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ABSTRACT
Corporate Social Responsibility (CSR) has become a widely used term in business. Recent studies
in this area show that the implementation of appropriate CSR practices can produce a positive
impact on the performance of an organisation. Furthermore, it is believed that there is a link
between innovation and CSR related practices. Even though information in the area of CSR is
widely available there is little evidence of previous work that explicitly addresses the link between
CSR and innovation, within the context of SMEs in particular. The purpose of this research is to
define the nature of this link and to increase awareness of sustainable CSR practices in SMEs by
illustrating that these practices can generate real value to the business. The work described in this
paper has an exploratory nature. It presents the findings from a fieldwork study and the initial
version of a model that aims to clarify the link between CSR and innovation.
Keywords: Corporate Social Responsibility (CSR), Innovation, Small & Medium Enterprise
(SME)

INTRODUCTION
In recent years we have witnessed an exponential increase of initiatives around the concept of CSR
as a direct response to the introduction of new legislations and the increased awareness of the public
on societal and environmental issues. As a result, programmes to protect the environment, develop
eco-friendly products, support local communities, engage in fair trade activities and develop socalled ‘sustainable economies’ are now high in the agenda of many organisations and governments.
CSR is not a new area of study. The early Quaker businesses in the Victorian era deemed the
wellbeing of their employees and the society they lived in as essential to the success of the business.
However, these businesses gradually gave way to market pressures, as ethical and social issues took
second place to profit, and their humanitarian activities came to an end (Doane 2005). Despite the
research and practical studies carried out on this subject over several decades it was not until
recently that CSR became a buzzword in business. Large companies soon realised of its potential
impact and started implementing initiatives that could have a positive impact on the business
performance from a number of perspectives (e.g. brand, efficiency, new products and markets).
It is argued that CSR initiatives can lead to innovation through the use of ‘social, environmental
or sustainability drivers to create new ways of working, new products, services, processes and new
market space’ (Little 2006), which has led many companies to redefining their business models.
More importantly it is believed that this innovation can be communicated and transferred to other
organisations through the supply chain creating a virtuous circle. Nokia, for example, seized the
opportunity to increase the value of its brand by pioneering responsible initiatives such as
considering the environmental and social impact of their products from idea creation to its disposal.
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This was achieved by designing its phones to varying degrees of energy and material efficiency,
carefully selecting and auditing suppliers, and providing recycling points for used mobile phones
and accessories. This has a two fold benefit as the reputation of Nokia is enhanced and is brand
increases in value. GE Durham on the other hand opted to redefine its organisational structure
around self-managed teams that where given high level of autonomy for decision making. This new
organisational model has led this plant to exponential efficiency improvements, becoming the
number 1 engine assembly plant for Boeing in the US.
These changes in priorities have also enabled the creation of new types of organisations. Redeem
Plc for example is an international leader in the recovery and recycling of printer cartridges and
mobile phones. By providing that service they not only add value to their customers but also
reinforce their social responsibility credentials.
In parallel to changes in organisations several standards and frameworks that facilitate the
adoption of CSR related practices have been developed and implemented in many organisations.
These include amongst others standards like ISO 14001, Investors in People (IiP) and the EFQM
Excellence Model. The ISO 26000, which should be published by late 2008, will be the standard
that will cover all of the areas that fall under the CSR umbrella. This standard will include specific
practices as well as measurement systems.
All of the above supports the view that CSR is not just a passing fad and it is here to stay for at
least a good few years.
CSR IN SMEs
As with other similar type of initiatives the rate of adoption of CSR practices has been slower
within SMEs. The reasons for this slower adoption can range from the daily pressures to succeed in
the marketplace to the limited amount of resources that SMEs have. In our experience however a
key factor is the fact that SMEs often do not really understand the benefits of adopting these new
practices. Szekely and Knirsch (2005) suggest that some of the barriers that affect the adoption and
success of CSR initiatives include the lack of integration with business strategy and appropriate
measuring tools to weight the success of these initiatives. Furthermore, although innovative effort
appears widespread amongst SMEs evidence suggests that this does not always translate into
improved business performance (Hoffman et al, 1998). As a result SMEs often prefer to participate
in one-off initiatives rather than in lasting programmes thus minimising the possibility of successful
sustainable practices (Burke and Gaughran 2006). The magnitude of this problem is accentuated if
we consider that SMEs in Europe represent 99.8% of the total number of businesses and
consequently a huge source of employment and wealth creation.
If we take into account that companies from different sectors and products have very different
requirements and drivers, understanding the reasons for this lack of success of innovation and CSR
related practices in SMEs can be a complex matter. Research undertaken by (Pimenova and Vorst
2004) suggests that SMEs that implement CSR related activities are primarily concerned about their
public image. Similarly, (Burke and Gaughran 2006) suggest that “compliance with legislation is
the key driver” and without adequate support programmes and policies (i.e. financial benefits)
sustainability would be difficult to achieve. There are many definitions of CSR as well as different
opinions on how CSR should be introduced in organisations, which increases the complexity of the
issue. It is important to emphasize that the stance that the European Community has taken with
regards to several aspects of CSR is a voluntary one. The rationale behind this approach is that
stringent rules and regulations constrain creativity and innovation in organisations reducing
competitiveness (Poolton and Ismail 2000). On the other hand, it is believed that the lack of rules
and legislations with a non voluntary approach may create complacency and encourage companies
to do as little as possible, e.g. public relation stunts aimed at increasing profit without actually
contributing in a positive way to society or the environment (Pimenova and Vorst 2004; Doane
2005). These opposite points of view are valid as they have been exposed by mass media and
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witnessed by society. This raises the question: what is the role of business in CSR? Unfortunately
there is no single answer to this question. The bottom line is that whether CSR practices are forced
upon an organisation or voluntary, for these practices to be successful they must have a 3 fold
positive impact on the company profits, the environment and the society.
The review of the literature suggests that there is still a lack of understanding of how CSR
initiatives can support innovation programmes that lead to business performance improvement in
SMEs. The study presented in this paper aims to make a contribution in that direction.
OUR RESPONSE
This study stems from a 15-month EU funded collaborative research project called RESPONSE.
The overall aim of the project is to mainstream CSR in European SMEs through demonstrating the
link with successful innovation. The key idea of the project is to prove that CSR practices can be a
means to creating added value to SMEs. This is achieved by demonstrating the link with innovation.
If we can help SMEs add value to their business operations and encourage them to behave
responsibly, there is a real chance of positive change.
The expected outcomes of this project are a practical model that describes the nature of the link
between CSR and innovation through the identification of the relationship between the different
stakeholders and the definition of best practice tools and methods. This will then be converted into
teaching and training material for both SMEs and academic institutions.
This study has an exploratory nature. We intend to achieve the initial projects objectives by
doing a thorough review of the literature and carrying out case studies with organisations from
across 3 European countries (UK, Spain and Italy).
INITIAL FIELDWORK STUDY: A SCOTTISH PERSPECTIVE
From all the organisations analysed during the initial fieldwork study 10 of them were based in
Scotland (7 SMEs and 3 multinational organisations). When targeting the companies the objective
was to get a mix of organisations in terms of size and recognised CSR/innovation practices in order
to be able to compare and contrast data from organisations of different nature (Table 1 provides a
summary of the data collected from these companies). The key findings from this initial study were
the following:
(1) In spite of having CSR practices in place SMEs do not have a clear understanding of the
meaning and potential benefits of CSR. In order to adopt any CSR practice it is critical for SMEs to
understand the potential impact of CSR in business performance.
(2) The drivers for adopting CSR practices considerably differ between organisations. While CSR is
a key element of the strategy and culture of some companies (Companies A, B, J) other companies
mainly use it for image/branding purposes (Company I), developing new products (Company G)
cost reduction purposes (Company F) or risk management (i.e. complying with legislation or
responding to pressures from society) (Companies D, E) . It appears that the link between CSR and
innovation is more evident in those organisations where CSR is an integral part of the business
strategy.
(3) We can classify the drivers for adopting CSR as being reactive or proactive. While a reactive
approach to CSR (i.e. responding to specific requirements/pressures in a given time) can potentially
lead to short terms benefits a proactive approach (i.e. strategic) can lead towards more sustainable
innovation.
(4) CSR practices used by companies are well known and proven methods. Recognised quality
frameworks (e.g. ISO 14001; EFQM, Investors in People) appear to be a commonly used approach
to deploy CSR practices.
(5) Institutional support and incentives (governmental subsidies for Company A, tax credits for
Company B) play an important role when adopting CSR and innovation practices.
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Table 1- Summary description of companies studied in Scotland

CSR:I MODEL
As a result of the initial review of the literature and fieldwork study carried out in 3 EU countries
the first version of the CSR:I model has been developed. The model is divided into 3 different parts:
• The actor model
• The process model
• Best practice – stakeholder relationship table
The actor model (see Figure 1) helps us to visualise the existing relationship between the internal
and external stakeholders that interact in the CSR cycle. This model focuses on the idea generation
process within the context that SMEs operate.
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Figure 1- Actor model

The actor model highlights the relationships between some of the stakeholders involved in the
CSR-innovation relationship:
• Activities that strengthen the relationship between Universities, government and SMEs
support the triple helix model of innovation.
• Activities towards supporting the environment (e.g. recycling, use of renewable energies)
enable the creation of a social sphere leading towards innovation of product and process.
• The involvement of the user/customer in the development of product and services strengthen
the relationship between SMEs and the society. This can lead to innovation of products and
services aimed at needs/groups of society that were not previously targeted (inclusive
design).
• Large multinationals demand deployment of CSR practices, increased innovation and
accreditation to its supply base. Multinationals can often request a social audit of their
supply base. This creates a need for SMEs to increase the value to the product and services
to operate in these value chains, which often leads to innovations in management processes.
• By increasing public awareness and changing legislation, media and government can
penalise the use of certain types of energy, processes or materials. This can lead to product
and process innovations.
This actor model does not necessarily represent the current situation. Instead it provides a vision
for a collaborative system that could enable the development of socially responsible products and
services.
The process model (see Figure 2) represents a simplified innovation process (i.e. idea generationdevelopment-exploitation) and the relationships with stakeholders at different stages of the process.
This model allows to identify and visualise specific CSR activities that at each stage of the process
can generate innovations. It departs from the perspective that companies have an innovation process
in place and that CSR can build on that.
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Figure 2- Process model

The best practice-stakeholder relationship table was developed from the practices identified in
the literature and mainly from the interviews with the organisations. The overall objective for
developing this table is to identify those CSR related practices that can potentially impact on
innovation. This table relates the use of specific CSR related practices with particular type of
innovations (product, process or management) and the stakeholders affected. It also identifies the
standards available that can support that type of practice. The argument here is that recognised
standards can provide a management framework to implement and improve CSR related initiatives
in SMEs. Figure 2 shows a sample version of the table.

Figure 3- Sample version of best practice-stakeholder relationship table

DISCUSSION
In general terms the findings from the companies in Spain and Italy (26 in total) mirror the Scottish
context. From a SME perspective CSR is generally perceived as a set of activities or policies
without a clear measurement process and not as an integral part of the business strategy. Companies
that have elements of CSR engrained in their values and strategy demonstrate more sustainable
benefits. A proactive rather than a reactive approach to CSR is therefore seen as the way in which
these practices should be adopted. This view is in line with current thinking in the area (Fontrodona,
2006).
Even if the cause and effect relationship between CSR and innovation is still not totally clear
findings from the companies studied show that a link between the two exists. Also, evidence
suggests that the existence of an established innovation process within the company can increase the
potential of CSR generating more value to SMEs.
In terms of the location and context in which the SMEs operate, it appears that a closer
relationship between the different stakeholders (e.g. SMEs, large businesses, Universities,
Governments, Society, pressure groups) is required to develop core competencies in developing
socially responsible products and services. In Scotland that would mean developing a support
framework where SMEs would closely collaborate with enterprise development agencies (e.g.
Scottish Enterprise, Scottish Manufacturing Advisory Service), advisory groups (e.g. Business in
the Community, Quality Scotland), Universities and the local communities. This can be a challenge
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on itself. The current drivers and measurement systems for each of these stakeholders often conflict,
which makes collaboration a complex process to embark on.
CONCLUSION
The study described within this paper aims towards developing a better understanding of how CSR
initiatives can lead to successful innovation in SMEs. In the process of achieving this objective we
often found ourselves coming up with more questions than answers. So, it is still early days to come
up with more definite answers from this research study. The CSR:I model described was developed
through the review of the literature and the initial fieldwork study. It therefore requires going
through the next stage of validation and refinement.
We believe that the work carried out as part of this research project and this subject area in
general has great potential for having a key impact on the economy. The development of the
innovation capabilities of SMEs through responsible and sustainable initiatives can contribute to the
competitiveness of SMEs and the development of regional economies.
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