
women for three years in a
programme run by Brac, a
huge Bangladesh-based
development organisation.

This provides stipends
for women to learn skills
such as animal husbandry,
supplying them with
chickens and a goat, and
advising them on when to
sell for profit.

“In two years, the
women go from less than
$1 a day to more than $2 a
day, when they can access
microfinancing,” she says.

As well as jobs, Ms
O’Hayer is focusing on
feeding programmes with
the WFP, clean water with

WaterAid Bangladesh,
mobile clinics and hand-
washing campaigns. She is
also working to persuade
other companies to provide
expertise, such as building
dykes to protect low-lying
areas from flooding.

Wearing her third hat as
Unilever’s head of global
employee engagement, she
explains how she took
pictures of 250 female
villagers to show to the
company’s business in
Spain, which had agreed to
help.

Unbidden by her,
employees wrote their
names as individual
sponsors alongside half the
photos, and a Spanish
retail customer of the
consumer goods company
offered to sponsor the rest.

In key markets, the
company runs supermarket

promotions, for example
providing a free school
meal for a child in
Bangladesh or Indonesia if
a customer buys two
Unilever products.

A promotion in Germany
brought 500 employees into
supermarkets to talk to
customers about the
project, increased sales and
raised enough to pay for
500,000 meals.

“It’s good for my
business, because my
customers like to be
engaged in some of these
programmes,” says Ms
O’Hayer. “And when my
business makes a return,
that makes the project
more sustainable.”

It is personally fulfilling
too. “It grounds you,” she
says. “It’s probably the
greatest thing I’ve worked
on in my career.”

Scheme puts
the focus on
malnutrition
in children
Profile
Project
Laser Beam
Unilever teams up
with other groups
to help the world’s
poorest, writes
Alison Maitland

Dirty water – but often no other options are available in many parts of Satkhira, a district in southwest Bangladesh Katja Freiwald

The target
population in the
pilot districts is
ultrapoor,
typically living on
less than $1 a day


