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Abstract

PURPOSE

Despite the negative effect that the airline industry has on the natural environment, the airline
industry is constantly growing. Various initiatives have been taken and are underway in trying
to minimize the negative effects, in the industry and by governments. In this thesis, corporate
sustainability (CS) is understood broadly including economic, environmental and social aspects.
The core question dealt with in this thesis is: Is corporate sustainability a competitive strategy
in the European airline-industry, and what are the arguments to further integrate corporate
sustainability into the strategies of airlines? Hence, the thesis aims to address the meaning of
emphasizing the social dimension of corporate sustainability and outlines arguments to
implement CS as a competitive strategy in the airline industry.

METHODOLOGY

Large and globalized firms with a direct impact on the environment usually have high developed
CS strategies. | selected the four most important airlines in Europe to examine their
commitment level towards Corporate Sustainability with the means of a content analysis of
reported social initiatives. Responsibilities from the governance, towards employees and
towards society are grounds for categorizing each airline’s commitment levels (Beginning,
Sufficient, Satisfying, Sophisticated/Outstanding). After considering social issues of airlines in
the press, | needed to adjust my CS scores. Overall, the thesis provides a holistic picture of the
phenomenon CS in an interesting and practical way that fosters further engagement and
improvement of CS strategies.

FINDINGS

Although the social dimension of CS theoretically bears the potential of building long term
competitive advantage, practically it is still given less attention than issues of the environmental
and economic dimension. Corporate reports can be a valuable resource for generating an
overview of sustainable behaviors of firms. However, different reporting frameworks make it
hard to evaluate and compare sustainability strategies. Sustainability strategies vary
significantly across the airlines. As no airline has reached an outstanding commitment level
towards CS, the airlines do not understand to achieve competitive advantage through creating

value for themselves and for the society yet.
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1 Introduction

1.1 Relevance of the topic

How absurd - while huge sections of the Great Barrier Reef, one of the world’s most
magnificent natural wonders, were recently found to be dead, killed by overheated seawater,
in the meantime, climate-change denial becomes increasingly common in the halls of the

American Capitol (Hughes et al., 2017). And the denial is wide-ranging.

Transport is a significant and growing contributor to climate change (Gossling, Cohen, & Hares,
2016), and specifically air transport is the fastest growing source of Green House Gas (GHG)
emissions. Currently, aviation contributes around 4.6% to the total GHG emissions (Becken,
2007) implying an 87% increase since 1990 (European Commission, 2006). Further, air
transport causes 75% of all GHG emissions of all EU tourism transport (Gossling, 2017).
Additionally, the exponential demand for aviation services will soon result in an infrastructure
crisis in Europe as experts of the industry agree (International Air Transport Association (IATA),
n.d.). As the industry grows rapidly, the negative effects it causes on our planet and people also
increase. Taken together, these growing gaps between current mobility trends and sustainable
transport scenarios (Gossling, 2017) call for immediate global action to curb negative effects of
the travel industry as many researchers indicate. Action from whom? While tourists state that
air travel has become an integral part of their lives, they know that this privilege conflicts with
their social desire of being a sustainable citizen. This leaves the lead role for more sustainable
tourism up to the government (United Nations, 2002). Various initiatives have been taken and
are underway in trying to minimize the negative effects, in the industry and by governments,
such as bringing air transport into EU Emissions Trading Scheme (European Commission, 2006).
However, the negotiations' goal has become what is politically possible, not what is desirable.
As establishing a global, 'top down' target for stabilizing emissions has failed so far, hitting the
Paris Agreement goals still relies on voluntary, 'bottom up' commitments (Geden, 2015). Are
companies the ones responsible for reducing negative effects from aviation as tourism’s future
depends on it? Why and how could airlines sustain travelling? Against this background, | intent
to fill the research gap identified by Tollin: “Although a considerable number of companies

appear to have embraced the sustainability construct insights into ‘why’ and ‘how’ some



companies have embarked on this path (and others not) is lacking.” (Tollin & Vej, 2011) Hence,
further research that addresses the meaning and implication of sustainability leadership is

important (Tollin, Bech Christensen, & Wilke, 2015).

1.2 Problem statement and research question

As travelling and sustainability seem like a controversy to me, | conducted three pilot interviews
to confirm or reject this consideration. In the interview, seven students replied to twelve open
questions about their travel behaviors and attitudes towards airlines (Appendix 3) which can
be interpreted as follows: All respondents see travelling as a major goal in life “If | could | would
travel ALL the time”. They naturally travelled often while the price determined mostly how they
travelled. Most student’s opinion about airlines seemed random “I like Star alliance a lot. But |
don’t know why”, “I don’t really see the differences”. Even if the respondents knew about
airlines sustainability initiatives (“What do you mean?”) their knowledge was limited to
environmental issues as pay a surcharge to travel carbon neutral for example. Clearly everyone
was willing to pay extra for travelling more sustainably “I'm in”, “Why not?”, “I would pay
maybe 5%-10% - so for a 40€ Ticket, | would donate 4€”. Overall, this pilot interview findings
are congruent with the findings from Becken (2007) “If the value of freedom to travel is firmly
established in the minds of many tourists and limiting travel is considered unacceptable” as
well as with the critique of IATA “Airlines struggle to differentiate themselves, competing on

network availability and to some extent on pricing and service” (International Air Transport

Association (IATA), 2017). Thus, the core question dealt with in the thesis is:

Is corporate sustainability a competitive strategy in the European airline-industry, and
what are the arguments for further integrating corporate sustainability into the strategies

of airlines?

In this thesis, the understanding of CS, as a marketing strategy for companies, is broad because
as a core essence it contains economic, environmental and social aspects (Tollin et al., 2015).
Additionally, CS is used as an umbrella construct including Corportate Social Responsibility
(CSR), sustainability development, corporate citizenship, stakeholder engagement, triple

bottom line (TBL) and similar terminologies closely related to the approach of Strand, Freeman



& Hockerts (2015) (Strand, Freeman, & Hockerts, 2015). | address the research question by
describing first, what initiatives have until now been taken in the airline industry to improve
the social quality of life (addressing the social dimension) and secondly, categorize these
initiatives into commitment level to finally, reflect on the development of CS at this moment.
Hence, the thesis aims to address the meaning of emphasizing the social dimension of CS and
reflect on the arguments for implementing corporate sustainability into the core strategy of
business. My primary theoretical perspective derives from stakeholder theory as the social
dimension of CS mainly deals with the management and treatment of people (CCC). This
stakeholder perspective on CS is extended by the resource-based view when adopting CS as
corporate branding strategy. Both perspectives stress the necessity of turning the corporate’s
culture focus from inside-out to outside-in (Tollin & Vej, 2012) when addressing how CS can be

an opportunity for competitive advantage in the European airline industry.

2 Theoretical Framework

2.1 What is Corporate Sustainability?

CS is a broad concept with complex implications and therefore hard to define (Parmar et al.,
2010). Despite half a century of research and debate around the megatrend sustainability
managers still struggle to understand what it means to economize sustainably (T. Bansal &
Deslardine, 2015; Mihalache & Silvia, 2013). Often sustainability is limited to environmental
issues, synonymously used with the term CSR (Jenkins, 2006) or confused with the concept of
shared value (T. Bansal & Deslardine, 2015). Especially in the praxis of sustainability, there is
no consensus (Windolph, Harms, & Schaltegger, 2014). In the following, the term sustainability

and its evolution is explained and on this basic knowledge, the definition of CS is prepared.

2.1.1 CSderiving from the construct Sustainability

In 1987, the concept of sustainability was originally created in the Brundtland Report Our
Common Wealth, named after the Norwegian prime minister Gro Harlem Brundtland, and
which was worked out by ‘World Commission on Environment and Development” with the aim
of preventing the deterioration of environment and natural resources by placing environmental

issues firmly on the political agenda (Produced by the Environment Branch of the International



Civil Aviation Organization (ICAO), 2016). This explains why the political term ‘Sustainability
Development’ is traditionally associated with environmental issues and why only increasingly,
the term was seen in a broader view (Jenkins, 2006). Harmonizing prosperity with ecology was
the challenge of the 1980s and the Brundtland Report can be marked as the birth of
‘sustainable development’. But this narrow definition, due to the focus on environmental

issues, obscured concerns for human development, equity, and social justice (WHO, 2002).

From a broader view, sustainability is a concept that balances the need for economic growth
with environmental protection and social equity (Bradford, Earp, Showalter, & Williams, 2016).

|l|ll
’

This explains why the view of CS is referred to as the “three-legged stool," “triple bottom line,"
or the “three Ps” of people, planet, and profit (Bradford et al., 2016). In 1997, The triple bottom
line (TBL) was first put forth by Elkington whose book Cannibals with Forks marks another
milestone in the evolution of sustainability because he declared the consideration of the TBL
as a duty for every company (Elkington, 1997). Long-term sustainability requires that all three
dimensions of the TBL are satisfied simultaneously (Dyllick & Hockerts, 2002). In 2002, the
running concern over the limits of the sustainability framework was again addressed by the
World Summit trough an expansion of the standard definition. The Johannesburg Declaration
states that sustainability is “a collective responsibility to advance and strengthen the
interdependent and mutually reinforcing pillars of sustainable development—economic

development, social development and environmental protection—at local, national, regional

and global levels.” (United Nations, 2002, p.1)

The term sustainability derives from the Latin word sustinere which can be translated into ‘to
hold something up’ (Strand et al., 2015). When acting sustainable we ‘hold up’ a balanced use
of resources and supplies so that the future generations’ use is not compromised (Sen & Das,
2013). In other words, the concept of sustainability pressures our generation to balance the
short- and long- term supply and demand of resources in a way that secures similar
opportunities for our children and further generations. Thus, we capture that the dimension of
time is clearly essential when defining CS as Bansal (2015) points out. And Sen and Das (2013)
claim as well, to understand sustainability as vision and way of thinking and acting one must
see the world as a system that connects space and connects time. Generally, there are two

reoccurring key concepts of sustainability: firstly, the ethical concept concerning fighting



poverty and secondly, the idea of ‘limitations’ of the environment's ability to meet present and

future needs.

When transposing the idea of sustainability to the business level, Dyllick (2002) defines
“corporate sustainability as meeting the needs of a firm’s direct and indirect stakeholders (such
as shareholders, employees, clients, pressure groups, communities etc.) without compromising
its ability to meet the needs of future stakeholders as well” (Dyllick & Hockerts, 2002). But up
until today, researchers and NGOs are still trying to make the definition of the construct
sustainability understandable for non-politicians despite its very common usage (Tollin & Vej,
2012). For a comprehensive corporate sustainability strategy, it is crucial to internalize the
interdependencies from sustainable development and CS. In this thesis, | will work with the
definition of CS as nothing else than Sustainable development incorporated by the organization
which contains consequently the same three interacting pillars: economic, ecologic, and social.

(Baumgartner & Ebner, 2010)

2.1.2 The distinction between CS and CSR

Acting sustainably and feeling socially responsible as a company seems to go hand in hand.
Although both phenomena are megatrends today it remains questionable if it is common
knowledge what differentiates CS and CSR? While these terms are used synonymously by many,
others argue that CSR is an integral part of sustainable development because it implies the
same three dimensions: environment, economy, and society (Cowper-Smith & De Grosbois,
2011; I. Freeman & Hasnaoui, 2011). To clarifying how CSR differs from CS, both terms need to

be defined more detailed.

The concept of CSR has a long history starting in 1926 when Clark firstly mentions the business
obligations to society (I. Freeman & Hasnaoui, 2011). Despite this 80 years of background, the
“modern era” with respect to CSR definitions is marked when Howard Bowen published his
book ‘Social Responsibilities of the Businessmen’ in 1953. In the last three decades the topic’s
acceptance increased significantly so that today, the term CSR is recognized worldwide. Despite
the overflow of CSR definitions, they describe the same phenomenon, just fail to guide
managers on how to challenge this phenomenon (Dahlsrud, 2008). The most often utilized

definitions of CSR have been created by the European Commission in the 21°" century. The



Commission provided two definitions within one decade: First, in 2001, they determine CSR as
““a concept whereby companies integrate social and environmental concerns in their business
operations and in their interaction with their stakeholders on a voluntary basis.” And then, ten
years later in 2011, the European Commission redefined CSR as ‘“‘the responsibility of

enterprises for their impacts on society.” (Strand et al., 2015).

In the past, the notions of CSR and CS have shown separate paths because of narrowly
interpreted definitions: While CS was mostly related to the environment, CSR was mostly
referred to social aspects, such as human rights (Lynes & Andrachuk, 2008). Nowadays, CS and
CSR have grown into convergence (R. Hahn & Kihnen, 2013) and thus, are treated as
synonymous concepts by contemporary literature as well as by companies (Strand et al., 2015;
Tollin et al., 2015). Marrewijk (2003) points out the remaining differences: CS focuses on value
creation, environmental management, and human capital management in practice while CSR
is associated with the moral obligation aspects like stakeholder dialogue and sustainability
reporting (Van Marrewijk, 2003). Still, it is reasonable to treat CS and CSR synonymously as the
two constructs” efforts clearly share a common aim: the attempt to broaden the obligations of
firms to include more than financial considerations. Neither CS nor CSR is a filler word anymore
because by now, society expects that companies aim for much more than profit maximization
(Conrady, 2012). Apart from that, ‘The Economist’ signed off on this umbrella approach when
it invoked the phrase “corporate responsibility - or sustainability or whatever”” in 2008 (Strand

et al., 2015). In this thesis, CS and CSR will thus be treated as the same loose umbrella concept.

Sustainability

economic social ecological

A A

Corporate Social Responsibility (CSR)

' : : }

Efngrgy Corporate Social Donati
i volunteering| purchasing PREE
measures

Figure 1 - The three dimensions of Corporate Sustainability by Willers & Kulik



The framework from Willers and Kulik (2011) finalizes the discussion on the definition of both
concepts. As it is illustrated in figure 1, the framework embeds the TBL at the Society-,
Corporate- and Instrumental level. At the top (society level), there is the broad concept of
sustainability, at the corporate level, CSR activities must be adapted to the rapidly changing
values and expectations of society, and at the instrumental level, the implementation of the
company's responsibility including monetary donations, voluntary employee engagement, or

ecological corporate action for example. (Willers & Kulik, 2011)

2.2 Why is Corporate Sustainability important and for whom?

Research promises that sustainability will have a huge impact on companies’ ways of competing
and creating value and thus became a key success factor of companies’ long-term strategies
(Hart & Dowell, 2011; Porter & Kramer, 2011). However, only a minority of companies have
adopted a proactive role in facing environmental and social issues which implies considering
stakeholder expectations (Tollin et al.,, 2015). By definition, CS stresses the relevance of
companies proactively, systematically, and holistically taking stakeholders into consideration in
their decisions-making from a truly long-term perspective (Bradford et al.,, 2016). In other
words, stakeholder engagement is “at the heart of effective CSR and sustainability” (Strand et
al., 2015). Scholars have discussed the relationship between CS (business) and stakeholder
theory (society) for decades already but with some shortcomings (Bradford et al., 2016). Most
literature on CS is missing the link to theory at all (R. Hahn & Kiihnen, 2013). However, Hahn's
et al. extensive literature review helps to identify that those studies that do adopt a theory
show a preoccupation with stakeholder theory, legitimacy theory, and to a certain extent
institutional theory®. Truly, there is an “obvious tie of CS to stakeholder information needs”
(Bradford, 2016, p.85) calling for stakeholder theory to explain the importance of sustainability
reporting in practice. However, researchers’ theoretical approach to pin stakeholder theory
onto CS theory without a confrontation of the two theories have muddied the waters of the

theoretical debate on CS, especially with regards to practical applications for managers Brown

! Next to stakeholder theory these two theories are common theoretical frameworks for CS:
e Legitimization theory implies that companies need a “license to operate” to conduct business which
depends on the perception of society about the firm’s relationship with stakeholders (Parmar, 2010).
e |Institutional theory suggests that social norms and institutional expectations create such pressures for
organizations that corporations must respond accurately to these increasingly important conventions.
(Hahn & Kiihnen, 2013; Martin, 2011)



argues (Brown & Forster, 2013). Still, | will focus on anchoring stakeholder theory onto CS
instead of combining theories that support CS (another common practice that bears
inconsistence research findings due to the lack of a comprehensive theoretical reference point
(R. Hahn & Kiihnen, 2013) because this link will pave the way for understanding the motivations

behind implementing CS strategies.

2.2.1 Two paradigm shifts: CS and Stakeholder Theory

Since approximately 30 years, stakeholder theorists have rethought the purpose of the
organization in the field of business ethics by discussing if the company is a private association
or a public entity promoting the interest of a wide range of stakeholders (Mansell, 2009).
Stakeholder theory is one of the major management paradigm shifts in the last century on how
to manage firms — next to the corporate sustainability paradigm shift — and traceable to
Freeman (Amaeshi, 2006). The definition of Stakeholder theory states that the managers” duty
is not limited to maximizing the firm’s success or profit for the benefit of shareholders
exclusively (shareholder theory), but their duty expands to legitimizing the corporation’s
actions in front of a wider set of appropriate stakeholders as well as considering morals and
ethics when dealing with them (Donaldson & Preston, 1995). Thus, from a stakeholder
perspective, the reason for businesses engaging in CS grounds on both economic and ethical
justifications, and these aspects should blend together in business decisions (Brown & Forster,
2013). The purpose of stakeholder theory is to provide business firms and managers with a
powerful organizing tool when establishing corporate strategy by determining how
stakeholders should be defined and prioritized (Schwartz & Carroll, 2008). But there is an
ongoing debate about this definition and prioritization because there is a broad and a narrow
view to this debate. According to Freedman (1984), stakeholders are broadly defined as “any
group or individual who can affect or is affected by the achievement of the organization’s
objectives.” Freeman classifies customers, investors, and employees as “primary stakeholders”
and other groups such as competitors as “secondary stakeholders.” (R. E. Freeman, 2010).
According to Mitchell et al., the broad version is unrealistically complex for managers to apply
(Mitchell, Agle, & Wood, 1997). The “narrow” version is based on groups that are “necessary”
for the firm’s survival (Schwartz & Carroll, 2008). Rather modern is the view of Lynes &
Andrachuk (2008) who suggests that natural environment, as well, is considered one of many

stakeholders.



Since the main issue of sustainable development for companies is to balance the multiple and
often conflicting interests of stakeholders it is essential that stakeholder engagement and
dialogue is at the core of an effective stakeholder relationship management (Amaeshi & Crane,
2006). In this shift from a mono-stakeholder (shareholders) to a multi-stakeholder model for
strategic management reporting takes an essential role (Parmar et al., 2010). Indeed,
sustainability reporting is increasingly recognized as an important contribution to corporate
sustainability (R. Hahn & Kihnen, 2013). By disclosing sustainability information companies aim
to improve transparency, enhance brand value, reputation and legitimacy, enable
benchmarking against competitors, signal competitiveness, motivate employees, just to name
a few motivations. Already in 1988, Elkington recognizes that the pressure from international
consumers on business results in the companies” inability to keep secrets any longer (Elkington,
1997). Like CS, Sustainability reporting is synonymous used with social responsibility reporting
or reporting and combines long-term profitability with social justices and environmental
concern. While Sen & Das (2013) argue that Sustainability reporting is rather an ongoing
journey than a destination, KMPG entitles Sustainability reporting as mainstream and claims
that it has reached its ‘tipping point” (KPMG International, 2013). Additionally, Colgquhoun
declares that sustainability reporting is more than “greenwashing” as sustainability is becoming
a dominant lens through which the company analyses its business process and practices
(Colquhoun, 2016). Due to globalization, new stakeholders and different national legislations
are putting new expectations on business resulting in a rapid changing strategy for CS
(Dahlsrud, 2008). Business is expected to go beyond regulations and compliance with the law
by supporting education and becoming involved in the governance of communities — a role
previously occupied by the public sector (Jenkins, 2006). Moreover, stakeholders pressure
force companies to internalize all the social and environmental externalities they create

(Steger, lonescu-Somers, & Salzmann, 2007).

2.2.2 Motivation for CS: Corporate Branding

The main motivation behind sustainability management (disregarding ethics) is government
regulations, stakeholder pressures, and economic profit (Windolph et al., 2014). Though, in
literature it has been claimed that governments and regulators are “clearly not a force driving

companies towards more corporate sustainability” (Steger et al.,, 2007). And even the



customers, identified as the most influential stakeholder group by EY, do not exert high
pressure on company’s engagement in environmental and social initiatives (Ernst & Young,
2014) because their main concern by far is still the product prices. Hence, it is inevitable to look
at the motivation behind company’s engagement in CSR activities from an economic stand
point. So far, the evidence on the economic motivation behind CSis rather of theoretical nature
than of empirical (Brown & Forster, 2013). Comparing researchers’ evidences?, Lauring and
Thomsen claim that legitimacy together with reputation might be overarching ‘source of
inspiration’ for the sustainable engagement of a company (Windolph et al., 2014). In Steger’s
cross-industrial quantitative analysis (2007) sustainability managers state clearly that brand
and reputation is the dominate driver for CSR engagement. Consequently, the economic driver
for CSis discussed in the context of the competency “corporate brand management” due to its
monumental importance for generating differentiating opportunities from the marketing

perspective (Steger et al., 2007).

Corporate branding is the management of the corporate brand and has gained a central role in
marketing research stressing for the fact that brands are increasingly seen as key organizational
asset (Cunha & Louro, 2001). Brand theorists suggest that the knowledge of a person about a
company heavily influences the perception on the company’s products and services (Jenkins,
2004). While a company can suffer from negative brand image, it can also positively link their
brand to a socially responsible cause. From this perception-based interpretation, corporate
brand is a distinctive image of a corporation not only from the consumer perspective but from
all relevant stakeholders of the corporation (employees, customers, investors, suppliers,
partners, regulators, special interests, and local communities) which highlights the tight
connection to stakeholder theory (Fiedler & Kirchgeorg, 2007). Corporate brand management

requires adjustments of corporate vision, culture and image. Moreover, effective brand

% These researchers suggest similar motivations for CS engagement:

e InLynes (2008) semi-structured interviews with managers and employees from SAS the most frequently
cited motivations for both corporate social and environmental responsibility simultaneously are
stakeholder pressures, corporate citizenship and image.

e Brown (2013) finds evidence that CS initiatives can reduce costs and risks to the firm, build firm
competitive advantage, enhance reputation and legitimacy, and create synergies.

e  Windolph (2014) states that several studies emphasize competitive pressure, branding, or cost
advantages as important reasons for sustainability management.

Tollin (2017) clarifies “Sustainability at a corporate level may be addressed from different areas of

competences, and subsequently different theoretical fields in the literature (e.g. supply chain management,

corporate branding, value creation, product innovation and business model innovation).”
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management requires dedication for “self-assessment, responsive attitudes towards
stakeholders, and respect for values that attract all parties to the corporation” (Jo Hatch &
Schultz, 2003). If the brand is managed effectively, according to Aaker’s assumption that brands
are resources for generating and sustaining competitive advantage, brand managers are able
to capitalize and realize brand value, i.e. generate superior market performance (Cunha &

Louro, 2001).

Parmar also argues, an excellent corporate reputation in the marketplace, defined as
“corporate associations which individuals outside an organization believe are central, enduring
and distinctive to the organization” (Varadarajan, 2017), can be a source of competitive
advantage and increased economic value (Parmar et al., 2010). This seems logical: firms with a
favorable reputation for sustainability across its stakeholder groups are more attractive
business partners (resulting in a larger selection of better business opportunities and less
transaction costs), can enter new markets, and attracting and retaining top talent (ibid).
Furthermore, on another dimension of reputation is linked to the customer: A credible
corporate reputation is likely to influence customers’ brand choice, repurchase, and loyalty
behaviors, according to Varadarajan (2017). Besides these promising benefits from the brand
as asset, the psychological view of the perception-based brand shows that brand value is a
‘soft’, complex and intangible concept and thus, bears challenges for two reasons: firstly, the
value of brand is hard to measure and validate due to its indirect impact on financial
performance of the firm; and secondly, the assessment of CS influence on brand value is
difficult to isolate because various other factors have an impact too (Steger et al., 2007); At the
same time, the soft nature of brand image is beneficial because intangible resources are more
likely to lead to innovation and competitive advantage (CA), as they are more likely to be

valuable, rare, inimitable and non-substitutable (Toppinen, Li, Tuppura, & Xiong, 2012).

To sum up the discussion, we refer to argument that CS is not a threat to the achievement of
corporate economic goals; Instead, companies can generate significant “brand love” through
sustainable commitment and differentiation (Colquhoun, 2016; Uddin, Tarique, & Hassan,
2008). CSR is all about competing in areas where competitive advantage is short-lived like in
technology, quality services and price (Mihalache & Silvia, 2013). This discussion shows why

researchers emphasize the shift from customer needs to credibility in the center of branding.
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Particularly after the financial and economic crisis starting in 2008, it is now up to the Western
world’s businesses to rebuilt trust as a top priority and demonstrate responsibly with the means
of CSR (Knopf et al., 2010). Considering the most influential branding frameworks, a change to
a more inclusive approach compared to the strong customer focus that is present today seems
necessary. Not only consumer wants and needs should shape marketing strategies but also
social, economic and ecological drivers must also play a vital role to achieve a switch in focus
from short term gains towards long-term visibility in the market place (Crittenden, Crittenden,
Ferrell, Ferrell, & Pinney, 2011). Hence, a strong obstacle in integrating sustainability into

branding frameworks is to include more drivers than just customers’ needs and wants (ibid).

2.3 How to implement Corporate Sustainability

The business role regarding responsibility traditionally defined as a need to eliminate the
negative effects of business is a defensive approach that belongs in the past because it became
clear (from the previous sections) that responsibility can be basis for opportunity
(Baumgartner, 2014). If responsibility is linked to opportunity, CS can be source of value
creation for business and society simultaneously, as Baumgartner (2014) predicts. However, it
seems that corporations implement sustainability issues coincidentally instead of following a
clear strategy designed to improve performance (Baumgartner & Ebner, 2010). Indeed, no
academic literature on this exists and thus, there is not sufficient knowledge about how
corporations could manage the complex CSR-performance link - although, opportunities, risks,
and obligations regarding sustainability needs have long been identified in literature,
Baumgartner (2010) criticizes. Yet, challenges like climate change, resource depletion, and
global poverty prompt business leaders to attempt creating “a form of commerce that uplifts
the entire human community in a way that respects both natural systems and cultural diversity”

(Hart & Dowell, 2011).

2.3.1 CS asresource for Competitive Advantage

Stuart L. Hart is one of the first studies to apply Resource-based view (RBV) to CS in 1995,

arguing that corporate’s environmental and social responsibility is resource or capability® that

% In line with RBV), resources are defined as anything that the firm possesses which can be physical (land, money,
machines) or intangible (reputation, brand value, skilled employees, innovation and knowledge). A capability, in
contrast, is defined as the firm’s ability to deploy resources or in other words, to perform (e.g. visualize, plan, and
implement strategies and improve its efficiency and effectiveness). (Barney, 1991
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leads to a sustained competitive advantage and thus, leads to superior firm performance. The
resource-based view (RBV) emphasizes the firm’s internal processes but originally did not
include the firm’s connection to its natural environment. Though, this connection will be of
immense importance in the future, Hart predicts by stating in 1995 “it is likely that strategy and
competitive advantage in the coming years will be rooted in capabilities that facilitate
environmentally sustainable economic activity - a natural resource based view (NRBV) of the
firm”. From the NRBV, the outcome of being a mindful firm aware of the potentially scarce
nature of environmental resources is the motivation to develop additional capabilities and
engage various innovative practices. (Hart & Dowell, 2011) Since in rapid changing
environments intangible recourses are not sufficient to preserve competitive advantage
anymore, organizational capabilities , or also called dynamic capabilities, to innovate become

necessary.

The idea of ‘sustainability oriented innovation” is defined as innovation that has “a positive
overall net effect on the organization” (Hansen et al., 2009, p.687). Concretely, sustainable
innovations capability allows the firm to integrate, build, and reconfigure internal and external
sustainability—related resources to develop new products, processes, and practices, and modify
existing products, processes, and practices, and thereby significantly reduce the impact of its
activities on the natural environment (Varadarajan, 2017). It embraces considerations such as
the physical product life cycle and the inclusion of a variety of stakeholders in the innovation
process (e.g., suppliers and customers). Varadarajan’s framework is aligned to Bansal’s (2005)
findings on more positive relationships: The resource-based view (RBV) of the firm supports a
positive relationship between a high level of sustainable innovations orientation and product
innovation performance, and sustainable innovations orientation and process innovation

performance (Bansal, 2005).

From a managerial perspective, “Corporate sustainability management is more than adding
another parameter to manager’s decision. It requires the integration of sustainability
dimensions into the planning, processes, and other activities of a company on all levels of
management, the normative, strategic, and operational levels” (Tollin et al., 2015), one of the
interviewed managers answers. Although academic papers postulate a cross-functional

implementation, Windolph reveals that sustainability management is not implemented as a
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cross-functional task in practice (Windolph et al., 2014). One reason could be that this
integrated view of CS (Appendix 1, b) and its implication in the context of corporations is
relatively new (Toppinen et al.,, 2012). Also, managerial decisions on the corporate’s
sustainability orientation and its relevance always depend on the actual business situation and
the contextual factors (Baumgartner, 2014; Varadarajan, 2017). Factors that significantly
influence the implementation of CS and are positively related to corporate sustainable
development are the following as Bansal (2005) finds out”:

- International experience — A firm’s international experience will become valuable
source to comply with increasingly complex (natural resource) regulations, and are
better at developing organizational structures and systems that allow coordination
across different regulatory structures

- Media pressure — The total amount of media coverage raises the firm’s visibility. The
threat of negative media publicity pressures firms to commit to sustainable strategies

- Mimicry — Firms will likely mimic the reported sustainability strategies of their peers to
reduce uncertainty and avoid financial sanctions

- Organizational size — larger firms need to legitimize actions in front of more media and

larger stakeholder groups

2.3.2 Management and Planning of CS strategy types

As mentioned above, an “integrated view” on CS implies to implement all CS dimensions on
each level of management, according to Baumgartner (2014). On the normative management
level, the fit between sustainability engagement and organizational culture are questioned and
then it should be evaluated whether the culture is open or restrictive and defensive regarding
sustainable development. On the strategic management level, sustainability dimensions are
considered in the Strength-Weakness-Opportunity-Threat analysis of the firm with the aim to
develop an effective corporate sustainability strategy (table 2). And finally, on the operational
management level, necessary projects and activities for corporate sustainability are
implemented and carried out in the different corporate functions like materials management,

logistics, production, maintenance, marketing, communications, and human resources policies.

* Similar corporate characteristics that influence CS positively have been also identified by Toppinen including

country of origin, company size, profitability, sector, stakeholders, and media. (Toppinen, 2012)
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Aligned with Baumgartner’s framework (2014) about managing different CS strategy types, the

following decision framework give managers guidance when strategically plan CS (figure 2).

Figure 2 — Strategically planning of corporate sustainability by Baumgartner (2014)

1. DECIDE ON BASIC STRATEGIC ORIENTATION

Passive Active

(Introverted — risk mitigation strategy: focus on (reactive or proactive)
legal/external standards concerning environmental

and social aspects to avoid risks for the company)

2. PLAN (LONG-TERM) SUSTAINABILITY OBJECTIVES AND ACTIVITIES

Using forecasting: SWOT analysis and Using backcasting: first define a desired future

future developments are anticipated state and afterwards plan actions to achieve
this desired state (more suitable)

Design strategic measurements and activities using classic approaches for strategy

development.

3. DEFINE ACTIVE STRATEGY TYPE*

Extroverted Conservative Visionary

— Legitimating strategy: — Efficiency strategy: — Holistic strategy: focus on
focus on external focus on eco-efficiency sustainability issues within all
relationships, license to and cleaner production business activities; competitive
operate advantages derive from

differentiation and innovation

4. BE AWARE OF PERSPECTIVES

Conventional visionary strategy Systemic visionary strategy

— Outside-in perspective: if sustainability — Inside-out perspective: from a resource

issues lead to market advantages, they are | based view the sustainability strategies are

part of the strategic management deep seated in the normative level of the
company

*The strategy type must support the basic competitive strategy of the company to contribute to the
strategic position of the company in the market to finally, secure and increase the economic success.
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Baumgartner gives further advise: Only if the context-specific relevance of sustainable
development for the company has been identified previously, the decision framework on the
strategic management level is applicable to different organizations of different sizes in different
sectors. After applying the decision framework, managers need to ensure the initiation of
innovation and continuous improvement across all relevant functions on the operational level

when setting up a clear sustainability strategy. (Baumgartner, 2014)

3 Managing the Social Dimension of Corporate Sustainability

3.1 What s the social dimension of CS?

Although social responsibility is the newest of the three dimensions of corporate social
responsibility, it is previously getting more attention and many organizations increasingly
address social concerns. When a knowledgeable manager expands the definition of CS outside
of the ‘green’ it enables him to see the opportunity of sustainability as an integral part of value
creation. The challenge of implementing CS is: For a comprehensive corporate sustainability
strategy (Appendix 1, e) it is necessary to consider all the following sustainability dimensions,
their impacts, and their interrelations (Baumgartner & Ebner, 2010):

- The economic dimension (or generic dimension) of CS embraces general issues of an
organization that must be implemented to remain in the market for long time.
Baumgartner suggests that the management should not focus only on the tasks that
show immediate financial results but tasks that lead to increased financial and
sustainability results in the long-term. These generic tasks include: Innovation and
Technology, Collaboration, Knowledge management, Process, Purchase, and
Sustainability reporting.

- The environmental dimension (or ecologic dimension) concerns the impacts caused by
resource use, and emissions into air, water or ground, as well as waste and hazardous
waste, not only caused during the production but also over the product life cycle. The
higher the commitment level for environmental strategies is the more it should be
concentrated on causes rather than on effects. However, eco-efficiency bears only
short term improvement because usually it saves easily costs in the starting phase; but

in the following years it becomes harder and harder to find further improvements.
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- The social dimension CS is all about the corporate’s consciousness of responsibility for
its own actions as well as a credible commitment in all business activities, aiming to stay
successfully in the market for a long time. The main purpose of social initiatives is to
positively influence all present and future relationships with stakeholders.

(Appendix 1, f)

Defining the social dimension of sustainability is challenging for corporate practitioners, due to
its intangible, qualitative nature and lack of consensus on relevant criteria (von Geibler, Liedtke,
Wallbaum, & Schaller, 2006). Baumgartner (2010) and von Geibler (2006) both identify social
issues by considering existing classifications, for example the GRI Reporting Guidelines. Both
authors identify similar eight aspects concerning the social dimension of CS. Baumgartner’s
listing shows clearly the significance of both, the internal and external stakeholders. Uddin’s
categorization of the social aspect according to responsibility  towards
customers/employees/community (Uddin et al., 2008) is also valuable. He defines the social
dimension as “Social responsibility means being accountable for the social effects the company
has on people - even indirectly” (p.205). Uddin’s definition of responsibilities towards
customers include, for example, tasks such as providing good value for money, the safety and
durability of products or services, standard or after-sales service, prompt and courteous
attention to queries and complaints, adequate supply of products or services, fair standards of
advertising and trading, and full and unambiguous information to potential customers (ibid).
To provide a comprehensive overview of the social aspects of sustainability, | have chosen to
compare aspects identified by all three authors, Baumgartner (2014), von Geibler (2006) and
van Marrewijk (2003) as shown in table 1. As some aspects are congruent, | integrate several
ones into one group so that table 1 shows eight distinct groups of aspects in the social

dimension of CS.

Aspects of the social dimension of CS as identified by Baumgartner (B), von Geibler (G), van
Marrewijk (M) divided into eight content groups including examples

Internal stakeholders (responsibility from governance, towards employees)

- Corporate governance (B): Corporate transparency in all activities, BoD structure
1 . People management (M): Participatory or interactive people management
- Knowledge management (G): Employee involvement in decision-making
- Health and Safety (B, M): Guarantee that no health and safety risks occur at work

2
- Quality of working conditions (G): Employee Programs to prevent dangers/to stay fit
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3 Working environment (M): Awareness of needs, claims and motivation of employees

Motivation and incentives (B): Incentives and reward systems for sustainability issues

Employment (G): Creation and safeguarding of jobs

4 Human capital development (B): Permanent education, mentoring, training
Innovation potential (G): Contribution to scientific debate, number of patents
Diversity (M): Policies for emancipation of women, colored people and minorities

External stakeholders (responsibilities towards the community)

5 - Ethical behavior and Human rights (B): Culture of respect, fair rules/profit allocation
Work ethics and globalization (M): Seriously considering stakeholders’ ideals/needs

5 No controversial activities (B): Not holding shares that are defined as not sustainable

No corruption, nor cartel (B): No manipulation, no rule-breaking, no price-fixing

Product acceptance and societal benefit (G): social standards in the supply chain
7 - Consumers (M): Good value for money, durability of products, after sales service
- Suppliers (M): Together win approach with suppliers, quality control external verified

g - Corporate citizenship (B): Conservation of national subsidiary, increase social lifestyle
- Societal dialogue (G): Participation in sustainability activities for the local community

Table 1 - Grouping aspects of the social dimension of CS as identified by researchers

Satisfying each stakeholder group is an important business strategy because, because it allows
the company to (re)gain trust from consumers, better signal the company’s (potential)
suppliers reliability which is important for business partnerships, and to earn respect from
employees. Additionally, NGOs increasingly want to work together with companies seeking
feasible solutions and innovations in areas of common concern (Uddin et al.,, 2008).
Furthermore, Uddin (2008) claims that the social dimension of sustainability allows companies
to maximize their commitment to all stakeholder groups which is especially beneficial for
investors. He concludes: “The winning companies of this century will be those who prove with

their actions that they can be profitable and increase social value” (ibid).

3.2 How to manage the social dimension of CS?

Whereas environmental management systems have a longer history in organizations, the
management of social issues by corporations has only become a more significant concern since
the mid-1990s, when the concept of the triple bottom line emerged and social issues become
more prominent among corporate leaders (Elkington, 1997). Mihalache (2013) explains: The

impact of companies’ activities on the community is an excellent catalyst for social accounting
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due to their impact on increasingly important intangible elements of value for an organization,
such as brand, customer loyalty, and license to operate. Still, managing social issues remains a
challenge: Social issues are generally more complex and harder to objectively quantify and the
role of the corporation in addressing them is somewhat less clear than for environmental issues

(Toppinen et al., 2012).

Carroll’s well-known model of the “CSR Pyramid” (Appendix 1, a) creates a framework that
helps to characterize the nature of businesses’ responsibilities to the society of which it is a
part (Carroll, 2016). Her stakeholder perspective, also helps to understand the scope of the
manager’s decisions on social initiatives in society. Carroll (2016) suggests that the set of four
social responsibilities constitute total CSR: economic, legal, ethical and philanthropic. While at
the bottom of the pyramid economic responsibilities of business to the society serves as
foundation to sustain, on top of it are the philanthropic responsibilities including giving
activities that are not required by law, and not generally expected. It means for example to
contribute facilities and human resources for humanitarian programs, or to contribute
financially in arts, education, sports or community, or to promote human welfare. These
voluntary activities meet community’s desire of a company as good corporate citizen, and are
not expected by the community like ethical responsibilities (Mihalache & Silvia, 2013). A
company’s decision to pursue philanthropic responsibilities can be of strategic, ethical or

altruistic nature (Schwartz & Carroll, 2008).

A series of high profile public controversies in the 1990s involving multinational corporations
such as Shell, Nike, The Gap, and others have put the social dimension of sustainability back
into the light. Worst case scenarios are for example, Shell Oil’s decision to sink the Brent Spar,
an obsolete oil rig, in the North Sea or Nike's abusive labor practices at Indonesian suppliers in
the early 1990s (Brown & Forster, 2013; Martin, Johnson, & French, 2011; von Geibler et al,,
2006). Hence, managing reputational risk has become a serious concern for corporations.

Mostly due to the growing importance of social issues in business, the United Nations initiated
The Global Compact promoted in 1999 good practices by corporations by articulating ten
principles that cover human rights, labor, and environmental issues and state (Appendix 1, h)..
The Global Compact principles have been widely adopted by multinational corporations

demonstrating the importance of the social dimension of CS once again. The Global compact
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doesn’t solely list the principles but include a clear guidance on “What does it mean”, “Why

should companies care” and “What can companies do” for each principle.

3.2.1 Levels of commitment to CS

Marrewijk points out there is no "one solution fits all" concept of CS. Every company has the
opportunity to create added value resulting in different levels of commitment to CS (Van
Marrewijk, 2003). These commitment levels (also called ambitious levels, development levels
or maturity levels) have been assigned different sustainability tasks as by researchers. So far,
inappropriate managerial attempts to respond to the CS challenge let different strategies at
various development stages emerge. In table 2, | combine Marrewijk’s different interpretations
of CS (2003) with Carroll’s business responsibilities (2016) as well as with Baumgartner’s
maturity levels of CS (2010). The matrix serves as self-assessment tool for managers or an

evaluation tool as in case of this thesis.

Interpretation of CS : ; e CS maturity level by
. Carroll’s business responsibilities
by Marrewijk Baumgartner

Compliance-driven  Legal responsibilities: CS is perceived as a duty SHNPI
eginnin
CS and obligation, or correct behavior . .

Economic responsibilities: CS is promoted if
o profitable, for example because of an improved
Profit-driven CS o ) Elementary
reputation in various markets
(customers/employees/ shareholders)
Ethical responsibilities: Top managers believe
Caring CS that human potential, social responsibility and  Satisfying
care for the planet are as such important
Ethical responsibilities: Stakeholder and top-
management finds that sustainability is
Synergistic CS important in itself, especially because it is Sophisticated
recognized as being the inevitable direction
progress takes
o Philanthropic responsibilities: Each person or
Holistic CS o i o )
organization has a universal responsibility Outstanding

towards all other beings
Table 2 - Relating the categorization of CS strategies from three researchers to each other

20



Additional to the matrix reflecting different categorization models of the development of CS,
table 3 and table 4 provide an evaluation framework and guidance for managers who aim to
achieve a certain commitment level of CS. For every social aspect identified by Baumgartner
and Marrewijk specific initiatives and norms are listed for each of the five commitment levels
of CS. While table 3 addresses social aspects concerning internal stakeholders, table 4
addresses social aspects concerning external stakeholders. From an economic view, the
optimum level of commitment to CS is remarkably debatable (Steger et al., 2007). Many
researchers have found out that the nature of the relationship between sustainability
performance and the financial performance is nonlinear and can even change. They argue that
sustainability improvements pay off financially in the beginning but then become costly when
companies are trying to achieve a zero-emission goal for example, resulting in a U-shaped
relationship. Apart from this debate, a proactive sustainability strategy is associated with high-
order learning, a corporate capability possibly resulting in competitive benefits such as for
efficiency, productivity and continuous innovation (Sharma and Vredeburg 1988). Hence, when
| later utilize table 3 and 4 to evaluate the commitment levels of Europe’s largest airlines |
assume that the more proactive or more committed towards CS a company is, the more

capability it has for innovation-orientation and opportunity for better performance.

In Appendix 2, | present a full evaluation framework including the criteria of all social aspects
for each commitment level towards CS as identified by Baumgartner and Marrewijk. The two
tables present which criteria to fulfill to reach a higher level of commitment towards CS, one
for responsibilities concerning internal stakeholders and one for responsibilities concerning

external stakeholders. Due to their extensive size the tables are moved to the Appendix:

Table 3 - Criteria of all social aspects for each commitment level towards CS
as identified by Baumgartner and Marrewijk; internal stakeholders

Table 4 - Criteria of all social aspects for each commitment level towards CS
as identified by Baumgartner and Marrewijk; external stakeholders

3.2.2 Integrating Business and Society

Porter and Kramer propose a new perspective on the relationship between business and
society because they claim that CS efforts become counterproductive when forgetting that

corporate success and social welfare are interdependent (Porter & Kramer, 2006). They say

21



that business and society need each other is more than a cliché, it is the truth. Successful
corporations need a healthy society: Education, health care, and equal opportunity are
essential for a productive workforce. At the same time, a healthy society needs successful
companies. Porter and Kramer further suggest that a highly-developed CS strategy is not only
anchored on the strategic level of the firm, as explained above, but also requires an
understanding of the interrelation of business and society. Their perspective that business and
society must be integrated can help companies out of the current confusion about corporate
responsibilities and help to realize shared value by making choices that are beneficial for both
sides. When managers choose which social issues to prioritize they must consider outside-in
and as well as inside-out linkages between society and business to transform defensive,
responsive CS into a strategic, integrated CS. However, the truth is that up until today, only few
firms have “truly embedded the sustainable practice into their operations” (Ernst & Young,
2014). Parmar agrees, advanced CS managers should not ask “How can the company do more
good works?” — even though doing more good is never a bad idea — but need to ask “How does
this company make customers, suppliers, communities, employees, and financiers better off?
How can we work together to create value for each other?” Thus, Parmar also calls for an

integrated approach to social, environmental and economic issues (Parmar et al., 2010).

“The integrative view on corporate sustainability argues thus that firms need to address
economic, environmental and social aspects simultaneo