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Creating Shared Value FSG.ORG

Creating Shared Value Builds Upon Corporate Social Responsibility
(CSR) by Including a Focus on Competitiveness

CSR Shared Value
Traditionally focused on issues of Policies and practices that create economic
compliance, transparency, volunteerism and value by advancing economic and social
corporate philanthropy conditions
- Value: Doing good « Val ue: Economic and social benefits
relative to cost
* Philanthropy « Joint value creation
+ Selfless « Mutual benefits for the company
* Discretionary * Integral to competing
+ Agenda areas externally determined « Company specific / internally generated
» Separate from profit maximization * Integral to profit maximization
« Limited (CSR) budget » Total budget
Example Example
- Fair trade purchasing » Transforming sourcing to

increase quality and yield
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Agenda

[ l. Introduction to Shared Value ]

.  How Shared Value Is Transforming Companies

lll.  Experiencing Shared Value

V. The Intersection of Shared Value and Collective
Impact
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Introduction to Shared Value FSG.ORG

Creating Shared Value Has Emerged as a Compelling Means of
Aligning the Interests of Business and Society
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Introduction to Shared Value FSG.ORG

What Is Shared Value?

Shared Value: Corporate policies and practices that enhance
competitiveness of the company while simultaneously advancing social
and economic conditions in the communities in which it sells and operates

« All profit is not equal. Profit involving shared value enables society to advance
and companies to grow faster

 Incorporating societal issues into strategy and operations is the next major
transformation in management thinking

» Shared value thinking represents the next evolution of capitalism itself
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Introduction to Shared Value FSG.ORG

Shared Value Is Created When Both Social and Business Issues Are
Addressed, Connecting a Company’s Success with Social Progress

—
Shared Value is:
Policies and practices that
enhance the competitiveness
of a company while
simultaneously advancing the
economic and social
conditions in the communities
in which it operates

Social Needs

Corporate Shared Value is NOT:

Assets gnd - Sharing the value already
Expertise created (philanthropy)

* Personal values

+ Balancing stakeholder
Interests

« Compliance




Introduction to Shared Value FSG.ORG

Why Is Shared Value Critical in Today’s Economy?

Business’ Current Context Shared Value

* Diminished Trust In Business:
Business is viewed as a major
cause for social, environmental,
and economic problems

« Outdated Approach To Value Shared value is created when
Creation: Companies are focused companies redefine business
on optimizing short-term financial strategies to address social
performance rather than investing problems and simultaneously
in long-term, sustainable growth achieve competitive advantage

« Social Conditions Are
Increasingly Challenging: This is
an era of growing global
populations and increasingly
finite resources
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Why Now?
We Stand Before Unparalleled Challenges That Can Be Opportunities
. R o “ ’ Water
Change NIRRT

Rural
Poverty
-

Population
Growth
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Why Now?
Corporate Thinking about Social Issues Has
Evolved Over the Past Decade

Evolving Perspectives on Corporate Social Engagement Approaches

e ——

“It is not a “It is a problem” “Let’s solve “Itis an
problem” the problem” opportunity!”
- Ignore it - Focus on - Add costs to fix the - Build social issues
e au Eullollc_; problem w;totcorp;)r.ate
responsibility SEIOIE - Report strategy to-
- Philanthropy is - :Dnrclz'rleasr(]a transparlently on - Lower costs
enough VI TOTER U S - Grow revenues or
- Engage - Leverage corporate  _ picarentiate our
stakeholders assets

value proposition
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Shared Value Is about Breaking Trade-Offs
on Three Levels

Opportunities



Introduction to Shared Value

FSG.ORG

Companies Create Shared Value in Three Ways

Design products and services to address

societal needs

Open new markets by serving unmet
needs in underserved communities

Businesses have the potential to be more

effective than governments and NGOs in ®

marketing solutions to social problems

ecomagination

imagination ot work

Opportunities to create shared value
arise because societal problems can
create economic costs in the firm’s value
chain

Synergy increases when firms approach
societal issues from a shared value
perspective and invent new ways of
operating to address them

IH

InterContinental Hotels Group

Building Clusters and

Framework Conditions

A strong local cluster with capable local
suppliers and institutions improves ol I Il I T

company productivity CISCO

Companies, working collaboratively, can

catalyze major improvements in the
local cluster and business environment
] . incorporated
This strengthens the link between a
company’s success and community
success
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Agenda

l. Introduction to Shared Value

{ .  How Shared Value Is Transforming Companies ]

lll.  Experiencing Shared Value

V. The Intersection of Shared Value and Collective
Impact
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How Shared Value is Transforming Companies FSG.ORG

Shared Value Goes beyond Compliance and Sustainability

Sustainability

Laws, Business Principles, Code of Conduct
Required from all businesses

Compliance and sustainability remain the basis for all operations, but SV
can exceed these efforts in dedicated and company-specific areas

13 © 2011 FSG
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Companies Across Industries Are Redefining Their Purpose To Achieve
New Sources of Competitive Advantage and Meet Social Needs

Informatig Agents

Media g
\.(,'f:\'
ALJAZEERA
=‘§ Nutrition
Food e %@‘%‘
Prosud LN Nestia

Green Mobility

Enabling Growth
= - BASF

Chemistry };\

© 2010 FSG



Shared Value Is Going Global
Because It Is Powerful for Business and Society!

100+ products
$70b in 5Y revenues
ecomagination $10b reinvested in R&D

S $800m+ in sales
yaki 5Y CAGR 30%
Jain Irrigation Systems Ltd. 2204 PRIDT

63% share of insulin in China
Future NPV of $30b
140°000 life years saved to date



http://www.novonordisk.com/default.asp

How Shared Value is Transforming Companies FSG.ORG

Shared Value Changes Key Roles, Especially CSR Managers

The CEO
Steward of the Company’s Purpose

The CFO

The CSR Manager
Measurer of Shared Value Creation

The Shared Value Instigator

e Teacher

The HR Director
Cultivator of Social Innovators and Long-Term
Thinkers

» Business strategist
* Innovator

» Facilitator

The Supply Chain Manager
Incubator of Cluster Development

» Collaborator

+ Knowledge agent

The Head of R&D / Product Development
Shared Value Experimenter

© 2012 FSG
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Creating Shared Value Requires Companies to Excel at Several Levels

M Engagement seen

Leadership as integral to
strategy by board &

senior leadership

SHARED VALUE:

b

Strate Key issues of

“shared value”
are prioritized...

... for which
ambitious “shared
value” goals are set

. An array of key Partners are mo-
Deliver corporate assets are Efforts are managed bilized to comple-

leveraged holistically across ment needed skills

coood sas voce NN

Progress is commu-

Performance Metrics relevant to Investments ! B ——
the shared value sEl e anticipate needed m as ameans to
systems enable achieve even greater

Management creation objectives y scale from the i creaﬁon

continuous learning

are used outset

Internally Externally
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Measuring to Unlock Shared Value ‘Vﬁfti

TYPE WHY / WHAT TO MEASURE?

Impact Assessment » Track and demonstrate the social and economic impacts of operations
Sustainability » Track and minimize the use of input factors and product / community impacts
Compliance » Compliance with laws and voluntary policies, standards, and codes
Brand Value and Reputation * How societal impacts contribute to the intangible brand/company value
/ Shared Value Strategy \
* SRR
,»,m*:\ s i s \

]

% . ) )

: § ' Measurement ; :
: : Social Unlocks Business ! :
] : Value Value Value : :
i : A Creation : :
] L : :
&\ ‘\\"s*/;,.;‘ ____________ ’ 2 l'

-

Understanding Social Needs Analyzing and Improving
Vnd Results from Investment Business Returns /

© 2012 FSG
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The Value of Linking Social and Business Results Can Best Be
Understood by Applying it to the Three Levels of Creating Shared Value

Measurement of Intel’s Education

1. Reconceiving products and Transformation Strategy to understand the
markets unique technology needs of students and
!‘lOW targeting unmet needs d_rives i/ntel) teachers in emerging markets and on the
incremental revenue and profits L_/ impact of its technology on student

performance has helped it gain a 22%
share of the education technology market

Measurement of IHG’s Green Engage

2. Redefining productivity in the Program focused on testing of dozens of
value chain options for reducing energy use, water
ll‘G | consumption, or waste in pilot hotels to

How better management of internal provide a detailed ranking of all possible

operations increases productivity and - &, cecevengage  shared value investment returns for roll-out
reduces risks to 1100 hotels and leading to a 25% energy
savings

_ Measurement of 12 RISE (Response-
3. Enabling cluster development Inducing Sustainability Evaluation)
How changing societal conditions indicators in milk producing communities

outside the company unleashes new helps focus investment where the greatest

growth and productivity gains deficits are in 14 countries covering 82% of
its milk supply globally




How Shared Value is Transforming Companies

Shared Value Is at an Early Stage of Adoption

FSG.ORG

More shared
value created

Current state of shared
value —nascent with few
early adopters at the
catalytic phase

Shared Value Adoption Curve

Desire

d future state—

shared value is

integra

ed into leading

companies’ DNA

-
-

® A

Q
NASCENT

CATALYTIC

GROWTH

Stages of Adoption

@ Individual company
O Aggregated field

EMBEDDED
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How Shared Value is Transforming Companies
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Shared Value Unfolds in Several Stages

Initiating

Implementing

Living

Shared Value

Senior-level (CEO and
Board) interest in shared
value

Commitment

Create a shared value
framework;
Pilot a dedicated shared
value initiative

Implementation

Small group charged with
leading a pilot, often with

Management “roots” in CSR or
sustainability
Measurement Focus on distilling value
. creation and value
& Learning improvement data in pilot

Shared Value

Shared Value

Shared value as part of
competitive DNA of
business

Shared value as
corporate priority

Run 1-2 dedicated
initiatives up to scale

Entire corporate strategy
about shared value

Shared value champions
within business units;
shared value “training”
rolled out across firm

Shared value becomes
embedded into planning
and processes at all levels

Business units focus on
understanding societal
trends and their
implications on the
business

Focus on reporting on and
improving value creation
for business and society

company-wide

© 2012 FSG



How Shared Value is Transforming Companies FSG.ORG

FSG Has Just Launched the Shared Value Initiative to Support

Global Expansion of SV Knowledge and Practice

FSG Articles and
Guides for the Field

1. Creating Shared Value: How to Fix
Capitalism

2. Creating Shared Value: A How-to
Guide for the New Corporate
(R)evolution

3. Creating Shared Value in India: How
Indian Corporations Are Contributing
to Inclusive Growth While
Strengthening Their Competitive
Advantage

4. Competing by Saving Lives: How
Pharmaceutical and Medical Device
Companies Create Shared Value in
Global Health

5. Shared Value in Emerging Markets:
How Multinational Corporations Are

r Redefining Business Strategies to

o Reach Poor or Vulnerable Populations

6. Measuring Shared Value: How to
Unlock Value by Linking Social and
Business Results

\ e
S  How to Fix % &
e Lo
bt C\pst"lltsm ‘

»e. =

ating
SHARED VALUE:

et i e e
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Our Industry Research Agenda

Hot off the Press Being Developed

Shared Value in...

Banking

Retalil
Consumer Goods / Ag

Extractives

. _ Media / Publishing
Competing by Saving Lives:

How Pharmaceutical and Medical Device Companies
Create Shared Value in Global Health

T

QVM* Workforce Development

B Giobal e

Foreword by Michael E. Porter
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Agenda

l. Introduction to Shared Value

.  How Shared Value Is Transforming Companies

{ lll.  Experiencing Shared Value ]

V. The Intersection of Shared Value and Collective
Impact
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McDonald’s CSV Opportunity Overview

FSG.ORG

McDonald’s Can Capitalize on Significant CSV Opportunities

Key Touch Points with CSV' . Issues Business Case
Society Opportunities Addressed Hypotheses
2nF * Food image as driver of sales
. Health & _Numtlo_n * Risk of missing consumer shifts
Improve nutritional profile of « Government / activist pressure
McDonald’s menu « Growing obesity concerns
Food .
SquIy_ Ch_am » Food image as driver of sales | .
Imprqve sustalnablll_ty of raw - Secure supply of raw materials mproves.
materials supply qt right price - Sustainability leadership
and quality — Food Image
Employmeflt « Workforce attraction and retention — Permissibility
Make McDonald’s an « Jobs growth and economic
appealing career path development — Brand Trust
People

Community
Re-establish McDonald’s as a
trusted centerpiece of
communities

Stores
Improve visibility of reduce,
reuse, recycle in-store

Transportation/ Logistics
Improve efficiency of supplier-to-
store supply chain

Global and local reputation for the
three legs of the stool
Community resource gaps

Cost reduction from store waste
“Green” leadership
Reduce environmental footprint

Cost reduction from energy and
logistics

» “Green” leadership

Reduce environmental footprint

— Supply Security

Leading to:

— Sales Growth

— Cost Reduction

Each business case hypothesis requires testing to validate the opportunity

26
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Deep Dive on Health / Nutrition CSV Opportunity FSG.ORG

Each Priority CSV Opportunity Should Pass a Stage-Gated Business
Case Analysis to Validate and Quantify Its Business Performance

Illustrative — For Discussion

Define the Opportunity Build the Opportunity Validate the Business

& Hypotheses Goal & Strategies Performance
Does the CSV opportunity...

Health & Nutrition Goal: Drive revenue growth
Improve nutritional profile of by addressing growing
McDonald’s menu consumer demand / shifting N ———
preferences for healthier food + ot cus?omer)\//isits by
, :
C’;\ddlre_ss “:CDdonald = choices increasing permissibility?
eclining food image _
$ Strategies: + Increase average purchase
e size of different segments?
Improve permissibility r N\
$ Reformulate core menu Drive incremental top-line
, Items to improve growth from new customer
Increase top-line growth \ nutritional profile ) segments who now have more
_ compelling reason to visit?
» Top 3 consumer mentions on what makes ( )
McDonald’s socially irresponsible: food Expand menu to offer a Increase brand loyalty of
: el )
quality, lack of healthy products, & obesity wider a(l;ll'qaggccg‘shealthy current or new segments?

» Top-rated nutrition message for U.S. \ J Work i t with oth
consumers: Decreasing fat / calories in - <\ IOI’ IntCO?::her S @ ter
menu items without sacrificing taste 2 : ; elements or the corporate

Com_mlt to pUbI'C. strategy (i.e. brand activity)?

* A 1% decline in permissibility amounts leadership by_ executives

to sales loss of -0.9% across the big 10 . on the issue |

markets per year?

Source: 1 — Globescan McDonald’s research, 2 —McDonald’s Penn Schoen Berland Food Image market research
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Experiencing Shared Value

Questions for the Exercise

0 What are the key business issues facing your selected company?

ﬁ Overlaying key business issues with societal touch points
what are significant shared value opportunities?
 Products and Services
« Value Chain Activities
* Cluster and Context Conditions

0 Which shared value opportunities seem to be most promising?
« Company’s ability to implement at scale
« Revenue and profit size

©2012 FSG
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Agenda

. Introduction to Shared Value
.  How Shared Value Is Transforming Companies

lll.  Experiencing Shared Value

V. The Intersection of Shared Value and Collective
Impact
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What Is Different about Creating Shared Value?

Creating

Shared Value

Motivation Corporate reputation Competitive advantage
Main Driver External stakeholders Corporate strategy
Approach Reactive Proactive
Spending, standard ESG Social and economic value
Measurement )
metrics created
Management CSR departments Across the whole firm
Business Benefit = Risk reduction and goodwill New business opportunities

Large scale sustainable

Social Benefit Successful projects
change

© 2012 FSG



Shared Value Example: IHG’s Green Engage

IH [ Redefining Productivity in the Value Chain ]

+ Company Overview — Largest hotel company in the world with over 4500+ hotels globally in over 100 countries —
Crowne Plaza, Holiday Inn, InterContinental Hotels; >80% operate under franchise agreements

* Business Issues — Environmental and energy assessment leads company to realize that energy represents the
second highest cost in a hotel

* Social Issues — Environmental issues of water, waste and energy usage; greater societal / customer
understanding of the importance of these issues

* Shared Value Program Elements
— Tested dozens of energy reduction options within a hotel operating environment from cooling/warming
systems to solar panels to automatic computer shutdown applications
— Provided a detailed ranking of all possible energy investments linked to environmental issues in terms of
returns to IHG’s hotels as well as those of its franchises
— Areas with high environmental impact and return became distinguishable from other areas popular
with the public, such as solar energy, which yielded fewer emissions reductions or economic value
— Franchise owners then make the investment decisions based on transparent investment and ROI data
— Investments are tracked by franchisees and fed back to IHG improving the initial model with realized returns

* Linkages to Competitiveness

— Improvements in cost position versus competitors — some hotels have reduced energy expenditures by 25%
— Improve engagement with / commitment from customers — individual and corporate
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Shared Value Example: Mars Cocoa in Céte d’lvoire

incorporated

+ Company Overview — Privately-held global manufacturer of confectionary / chocolate products

* Business Issues — Declines in the quantity and quality of cocoa being sourced from Coéte d’lvoire resulting in
increasing raw materials costs; increased manufacturing costs due to rejects / low quality

* Social Issues — 70% of the world’s cocoa is sourced from Cote d’lvoire, Ghana, Cameroon and Nigeria with 40%
from Cote d’lvoire alone; Cote d’lvoire has a broad set of interrelated challenges — social (e.g., health, education,
labor conditions), environmental (e.g., biodiversity), economic (e.g., economic viability / livelihoods), and political
(e.g., corruption, political instability)

* Shared Value Program Elements
— Promoting a systems change approach to transforming one cocoa growing region with approximately
300,000 of the 1M total cocoa farmers in Cote d’lvoire
— Agronomic — Improved materials (e.g., plant stock, fertilizer, pest control) and farmer knowledge
— Social — Education, healthcare, labor conditions
— Environmental — Biodiversity protection through diversification strategies

* Linkages to Competitiveness
— “Public goods” investment — Requires co-investment and co-commitment from a broad array of related
stakeholders both within the industry (pre-competitive collaboration) and related stakeholders (government,
multi-lateral institutions)
— Free rider challenges — Uninvolved chocolate industry companies and those that source from other countries
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