A fine line between corporate governance and corporate social responsibility

Companies worldwide are increasingly worried about the impact of their business activities on society. In an interview, Erik Belfrage, Senior Vice President, SEB Bank (Sweden) explains how good corporate governance programmes can benefit all. 
Companies worldwide are increasingly worried about the impact of their business activities on society. Many have created so-called corporate social responsibility (CSR) programmes that aim to balance their operations with the concerns of external stakeholders such as customers, unions, local communities, NGOs and governments. Social and environmental consequences are weighed against economic gains.

But whilst many agree that CSR is the right thing for companies to do, proponents often grow uncomfortable when explaining the business case for ‘doing good.’ The costs associated with these programmes are clear but the correlation with better financial performance is hard to prove. In any case, they argue, the objectives of CSR go beyond short-term economic gains.

Erik Belfrage* of Sweden’s SEB Bank believes that this debate misses a fundamental point: ‘doing good’ is not separate from ‘being good’.

“Corporate governance and corporate social responsibility are both extremely important to a company. But it is not a natural thing to separate them. If you have a well formed corporate governance programme in place, that would probably take care of most CSR issues,” he explains.

Enhanced brand value is the pay-off for getting this right, Mr Belfrage says. “Good corporate governance is basically about making better decisions for the long term health of the company. I think it is risk management, where the risk is the value of your brand.” The company is also likely to benefit from fewer disruptions to its business from strikes, boycotts and regulation, he adds.

But he concedes that this involves a long-term payback: “You must look at it over five years, at least.”

Erasing the distinction between corporate governance and corporate social responsibility also reveals the true difficulty of developing a well-rooted programme. Charitable giving or a well-managed publicity campaign might seem a quick fix but they will not yield long-term rewards.

This requires some soul searching. “A company must do a lot of homework when deciding its values. We did that at SEB and it took us nearly three years. But now everyone in the bank can say ‘Yes, I share those values.’ We are living them.”

Mr Belfrage stresses that this process begins with an active internal conversation: “This requires involving everyone. There must be a lot of back and forth between the board, executives and staff. Where it is a pet project of one executive, it doesn't work. Similarly, when there is no real response from employees, it’s not anchored.”

This in turn helps the company communicate with its external stakeholders. “If openness becomes a natural part of business life, then communicating becomes more natural,” he says. 

Once a company is confident in its dialogue with the public, it will also find that building its brand value is easier and faster. Mr Belfrage explains: “You only have a split second to get the attention of a large group of people. It is a matter of efficiency.”

But how should a company report on its commitment to governance and CSR? Some countries are considering compulsory ‘triple bottom line’ reporting that adds environmental and social impact to required financial reporting.

“There should be reporting, but I don't know if it should be a separate report or integrated into existing communications,” Mr Belfrage says. Something he would like to see added to annual reports are the oral statements made by the company’s chairman and management at the company’s annual general meeting. “It is the only time that shareholders and stakeholders get together. It’s an important occasion to communicate governance and brand value,” he says.

The media and organisations such as the International Chamber of Commerce also play an important role in communicating good and bad examples of governance, he adds.

Nonetheless, there should be limits to transparency, he warns. “Sometimes companies going too far in giving information away to competitors. There is pressure from both regulators and markets as well from within the companies themselves, but the reaction is often excessive.”

* Eric Belfrage is Senior Vice President and Advisor to the Chairman of Skandinaviska Enskilda Banken (SEB) in Sweden. He also serves as Chair of the ICC Commission on Business in Society and is an executive board member of the Business and Industry Advisory Committee to the OECD.
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