Central E Revi fE ic |
- uropean neview or economic SSLLBS %
S EKONOMICKA &

EKONOMICKA FAKULTA

Global environmental, social and economic
crises: Voluntary corporate activities as
a possible solution

Marie DOCEKALOVA, Alena KOCMANOVA, Brno University of Technology'

Abstract

The article deals with the global problems of mankind, which are causing environmental, social and economic
crises. Another possible cause of crises is the failure of the government and management of companies (corporate
governance). Based on a literature review, this article aims to define and categorize global problems and to
discuss selected approaches to crisis solutions. While activities to solve crises on a macro level appear to be
inefficient, the initiatives of companies will play a key role in the resolution of instability in a global system. The
incorporation of sustainability into corporate governance through responsible investment, transparent reporting,
corporate social responsibility, etc. should bring stability and sustainability to a global system.
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1. Introduction stressed that these parts cannot be separated and
considered individually. On the contrary, these indi-
vidual components are closely related, conditioning
and passing one into another. For example, we cannot
say that soil degradation is a purely environmental
issue. The cause and effect of this problem fall into
both the social and the economic sphere and it influ-
ences government and company management.

The term ‘global crisis’ is a frequently used feature of
a contemporary world and should cover the actual
problems entirely. However, is it possible to express
so many dimensions and partial definitions of various
pages of reality and their topics in one all-
encompassing expression — a crisis? It is obvious that
the concept of a crisis as an axiom will probably not

be enough; on the other hand, we cannot be satisfied Sections 2 and 3 aim to define and categorize the
with its negation, with a simple and unproved claim  global problems of humanity and to list the causes of
that there is no crisis and no danger from it (Jemelka, crses  n the socllal, environmental and economic
1998). fields. Section 4 discusses the selected approaches to

crises and global problems’ solutions. While activities
to solve crises on the macro level appear to be ineffi-
cient and at best only partially effective, companies’

The article focuses on selected aspects of envi-
ronmental, social and governance crisis. Another
important aspect is economic crisis. It should be
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initiatives could significantly contribute to the solution
to instability in a global system. The incorporation of
sustainability into companies’ management through
responsible investment, transparent reporting, corpo-
rate social responsibility, the cultivation of corporate
governance, complex measurement and the manage-
ment of corporate performance and its reporting
should all in the long term lead to positive effects,
such as poverty reduction, conflict prevention, the
development of developing economies and climate
change prevention and thus to greater stability and
sustainability of a global system.

2. Global environmental and social problems

Although we cannot easily categorize and separate
environmental, social and economic aspects and the
relationship of government to them, we can show their
mutual relations. This is appropriate simply because
they exist neither independently nor side by side.
There is no observed linear relationship, but a vertical
relationship (relations of superiority and inferiority,
i.e. we provide their hierarchy). From the picture
published on the website of Cornell University, the
fundamental relationship between these aspects is
evident; see figure 1.

Governance

Figure 1 Sustainable development

Source: Own processing based on the diagram of sustainable
development of Cornell Sustainability Campus (Cornell
University, 2010)

Society and economy are limited by the environ-
ment and growth of the economy and industry is
limited not only by the environment but also by the
limits of the society.

Figure 1 represents three pillars of sustainability
and is adjusted to the government’s influence. It can
be argued that the government is part of the social
pillar, but the picture is not completed by the relation
of the superiority of the government, because it is
clear that governments operate within the society, but
it is completed by the relationship of regulation. A
government regulates and sets rules in the field of the
environment but also in those of society and economy.

Environmental problems (global warming, soil
degradation and others) are closely linked to and
determine each other, and therefore the solution must
be comprehensive and appropriate for their causes
(Damohorsky, 2007).

Environmental and social problems cannot be sep-
arated and can be sorted into a common category of
eco-social problems.

Eco-social problems stem from a broken relation-
ship between society and nature. This group includes
all global environmental problems:

e Population problem: the population reached its
first billion at the turn of the eighteenth and
nineteenth centuries. From the beginning of the
nineteenth to the end of the twentieth century,
five billion inhabitants arrived on the Earth. So,
the first billion took tens of thousands of years,
while for the last one only twelve years were
needed; see figure 2. The largest population
growth is in the so-called Third World, which
suffers from a lack of food, a high incidence of
disease, etc. (Heczko, 2005; Mezricky, 2005).
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Figure 2 Development of the human population
Source: Own processing based on the OECD (2010)

e Food (nutrition) problem: about one billion
people suffer from long-term hunger. This
problem exists because of poverty and natural
disasters (earthquakes, floods, long drought).
Most people suffering from hunger live in de-
veloping countries; see figure 3 (FAO, 2011).

e Raw materials and energy problem: the scarcity
of non-renewable resources; the threat of the
so-called oil crash (Heczko, 2005).
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Figure 3 Undernourishment in 2010, by region (millions)
Source: Own processing based on The State of Food Insecu-
rity in the World (FAO, 2011)
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Inter-social problems arise in the relations between
people (relation man—man) and they are associated
with major conflicts of interests of various social and
economic groups and systems:

e The problem of war and peace: nuclear, chemi-

cal and biological disasters and conflicts,

e the problem of the socio-economic backward-
ness of developing countries,

o the problem of international debt (the debt cri-
sis of developing countries),

e the problem of changes in international eco-
nomic relations: striving for New International
Economic Order (NIEO), including problems
of access to developed countries’ markets for
goods from developing countries, fairer trade
rules and debt relief for poor countries (Hec-
zko, 2005).

Anthropo-social issues concern the future of hu-
mans; they usually fall into one category of problems:

e General human problems in social, humanitari-
an and cultural fields. In this context it is often
referred to as the general problem of the future
of man, which is then further divided into 10 to
15 sub-problems, such as the problem of abso-
lute poverty (the international poverty line is
the daily income of 1 U.S. dollar), the problem
of the spread of epidemics and drug addictions,
the problem of uncontrolled international mi-
gration (the refugee problem) and the problem
of terrorism, nurtured by political and ethnic
conflicts (Heczko, 2005).

3. Economic crises

All of the above-mentioned global problems have an
economic dimension. Thus, social and environmental
problems cause economic crises. Economics meets
psychology, socio-biology, evolutionary theory and
even neurosciences. The behaviour of neurons in our
brains recalls the behaviour of other complex and
interactive systems — from environmental to economic
ones. Simple causes in them have complex, often
paradoxical effects. A Darwinism, the survival of the
fittest (implying more resistance and a greater capabil-
ity to reproduce, adapt and manage the demands), is
applied to them. However, in such an environment
also originate cooperation, altruism and self-sacrifice
— all due to very complex, but quite understandable
reasons (Némecek and Kocmanova, 2009).

The worst economic crisis to date with a signifi-
cant social impact is considered to be the Great De-
pression, which broke out on 24 October 1929 when
shares on the New York Stock Exchange crashed.
There are many explanations for it, many of which are
strongly politically tainted. It was, however, in partic-

ular a system error and mainly at the micro-economic
level. It is clear that the interconnection of commercial
and investment banking was erroneous; it had already
been disabled in 1932 by the Glass—Steagall Act (see
e.g. Kregel, 2010; Kroszner and Rajan, 1994). Com-
pulsory insurance of deposits and laws to protect small
shareholders were also introduced. The approach of
the Federal Reserve System in the late 1920s and
1930s was also apolitical, focusing exclusively on
maintaining the gold standard at any cost. The gold
standard was already outdated by that time. A charac-
teristic feature of this period was a decline in industri-
al production. The agriculture sector was mainly hit by
a significant fall in the prices of products and a reduc-
tion in investment. Foreign trade fell apart as well,
since such a situation required the creation of interna-
tional cartels and monopolies. A major problem was
the huge level of unemployment, which affected all
the countries influenced by the crisis (Hornungova and
Klimkova, 2010; Klimkova, 2009; Volek, 2002;
Zidek, 2007).

Another possible cause of an economic crisis is a
failure of governance. We can understand governance
as state-level governance or corporate governance.
Today’s global economic crisis is proof that the
underestimation of environmental and social aspects
and the failure of corporate governance and the
government of countries lead to a deep global eco-
nomic crisis.

In general, views on the current crisis can be found
on a scale from it was an accident to it revealed
serious problems. Proponents of the first view believe
that an extraordinary and unique set of circumstances
resulted in the crisis and could not be predicted.
According to the second view, the crisis has exposed
the fundamental instability and lack of sustainability
in the global economic and financial system. Along
with the threat of climate change and other macro
challenges, there must be a fundamental review of
the control of corporate governance (Lenssen et al.,
2010).

The cause of the crisis was a failure of the corpo-
rate governance of banks and other financial institu-
tions (including credit rating agencies). Criticism is
hitting even EU institutions, whose follow-up rescue
measures released these institutions from responsibil-
ity (De Grauwe, 2010). In connection with the causes
of the crisis and therefore with the irresponsible
behaviour of companies, the Nobel Prize laureate
economist Joseph Eugene Stiglitz introduced the term
moral hazard. The billion euros spent are a typical
example of a moral hazard.

Optimists argue that the crisis is ending, but de-
spite all the efforts and resources used, we cannot
simply say that the crisis is over. Instability continues
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with the state debt crisis in the eurozone and a solution
is not in sight (see e.g. Aslund, 2011; Silva, 2011;
Wihlborg et al., 2010).

Europe is not suffering only from a debt crisis, af-
fecting Greece, Spain, Italy and Portugal. Another
important problem is unemployment. The average rate
of unemployment in the EU is more than 11%, and in
the euro area it is even the highest in its history.
Among young people aged under 25 years, this indica-
tor is more than double (Eurostat, 2012).

4. Discussion about voluntary corporate activities
as a potential crisis solution

There are many ways to solve crises. Solutions can be
remedial, i.e. those that mitigate the impacts of the
crisis, and preventive, i.e. solutions that should antici-
pate crises.

The fundamental question remains — why do the
proposed solutions not work or are only partially
successful? One reason is surely that global problems
require global solutions. If there is still no internation-
al authority able to make the world act responsibly
with regard to the environment, world society and
global economy, we are likely to face global crises
again in the future. Another obstacle to effective
functioning is that these arrangements are mostly
based on the principle of voluntariness.

It is also critically assessed that the real results of
initiatives in resolving crises and in sustainable
development are not seen, and whether we have made
real progress towards a sustainable society remains
questionable, because too many unsolved problems
persist; in fact, some problems have even intensified
(Baumgartner, 2011).

Within the group of solutions at the macro level
may generally fall the global efforts to achieve a better
world, which are often institutionalized within interna-
tional organizations (such as the United Nations, the
Organization for Economic Cooperation and Devel-
opment, the World Fair Trade Organization).

To resolve global problems, solutions at the global
level and their global acceptance are key. However,
companies influence directly and significantly the
environment, community and economy with their
activities.

There are many companies’ efforts and activities
that can help improve the state of the world. 1t is
important to note that companies do not create these
efforts primarily for altruistic reasons but because they
see a competitive advantage there. A weakness is that
in some cases they are not conducted properly and in
depth, but only superficially, creating only the impres-
sion of responsibility.

Among the approaches at the micro level — on the
level of companies — these efforts can include the
cultivation of corporate governance, sustainable
business, socially responsible investing, corporate
social responsibility, corporate sustainability reporting
and complex corporate performance measurement.

4.1 Cultivation of corporate governance

As a result of the collapse of large companies, the
voices calling for the adoption of stricter economic,
financial and accounting regulations have intensified.
Companies should take lessons from these cases and
not limit themselves only to reviewing financial
information. We deal with the issue of corporate
governance if there is separate management of a
company from its owners.

Corporate governance, as defined by the Organiza-
tion for Economic Cooperation and Development,
represents a system of conducting and controlling
companies. The system defines the distribution of
rights and obligations between stakeholders, such as
shareholders, executive management, statutory bodies,
employees, customers, etc. It comprises a set of legal
and executive methods and procedures, which bind
mostly publicly traded companies to maintain a
balanced relationship between a company and those
who form it.

The OECD established general rules for proper
corporate governance — Principles of Corporate
Governance. These rules are aimed at strengthening
the rights of shareholders and other stakeholders
(including creditors), preventing conflicts of interest,
creating more transparent rules for the remuneration of
executives and managers, transparency and responsi-
bility.

The Principles of Corporate Governance are
closely linked to the cultural factors of a certain
community and are formulated in very general terms
and only their implementation at the national level
will take into account all these aspects and enable the
creation of optimal rules that are most suitable for a
given business environment. The OECD seeks to
promote the implementation of these rules at a region-
al level through so-called regional round tables that
create a space for discussion and mutual exchange of
information between experts from the public and
private fields. The most serious problem of corporate
governance is seen as a lack of transparency in com-
panies’ activities and little responsibility for the
resulting consequences (OECD, 2004; OECD, 2011).

4.2 Sustainable business

A sustainable business is a business that contributes to
a fair and environmentally sustainable economy
(Sustainablebusiness.com, 2011).
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According to the largest study of CEOs, the sus-
tainability issues will be important to the future
success of corporations for 93% of them. In 2007,
72% of CEOs believed that sustainability issues
should be fully integrated into the strategy and opera-
tion of a company and in 2010 this figure had already
increased to 96% of believers, demonstrating the
growing interest in sustainability (Lacy et al., 2010).

4.3 Corporate social responsibility (CSR) and
socially responsible investing (SRI)

CSR can be defined as the voluntary integration of
social and environmental aspects into everyday
business operations and interaction with corporate
stakeholders. CSR encourages companies to change
their orientation from short-term goals to long-term
goals, and from maximum profit to optimal profit.
Profits for socially responsible companies can be for
example an opportunity for innovation, greater attrac-
tion for investors, greater transparency, enhanced
credibility, increased loyalty and productivity of
employees, building of reputation and the resulting
strong market position, dialogue and building relation-
ships of trust with the surroundings and the resulting
mutual understanding, as well as the reduced risk of
boycotts and strikes (Trnkova, 2004).

An investment is closely related to a business. So-
cially responsible investing attempts to include envi-
ronmental and social factors in the investment process
(also called sustainable investing) (Principles for
Responsible Investment, 2010).

This method of investing allows investors to
achieve their investment objectives and at the same
time brings sustainability to the global economy.

4.4 Complex measurement of corporate perfor-
mance

In the context of the crisis, the question of acceptable
revenues and the need for alternative methods of
measurement was re-opened, which would include
long-term sustainability and the ability to manage
externalities, environmental, economic and social
aspects and increased public demands for companies
that should express that they contribute positively to
the overall social welfare. It seems that companies will
no longer be evaluated solely on their financial per-
formance, enforced by shareholders and by their
demands for immediate profits. It is expected that
companies will instead monitor to a much greater
extent their impact on the society in which they
operate and show increased interest in it (Berthon,
2010).

The use of classic or modern financial perfor-
mance indicators for the evaluation of companies’

overall performance and sustainability does not have a
sufficient explanatory value.

Despite academic and business professionals’ ef-
forts, there has as yet been no conclusive evidence that
could universally either confirm or disapprove a direct
causal link between environmental, social and corpo-
rate governance (ESG) performance and corporate
financial performance (Barnett and Salomon 2006;
Bassen and Kovacs, 2008; Horvathova, 2010; Lopez-
Gamero et al., 2009; Salo, 2008). In spite of that, ESG
activities may potentially have a positive impact on
financial and overall performance, as represented in
table 1.

It is important to create measurable and relevant
objectives for sustainable development and appropri-
ate metrics. Furthermore, integrated reporting of
financial and non-financial information is necessary.
Companies that provide insufficient and incomplete
information are considered by investors to be more
risky and therefore investors are willing to invest less
money in these companies. The solution offers corpo-
rate sustainability reporting, which integrates financial
and non-financial indicators. The same principles
should be applied to both financial and non-financial
indicators. In both cases the indicators should be
relevant, measurable, comparable, motivating and
transparent. Financial performance is usually meas-
ured by indicators based on accounting, such as
earnings per share. ESG metrics are most often not
accounting-based, and they are criticized as being too
vague and general (Kruse and Lundbergh, 2010).

In a company with poor ESG performance:

e no data are available,

o instead of relative indicators a company offers
just absolute ones,

e trends are not explained,

e environmental and social management stand-
ards are defined but referred to only slightly,

e strategic plans are not satisfactory,

e ESG is an issue for lower management but not
for top management, and there is no coopera-
tion with shareholders (Dowse, 2009).

If performance can be defined as a measure of the
achievement of results, then the integration of envi-
ronmental, social and economic performance should
mean results achievement in the environmental, social
and economic fields, while these objectives should not
be in mutual conflict. A company should therefore
influence systematically all three pillars of manage-
ment simultaneously, implement voluntary instru-
ments for the improvement of environmental and
social performance and use appropriate means to
ensure a sufficiently high profit.

For performance monitoring of all three areas, it is
necessary to introduce corporate sustainability report-
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ing. Social and environmental reports may be pub-
lished separately, but the publication of these aspects
of business activities in connection with economic
information in one document provides a comprehen-
sive picture of a company.

The most important initiative for reporting on sus-
tainable development is the Global Reporting Initia-
tive (GRI). The GRI is an initiative of the United
Nations. The idea of creating a framework for report-
ing on sustainability was conceived in 1997. The
GRI’s vision is that reporting on the economic, social
and environmental performance of a company should
become common and comparable, just as financial
reporting, and equally important to the success of an
organization (GRI, 2011).

In 2009, the Amsterdam Declaration On Trans-
parency and Reporting was issued, within which the
GRI’s Board of Directors challenged governments to
introduce national strategies for sustainable develop-
ment, which require organizations to publish ESG
indicators in their voluntary reports. The declaration
states that the causes of the current economic crisis
could be identified by the global transparency of a
reporting system of organizations based on carefully
and publicly reported ESG performance. The declara-
tion calls on governments to assume leadership for
economic reconstruction and for the recovery into a
flexible economic system, through which the follow-
ing can be achieved:

e The implementation of company policies
(strategy) requires that ESG indicators are re-
ported, or it is publicly explained why the
company does not do so.

e By requiring ESG reporting from public insti-
tutions — in particular for: public companies,
government and public pension funds, and in-
vestment agencies.

o Integrating reports within the newly emerging
global financial regulatory framework, as sug-
gested by G20 officials.

Previous intergovernmental meetings have recog-
nized the need for publishing voluntary reports with
sustainability indicators at the 2007 G8 summit in the
German Heiligendamm, where GRI reporting was
officially supported. It should serve as a means to
obtain good governance of public matters, and their
transparency, and so achieve a reduction of poverty,
conflict prevention, promotion of sustainable invest-
ment decision-making and support of development in
developing economies (Hiebi¢ek, 2009; Hiebicek et
al., 2009a, b; Ritschelova et al., 2008).

5. Conclusions

The aim of this article was to define and categorize
global problems, which may be seen as pointless due
to the complexity of the world. However, if we are
looking for a specific solution, it is practical. The text
indicates that these solutions must be comprehensive.
Only a few approaches were stated in the environmen-
tal, social and economic fields.

The article presented voluntary corporate activities
as possible solutions to crises, as well as activities that
should have a preventive function. Corporate volun-
tary initiatives and activities should be a more effec-
tive solution than institutionalized international
activities. Companies can, by integrating elements of
sustainable development into their management, in a
relatively short period of time contribute to greater
stability of the global system, just as they can destabi-
lize the system in a short period of time with irrespon-
sible behaviour. A key role in further development
will be played by corporate governance. The cultiva-
tion of corporate governance, admission of responsi-
bility for further world development and recognition
of legitimate requirements of all stakeholders — all
accompanied by responsible actions, such as responsi-
ble investment, sustainable business, re-orientation
from short-term financial profits to long-term prosper-
ity, integration of environmental and social aspects
into one system of performance measurement and a
performance management system accompanied by
transparent reporting — should bring positive effects,
such as: delaying the threat of climate change, the
reduction of poverty, conflict prevention and the
reduction of social tension, etc., and so lead to greater
stability and sustainability of the global system.
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Table 1 Potential positive impacts of ESG on overall corporate performance

Area of focus Activity Potential impact on financial performance
R rce management an . S . o qeg
esource manageme tand Avoid or minimize environmental liabilities
pollution prevention
Environmental Reduced emissions and climate Lower costs/increase profitability through energy and other

impact
ESG reporting/disclosure

efficiencies
Reduce regulatory, litigation and reputational risk

Social — Workplace

Diversity
Health and safety

Labour—-management relations

Human rights

Improve productivity and morale
Reduce turnover and absenteeism
Openness to new ideas and innovation

Reduce litigation and reputational risk

Social — Product
Integrity

Safety
Product quality

Emerging technology issues

Create brand loyalty
Increase sales based on products’ safety and excellence

Reduce litigation and reputational risk

Social — Community
Impact

Community relations
Responsible lending
Corporate philanthropy

Improve brand loyalty

Protect license to operate

Corporate Governance

Executive compensation
Board accountability
Shareholder rights

Reporting and disclosure

Align interests of shareowners and management
Avoid unpleasant financial surprises or blow-ups

Reduce reputational risk

Source: ESG Managers Portfolios (2012)
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