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I suppose, if I have any qualification to discuss this subject, it is from the perspective of having been both a poacher and a gamekeeper.  Most people start their lives as poachers, being aggressively critical of big companies, and then get somehow co-opted into the system.  I have gone the other way round.  I once fraternised with the fat cats and I now make my living being very rude about all the people that I used to work, banks and other corporate entities.

It might be useful to explain initially what I would describe as the theory of corporate social responsibility, how we have got where we are and why it is that this concept exists, and then to express some of my own scepticism about it.  I will then seek to draw, in conclusion, some thoughts about what this means in terms of policy and regulation because, in a sense, the whole debate is about how we approach the issue of regulation of companies.

I think there are two basic strands to the theory of corporate social responsibility (CSR). When people talk about social responsibility they are making two underlying assumptions.  One is an assumption about the way that markets work. There is a view that we now have increasingly sophisticated, globalised markets in which there are increasingly sophisticated customers, shareholders, potential employees, who will have perhaps increasingly critical values.  It is therefore the job of companies operating in these markets to try to attune themselves to these values which, very often, are very critical of the way that companies have traditionally operated.  The fear that a lot of companies have operating in this market environment is that if they get these things wrong it will damage their reputation.  Their reputation has a quantifiable value, which is the value of their brand.  So, if they get these things wrong, they suffer potential commercial damage.  They therefore need to be much more sensitive to these underlying social values than perhaps they used to be.
The second underlying assumption is that the nature of politics has changed as well.  We have had the end of the Cold War.  We now have an environment in which capitalism is the only game in town.  From that the jump is often made to believe that business then has some major responsibility for many of the problems of the world – AIDS in Africa, or the global environment, or our lifestyles in general – and that we can achieve a consensual process by which business works with politicians and NGOs to deliver these wider social goods.
What lies behind the corporate responsibility movement, if one can call it that, is a mixture of a view about the way markets now work and the view about the way politics now works.

I would like to believe a lot of all this, but I am rather sceptical, and I am sceptical for several reasons.  First of all, I am yet to be persuaded that companies who embrace the corporate responsibility agenda in a very proactive way – like Shell, who are an excellent example of this - significantly improve their performance as companies.  

I know there is some research evidence.  The Harvard Business Review have produced some work which suggests that companies with a very active corporate social responsibility agenda produce better rates of return than other companies.  I am not sure how strong the research is.  There are people in the ethical investment community who tell me that they can earn a better return on their portfolios than other investors, and if that evidence is sound then I am duly impressed, but I am rather sceptical of it. 
We do have quite a lot of anecdotes that suggest that the world is not quite like that.  Those companies that have really developed their brand on the basis of corporate social responsibility have some odd characteristics.  If we take the banking community, the one that made a deliberate pitch in terms of social responsibility is the Co-op Bank, which is a mutual and is not therefore accountable to shareholders.  Many of the companies which a long time ago built up a reputation for corporate responsibility were private companies.  I grew up in the city of York and the biggest employer was Rowntree, which – like Cadbury’s - was one of a whole series of Quaker companies. They made an enormous play over being very socially minded, and I admired them greatly.  I was brought up as a Quaker in York, so it was very much part of the ambience in which I grew up.  


The problem is that those companies have all disappeared, or most of them.  Clark’s Shoes still exists, but the Quaker companies have disappeared.  The reason they disappeared was that they were private companies, and private companies operating in global capital markets are at an enormous disadvantage.  They have effectively been bought out, and they operate now much like any other public limited companies.   

Ultimately, this is an empirical question which is: do companies that take corporate social responsibility seriously do better than others?

I am sceptical, but I am interested to see the evidence.  All I can say in relation to Shell, the company I used to work for, which I am a great admirer of and I still feel very loyal towards, is that when they were in an enormous amount of trouble with Greenpeace, amongst others, because of their role in relation to Brent Spar and Nigeria, as far as I recall it did not really make a great deal of difference to the company’s share price or its return on capital.

However, in the last few years they have got some of the business fundamentals wrong – most obviously during the final months of 2003 - and have been in very, very deep trouble.  This does perhaps suggest a wider lesson; that companies can take their eye off the ball, and that if they ignore what the basic rationale of their company is, they are likely to find themselves in considerable difficulties.
My second reason for scepticism about a lot of corporate social responsibility is that I suspect that, however much companies try, they are not likely to be able to assuage their critics.  I say this for two reasons.  First of all, many of the critics are not fundamentally interested in corporate social responsibility.   They have another agenda.  I was quite actively involved with Shell in Nigeria – not on the ground, but certainly in headquarters, trying to consider how one might develop a rational strategy towards this – and it was very clear that many of the people who were attacking the company were not the slightest bit interested in whether Shell spent more money on local village schemes in southern Nigeria.  This was just a convenient stick to attack a multinational company.  That is fine. That is politics.  They were not likely to be the least bit impressed by improvements in the corporate social responsibility agenda.

I am now a politician.  I know how this works.  I spend a lot of time at the moment attacking the banks, and I think for good reason. I am not attacking them because I am against banks or against bank profits but I am attacking them because I think there is a complex monopoly, and I think it is my job to attack them on economic grounds.  A lot of my constituents also feel they are overcharged and get bad service.  I think, as a politician, I have good reasons for criticising them.  I am not going to be bought off by glossy reports telling me how much money they give to Africa or the opera.  I have a job and they have a job.  Corporate social responsibility in the banking system, as defined by the banks, is not likely to pacify me one little bit.


To give another example, I spend a lot of my time making life miserable for my local water company, which operates a sewage factory adjacent to my constituency and it creates a great pong which I think, and my constituents think, the company should have done something about many years ago by investing in anti-odour equipment.  I criticise them very heavily and I continue to do so.  But that company felt that it should do something about its social responsibly image.  One of the things that it did was to organise a duck race on the Thames.  MPs were encouraged to go out on to Westminster Bridge and drop ducks in the river. The duck that got furthest won and the MP would be given a £5,000 cheque to award to a charity in his constituency.  Somewhat to the embarrassment of the water company, I won the race.  I duly collected the cheque and gave it to my local charity.  The management were exceedingly peeved when, a week later, I brought out another tirade of abuse against their company. But that is my job.  As a local representative, it is my job to criticise them.  Glossy reports about their concern for the environment did not impress me one little bit. I am very sceptical about the effectiveness of a lot of the corporate social responsibility work that companies do because I suspect it is not going to meet the objectives of the people who criticise them, be they NGOs or politicians.

Thirdly, and perhaps more fundamentally, I do believe that a lot of the things that are demanded in the name of social responsibility are actually socially irresponsible.  I will just take two perhaps slightly controversial examples – and I draw on my experiences at Shell again.

One of the problems with the Brent Spar controversy, which is often forgotten about, is that Shell took enormous trouble to ensure that their preferred solution was environmentally sound. They spent an enormous amount of time talking to environmentalists, talking to all the main governments around the North Sea in order to ensure that dumping in deep sea was best practice, and   had got it all agreed. It was only when people started burning petrol stations in Germany that they panicked.  They started looking at other options. They came up with other options which, at the end of the day, many environmentalists would argue were inferior.  

The other example I would give is in relation to many of the campaigns which operate on labour practices in the supply chain, much of which is driven, frankly, by crude protectionism and a belief that developing countries should not be involved in international trade in labour intensive products like garments.  One of the most immoral and damaging campaigns in recent times was a social responsibility campaign, which I think was spearheaded by the Lutheran Churches in Germany, against the export of garment products from Bangladesh. Somebody had identified very poor conditions, low wages and young girls of thirteen working in some of these factories. The upshot of it was that many of these garments establishments were forced to close.  The teenaged girls involved in them were then forced into other options, which are very limited.  They included domestic service and prostitution because the labour market does not offer many alternatives in one of the poorest countries in the world.  This was a campaign that was utterly counter-productive. It was vehemently opposed by the trade unions within the countries concerned and very damaging.  I suspect that many of the campaigns directed at supply chain responsibility, the Nike campaigns, for example, have exactly the same motivation and potentially the same very damaging consequences.
In conclusion, I’d like to discuss the consequences of this for policy-making. There is a growing pressure – and I suppose I am part of it as a politician – to demand new legislation attached to the UK’s Companies Bill for building in corporate social responsibility into company prospectuses.  I have mixed feelings about this.  In general, transparency is to be welcomed.  The more information that is out there in the public domain and is not covered by so-called commercial secrecy is desirable. The more companies can publish about their operations, the more their customers, their shareholders and others, can make informed judgments. I am generally in favour of anything that increases information transparency.
But there is a deeper issue, which is about the balance that we need to strike between regulation and self-regulation.  Essentially I think that corporate social responsibility is an attempt by business to self-regulate in response to many of the pressures that are coming from the political community.  Companies want to be able to regulate themselves.  Producing pamphlets and establishing social responsibility agendas is one way of heading off regulation.

As somebody who does the regulating, and often demands it, I can understand why they do this, because regulation is increasingly intrusive and costly, and it affects growing numbers of activities that companies do. One of the responsibilities which people like me have now – and I do not know what the answers are – are to find ways of dealing with the social pressures for regulation in ways that are less costly and less intrusive.  

I think that one way we can deal with it is by having general duties, rather than the highly prescriptive rules typical of the European Union, or indeed, the British Government. Let me just give you a couple of examples.  

There is tremendous pressure to introduce all kinds of restrictions on what is regarded as unfair selling – whether it is doorstep selling, or the mis-selling of financial products or mobile phone services.  Pressure to introduce very, very detailed prescriptive legislation to outlaw each and one of these many practices.

I think, though I am not sure, that a better way of handling this is to have a general duty to trade fairly, which puts on companies a broad obligation which, where there are extreme abuses, powers then exist for the local Trading Standards offices to intervene.  The danger, of course, is that a lot of regulators will simply go to town and abuse it.  Companies say they want to know more precisely what they are required to do, but that is one way of getting round the detail and the intrusiveness of legislation.

Another example would be the fat cat pay problem.  The last thing we want in the present circumstances is to have governments defining precisely what senior managers should be paid.  That takes us back to the worst features of the 1960’s and 1970’s.  Nonetheless, there is a general concern expressed by politicians on this issue.  I think the way to deal with it is to build on what the current Government have done and to give shareholders the right to vote at annual general meetings on management pay packages. But to go further than the Government have said and not just allow this to be advisory but allow it to be mandatory and to produce mechanisms so that institutional shareholders can and should vote by having their votes declared on the internet.  In other words, to make the whole process of shareholder involvement in decision-making easier and more transparent.

That way one is addressing a concern that fat cat pay is gross and often unrelated to performance – a social concern – but one is doing it in a way that is not massively intrusive, and yet without leaving matters to self-regulation, which always has a kind of free rider problem.  

I am throwing that out for reflection. I am not sure that it necessarily solves all problems, but it is something which – as somebody who has been involved in business and is now involved in politics – worries me deeply, which is how we handle this pressure for more and more regulation, but to do so in a sensible and sensitive way.  
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