Dr. Aiste Dirzyte, Benefits of Corporate Social Respansibility:
Dr. Aleksandras Patapas, Lithuanian case
Dr. Zina Ginsitiene

YaK 330.341.2 Dr. Aisté Dirzyte,
Assaoc. Prof. at Mykolas Romeris university;
Dr. Aleksandras Patapas,
Assoc. Prof. at Mykolas Romeris university;
Dr. Zina Gineitieneé,
Assoc. Prof. at Mykolas Romeris university

BENEFITS OF CORPORATE SOCIAL RESPONSIBILITY:
LITHUANIAN CASE

Abstract

Nowadays managers are not judged only by their financial performance anymore but also by their
positlve actions towards thelr stakeholders and the natural environment, which may be called corporate
social responsibilityy, CSR. Many of the issues of CSR have not been thoroughly explored yet, but
the most common dilemmas are the returns of investment (ROI). The case of Lithuania is worth of
deeper analysis, as situation has significantly changed since Lithuania has become a part of European
community.

This paper analyzes returns of investment of CSR programmes. The research confirmed that companies
integrating corporate social responsibility in their activities have greater retums of investment. CSR
implementation strengthens organization’s reputation, loyalty of employees and customers. Application
of social responsibility provides benefits not only for business, but for the community as well, which
becomes more cohesive and healthier.

Key words: corporate social responsibility, lithuanian case, returns of investment.

AHnaTna

Kasipri Keane MeHenxkepnepli onapAblH, KapkbiNblK KblaMeTi GOMbiHWA faHa eMec, COHbIMEH
KatTap Myadeni TapanTapFa XsHe KOpLllaraH oOpTara karteiHackl GOMbIHWA oOnapabiH OH iC-KMMblngapsl
BoAsiHwa Garananael, OfMap KOPNOPATUBTIK SMeyMeTTik Kayankepuwinik — KSXX pen aranagel. KOX
Macenenepiniy Bipasbl ani aepTTenMereH, onapauiH iWiHAEe eH 63eKTici — WHBECTUUUSIHBI KahnTapy 6onbin
Tabbinagbl. JIuTBagarbl XKargan TepeH 3eprTeyai Tanan evepi, cefeli xargan esrepin, JiuTea eyponanbiK
KoFampacTelKTeln Gip Genirine anHanael.

Makanana K9X GargapnaMmanapeiHa canbiHaThiH UHBECTULMAHLIH TaObICTbINGIFLI TanjaHanbl. 3epTrey
pactaraHoan, ©3 KblAMeTIHe KOPMOpPaTUBTIK SNeyMeTTIK XayankepLuinikTi KipikTipeTiH koMnaHusnap
WHBECTULMAAAH YIIKeH KauTapeiM anybl TUIC. KBXK npuHUMNTepiH icke acblpy yhWbIMHEIH GegeniHkywenTea.
OneyMeTTIK >ayankepLuinik XyheciH konaaHy OuaHec ywiH faHa eMec, COHbIMEH KaTap YAbIMLIbIN XaHe
canayartTbl KOFAMAACTLIK YLUIH A€ apThIKWbINbIKTAPAEl KAMTAMAChI3 eTefi.

Tipexk ce30ep: koprnopamusmik osreyMemimiKk xayankepwinik, Jflumea xardaier, uHSECMULUS
mabeiCMbInbifbl.

AHHOTaLUA

B HacTOsILLee BpeMs MeHeIXEPOB OLEHWBAKDT He TOMBKO NO UX (PMHEHCOBOW AEATeNbHOCTU, HO TaKKe
U NO UX NOMOXUTESNbHBLIM ASACTBUAM NO OTHOLWEHWKD K 3aWHTEPeCOBAHHBIM CTOPOHAM W OKPYXKAKoWen
NPUPOAHOA cpede, KOTopble MOryT ObiTb Ha3BaHbl KOPNOPATUBHOW COLMANLHOW OTBETCTBEHHOCTLIO —
KCO. MHorne ua eonpocoe KCO ewe TwarensHO He U3yyeHbl, Haubonee akTyanbHbIM U3 HUX SBNSIETCA
gonpoc soaspaweHns nHBecTuumid (ROI). Monoxenune B8 Jlutee Tpebyer Gonee rnybokoro aHanusa, Tak
Kak cuUTyauua 3fecb 3HaYUTENLHO W3MeHwnach — JIuTBa cTana YacTelo epponeickoro coobulecTea.

B cratbe aHanuanpyeTca OOXOAHOCTb WHBecTUUMi B nporpaMmmbl KCO. UccnegoeaHue nogTteepavna,
4YTO KOMMAHWUK, WHTErpUPYIOLWWE KOPMNOPaTUBHYID COUMAnNbHYKO OTBETCTBEHHOCTh B CBOK OEATENbHOCTb,
ACMKHbI UMETE GOonbLUyd OTAavY OT WHBECTMUMW. Peanuzauus npuHuuMnoe KCO ycunupaer penyTauwto
OpraHn3aLuK, NOANbHOCTL COTPYAHWKOB U KIIMEHTOB. [IPUMEHEHNE CUCTEMbI COLMANbHOU OTBETCTBEHHOCTU
ofecnevrMeaeT NPeUMYLLECTBA He TOMBLKO AN Bu3Heca, Ho U AnA coobLUecTRa, KOTOPOS TAaKKe CTaHOBUTCA
Gonee crnoYeHHeIM U 3A0POBRLIM,

Knoveabte €108a: KOPOPamMuUeHas CoyuansHan omeememeeHHOCMb, SMo8cKull cryyail, doxodHoCME
uHBsCMuULULL.

Purpose

As changing global business environment stipulates a need to look for new measures to ensure
competitiveness, it is expected that focus on effectiveness of implementation of social programmes
could help answering the main query of organizational effectiveness — what are the key factors of
organizational effectiveness even if the key object of the comparative analysis (profit) is replaced by
the social aspects of organization’s activity.
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Design/methodology/approach
The study was conducted using qualitative methodology assessing CSR strategies and
implementation in selected Lithuanian companies.

Findings and Originality

The research confirmed that companies integrating corporate social responsibility in their activities
have greater returns of investment. CSR implementation strengthens organization’s reputation,
loyalty of employees and customers. Application of social responsibility provides benefits not only
for business, but for the community as well, which becomes more cohesive and healthier.

Keywords: corporate social responsibility, organizations.
Research type: research paper.

JEL classification: M14 - Corporate Culture; Social Responsibility.
Introduction

The concept of corporate social responsibility

There are different definitions of corporate social responsibility (hereinafter - CSR) in the
scientific literature, and there is no single definition of the term so far. Various literature sources
offer different CSR concepts: corporate social responsibility, sustainable development, responsible
entrepreneurship, corporate social responsibility, corporate social responsibility and so on. Although
these terms are identical, this article will use the term corporate social responsibility. There are
different interpretations of the CSR term, since it is a broad term encompassing the systematic
significance of environmental, social, ethical, and financial integration.

World Commission on Environment and Development and the long-term its leader Gro Harlem
Brundlandt notes that sustainable development matches the current needs of population and
the needs of future generations, i.e. there is no contradiction between the demands of different
generations. John Elkington indicates that sustainable development is associated with the intent
to harmonize environmental and social issues with economic and financial issues, and to promote
measuring of performance-related side effects.

Baker indicates that two aspects of the activities are important in the CSR: 1. the organization's
management quality, that is to say take into account the needs of workers and their working
conditions (internal environment), and 2. the impact on the environment, society and other external
organizations (external environment) (see Figure 1).

the Business in Sogja »

- ity of
M.ﬁhug)u!!‘mﬁl

Impact on
Soclaty ’

""""

1 Source: Mallen Baker// ;
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Many authors note that socially responsible organization takes care of their employees first
and decides on investment in intellectual capital, health, safety, and other tasks. It matches up
its operations with the principles of sustainable development. In this way, development activities
of the organization can ensure its long-term competitive advantage for growth. At the same
time the organization is dependent on the local community; social activities can be promoted
by outside operating groups: competitors, customers, suppliers, subcontractors. This corporate
social responsibility covers the entire supply chain.

Discussions on the CSR topic are not new. CSR beginnings can already be seen in the
19th century, and then it spread rapidly. In the sixties and early seventies the role of business
in society and the responsibility to the public have been widely discussed. Such scholars like
Carroll A.B., Davis K. (2001) were trying to find out what really CSR means, what is the
content of the phenomenon, what could be a formal definition of CSR.

If in the past scientists have tried to figure out the meaning of the theoretical concept of
CSR, currently they are trying to find the practical feasibility of this concept and to determine
what benefits the organization receives while implementing the principles of social responsibility
in their organizations. However, it is obvious that the CSR is no longer the only form of
responsibility which companies should accept because of the high external pressures. It has
become increasingly managerial concept.

L.N. Rue, L. Byaers et al. (2003) highlights managers' changes in attitude to social
responsibility. This is important because the socially responsible behavior depends mainly on the
moral of managers of organization. One of the most important management requirements is a
social responsibility. Management systems integration in enterprise activities may further improve
business processes. If an organization has implemented an integrated management system
(including quality management, environmental management, social responsibility management,
employee health and safety and other management systems) that meet intemational standards,
it will facilitate the integration of social ownership and management system.

Hart (1995) notes that companies that pay particular attention to nature preservation, and
enhance their competitive advantage. Environmental pollution prevention is intended to reduce
environmental toxic waste, and to use efficiently natural resources. This includes products used
for recycling, “smart” resource acquisition, the optimal production process. This strategy not
only reduces the negative impact on the environment, but also reduces costs. In developing
the idea of Hart, Russo and P. Fount (1997) conducted empirical research and found that there
is a direct correlation between organization’s funds allocated to nature conservation and the
positive financial results. This dependence was subsequently confirmed by other researchers
(for example, Orlitzky, Shmitd, Rynes, 2003), who analyzed the financial indicators and the
costs not only for conservation, but also for other social responsibility programs.

Environmental pollution has a significant negative effect on everyone: an increase in health
problems in society, undermining the surrounding environment. Therefore, it is important that
business companies would perceive responsibility for pollution. Companies should take the
responsibility to restore the environmental damage caused by introducing natural resource-
saving technologies, and to promote human health friendly materials (biological substances
instead of hazardous chemicals) and manufacturing processes.

Organization's image could be improved by effective use of enterprise resources, protection
of the environment, caring for brown field revitalization. Consumers choose production of
socially responsible companies producing ‘green’ products that are suitable for processing,
saving energy and other resources. Reducing consumption of resources or the optimal use
of the production process significantly reduces the organization's cost of production. In caring
for the environment, it is necessary to pay attention to the entire production process, from
acquisition of raw materials to recycling of used production.

Corporate social responsibility is not the shortest path to business success; however, it is
an investment that pays off in the long run. It provides advantages, such as in terms of staff
retention and recruitment, staff development and motivation, customer loyalty and reduced
energy costs. In the knowledge economy, it could become a growing source of innovation, and
it may facilitate access to information and sharing. The management in more strategic and
deliberate way can make better use of these advantages. CSR is associated with the ongoing
development and could be described as a modern business improvement model.
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Therefore, nowadays managers are not judged only by their financial performance anymore
but also by their positive actions towards their stakeholders and the natural environment. Kotler
and Lee (2005) have categorized the following initiatives as issues falling within CSR activities:
issues that contribute to community health, encourage safety, enhance education, improve
employability, enhance the quality of life in the natural environment, enhance community
and economic developments, and facilitate the provision of basic human needs and desires.
Therefore, CSR can be analyzed from various perspectives. Many of the listed above have not
been thoroughly explored yet, but the most common dilemmas are the returns of investment
(ROl). The case of Lithuania is worth of deeper analysis, as situation has significantly
changed since Lithuania has become a part of European community. As Vasiljeviene indicated
in scientific study CSR across Europe (Habisch, 2005, p. 184), Lithuanians’' expectations of
business enterprises were often reduced to the creation of new warkplaces: in tum, companies
regarded all social problems (unemployment, social security, healthcare etc.) as entirely
a concern and responsibility only of the Ministry of Social Security and Labor, and their
understanding of responsibility was bound to the creation of jobs for the community and tax
payment to the state, while CSR issues were not officially put on the public agenda in all their
completeness. A survey of the ethical standards of employees and firms that was conducted
by Vilnius University in 2001 reflected that out of 940 respondents a majority gave priority to
profit over social responsibility in business; only 17 % of the survey respondents thought that
ethical behavior is reasonable in business, the others tend to believe that when faced with the
dilemma “profit/benefit or morals” a Lithuanian business person always chooses profit/benefit.
The study which was conducted almost ten years ago suggested that Lithuanians seldom
relate economic success with the implementation of social responsibility/ethics standards in the
organization because they are concemed about survival in the market, and such an approach
still sustained the orientation of Lithuanian business towards a quarterly balance but not
sustainable development. (Vasiljeviene, 2005, p. 188). Therefore, it is very important to update
the information about the approach to CSR in Lithuania, focusing on ROl and organizational
effectiveness. Based on the analysis of scientific literature on ROI in different countries, we
hypothesized that there will be evidence supporting worth of implementation of the CSR
principles. Moreover, the study analyses the effectiveness of value based management as it
was indicated by various scholars (Martin, 2009).

Methodology

The study was conducted in 2013. Qualitative methodology assessing CSR strategies and
implementation in selected Lithuanian companies (n=10) was applied to get valid results. Statistical
analysis was used to count the ROI.

Results

This study uses data of the survey conducted by Ernst&Young Baltic. Three important organizational
segments (customers, employees, organizational processes) were evaluated. It included customer
satisfaction, sustainability of the activities, business processes optimization, employees motivation
and excellence, new technologies and innovations.

In Picture 1, there could be observed different areas of CSR and ROI that were identified in this
study.

Picture 1. Returns of Investment in Different CSR areas

Returns of
CSR areas Investment in
‘ Private Sector
| Customer satisfaction | 135%
Customers
Client accountability/sustainability of the activities 126%
Employee Motivation 12%
Employees

Competencies or Excellence Growth / Development  221%
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Returns of
CSR areas Investment in
Private Sector
Organizational ~ Business processes optimization 418%
processes New technologies / innovations 125%
Mean: 173%

Source: Survey , Ernst&Young Baltic ,implementation of CSR: Long term impact on business®, 2013,

The analysis of the results presented above highlights the CSR return of investment differences
in various organizational segments. The highest ROl could be observed in area of business
processes optimization (418%), employees excellence (221%), customer satisfaction (135%),
client accountability (126%), innovations (125%). Therefore, the investment in corporate social
responsibility pays off in business, and, in some cases, more than three times. The mean of returns
of investment of CSR reach up to 173%.

Concluslons

The study confirms the effectiveness of corporate social responsibility and value based
management which was pointed out by many recognized scholars (Martin, 2009; Porter, 2012).

The survey clearly showed that value based management which implements the principles of
CSR have more that 1,5 times higher returns of investment.

A general conclusion could be made, that the investment in corporate social responsibility pays
off in business, and in some cases, more than three times.

In addition, the survey demonstrated return of investment differences in various organizational
segments. This result needs further exploration of possible reasons.
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