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Executive Summary

CSR and the Strategic Management of Reputation in Korea

Corporate social responsibility, or CSR,
is today almost a business byword. Yet,
is it understood? Is it necessary? Is it a
business practice that is being truly
adopted in Korea or is it a term that is
merely given lip service?

With Korea slipping further down the
rankings of world economies from 12" to
13" in 2007', and facing an expected
increase in competition resulting from
international free trade agreements,
Korean companies now more than ever
must effect policies that will allow them to
build sustainable trust-based
relationships with stakeholders at home
and abroad. The implementation of
tangible, cost-positive CSR policies will
help Korean companies successfully
navigate a more complex, interconnected
and global marketplace.

CSR in its many guises has been
debated in board rooms and practiced in
one form or another by businesses since
at least the 19™ Century through to the
present day?, perhaps even longer. Part
of the confusion about CSR stems from
the variety of terms that are used to
define it — CSR, Social Accountability,

Citizenship, etc. — and the divergent
ways in which these terms are
understood, defined and ultimately

implemented.

This paper will not focus on the semantic
debate of defining CSR. For pragmatic
purposes, we will define CSR practices
as business activities that mutually
benefit the social context within which a
corporate  entity operates beyond
necessary legal requirements and
standard industry practices. Importantly,
the social context of socially responsible
activities is populated by the interests of
customers and stakeholders, and the
opinions, sentiments, demands and
requirements of these organizations and
individuals are changing.

This paper will focus on the implications
of implementing or not implementing a
robust, effective and demonstrable CSR
policy. It will examine the new social
context within which Korean companies
operate and the interdependence of
business  with  society and its
stakeholders at large. It will ask
whether there is an opportunity for
companies to integrate this new social
context into their business strategies and
present a framework whereby Korean
companies can effectively engage
stakeholders in a way that aligns the
interests of business and society.

Korea e%s¥ins

Europe [eAEmIe

North America P4 17%

Business and Society

Do you believe that global companies have more of a positive
or more of a negative impact on society?

@ Don't know B Neither B More negative B More positive

Source: Edelman Trust Barometer 2007
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CSR and the Strategic Management of Reputation in Korea

One in four Korean opinion leaders
believe that global businesses have a net
positive effect on society — three in five
believe that the role they play in
addressing major social and
environmental challenges can be
matched by no other institution * .
However, is it the role of Korean
businesses to do this?

At a minimum, any business needs to do
three things:

1. Hire talented employees;

2. Attract investment;

3. Sell a product or
customer base.

service to a

It follows that any function that can
improve a company'’s ability to carry out
any or all of these core functions must by
definition be good for the business.

A 2003 survey of 800 MBA students from
leading North American and European
schools by Stanford University showed
that 97% of respondents said they were
willing to forgo financial benefits in order
to work for a company with a better
reputation for corporate social
responsibility and ethics. How willing?
On average these students would accept
salaries 14% lower than their expected
income.*

In the United Kingdom, about 78 per cent
of assets held by the largest pension
funds incorporate socially-responsible
investment principles, according to the
Ethical Investment Association. What's
more, the Standard Life UK Ethical Fund
has consistently outperformed the UK All
Companies sector. In the U.S., one in
every eight dollars is invested according
to ethical principles.® A Morgan Stanley
/ Oekcom study of 600 global MCSI
companies between 1999 and 2003
found that an index of ‘best in class’
companies (based on rigorous
environmental and social performance
measures) outperformed an index of

‘sustainability laggards’ by 23%.

Toyota’s ultra low fuel emission car the
Prius — the world’s first mass produced
hybrid vehicle — passed the one million
mark in global sales at the end of May
2007°. Annual sales more than tripled in
just three years, from 43,100 in 2003 to
175,200 in 2005, and doubled in 13
months after surpassing the half million
mark at the end of April 2006’. Toyota
has now grown to become the world’s
largest automaker®, and has recently
launched the second generation of the
Prius®.

In other words, there is solid evidence
that companies that have strong, well-
communicated positions on corporate
social responsibility can attract:

- better employees;

- more capital;

- more customers.

However, for many companies —
including companies in Korea — CSR is a
topic that is widely featured in corporate
mission and vision statements but less

visibly practiced on the ground. Most
CSR initiatives in Korea, as they are

“...for many
companies — including
companies in Korea —

CSR is a topic that is
widely featured in
corporate mission and
vision statements but
less visibly practiced
on the ground.”
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communicated to key stakeholders, tend
to focus on corporate philanthropy rather
than on an agreed framework of ethical
behavior and an adherence to triple
bottom line reporting.

For example, of the 2,173 sustainability
and environmental reports issued by
organizations in line with the Global
Reporting Initiative (GRI), 37 are from
Korean companies (two of these are
overseas companies based in Korea).
That compares with 269 from Japan, 230
from the U.S., 138 from Australia, 78
from Germany and 74 from Finland.
The People’s Republic of China has only
1 report to its credit, with Hong Kong
accounting for a further ten in the
database.™®

By contrast, according to a survey by
Booz Allen Hamilton of Corporate Values
Statements, 74% of surveyed companies
in the Asia Pacific Region contained a

CSR and the Strategic Management of Reputation in Korea

commitment to social responsibility or
corporate citizenship in their values
statements, compared to 58% in North
America and 69% in Europe. 56%
contained a commitment to
environmental responsibility, compared to
34% of North American and 55% of
European companies surveyed.'!

Are Asian companies — and Korean
companies in particular — simply paying
lip service to the concept of corporate
social responsibility? Or is there
another reason for the apparent
discrepancy? More importantly, what
are the implications for companies in
Korea that do not understand and

implement meaningful CSR initiatives
and activities that attract Dbetter
employees, more capital and more
customers?

Stands behind its products/services when
something goes wrong

Provides senior leadership that can be trusted

Communicates frequently and openly with
employees

Operate in an open an transparent fashion

Concerned about/active in doing something
about community welfare

[l Expectation

Responsible Corporations?

To what degree do you believe different types of corporation live up
to the following characteristics?

Bl Western Corp B Korean Corp M Japanese Corp

Source: Edelman Asia Pacific Stakeholder Study 2007
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The Business Case for CSR

Institutions around the world face an
increasing “trust deficit” among their key
stakeholders — a deficit that potentially
has a very real impact on bottom-line
performance.

According to social scientist Daniel
Yankelovich, author of Profit with Honor,
Corporate America is going through its
third major crisis of confidence since the
1930s — the first two being the Great
Depression and the second the

“stagflation” period of the 1960s to
1980s. 2 However, emphasizes
Yankelovich, this time it is not just

corporations who are receiving criticism
but the individual senior executives who
manage them.

Excessive salaries and bonuses,
unreasonable perks, complicity in
accounting scandals and a “perceived
willingness to trade jobs, environmental
standards, and labor rights for profits” is
creating mistrust in companies and
individuals. Since the dot-com bubble
burst in 2001, global and American
business has suffered an unprecedented
five and half years of humiliation*® and it
has led thinkers like Irish business
philosopher, Charles Handy, to ask in his
seminal 2002 paper, “What's a business
for?**

Edelman’s 8" annual Trust Barometer
2007 shows the erosion of trust in
traditional company icons such as the
CEO. Last year in the U.S., trust in
CEO:s fell by over 25% with only 22% of
respondents saying information they
received from a CEO of a company is
credible. Only 18% of a combined
group of British, French, and Germans —
the lowest rating in the eight years of the
study — Dbelieved the information
conveyed by a CEO was “extremely

credible” or “very credible?®.”

But is it necessarily true that trends in the
U.S. and Europe are valid for Korea?
The domestic credibility of Korean CEOs

is still relatively low with only 37% of
Korean respondents trusting the CEO as
an information source'®.  Considering
the ambitions of many Korean
companies to expand overseas and
given the global media coverage of
ethically questionable conduct by some
of Korea’'s leading companies, by no
means can Korean companies be
complacent about the shift in global
social standards. Indeed, in terms of
credibility CEOs in Korea still trail regular
employees (44%), academics (50%),
NGO representatives (59%), peers (59%),
or analysts (60%).*’

As the importance of the social contract

“...by no means can
Korean companies be

complacent about the
shift in global social
standards.”

between business and society grows, so
do expectations of how businesses meet
their role as responsible corporations.
According to the 2007 Asia-Pacific
Stakeholder Study, Korean business has
begun to restore trust. rebounding from
16% in 2006 to 25% in 2007. However,
the  expectations for all eight
characteristics that define a responsible
corporation in Korea increased from
2006 to 20072,

Korean companies trail expectations in
terms of the characteristics that define a
responsible corporation, and this gap has
widened since 2006. More alarming still,
Korean corporations match Western
corporations on only one of the eight
categories — works hard at building
relationships with core shareholders —
and fall behind significantly in all seven
others.*
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“quick bucks in the name of reform
but the improved corporate transparency
that is one of the legacies of the 1997
financial crisis will encourage other funds
and organizations to drive governance
issues from within. Indeed, the recent
launch of Korea Development Bank’s
one trillion won socially responsible fund
to foster and encourage socially
responsible activities is another step in
this direction®,

"31 —

It is almost inevitable that Korean
companies — willingly or unwillingly — will
engage stakeholders more proactively in
the future, but visible progress in general
is slow. For many companies, CSR is
still seen as a cost of doing business, not
a management process or a value driver
in itself, and communication for many
initiatives is restricted to an
announcement when the process begins
and another when (or if) it is completed.
The result is — from the outside looking in
— is a plethora of vaunting promises to
become a “Top 5 Environmental
Company” or a “Top 3 Corporate
Governance Company” at some point

CSR and the Strategic Management of Reputation in Korea

five or ten years in the future followed by
very little in terms of substance.

In part this is a cultural issue — Korean
companies don't want to lead the
discussion with shareholders and any
form of communication is seen as a risk.
Furthermore, many companies in Korea
lack the internal communications
processes to drive the debate in such a
way as to create positive business
outcomes from the process of CSR as
well as from the results — a function of
the predominantly vertically integrated,
hierarchical corporate structures.
Ironically, it is this avoidance of risk that
contributes to the low levels of trust
under which Korean companies currently
labor.

What is clearly needed is a framework
within which Korean companies can
engage stakeholders to build trust,
strengthen relationships and develop
their reputation as responsible social
organizations. It is to that framework
that we now turn.

Employee Relations Drive Reputation

Which of the following characteristics make a company
stand out from the rest?

Brand / Product Quality

Employee development / benefits wswyo

47%
0

Ethics / Integrity WZWVO

Management / Leadership

Prompt response to market needs
Sales / Marketing Strategy
Corporate citizenship

Vision / direction

Profitability

After-sales service

Global vs. Local

26%

@ 2007
W 2006

Source: Edelman Asia Pacific Stakeholder Study 2007 — Korea Data

11




The Greater Good:

* Edelman

CSR and the Strategic Management of Reputation in Korea

A Framework for Stakeholder Relationships

The social context and communications
framework through which companies
operate has changed. The old model of
a Pyramid of Authority through which a
small number of people deliver a
carefully controlled, top down message
to a mass audience is disappearing.

Three ads in primetime TV in US,
according to Forrester Research for
example, would have reached 95% of
women in 1967, but today advertising
revenue is falling such that in June 2007,
the worlds 2 leading financial
newspapers, Wall Street Journal ($1.00
to $1.50) & the Financial Times (£0.70 to
£1) significantly increased their retail

price to offset the drop in print advertising.

While changes in the communications

staggering. It is not inconceivable to
find that there is a significant public body
of opinion and debate on an issue facing
a given company long before the
decision-makers at that company are
even aware that the issue exists. The
increase in reach and impact of social
media has far-reaching implications for

all  companies. The  average
stakeholder now not only has access to a
greater volume of information and

analysis about a company, he or she is
also empowered to contribute to the
debate in a much more direct manner
than ever before — without talking directly
to the company.

This multi-polar communications
landscape is also affecting the way that

OLD: Pyramid of Authority

Corporations

A 4

Consumers

A
Consumers Z="

NEW: Sphere of Cross-
Influence

Corporations

Media 27NN\ Employees

Trades

|

NGOs SQ\VZZ¥ Investors

landscape have affected the way that
stakeholders interact with companies,
few companies have fully utilized those
changes to interact with their
stakeholders. The Pyramid of Authority
has given way to a holistic Sphere of
Cross-Influence, with the company at the
centre of a complex web of
communications chains  with  and
between its key stakeholders.

The speed with which a story can spread
through this communications web is

Regulators
stakeholders view “responsible
companies ¥ . In the past, Korean
companies that delivered  quality

products and services through good
management practices could be fairly
confident that they would enjoy a largely
positive reputation. However, while the
need for solid business tangibles has not
changed, executives in Korea and
throughout Asia need to broaden their
understanding of the drivers of corporate
reputation to compete in today’s highly
integrated, global environment. This is

12
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the new social context of being a
responsible company in Korea.

Edelman’s  regional research into
stakeholder attitudes towards companies
offers a framework within  which
executives can understand, track and
ultimately strategically develop key
stakeholder relationships to pursue cost-
positive business outcomes.?* Edelman
tested twelve statements profiling
corporate reputation amongst 2,000
opinion leaders across Asia (including
172 interviews in Korea)®* and, via a
factor analysis, identified and weighted
three drivers affecting business
reputation:

CSR and the Strategic Management of Reputation in Korea

including employee communications
and training, ethical management,
proactively building relationships with
key stakeholders and providing profits.

e Quality Products: Addresses the
way in which a company fulfils its core
business obligations in terms of
providing top quality products and
services.

Across markets in Asia, each driver
enjoys different degrees of importance
among key stakeholders, as shown
below. In  Korea, Management
Practices have the lowest degree of
importance, with a mean score of only

Level of Importance

Social Accountability

The Reputation Pyramid

Drivers affecting corporate reputation in Korea and Asia

Management Practices

B Korea B Top Ranking B Asia Average

Quality Products

e Social Accountability: Addresses the
manner in which a company interacts
with the consuming public, not only in
terms of corporate philanthropy but in
the broader context of transparency of
operations, listening to consumers,
playing an active role in community
welfare and providing support for

products and  services when
something goes wrong.
¢ Management Practice: Addresses

the way in which a company interacts
with its internal stakeholders,

6.44 compared to regional average of
7.49. Australia places the highest
degree of importance on Management
Practices in the region, with a mean of
8.16.

Social Accountability is the second most
important driver in Korea, with a mean of
6.77. Again, this is below the regional
average of 7.33 and significantly lags
Japan, which placed the highest degree
of importance (8.04) on this driver.

The most important driver by far in

13
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defining corporate reputation among
Korean stakeholders is Quality Products.
Korea’s mean rating of 8.42 is exceeded
only by China (8.84) and is above the
Asian regional average of 8.10.

At first glance, one could be forgiven for
believing that the provision of quality
products and services are all that is
required to build reputation in Korea —
and indeed 15 years ago one would have
been largely correct. However, as the
forgoing discussion has emphasized, the
context has changed. Korean
stakeholders are increasingly factoring
the other two drivers — Social
Accountability and Management Practice
— into their opinions of companies. Non-
tangible variables deriving from the way
in which a company interacts with its key
internal and external stakeholders play
an increasingly important role in shaping
corporate reputation, and companies
who ignore this trend do so at their peril.

The data further suggests that the

CSR and the Strategic Management of Reputation in Korea

all three drivers, opinions among key
stakeholders of the extent to which
Korean companies typically meet
expectations trail the regional average.

In terms of Social Accountability, Korean
stakeholders rate domestic companies
lower than any other market included in
the study, with a mean score of only 5.53
for meeting their expectations of a
responsible company. The regional
average is 6.07 and Indonesian
stakeholders give their companies the
strongest vote of confidence with a score
of 6.83.

In terms of Management Practices,
Korean stakeholders give domestic
companies a mean score of 6.17 for
meeting expectations, compared to a
regional average of 6.42 and the highest
ranking, again in Indonesia, of 7.39. For
Quality Products — the most important
driver to Korean stakeholders — those
same  stakeholders gave Korean
companies a score of 6.58 for meeting

10 -
9

6.83

The Reputation Pyramid

How companies meet local stakeholder expectations

7 1 6.07 6.17

6 - 553
5
4 -

Performance

2 4
1 -

7.39 7.50
6.58

Social Accountability

Management Practices

O Korea W Top Ranking B Asia Average

Quiality Products

warning signs of a general decline in
corporate reputation in Korea are already
making themselves apparent. Across

expectations. The regional average
was 6.74 with the highest ranking of 7.5
going to Japanese companies.

14
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Implications for Companies in Korea

What implications does this framework
have in practice? At the simplest level,
it offers a way for companies to improve
their corporate reputation by investing
resources in the three identified drivers.
However, the question then becomes
one of where to invest those resources
for maximum impact.

Statistical analysis of the results of
Edelman’s research provides varied
weightings for each driver, with Social
Accountability at the top, Product Quality
second and Management Practice third.
In other words, improving perceptions in
the area of Social Accountability by a
given amount will have a measurably
greater impact on corporate reputation
than an equivalent improvement in

Product Quality or in Management
Practice.*®

The most important implication of
Edelman’'s research into corporate

reputation in Korea and Asia is the need
not only for a more proactively
communicated CSR agenda by Korean

companies but an understanding that
social responsibility in this region goes
far beyond simple corporate philanthropy.

CSR practices are about meeting very
specific needs and expectations among
stakeholders and across industries and
markets and, most importantly,
communicating the corporate effort to
meet those expectations — transparently
and in real time — to drive positive
business outcomes. It means engaging
with  both internal and external
stakeholders to build strong, dialogue-
based relationships that meet the needs
of those stakeholders: fair treatment of
employees (and suppliers and partners);
managing the environmental impact of
business activities; and transparently
reporting social, environmental and
financial practices. CSR activities, as it
is increasingly understood by opinion
leaders in Korea, goes beyond setting a
CSR vision and giving donations to local
charities.

This is not to say that philanthropy plays

Building Trust With Employees

What is the most important action for a company looking to build
trust with its employees?

Listening to employees

Communicating financial performance
Communicating business strategy
Demonstrating corporate social responsibility
Having CEO be accessible to employees
Encouraging dialogue throughout the business
Communicating openly about layoffs

Providing information on career advancement

W North America HEEU [EKorea

Source: Edelman Trust Barometer 2007

15
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no role in an organization's social
contract; indeed its importance in
building trust in Korea outweighs that
within the EU and the U.S. However, a
company that uses its core competencies
and structures its business in such as a
way as to make an ongoing contribution
to the communities in which it operates is
more likely to build lasting, trust-based
relationships than one which simply
writes checks to the cause of the month.

The importance of employee relations
and communications  cannot  be
understated. However, its importance in
driving trust with external stakeholders
may not be fully appreciated. As in the
U.S. and the E.U., the most important
activity to undertake to build trust with
employees is for company executives to
listen to them and engage them in a two-
way dialogue. Overwhelmingly, in
Korea, the proactive sharing of financial
information with employees is an
important component in fostering trust,
running a close second in terms of
importance.

Another implication is that Korean
companies doing business in other
countries — and in an export-driven
economy that implies a considerable

CSR and the Strategic Management of Reputation in Korea

proportion of businesses — must look to
engage international stakeholders based
on an understanding of the drivers that
are important to those stakeholders.
This is vital if Korea is to address the
trust deficit it is currently experiencing
with major developed economies.

Many Korean companies, however,
continue to approach communications
with international stakeholders as an
extension of domestic communication.
This may be more resource-effective in
terms of internal processes, but it is not
conducive to building strong, trust-based
relationships with international partners.
A Korean company engaging an
Australian partner, for example, would be
better advised to communicate the
integrity of its management practices
than to focus the conversation entirely on
product quality.

Domestically, companies need to give
more thought to the priorities they place
on their various relationships. Links
between business and government are
treated with increasing levels of distrust
in Korea — witness negative reactions to
media reports of political slush funds
amassed by Hyundai Motor Company
and Samsung

Trusted Companies: Koreans Buy

When you think of a company that is socially responsible, which of
the following are you most inlined to do?

Purchase their products or services |
Recommend them to others

Invest in them or buy their stock

Pay a premium for their products or services
Work for them .

Forgive them for occasional missteps j
Forgive them for inferior quality or service

Do business with them

[l North America HEU EKorea

Source: Edelman Trust Barometer 2007
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The Asia Pacific Stakeholder research
shows that companies are being held to
an ever higher standard by key
stakeholders. Product quality remains
important in Korea, but it is increasingly
becoming an expectation rather than a
differentiator. ~As Korean companies
continue to successfully penetrate
overseas markets, product quality alone
will not be sufficient to build strong
relationships with stakeholders. Rather,
while expectations of product quality
remain comparatively flat, expectations
of the other two drivers of corporate
reputation are increasing year on year.

CSR and the Strategic Management of Reputation in Korea

Finally, what happens when companies
operating in Korea do build trust? Will it
help deliver and achieve the primary
goals of any business as outlined earlier,
namely to help hire talented employees,
attract investment or sell a product or
service to a customer base?

The obvious answer is yes. Trust helps
retain employees, attract investment and
sell more. Trust inspires stakeholders to
purchase a company's products or
services, to invest in its shares and to
build partnerships with it. In short, trust
has a significant and measurable impact
on the company’s bottom line.

“Product quality ... is increasingly becoming an
expectation rather than a differentiator. As Korean
companies continue to successfully penetrate
overseas markets, product quality alone will not be
sufficient to build strong relationships with

stakeholders.”

17
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Conclusion

CSR and the Strategic Management of Reputation in Korea

The changing social context of doing
business and the changing dynamic of
communications  should  encourage
Korean companies to re-evaluate their
communications practices, moving away
from reactive, inward focused
communications to transparent, dialogue-
rich relationships with key stakeholders.

The rewards for companies that take a
proactive  approach to  corporate
reputation management will be stronger
stakeholder relationships, higher levels of
trust and correspondingly better business
results. The reward for implementing
business practices that strategically
address this social context and provide a
mutual benefit is the potential to unlock
and encourage growth for Korean
companies both domestically and
overseas.

The first step in proactive relationship
management as a core component of
corporate social responsibility is a
genuine effort to wunderstand the
dynamics of a company’s relationships
with each of its key stakeholders. A
good starting point is to formulate as
comprehensive, accurate and honest an
answer as possible to a number of
questions:*’

1. What are your business objectives?
How do they vary by market
regionally and globally?

2. What are the stakeholder groups
most important to achieving those
business objectives? Who are the
most important individuals within
those stakeholder groups?

3. What are the areas of mutual
interest with those stakeholders?
What are the areas of potential
conflict?

4. Who are the people in your company
responsible for managing those
relationships? What are the
communications  platforms  and
channels that will best enable the
creation, management and
enhancement of long-term, mutually
beneficial relationships with those
stakeholders?

In  today's highly networked and
increasingly cynical world, the
responsible corporation is one that fulfils
its obligations to its stakeholders through
transparent, trust-based relationships.
The company that fails to understand this
risks not only its reputation but, ultimately,
its very existence.

18
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