CSR Today

Rhetoric:  73% of executives say corporate
citizenship needs to be a priority for
companies

Reality: 60% report corporate citizenship is part
of their business strategy

Reality:  39% report corporate citizenship is part
of their business planning process

Reality:  28% of companies have written corporate
citizenship policies or statements

Whao Are the Respondents?

Atotal of 751 executives participated in this national
survey:

« 53%were CEOs/Presidents
« 34% were Vice Presidents
« 1o were Directors

« 3% were Senior Executives

To qualify for the survey, respondents had to meet the

following criteria:

+ Be at¥P level and up for smallfmedium firms or
Director level and up for large firms

« Be famniliar with their company's corporate citizen-
ship actvities
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CSR Challenge Today: Doing Well by Doing Good

Doing Well

Doing Good
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Our Commitment

DOING WELL BY DOING GOOD

STAKEHOLDER REACTIONS TO
CORPORATE SOCIAL RESPONSIBILITY

Sankar Sen
Baruch College/CUNY

Louvain School of Management
April 16, 2009
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OVERVIEW
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CSR Thinking Has Evolved in Three Ways
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Stakeholders: Many and of Varying Importance

Percent of participants that
believe these stakeholder groups
have the greatest impact on the
way companies manage societal
expectations...

...and the stakeholder groups
that will have the greatest
impact on the way companies
manage societal expectations
in the next 5 years

Employees

Consumers

Governments

Lacal communities

Regulators

Media and opinion leaders

MNon-governmental organizations (NGOs)

Boards

Investment community

Organized labor

Suppliers
Other

Mone of these

Source: Feb 2007 Mokinssy survey of 281 UN Global Compact participant CEOs
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Polls: CSR Matters to Stakeholders

Purchase

are likely to switch from ane
product to another (price and
quality being equal) if the other

87%

roduct is associated with a

ause, an increase from

5% since 1993

of men say they consider a
company's commitrment to social

5%

=5 when deciding what to

AN T

buy or where to shop in 2007,

compared to 58% in 2004

of wornen agreed with this

8459 | statement in 2007, compared

to 68% in 2004

Cone 2007

Employment

Americans continue to consider a
company's commitment to social issues
when making the following decisons:

Where to work
LONGITUDINAL INCREASE 60%

- 81% o
] I I I
2001 2002 2004 2007

Cone 2007

Which stocks or mutual funds to inves

Investment

Americans continue to consider a
company's commitment to social issues
when making the following decisons:

,_,.
=

LONGITUDINAL INCREASE 65%

7%
6% G56%
Im‘k I I I

2001 2002 2004 2007

Cone 2007
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CSR Key Determinant of Reputation

" 60-70% of corporate value

. . . . have a more positive iImage of a
tied to intangibles like 02% | company that supports a cause
reputation they care about

Cone 2007

= Reptrak 07: CSR second

biggest determinant of oy @
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= (SR tied to positive company
evaluations

TRUST

= Serves as “insurance” in crises
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Link to Corporate Financial Performance?

= Researchers have tried to understand the CSR-CFP link for
35 years

= Accounting based: Return on Assets, Return on Equity
= Ffinancial value: stock returns, market/book value ratio

= Meta-analysis of 167 studies shows that the link is positive
but

= rather weak
= Mean correlation =.13; Median correlation = .08
= of unclear causality

= CFP - CSR stronger than CSR - CFP
Margolis, Elfenbein & Walsh 2008
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A Common Sentiment in Our Research

“It’s great to be socially conscious, but | have a life too,
and | have a house, and | have to paint it, and | have to
keep my bathroom clean...so | don’t really care if Q-Tips
gave a million dollars to Alzheimer’s... | 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...”

Linda A., 29, Boston

Focus Group Participant
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Two Routes to CSR Value
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Perception = Reality

Most Green Brands*

BReason**

Least Green Brands*

Reason**

10.
11.

12,
13.

14,
15.

Toyota
Honda

Yheole Food
General Electric

Trader Joes

Beyond Petroleum

Ben & Jerry
Body Shop
Enexgy Star

Timbherland
Tth Generation

Hewlett Packard

Apple
GooglLe
IKEA

Hybrid cars

Fuel efficient
cars

Organic foods
Zlternative/
renewable energy
Organic foods

Green
advertising
Environmentally
conscious stance
No animal
testing
Energy
efficiency
Recycling
Environmentally
friendly products
Fecycling of
Their products
Miscellaneous
Miscellaneous
Miscellaneous

*g3 perceived by Gen ¥
**most frequently cited reason

10.
11,

1Z.
13.

14,
15.

Exxon Mobhil

Hummex

Foxd
General
Motoxrs
British
Airways
Mchonalds

Wal-Mart
Shell

Hike

Apple

GFeneral
Electrirc
Hintendo

Range Rovexr
Chevrolet

BP

FPollution and
profits
Zas guzzler

23UV and trucks
2UVs and trucks/
low gas mileage
Lack of concern
for environment
Waste

Low prices,
high pollution
Follution

Exploitative
labor practices
General
Pollution

Scored lowest by
GZresnpeace

Fas guzzler

2UVs and trucks
Follution

Bentley Green study 2008
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Understanding Stakeholder Reactions to CSR

CSR INPUTS PROCESS CSR VALUE

e o e - o - )
e e e - =

CONTINGENCIES
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Research Insights Into Stakeholder Reactions

Exploratory

Descriptive

Causal

Depth Interviews
Focus Groups

Surveys

Experiments
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CSR Can Produce Deep, Lasting Relationships

“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”

“If | saw something | didn’t like | would still give them [Good Earth
Company] another chance”

“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, | am very loyal to them. If their
prices went up relative to similar product, | would still buy it, even if | had
to cut down on the total amount”

We have been going through some challenging times at GAP. When you
ask employees why you are staying, one of the reasons...is the values of
this company. And some of those...come from the [CSR] work we do”
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Based on Sense of Unity with Company
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But Hinges on Three Essential Levers

= Awareness

= Understanding

= Usefulness
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Awareness: Often Low

m Wo‘ 16.6%
= wieb 13.9% among non-participants
= w828 20% among category users
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Understanding: Attributions Are Critical

, 5
O Low Intrinsic Attributions T+ H o E
B High Intrinsic Attributions OHIO

UNIVERSITY

Level of Agreement

Beliefs Attitudes Unity

Very Socially
Responsible

5

14

Not At All Accident CSR Sports CSR
Socially
Responsible
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Understanding: Effectiveness Mattering More

Intent to Reciprocate

. Global 100 =
i fif ING
Healfh Sm ﬂes How did we do last year?

Year-end  Year-end

Patr Live, Learn and Thrive initiative.

The 2009 List by Sector/Industry 2007 2006
5 The Gletal 108 hat Far 2009 (ajphabeteal | I dgvting | by ¥ s' ! I I assets under
(in EUR million) 2,792 2,206
e ity Economic value generated (in EUR million)
Total assets 1,312,510 1,226,307
Capital and reserves 37208 38,266
Total income 76,587 73,621
4 | Profit before tax 11,043 9,940
= Net profit 9,241 7,692
Personnel expenses: salaries 5,696 5,492
Personnel expenses: other 2,565 2,426
Equator Principles
Number of projects reviewed 85 46
Green energy
3 N KWH (in thousands) of electricity purchased by
T ING that is derived from renewable resources 259,780 102,000
m WarawricaT Employee engagement index® 77% n/a
buskingonVebaa | piversity
- % of wornen in the international
2 | rmanagement council 10.2% 73%
Customer satisfaction index® 71.2% nfa’
— ING Chances for Children
Number of children provided with access
— to education 124634 52,000
" The Audit Firm Emst & Young has audited the 2007 KPIs and has reviewed the
2006 KPIs,
1 - @ ING engagement index is the percentage of ING employees that have indicated

that they are proud to work for ING. The research is done by Kenexa (April 2007),
A Satisfaction scores are based on the American Customer Satisfaction Index (ACSI)
e Livs D methodology, adapted for the finandial services market and based on a

Low High

e Payr e combination of questions related to overall satisfaction, customer delight and
o L] ideal provider. This score is not weighted by market.

* nfa =not available

Perceived Effectiveness of Initiative
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Understanding: Expectations Growing & Diverse

Societal Expectations on CSR vs Industry = “What does it mean for an
CSR Performance Ratings insurance company to be socially

Average of 21 Countries,* General Public (7=21,713),
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Usefulness: Key Determinant of CSR Value

= CSR must benefit stakeholders

= Range of benefits; vary within and across stakeholder groups
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Understand Stakeholder Reactions to CSR

CSR INPUTS

PROCESS

CSR VALUE

Domain :
: »  Usefulness I : Transactional
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. \ 4 \ 4 E
: a :
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1 1
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And Optimize Through CSR Strategy
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IN DEPTH
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Understanding CSR Value

Exhibit 2
Where value comes from

% of respondents Ways in which environmental, social, and/or governance programs improve
companies’ financial performance!
B CFOs, n=45 —
Gt Opening new growf %
B Investment professionals, and/or brand equity opportunities 24
n=91
M Corporate social Attracting, motivating, | -
I . g mproving risk
I’EEDDHSIbIHW professionals, and retaining talented management
n=233 employees

Meeting society’s
expectations for good
corporate behavior

#" Strengthening
%,, competitive position

-
Yo
a
"y
------
----------

Improving access
to capital

Improving operational
efficiency and/or
decreasing costs

TExcludes any changes stemming from current economic crisis.

McKinsey Global Survey 2009: Valuing Corporate Social Responsibility
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Competing Through CSR

with
Shuili Du (Simmons College)
C.B. Bhattacharya (Boston University)
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Research Questions

= Can CSR create value for a challenger brand?

= (SR as competitive strategy

= What s the process through such value is created?

= Awareness; Usefulness; Understanding; Unity
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CSR Can Build Affective Trust

" Trust key to achieving and sustaining competitive
advantage

» Hunt & Morgan 1995; Vargo & Lusch 2004

= Two dimensions of trust in consumer-company
relationships

= Doney & Cannon 1997; Johnson & Grayson 2005, Rempel et al. 1985;
Sirdeshmukh et al. 2002

= Cognitive

= Knowledge based; pertains to marketer’s competence and reliability

= Affective

= Emotions based; pertains to marketer’s care and concern
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Consumers Will React Differently

= Consumer reactions will vary with

= Proximity to program
= Usefulness

= Trustin the Leader
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Qualitative Study

= Focus groups with
= Program Participants

= Self-identified Hispanic race

= 18-45 years old

= Children completed or close to completing program

= Primary caretaker/decision-maker for out-of-school activities

= Non-participants

= Matched on demographics
= Same zip codes as participant group
= Not participating in program

= Three locations
= New York, Houston, Fort Lauderdale

= Conducted in Spanish
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Participants Make More Favorable Attributions

= Participants more likely to

m ascribe both intrinsic and extrinsic motives

= “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.”

» Endorse extrinsic motives

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

= Tied to perceived efficacy of program
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Participants Display More Affective Trust

= “They worry about us. Economically it is expensive but they give it for free. You
invest in a company but the company is also serving you.”

= “They are working on not the immediate but long term results...They give us the
trust to continue using their products.”

= |f the Challenger were a person...

= Non-participants: “feminine, gentle, more likeable, but not as
famous as the Leader brand”

= Participants: “friendly, caring, trustworthy, angel-like, and Latino
(one of us)”

= Who would you leave your children with?
= Who would you rather have as your friend?

= Non-participants: Leader
= Participants: Challenger
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Participants more likely to support Challenger
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Conceptual Framework

CSR INPUTS

PROCESS

CSR VALUE

Domain : Purchase
Understanding Unity

Investment A 2 | Attributions i Trust ]
I Advocacy
|

Level I :
I ................................................................
|
|
|
|
I

Proximity to CSR  Trust in Leader Brand
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Quantitative Study

" Field experiment

= Post-test only, with a non-equivalent control group
= Participants (n=48)
= Non-participants (n=277)
= Aware of program
= Unaware of program

= Respondents

= Drawn from 6 Hispanic markets where the program was active

= Telephone survey

= Administered by a marketing research firm

© Copyright Sankar Sen 2009. Please do not quote or circulate without permission.



Measures

= Attributions
= The maker of [Challenger/Leader] sponsors this program because it
genuinely cares about the well-being of children

» The maker of [Challenger/Leader] sponsors this program because it wants
to sell more products to my community

= Trust
= The makers of [Challenger/Leader] have my best interests at heart
» The makers of [Challenger/Leader] genuinely care about my family’s well-
being
= Purchase

= How often do you buy [Challenger/Leader] when you shop for toothpaste
for yourself?

= Advocacy

= |nthe next 6 months, how likely are you to recommend
[Challenger/Leader] to someone you know?

= |f you heard or read a negative story about [Challenger/Leader] how would
it affect your likelihood of buying it?
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Attributions: Intrinsic

O Trust(Leader) = Low
B Trust(Leader) =High

Intrinsic Attributions
w

Participants Aware Unaware
Non-Participants Non-Participants
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Trust in Challenger

W Trust(Leader) = High
O Trust(Leader) =Low

Trust in Challenger
w ESN

N
|

Participants Aware Unaware
Non-Participants  Non-Participants
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Purchase

5
O Trust(Leader) = Low
B Trust(Leader) =High
4 _|
)
2]
2
S 3
>
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2 _|
1

Participants Aware Unaware
Non-Participants Non-Participants
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Advocacy: Willingness to Recommend

O Trust(Leader) = Low
B Trust(Leader) =High

Recommend
w
|

Participants Aware Unaware
Non-Participants Non-Participants
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Advocacy: Willingness to Forgive

5
O Trust(Leader) = Low
B Trust(Leader) =High
4
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Participants Aware Unaware
Non-Participants Non-Participants
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Key Lessons

Stakeholder reactions to CSR can produce long-term value

= Source of durable competitive advantage

= But only under certain conditions

= Stakeholder; Company; Competition; Industry

= Need to understand process underlying stakeholder
reactions

= Awareness; Understanding; Usefulness; Unity

= Use insights to guide CSR strategy and management

= Optimize stakeholder reactions
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