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Abstract

This chapter examines the opportunities for small and medium-size enterprises (SMEs) as a result of the increasing focus on corporate social responsibility (CSR). The distinctive issues and opportunities experienced by SMEs as opposed to those facing large companies are considered. The growing trend towards incorporating CSR type criteria in the buying decisions made both by individual consumers, and by large organisations such as multinational corporations (MNCs) and public sector organisations is discussed along with the implications for SMEs. The capacity of SMEs to develop innovative responses to the growing challenge of sustainable development is discussed with emphasis on the competitive advantages to be gained from a strategic approach to CSR and sustainable development. Examples of entrepreneurial SMEs that have taken advantage of the opportunities presented in the changing business environment have been presented to illustrate the potential benefits to both business and society of taking a proactive rather than a reactive stance towards CSR. 
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CSR and SMEs
Corporate Social Responsibility (CSR) can encompass a whole range of perspectives and activities. What comes under the banner of CSR for any given company will depend in part upon the issues of the day. For example, fears regarding climate change are increasing focus on environmental issues and carbon management. Also they will depend upon the nature of the organisation and the sector – labour issues may be prominent in companies that outsource much of their work to factories in the developing world for example, and environmental issues will be more pertinent to a mining company than a retailer. How CSR is perceived and responded to will also depend upon firm size. Whereas multinational corporations (MNCs) need to protect their reputations and their brand image, small and medium-size enterprises (SMEs) are more reliant upon their reputation within a smaller network of contacts. 
SMEs are defined within Europe, as any business with fewer than 250 employees. SMEs are an important part of the national and global economy, accounting for 99.8% of European enterprises, and 66% of total employment. Alongside their economic impact, SMEs have a social and environmental impact. It has been estimated that SMEs are the largest contributors to pollution, carbon dioxide (CO2) emissions and commercial waste (Environment Agency, 2003). SMEs are therefore crucial in helping to deliver local and national targets set by government. For example, the UK government’s Climate Change Act (2008), makes UK the first country in the world to have a legally binding long-term framework to both cut CO2 emissions and adapt to climate change. At present the target is to reduce emissions by at least 26% by 2020, and 80% by 2050, against the 1990 baseline. 
Attention is thus beginning to be paid to ways in which SMEs can be encouraged to engage in the CSR agenda. The Government’s CSR website (www.csr.gov.uk) defines CSR as: “the voluntary actions that business can take, over and above compliance with legal requirements, to address both its own competitive interests and the interests of wider society.” The International Strategic Framework for CSR was launched in 2005, and sets out the overall objectives and priorities of the UK Government’s approach towards the international dimension of CSR and defines their vision for CSR, which is: “to see UK businesses taking account of their economic, social and environmental impacts, and acting to address the key sustainable development challenges based on their core competences wherever they operate – locally, regionally and internationally.”

A proliferation of agencies and organisations to promote and facilitate CSR has emerged at the regional, national, European and Global levels. For example Business in The Community (BITC), CSR Academy and the United Nations Global Compact all aim to provide support and incentives for businesses large and small to demonstrate social and environmental responsibility. Several organisations focus specifically on SMEs. In the UK, the Small Business Consortium was set up in 2002 to provide resources for SMEs, such as advice on how they can enhance both their reputation and their bottom line. One useful initiative has been their website: http://www.smallbusinessjourney.com, which provides case studies and examples of firms who have made a difference, and also benefited as a result. The UK Government has published numerous reports and handbooks, such as the handbook produced by the Small Business Service entitled Encouraging Responsible Business (2002).  Furthermore, a social responsibility module has been added to the SME Benchmark Index, and a new international standard in CSR (ISO26000) is due for release in 2010. 
So how are SMEs responding to the challenge of CSR and what are the key issues they face? A common finding is that most SMEs are unfamiliar with CSR terminology and do not see any connections between these concepts and their business (Baden et al., in press; FSB, 2007; Toyne, 2003). Furthermore, the term ‘corporate’ in CSR leads many to perceive CSR as the domain of big business. This is partly due to their sheer size and influence, for example of the world’s 100 largest economic entities, 51 are corporations and 49 are countries, and thus their behaviour is more subject to scrutiny. Although MNCs have dominated the CSR discourse, their visibility makes them more vulnerable to reputational damage, and thus MNCs tend to make every effort to publicise their CSR credentials, with most FTSE 100 companies having dedicated CSR reports available on their websites. 
This approach to CSR is in stark contrast to that of SMEs. Research into SMEs suggests that many are not realising the strategic advantages of their CSR activities. While large companies are very canny about promoting their social and environmental credentials, SMEs rarely publicise their CSR activities. For example, in a recent survey of UK SMEs, only a quarter recognised the benefits of demonstrating social or environmental responsibility to their customers (FSB, 2007). However, the same research also indicated that most SMEs were engaged with CSR type activities, even if they were not being categorised as such. These include environmental policies, waste reduction through recycling, community support, positive working environments, and support for conservation areas.
In comparison to large companies, SMES have characteristics that mean they are well-placed to engage in CSR. Although SMEs may be less reliant upon brand image than MNCs, they are more reliant upon the nature of their personal relationships with their immediate stakeholders i.e. how are they perceived by their staff, their creditors, the local regulators, their suppliers, their key customers. In contrast to large companies, the small entrepreneur experiences first-hand the territory in which s/he operates, and shares with the local community both results and worries (Longo, et al., 2005). SMEs can thus be particularly sensitive to the problems surrounding social responsibility. Rather than couching such an attitude in terms of CSR though, the SME approach tends to be more rooted in common sense and experience. For example, by appreciating the tenet that when you are rooted within a local community ‘what goes around, comes around’.  

In addition, as many SMEs are owned and managed by the same person, the owner-manager has the freedom and power to implement CSR strategies without having to answer to a board of directors or shareholders. This can allow SMEs to be flexible and speedy in their response to changing market conditions. The new business environment with increased focus on environmental and social factors presents opportunities for entrepreneurial SMEs to apply their creativity and flexibility to adopt innovative processes and/or products that fulfil, or even anticipate, the developing CSR agenda. The less hierarchical, less bureaucratic and more personal culture of SMEs also allows for easier transmission of values throughout the organisation which results in CSR type policies being both more readily communicated, and also more immediately realised in terms of their effect upon organisational culture and employee motivation. 

SMEs are also valued for being the source of much innovation. Jenkins (2006) interviewed 24 SMEs in the UK known for their social responsibility. Most revealed that they began by looking at how they can demonstrate responsibility in the areas where they as a business had the most impact. Some of these activities were quite innovative, for example a construction company that developed and promoted sustainable timber construction, and a property development company that uses its position to stimulate urban regeneration. Also, necessity can be the mother of invention, and SMEs through their lack of time and resources, are often driven to find new and innovative ways of doing things for less. 

It could be argued that if SMEs are engaged with CSR, albeit without realising it, then it does not really matter that the terminology and the issues are not fully understood. This argument has some merit, especially when contrasted with the ‘greenwashing’ activities of some MNCs who have been accused of putting their energies into publicising rather than practicing CSR. However, by understanding the real drivers behind the CSR agenda, SMEs can position themselves to use their innovative capacity to address these issues, and realise sustained competitive advantage in the long term. Consideration of the current challenges faced by governments such as sustainable development and waste management can thus enable businesses to anticipate where future regulation or other pressures may come into force that may impact their business. It is likely to become more difficult to dispose of waste as the cost of waste disposal increases and landfill sites become fewer, for example. Businesses are then likely to be pressured into adopting waste-minimisation policies or face large costs. 
Business Case for CSR

The notion of strategic or ‘instrumental CSR’ which focuses on the complementarity of a company’s economic and social/environmental goals has gained increasing currency in recent years. Increases in energy prices and in social and environmental regulation have meant that those companies that proactively pursued CSR activities have been able to reap the reward. Jenkins’s (2006) research with UK SMEs revealed that although CSR activities were generally undertaken for their own sake, all of the SMEs talked about the business benefits of CSR. In some cases these were quantifiable in terms of reduced costs e.g. for environmental initiatives, but in many cases they were more intangible such as increased employee motivation, improved image, better market position. These findings are in accordance with much of the literature that focuses on the business case for CSR.

One can distinguish between internal benefit and external benefits accruing to a firm from their CSR activities. Internal benefits may be experienced as decreased operating costs. Often firms who decide to take on environmental initiatives (e.g. recycling, waste reduction, pollution prevention, water conservation) will be able to obtain grants and assistance, in addition to the cost savings resulting from waste minimisation and energy efficiency (Branco and Rodrigues, 2006). A more subtle, but no less potent outcome can be that the mere act of considering CSR strategically and engaging with stakeholders in a pro-active manner in itself generates skills that are crucial to good management and firm success. Thus greater management expertise is a potential resource arising from CSR. The processes involved in taking a strategic approach to CSR could be viewed as a form of in-house management training, which can constitute a managerial competence that can have far-reaching effects. External benefits can include better relations with external stakeholders, such as customers, creditors, regulators, suppliers, investors and even competitors. There are also many recent studies demonstrating benefits of CSR in terms of attracting and retaining staff, and improved motivation and organisational commitment (ibid.).  

Ethical purchasing
One of the business benefits of CSR for SMEs is its potential to increase sales. There has been a vast growth in ethical consumption by individual consumers over the last decade. This includes expenditure on any product or service where ethical decisions come into play, such as free range eggs, fair-trade goods, renewable energy, ethical investments, decision to buy from local shops etc. According to the Ethical Consumerism Report (Nov 2007), published by the Co-operative Bank, household expenditure on ethical goods and services has almost doubled in the past five years. The average rate of growth for ethical consumerism is 15% per annum since 2002, which compares to 5% pa for overall household expenditure. Simon Williams, Director of Corporate Affairs at CFS, said in 2007: “The market share for ethical food and drink appears to have broken through the ‘green’ glass ceiling of 5 per cent, and factoring in the effect of consumer boycotts, this market share could be as high as 7 per cent. Potentially, we could see market share hit ten per cent in the next year or two” (see Note 1).
Despite growth in the ethical market being triple that of overall average growth, there has been some cynicism about this trend with some pointing out that ethical consumption is still a niche market, with most consumers still purchasing on price. However, another increasing trend is that of sustainable procurement by governmental organisations. The European Union (EU) for example has looked at the power of procurement strategies that include CSR type criteria alongside value for money variables as a means to promote CSR among their suppliers. The EU, alongside many national governments, are beginning to include CSR criteria into their purchasing strategies; with CSR, in most cases, being treated as a qualifier for tendering to supply (Harwood and Humby, 2008). 

MNCs are also starting to recognise that their own exposure to environmental matters is directly linked to that of their suppliers. Companies have used supply chain auditing to provide bottom line benefits for decades. It is now being extended to protect the triple bottom line, by including social and environmental factor alongside economic factors, helping smaller businesses prepare to respond through innovation, and improving the overall carbon efficiency of the end product. Another compelling reason for MNCs to include CSR criteria in their purchasing decisions, is to mitigate against reputational damage. The reputational damage suffered by Nike when conditions in its supplier’s factories became known is a good example. Instead of symbolising sport and achievement, the Nike logo symbolised sweatshops and exploitation and Nike had to invest a lot of resources before that began to change. 
Suppliers chosen for their CSR credentials can offer a competitive edge to large companies tendering for huge government contracts. For example, Bovis recently won a £2.4 billion schools contract, with the Head of Supply Chain Management at Bovis claiming that the work done on improving the sustainability of suppliers and contractors gave his company the edge: “we won that bid based on the supply chain management and diversity policies because we had all of this in place and could demonstrate it” (see Note 2). SMEs wanting to supply Bovis needed to satisfy the company on their environmental policies, waste management practices, codes of conduct and ethical policies, carbon footprint, as well as their own procurement polices, i.e. whether fair trade, sustainably sourced etc. 
A report by the Department of Trade and Industry claimed that, “CSR is likely to become an increasingly important business issue for many SMEs in future. This is partly because of the increasing take-up of ethical codes of practice by their large customers, which is creating a pressure for demonstrably responsible behaviour back down the supply chain” (DTI, 2002, p.31).  Over half of UK retailers in 2005 had codes of conduct for their suppliers (Starcher, 2005). Interviews with nine large UK businesses from a variety of sectors on their procurement strategies revealed that CSR type criteria were generally not used as a decision variable alongside the usual value for money variables, but did tend to be used as a qualifier for submitting a tender (Harwood and Humby, 2008). However, there was evidence that CSR type criteria were used in the selection process in marginal cases. The trend now is increasingly for large companies to share information about the CSR performance of potential suppliers, to reduce duplication of assessment and monitoring (Tuppen, cited in Harwood and Humby, 2008). This reduces costs of supply chain management for the large buyers, but it also means that it raises the stakes for the SME suppliers. Suppliers may find that if they are rejected by one buyer for failing to meet CSR criteria, they may find to their shock that they do not get another chance with other buyers who have pooled knowledge. 

A study of the perceptions of UK firms indicated that many SMEs were worried about being excluded from large contracts due to CSR criteria. Many of the businesses questioned had noticed an increase in the demand from large organisations for suppliers to include social issues in the tendering process, in addition to increases in regulations relating to Health and Safety and the environment (Roberts et al., 2006). Similarly an online survey of its readers by Strategic Risk online magazine in 2006 found that 20% of firms reported that environmental/CSR issues were their biggest supply chain risk, and 25% of firms required their suppliers to adhere to CSR in order to mitigate supply chain risk (Anon, 2006 cited in Harwood and Humby, 2008). These finding are not confined to the UK. In a Danish study, 60% of SMEs reported being asked to comply with requirements from buyers; with some buyers asking about CSR issues in general, and others requiring compliance with specific criteria such as health and safety or environmental criteria (Jorgensen and Knudsen, 2006). 

A comparison of research on CSR and SMEs carried out in 2007 with research carried out in 2002, indicates that buyer pressure with respect to CSR-type criteria is on the increase. In the 2007 sample, 67% of the respondents said they’d had to satisfy customers with respect to health and safety criteria compared to 60% in 2002; 55% on environmental issues in 2007, compared to 43% in 2002, and 43% on employee issues, and 35% on community issues in 2007, compared to 16% on social community commitment in 2002 (Baden et al., in press). Thus one of the risks of not engaging in CSR expressed by SMEs is exclusion from supply chains. 
Risk management vs. value creation
The response of SMEs to the increasing pressures on business to demonstrate social and environmental responsibility can vary from avoidance of such criteria by refusing to supply where such requirements exist, to compliance, all the way through to a proactive strategic stance towards CSR. Among those firms that do engage in CSR, there is similarly a distinction between those who take predominantly a risk-management approach, designed to avoid risk of not engaging in CSR, to those who take a pro-active strategic approach, seeing CSR as an opportunity for value creation. Fombrun et al. (2000) classed these perspectives as ‘opportunities’ and ‘safety nets’ respectively. An opportunity perspective focuses on ways in which the firm can achieve a competitive advantage through its social and environmental practices e.g. through improved reputation, employee motivation, customer loyalty, creditor or regulator flexibility, favourable media coverage, more efficient use of resources and attaining preferred supplier status for CSR-aware buyers. On the other hand, the safety net perspective aims to avoid fines and penalties from non-compliance with social or environmental regulations, avoid reputation damage from poor practice, avoid defection of partners, threats of legal action, or negative media exposure, threats to value from investors and so on. 
It is argued by Porter and Kramer (2006) that companies should take a strategic approach to CSR, based on the premise of interdependence between society and business. This involves both addressing any negative social impacts and seeking opportunities to distinguish themselves by strategic social engagement that focuses on issues that build on the businesses’ particular strengths. CSR can thus be seen as enlightened self-interest if companies look for opportunities to attain competitive advantage by identifying social initiatives that provide the greatest shared value to both the business and society. This positive view of CSR is echoed by Grayson and Hodges (2004) who make the case that drivers for business success are linked to “a willingness to look for creativity and innovation from non-traditional areas - including CSR” (p.9).
So do SMEs take a reactive stance, limiting themselves to legislative compliance, or do they take a strategic approach, looking for ways to increase their competitive advantage through their social and environmental practices? Many small businesses see CSR as relating to large organisations, and view attempts to inflict CSR upon SMEs as a cost burden and external threat. Often such attitudes are based upon a view of CSR as externally imposed regulation relating to social and environmental issues, in contrast to the EU definition of CSR as voluntary (Baden et al., in press).  The literature on SMEs’ responses to environmental legislation is revealing in this respect. Findings indicate that many SMEs are not fully aware of the environmental legislation that affects them and that most action to improve environmental performance is driven by a fear of prosecution (Taylor et al., 2003). For example, a study of environmental initiatives in the screen-printing sector found that improvements in environmental performance tended to be driven by and limited to legislative compliance, particularly for the smaller firms (Worthington and Patton, 2005). Few managers had the vision to anticipate future threats or opportunities, and thus did not consider the opportunities to exploit these environmental developments to gain a competitive advantage, to access new markets or to differentiate their products. While many companies identified benefits from their environmental improvements, the predominantly reactive approach meant that innovative responses to regulation such as seeking out ways to eliminate environmental damage at source, or develop first mover advantages, were not considered. 
Another reason to be proactive rather than reactive to factors such as increasing environmental regulation is that findings demonstrate that it is easier to implement sustainable systems in advance, rather than after external stakeholders require it (Andersen and Skovgaard, 2008). Without a good environmental track record it is becoming harder to obtain insurance and financial backing as the relevant bodies will see the company as risky to insure or to finance. Regulation and fiscal instruments also put pressure on companies to respond to the need to make environmental improvements. Businesses face the risk of being outside the law and being fined if they do not comply. 
Many SMEs thus take a fire-fighting approach, focussing on tasks that appear urgent, but may not be important, rather than those that are important but not urgent.  This is understandable when struggling for survival on a day to day basis, but SMEs risk losing out unless they make time to take a strategic long term view of where their business is going, how it is getting there, and what future issues may become more prominent. One piece of advice for SMEs suggested by the Small Business Consortium is to make the effort to identify parts of their existing business aims and policies that show social responsibility and build on these. Doing this in a structured way as you go along, and building on this to develop statements of values, mission statements, environmental policies or whatever is pertinent to your kind of company will provide a useful document to refer to when faced with buyers who may ask for such documentation (see Note 3)
Meeting the Challenge of Sustainable Development
One look at the targets set by the EU and by the UK Government in particular should alert any future-oriented company to the possibility of radical changes in the business environment, and priorities given to CSR factors. The key challenge is that of sustainable development, which is defined as: “Development that meets the needs of the present without compromising the ability of future generations to meet their own needs” (Brundtland Commission, 1987). It is generally accepted that our present way of life does not meet this criteria of sustainability. If everyone in the world were to consume natural resources and generate CO2 at the rate we do in Europe, we'd need three planets to support us, or five planets if we consumed at the level of the US (WWF, 2008, see Note 4). One third of diversity has been lost in the last 35 years, in part because we now consume resources 30 percent faster than the world can replenish them. In other words, we are no longer living off the interest; we are eating into natural capital. Add to this the prospect of population growth: world population was three billion in 1960, six billion in 1999 and projected to be nine billion in 2050, and we are facing severe resource constraints (ibid.). This then gives rise to the necessity to be much more efficient in our use of resources.  

There is also the issue of climate change. A full discussion of the research is beyond the scope of this chapter, but sufficient to say that increases in global temperatures mirror growth in GDP, greenhouse gas emissions and in oil consumption, and decline in glacier thickness (IPCC, 2007).  This raises the necessity to reduce our carbon dependency and limit our emissions of greenhouse gasses, which have been demonstrated to be the key controllable factor in global warming.  We already have solutions to these issues, and know what we should be doing or not doing, but the problem is behavioural change. For example, we are aware that taking the train is more sustainable than flying, and walking or cycling is more environmentally friendly than driving, and that driving a small car generally consumes less gas than driving a big car. The issue is encouraging people to choose the more sustainable options. This is where Governments are using a mixture of economic incentives and legislation to encourage more sustainable lifestyles. 
Carbon Trading is one attempt to incentivise carbon minimization. The idea is to set a cap on carbon by setting national allocations, and allowing organisations to sell surpluses, or buy the extra they need on the carbon market. The initial phase of the project was accused of offering overly generous carbon allowances that resulted in the price of carbon being too cheap to provide an incentive to invest in low carbon processes and technologies. In the second phase, however, more stringent allocations have been set that have raised the cost of carbon. The aim is to meet the goals set in 1997 Kyoto climate change conference to reduce greenhouse gas emissions to 5.5% below 1990 emissions. There are plans to expand the scheme to include more sectors and more gasses such as nitrous oxide. 

It is only relatively recently therefore that the carbon trading scheme has offered any real economic incentive to reduce CO2 emissions, however now this Cap and Trade scheme is in its second phase, these will start to affect the business landscape in a more visible way. Signs of the increased weight put upon carbon can be seen in the plethora of agencies, website, and software available to help individuals and businesses calculate their carbon footprint. In addition, a number of companies have made a start on introducing carbon-labelling. For example, Tesco, UK's biggest retailer, have said it would put new labels on every one of the 70,000 products it sells so that shoppers can compare carbon costs in the same way they can compare salt content and calorie counts.

Adjusting to this new business environment is a must for those businesses who hope to gain custom from public sector organisations. The UK government, for example, has begun working with the Carbon Disclosure Project in its initiative to analyze supplier emissions to help create more sustainable supply chains. Government organizations including DEFRA; Office of Government Commerce; the Foreign and Commonwealth Office; and the Victoria and Albert Museum will be studying the carbon footprints within each of their supply chains. 

Going even further is the proposal put forward by the then Environment Secretary David Miliband to issue personal Carbon "credit cards". Miliband commissioned a five year study in 2006 into the feasibility of allocating an annual allowance of carbon, with the card being swiped on items such as travel, energy or food. Clearly as carbon labelling becomes more widespread, there are more opportunities for such a scheme to be a reasonably comprehensive carbon rationing scheme. As with the carbon trading scheme, the initial idea is that those who used less than their allowance could sell any surplus to those who wanted more. 

In the face of issues such as climate change and resource constraints, one has to wonder how far the governmental response will go, and what that may mean for business. Will carbon become the new currency? Are we seeing a new model for business that goes beyond the traditional self-interest model, but instead requires businesses to take a hand in meeting these important challenges? Certainly there are signs that some of the large MNCs seem to be moving in new directions. One unprecedented move has been for a consortium of technology companies to forfeit their intellectual property rights by joining an eco-patent commons. For example, Bosch, DuPont and Xerox have pledged to publicly provide the patent for their environmentally-friendly technologies, which include Xerox’s method for hazardous waste removal, DuPont’s technology to convert non-recyclable plastics into fertilizer, and Bosch’s automotive technologies that reduce fuel consumption and emissions.

Clearly as consumers of resources, and providers of the world’s products and services, businesses, both large and small will be expected to play their part in meeting these challenges. This makes it an exciting time to be in business. Businesses that take a defensive, reactive approach that focuses on compliance will experience these changing times as a seemingly non-stop proliferation of regulation and changing goalposts, as customers, large MNCs and policy makers alike try to reconcile economic, social and environmental requirements. However by going on the offense, looking forward to the challenges ahead and positioning yourself to be part of the solution, rather than part of the problem will engender a more creative, innovative and rewarding frame of mind. Kramer and Kania (2006) suggest that rather than viewing CSR as a “vulnerability - an external risk to be managed with the least possible investment,” businesses would benefit from seeing CSR as “an opportunity for valuable social impact or competitive differentiation” (p.23). A number of writers have commented upon the strategic potential of taking a pro-active stance towards CSR. “If problems are only opportunities in work clothes, could climate change turn into the snappiest dresser in town? It’s time the UK’s smallest businesses had a good look in the mirror, and opened up a whole new wardrobe of potential”(McLachlan, 2005),
One of the qualities that SMEs are prized for is their innovative capacity, and it is in the hugely growing green market that innovation is most strongly sought after. One example of green innovation is B9 Energy, a wind farm development and maintenance business. Managing director David Surplus turned his headquarters into a low-carbon showcase, using thorough insulation, special Pilkington K glass, photovoltaic panels, a 6kW wind charger and sophisticated solar water heating. Willow trees for the wood burning stove are grown in the grounds. “By showing it is possible for an office building to be almost self-sufficient,” says Surplus, “we are raising our own profile, as well as that of renewable energy.” A £75,000 grant from the (now defunct) NI Energy Demonstration Scheme helped with the cost. 

Similarly the shipping company CTMV decided to save nearly 125g of carbon per bottle of wine, by shipping wine using barges and sailing boats. Frederic Albert, founder of the shipping company said: “My idea was to do something for the planet and something for the wines of Languedoc. One of my grandfathers was a wine-maker and one was a sailor.” The green nature of the project attracted publicity, investment and customers. The growing ethical investment market made the project easy to fund: with seven private investors contributing 70 per cent of the business's start-up costs, and in an interview about the business (see Note 5) Albert said some 250 producers in Languedoc alone, were keen to use his ships. 

With increasing energy prices and likelihood of increased regulation in the field of carbon management, any company that can get ahead of the game by taking action to improve their environmental credentials stands to gain, both in terms of reduced costs, but also in terms of becoming preferred suppliers, both to CSR-focused buyers from the public sector with commitments to further millennium development goals, and to buyers from large organisations looking to preserve their social and environmental credentials. As several large companies such as National Grid and DHL are now incorporating carbon-related performance targets into the bonus structures of their managers and CEOs, the pressure to demonstrate carbon savings is likely to increase even further (see Note 6). Those SMEs who are proactive in demonstrating they meet buyers’ requirements in these areas will attain a competitive advantage over other companies that are slower to react. 
In their consultation paper on sustainable development, for example, DETR (1998) suggested that the provision of `greener' products can enable business to create new markets, increase business competitiveness, and build customer trust. The success of the Toyota Prius and other hybrid cars is a well-known example. Similarly the Aeron chair made by Herman Miller is an example of eco-design. Sixty-two per cent of the chair is made from recycled material and 94% of it can be recycled. Parts are easy to disassemble and components are clearly marked to help in the recycling stream. Thomas Friedman (2008) coined the term ‘out-greening’, claiming that this will be the winning strategy for the future as old strategies such as out-performing or out-consuming that rely on diminishing resources become less viable.  Friedman claims that companies that out-green their competitors do so generally via efficiency (or conservation) and innovation.
Thus SMEs who do take a strategic stance towards CSR have the potential to develop innovative responses to the new challenges, which can offer them a first mover advantage and enable them to gain cost advantages, to access new markets and to differentiate their products. For example, in preparations for the Olympic Games, contracts are being awarded based on much more than price. Construction firms that can demonstrate eco-friendly trucks, waste minimisation and recycling policies will gain an edge when pitching to the Olympic Delivery Authority who is aiming for the greenest possible games.  

SMEs wanting a slice of this fast growing pie need to ask themselves how their particular business is responding to these changing priorities. Can more environmentally friendly materials be used? Can better products that incorporate full life cycle analysis be designed? How can these be designed to either last or be re-usable or recyclable? Firms that take the initiative to incorporate these environmentally friendly features into the design stage will find that sales will kick off as more large organisations are under pressure to consider, not only their own environmental practices, but also those of their suppliers. In particular the government and the EU have made commitments to encourage sustainable design through their purchasing power. 


One inspiring example is that of Kresse Wesling (see Note 7) who applied her entrepreneurial talents to a number of environmental problems: 


I was working at a venture capital company in Hong Kong, an exciting city that had and still has some serious environmental issues; there was no recycling and no sewage treatment and also no shortage of waste. I was 24 when I had the opportunity to set up my first company, Bio-Supplies, which makes and sells environmental packaging alternatives. I thought, if I’m going to work from 5am -10pm everyday, I might as well do something that excites me! 

Two years later I relocated to the UK to expand Bio-Supplies and also started Babaloo, a company that produces a range of ethical and environmental products for parents and babies. Then last year I encountered another environmental problem. The London Fire Brigade was sending its decommissioned fire hose to landfill, after several years of active duty. My partner and I founded EAKO to take on this hose and other commercial and industrial wastes so that they could be transformed. We make a range of incredibly beautiful lifestyle products and 50% of our profits go to charities affiliated with the waste; from the fire hose line, 50% of our profits go to the Fire Brigade’s Benevolent Fund. 

Days after starting the business we were asked by the team behind Live Earth to make 500 belts in three weeks. Supplying our very cool carbon free belts for the London concert was our first big challenge and took us from cottage industry to full-scale production literally overnight. 
Certifications and awards 
Developing competencies in environmental management, and attaining certification is another way of opening doors to large orders, more customers, and may also enable premium prices to be charged.  For example large organisations that require their suppliers to conform to CSR type criteria often do so by specifying certain certifications such as ISO14001  (environmental sustainability) or OHSAS 18001 (Health and Safety); SA8000 (social accountability); ISO 9001 (quality management), and upcoming specific CSR certification ISO26000. Some SMEs are very aware of the competitive advantage such certifications can provide, for example a Catalan company interviewed on its CSR practices responded:  “we not only sell parts, we also sell certifications” (Murillo and Lozano, 2006). Similarly many of the companies interviewed by Jenkins (2006) on their CSR practices had followed the route of certification, for example a printing company realised its greatest impact was environmental, and thus went for ISO14001 accreditation as a systematic means of improving their environmental performance, e.g. by switching to water based inks, using recycled paper and reducing their waste and emissions. 
Organisations such as the EU, the Department for Business, Enterprise and Regulatory Reform, CSR Europe, BITC etc. are keen to recognise any company that exhibits good CSR practices, often publicising case studies as an example to other businesses. Several of the companies interviewed by Jenkins (2006) found that entering awards, such as the BITC award, both helped to publicise their efforts, and helped them to think about their activities in a more systematic fashion, enabling the development of a specific CSR strategy. Any company that pro-actively seizes the initiative on social and environmental issues and proactively publicises their stance can find that exposure snowballs from there as NGOs keen to encourage such practices distribute awards and accolades freely; researchers keen for case studies, businesses keen to follow suit and CSR-related agencies refer to your company in articles, quoting your company as an example of best practice, or innovation. You may find very quickly that it is your CSR credentials that are your biggest asset. 

For example, Ormiston Wire gained public recognition when it received the Queen’s Award for Sustainable Development in 2002, for their activities in terms of enhancing the company's impact on the local community and wider environment. Managing Director Mark Ormiston admitted that the initial motivation was looking for cost savings during the recession of the 1990s. “That’s when we realised that we were very wasteful with our energy, heating the factory after we’d gone home, and leaving lights on all night. We invested in automated systems to minimise energy use and maximise efficiency, such as fans to blow hot air back to the factory floor” (McLachlan, 2005). They  implemented a wide range of initiatives that included ISO 14001 certification, the purchase of electricity from renewable sources and the installation of efficiency measures, including higher efficiency lighting, occupancy detectors, water saving devices, and high rates of packaging recycling via a customer deposit scheme. Encouraged by the award, the company went on to install 220 solar panels and a wind turbine.  Ormiston can now claim that his business has “one of the lowest carbon footprints in the UK” – and that his green policies save in the region of £20,000 a year. He believes that these savings are easily available to all SMEs but that “whilst a lot of British business people know about their products, they don’t know how to run the operations side, nor are they prepared to be innovative”. Similarly, Reed Paget, the MD of Belu Water, which launched the UK’s first “carbon neutral” bottled water, recently won the Independent newspaper’s Social Entrepreneur of the Year Award, as profits are used to fund clean water projects around the world. Reed also developed the ‘Penguin Approved’ consumer product certification stamp which is for goods and services that have reduced and offset all their emissions measured over their entire lifecycle.

Conclusion
This chapter presented an overview of some of the distinctive challenges and opportunities open to SMEs as a result of the increasing focus on CSR, for example, when large organisations include CSR type criteria in their purchasing decisions. This trend, whether it be known as ethical consumption or sustainable procurement has implications for SMEs that are only just beginning to be felt. However, the flurry of organisations, research, conferences and policy papers pertaining to this topic suggest that those SMEs that can anticipate these changes in procurement criteria and position themselves to take advantage of them may find they have a sustainable competitive advantage over those who have failed to adapt. 
Some companies have taken a defensive approach to CSR, including opposition, ignorance, or seeing CSR as a risk to be managed. The risk management approach for example tends to involve a reactive stance to community and legal requirements, compliance with current regulation and standards, and focuses on reducing the risk of sanctions or lack of business for failing to meet minimum standards.  This is fine as far as it goes, but the focus is mostly negative, avoiding rather than striving. A more positive approach is to see CSR as an opportunity to access new markets and increase efficiency. The concept of eco-efficiency, (Schmidheiny, 1992) is based on the concept of creating more goods and services while using fewer resources and creating less waste and pollution. This is one of the win-win strategies open to business, because while achieving eco-efficiency can result in short term costs as processes and equipment may need to be changed, there are cost savings that will benefit the business in the long-term, and also lead to the potential attraction of new business, and positive employee and customer responses. 
There is now an emerging trend which views CSR as a means of gaining long-term strategic advantage. The term ‘corporate social opportunity’ (e.g. Grayson and Hodges, 2004) has been proposed in order to capture the more proactive stance that many forward thinking companies are now adopting. It is also captures the point that it is much more empowering to be motivated by the positive than by the negative. It is hoped that this chapter, by presenting examples of some businesses that have attracted attention to themselves by using their innovative capacity to run forward to meet the challenges of the future head on, has demonstrated not only the value of a strategic proactive approach to CSR to the business, but has provided inspiration to any who want to achieve success and make a positive contribution to society at the same time.  

Notes

1. 1.   
2. " 

www.co-operativebank.co.uk/ethicalconsumerismreport  Accessed 2nd April 2009

3. 
Rae, D (posted 26/2/2008) Sustainable Sourcing http://www.sustainable-sourcing.com/2009/02/sustainability-earns-bovis-24bn-schools-contract/
4. http://www.smallbusinessjourney.com/files/pdf/BITC%20SME_final%20low%20res.pdf
5. WWF website, Accessed 2nd April 2009 http://www.wwf.org.uk/what_we_do/about_us/building_a_one_planet_future.cfm
6. Observer, Sept. 2008. http://www.guardian.co.uk/environment/2008/feb/24/food.carbonemissions
7. http://www.businessgreen.com/business-green/news/2238989/national-grid-launches-carbon. Accessed 2nd April 2009

8. http://socialenterpriseambassadors.org/content/view/106/74/ Accessed 2nd April 2009
References
Andersen, M., and Skovgaard, R.G. (2008) ‘Small suppliers in global supply chains’,  Danish Commerce and Companies Agency.

Baden, D, Harwood, I and Woodward, D (in press) ‘The effect of buyer pressure on suppliers to demonstrate CSR: an added incentive or counterproductive?’ European Journal of Management. Available online since Jan 2009. http://dx.doi.org/10.1016/j.emj.2008.10.004
Branco, M.C. and Rodrigues, L.L. (2006) ‘Corporate Social Responsibility and resource-based perspectives’, Journal of Business Ethics 69(2): 111-132.

Brundtland Commission, United Nations (1987) ‘Report of the World Commission on Environment and Development’, General Assembly Resolution 42/187, (11 December 1987). Available on http://www.un-documents.net/a42r187.htm
DETR, Department of the Environment, Transport and the Regions (1998) Sustainable development: opportunities for change, Consultation paper on a revised UK strategy.
DTI, Department of Trade and Industry (2002) Business and society: Corporate

social responsibility report 2002. Available on

http://www.berr.gov.uk/whatwedo/sectors/sustainability/corp-
responsibility/page45192.html/
Environment Agency (2003) SME-nvironment 2003 Environment Agency - Net-regs.

Fombrun, C., Gardberg, N. and Barnett, M. (2000) 'Opportunity Platforms and Safety Nets: Corporate Citizenship and Reputational Risk', Business and Society Review 105(1), 85–106.

Friedman, F (2008) Hot, Flat and Crowded: Why We Need a Green Revolution and How it Can Renew America, Farrar, Straus & Giroux.

FSB (2007) Social and environmental responsibility and the small business owner.
Federation of Small Businesses Survey.

Grayson, D. and Hodges, A. (2004) Corporate Social Opportunity, Sheffield,
Greenleaf Publishing Ltd.

Harwood, I. A. and Humby, S. (2008) 'Embedding corporate responsibility into 

supply: a snapshot of progress', European Management Journal 26 (3) 166-174.

IPCC (2007) ‘Summary for Policy Makers’ A report of Working Group I of the

Intergovernmental Panel on Climate Change.  

Jenkins, H.M. (2006) 'Small business champions for corporate social responsibility', 

Journal of Business Ethics 67(3), 241-256.

Jørgensen, I. L. and Knudsen, J.S. (2006) Sustainable Competitiveness in Global

Value Chains: How do Danish Small Firms Behave? The Copenhagen Centre,

Copenhagen.

Kramer, M. and J. Kania (2006) 'Changing the game: leading corporations switch

from defense to offense in solving global problems', Stanford Social Innovation

Review (Spring).
Longo, M., Mura, M. and Bonoli, A. (2005) 'Corporate social responsibility and corporate performance: the case of Italian SMEs', Corporate Governance 5 (4), 28-42. 

McLachlan, M. E. (2005) Just how hard is it to…reduce the carbon footprint of a small business? Green Futures, . Forum for the Future. 

Murillo, D. and J. M. Lozano (2006) 'SMEs and CSR: An approach to CSR in their 

own words', Journal of Business Ethics  67(3), 227-240.

Porter, M. and Kramer, M. (2006) 'Strategy and Society: The Link between

Competitive Advantage and Corporate Social Responsibility', Harvard Business

Review, 84, 78-92.

Roberts, S., Lawson, R. and Nicholls, J. (2006) 'Generating regional-scale

improvements in SME corporate responsibility performance: Lessons from

responsibility Northwest', Journal of Business Ethics 67(3), 275-286.

Schmidheiny, S (April 1992) 'Changing Course: A Global Business Perspective on development and the Environment', World Business Council for Sustainable Development. 

Starcher, G. (2005) Responsible Entrepreneurship: Engaging small and medium sized

enterprises in socially and environmentally responsible practices, European Bahá’í

Business Forum, Paris, France.
Taylor, N., K. Barker, et al. (2003) 'Achieving 'sustainable business': a study of

perceptions of environmental best practice by SMEs in South Yorkshire’, Environment
and Planning C-Government and Policy 21(1): 89-105.

Toyne, P. (2003) 'Corporate social responsibility – good business practice and a

source of competitive edge for SMEs?' 48th World Conference International Council

for Small Business: Advancing entrepreneurship and small business.

Worthington, I. and D. Patton (2005) 'Strategic intent in the management of the

green environment within SMEs - An analysis of the UK screen-printing sector',
Long Range Planning 38(2): 197-212.



PAGE  
6

