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A global conglomerate with operations in dozens of industries, the Tata Group is not in the business of creating socially responsible goods and services. Yet, for this producer of steel, provider of consulting services, and manufacturer of just about everything in between, CSR is at the heart of its business model.

This supposed discrepancy stems from a distinction often overlooked in the emerging debate over the responsibilities faced by corporations in an increasingly globalized and competitive marketplace. In the popular press, the idea of ‘Corporate Social Responsibility’ (CSR) is often presented as being at odds with the profitability of business operations. Corporations, for example, are applauded by environmentalists for investing in more expensive, but ‘greener’ operating practices, while shareholders are left to fester. We reject the premise that such priorities must be at odds, and present the following ten-year strategic plan for the Tata Group as evidence that profitability and CSR, far from being mutually exclusive, are in fact increasingly interdependent. The Tata Group’s CSR initiatives must not be viewed as costs, but as investments, which serve as the foundation of its competitive advantage and long-term profitability.  

Through its support for education, health and wellness, and other social programs, Tata has earned praise as a responsible corporation committed to giving back to the communities in which it operates. From a purely philanthropic standpoint, these programs serve as the foundation for community prosperity - creating stronger and better-educated workforces, higher median income, and providing environmental stewardship. And yet, through the eyes of Gordon Gekko, these same initiatives create a more effective labor pool, a larger future customer base, and lead to less government intervention and more generous state support. In fact, the goodwill garnered through CSR can serve as a barrier preventing the entry of potential competitors
. Philanthropic and strategic goals are thus not at odds; they are in fact mutually reinforcing. 

As demonstrated in Exhibit 1, Tata’s CSR investment has contributed nearly $2B to the firm’s value and brought a 32% return in perpetuity (This is a conservative estimate. It likely overestimates the cost of Tata’s CSR investment and underestimates the portion of the gain in brand equity due to Tata’s CSR strategy.) This direct correlation between CSR and firm value must be kept in mind as Tata evaluates international opportunities. 

As Tata expands its operations globally, it faces three immediate challenges. The first is to adapt its social driven mission beyond India, and find ways to develop strategic relationships with community and governmental partners while promoting a culture of responsibility and buy-in amongst its increasingly diverse workforce. In addition, Tata must continue to leverage the benefits of its CSR strategy into financially profitable operations. The group’s aims of global expansion are dependent upon their access to reliable capital markets, and Tata must demonstrate to potential investors that its CSR activities contribute to its financial bottom line. In addition to sharing with investors the findings in Exhibit 1, Tata can bolster its case for CSR by committing itself to above average profitability in every industry that it competes in. Lastly, with this global growth Tata must reevaluate its global social contract by reconsidering who its stakeholders are, and determine the balance that it must strike in promoting sustainable growth, while at the same time being a leading producer of goods whose long-term impact can sometimes be detrimental. As illustrated later, perhaps no example demonstrates this challenge better than the Tata Nano, a $2,500 car which will bring ease of safe transport to those too poor to currently afford a car, while at the same time causing traffic explosion contributing millions of tons of C02 emissions, and straining already underdeveloped infrastructure networks.   

The proposals laid out in this analysis will serve to begin to formalize these challenges and identify ways to address them. They will suggest market driven solutions, which not only build off Tata’s existing practices, but also are scalable and implementable across all of the group’s industry areas. The three-pronged strategy that we propose offers Tata a roadmap to aligning purpose with profit. This strategy will enable Tata to succeed in new markets because of, not in spite of, remaining at the forefront of corporate social responsibility.

The Three Pillars of Sustainability 2020
1. Adapting to New Markets: Internal Sustainability

More than 140 years ago, Jamsetji Tata, the founder of the Tata Group, predicated economic success on putting the community first and investing patiently in social initiatives. To date, this strategy has enabled Tata to excel in India. A big reason for this is the brand recognition that Tata enjoys in India. However, brand recognition is less of a competitive advantage as Tata expands globally. Many argue that given the current heightened pace of globalization and change in technology, Tata’s tenet of investing in long-term social initiatives threatens its short-term competitiveness.
The first challenge that Tata must address is to align its existing CSR policies, both internal (in regards to the treatment of its workers and green initiative) as well as external (support for surrounding communities) with the customs and challenges of the new markets in which it operates. While Tata created a synergy between CSR and profits in India, it must recognize that, going forward, no one-size-fits-all CSR strategy exists.

In order to facilitate a more effective alignment of local concerns with Tata’s global CSR efforts, we propose setting up a New Markets CSR Committee under the TCCI that will be tasked with collaborating with local executives, as well as civic and governmental leaders to identify and drive social initiatives that will best benefit the communities in the new markets that Tata operates in. As the Tata Group’s operations grow physically segregated, it becomes more difficult to align activities with their values and purpose. To ensure this, we propose that the voluntary Tata Index be made mandatory and moved under the TQMS group. To ensure fairness across companies that have different levels of operations within and outside India, the New Markets CSR Committee will be responsible for formulating the New Markets Multiplier Factor, which will normalize the Tata Index to a common denominator for all group companies. 

The next ten years will be crucial in the evolution of Tata as a global brand, and these steps will ensure that domestic operations support the continued growth of Tata’s global brand and its reflection of leadership in the field of corporate social responsibility.

2. Stepping it up a Notch: Evaluating Product Lifecycle Impact on Society

Throughout its history, the Tata group has been considered a poster child of ideal corporate citizenship throughout India. Yet, as Judy Garland would put it, ‘Tata’s not in India anymore.’ As Tata continues to expand globally, its responsibilities towards its stakeholders – investors, employees, and communities – are changing. If anything, they are growing. Tata must increasingly look beyond its own operations, and consider the impact of its products, both good and bad, on not just the group’s direct shareholders, but on society as a whole. This focus on stakeholders will lead to a sustainable competitive advantage and increased profits.

To this end, we propose a Product Lifecycle Impact Metric (Exhibit 3). This metric will quantify the projected impact of the Tata Group’s products and services over their expected lifetimes. While taking the positive impact of the products and services (such as increased customer productivity, above average fuel mileage, more affordable products etc.) into consideration, this metric will also account for the negative impacts on society (such as increased traffic congestion, environmental effects etc.). While an exact measurement would be impossible to obtain, by working within a structured framework, and with the input of social and civic leaders, Tata could effectively estimate these impacts across their various industries.

We recognize that certain businesses or products, though highly profitable, are more prone to have higher negative impacts on society. For instance, while some concerns regarding the Nano have already been mentioned, one would be hard pressed to find many negative lifecycle impacts of the watches manufactured by Titan Industries (besides the manufacturing, shipping, and eventual disposal of the watches). To account for this, the Product Lifecycle Impact Metric, after much analysis and discussion, will weigh the sustainability metrics in a manner that will neither unfairly punish nor reward any of the companies within the Tata Group. Furthermore, this system will enable the Tata group to exploit network synergies in order to better mitigate the negative lifecycle effects that its various companies may have. For example, Tata Group’s broad umbrella of companies provides Tata Motors a unique opportunity to alleviate this negative impact through collaboration with other Tata companies. Tata Motors could collaborate with Tata Investment Corporation to invest in public mass transit systems. In this case, the Product Lifecycle Impact Metric will credit both Tata Motors and Tata Investment Corporation for their contribution to sustainability. The Product Lifecycle Impact Metric will enable the Tata Group to measure and track the net lifecycle impact that all its companies have on society, further enabling them to set realistic future CSR targets and driving initiatives to reduce their overall impact on society. This system will enable Tata to drive corporate social responsibility to the next level while creating value – societal value, brand value and economic value. The Tata Group, with its diverse group of companies is uniquely positioned to capture this value. More simply put, each product that a Tata company produces now comes with a business opportunity that another Tata company can fulfill. 
Moreover, since Tata is thinking of social responsibility through this new lens, they have a first mover advantage in new business opportunities that are created in this arena. While it is difficult to quantify its overall effect, we believe that the Product Lifecycle Impact Metric provides Tata with an immensely lucrative opportunity to take doing good for society to the next level.

3. Aligning Purpose with Profit: Internal CSR Market

As the Tata group increases its global operations and dependence on global investors, it comes under intense pressure to prove that focusing on the community as it has done until now can continue to generate profits. Tata’s immense brand value has enabled it to escape skepticism in India thus far, but with 65% of its revenues coming from outside India, this no longer applies. Global investors, while impressed with Tata’s focus on corporate social responsibility, will want to see how this greater purpose is aligned with profit. 

The Internal CSR Market provides Tata with exactly this. Exhibit 2 illustrates how this Internal CSR Market operates. The crux of this concept is a global profit bonus pool that individual Tata companies can qualify for if they meet both their profit and CSR goals. Failing to meet the profit goals automatically excludes a company from participating in this bonus scheme. Once eligible, companies’ bonuses would also be determined by their progress against an established percentage growth rate on the mandatory Tata Index. Any CSR points that the company earns over its CSR goals can be exchanged for a greater share of the global profit bonus pool, which would come at the expense of eligible firms that did not achieve satisfactory progress in regards to the CSR index. (The exact amount will be determined by the amount in the bonus pool as well as the surplus CSR points in all of Tata group’s companies on an annual basis) If they are able to purchase enough credits to meet their CSR goals, these companies now qualify for a part of the bonus pool.

Such a market exchange aligns profits with purpose, and will incentivize companies within the Tata Group to maximize their profitability by focusing on their double bottom line. Companies that beat both their profit and CSR targets and sell CSR credits on the internal market attain maximum net profitability. Companies that have to buy CSR credits from the market are not as profitable as they could be since they have to bear the expense of buying CSR credits.
As Tata grows globally, it is essential to make sure that Tata companies from Vietnam to the USA, and everywhere in between, are equally committed to the values and the purpose that Tata adheres to. This will ensure credibility for the Tata Group in the eyes of consumers, governments, and communities where it expands. As it has been shown, this credibility will enable the firm to capture greater profits.
 The Internal CSR market provides Tata with this alignment mechanism, while assuring global investors that Tata is motivated to generate consistent financial returns without compromising on their commitment to CSR.
In order to successfully implement the aforementioned strategy over the next ten years, Tata must ensure that every aspect of the strategy (i.e. metrics, incentives, accountability processes) align with the group’s culture, operations, and overall business model. Most importantly, the revised internal sustainability measures, product lifecycle standards, and internal CSR market procedures must build upon the framework currently established by the Tata Index, the Tata Business Excellence Model, and the Tata Values & Purpose Statement. 

Proposed timeline
Create Local Taskforce (3 months) - The Tata group must create a task force dedicated to understanding the local social needs within each potential market where it plans to expand. Doing so will have the double benefit on their profitability by generating good will, as well as providing them with a deeper understanding of potential customers.
 Revise Internal Sustainability System to be More Flexible and subsequent rollout (21 months) - Utilizing the findings of the local task force, the Tata group must work on revising its internal sustainability system to increase flexibility. This will enable each company within the Tata group to adjust its sustainability system to reflect the needs of the local populations within which the firm operates. 
Increase Coordination with All Stakeholders (6 months) - The Tata group must coordinate with NGOs, the UN, and state/local governments to better understand how to measure the lifetime impact of Tata’s products and understand the implications of this impact on environmental and social factors. During this phase, while retaining profitability, the Tata group should analyze its overall contributions to the community and determine an acceptable* net impact ratio to govern its future business decisions.

Rollout New Lifecycle based index (12 months) - Following the collaboration with all the stakeholders involved, Tata should engage in a rollout of the new “lifecycle” optimized Tata index. This index should be continuously optimized to ensure alignment with culture, operations, and profitability. 

Commence rollout of CSR credits trading market (24 months)- Following the optimization of the Lifecycle based Tata Index, Tata should implement a two year rollout of the CSR credits trading market. Initially, the market should carry few penalties for those Tata companies that fail to meet their profitability and CSR targets. Over the next 24 months, penalties should be incrementally phased in and revised to ensure alignment with Tata’s overall strategy. 

Implement and Revise CSR Trading Market as Necessary (54 months) - Over the remaining 4 ½  years, Tata should implement the CSR market strategy with diligence and discipline. The Local Task Force should work in tandem with TCCI to ensure that the implementation of the CSR market remains aligned with the needs of all the stakeholders involved in the economic development of the Tata Group. 
The next decade will prove to be a crucial one for the Tata Group. Will it continue its record of growth as it expands into new markets, or does it lack the strategic depth to navigate the challenges ahead? As it attempts to rise to these challenges, many analysts will continue to question whether it has outgrown its commitment to CSR, and whether these commitments hinder its potential success. Our analysis has attempted to develop a robust set of tools to evaluate these questions. Ultimately, we have found that if Tata is to succeed it must not only retain, but reinforce, its commitment to acting as a responsible social partner in the years to come. 

*Acceptable is relative. We do not assume that being the equivalent of carbon neutral is realistic 
	Exhibit 1

Value Gained on Tata Brand Equity Due to CSR ($US BN)

	
	

	Value of Tata brand
	$9.92 

	 
	 

	2008 Tata CSR contributions*
	$0.603 

	Cost of CSR contribution in perpetuity**
	$6.03 

	 
	 

	Value of Tata brand over CSR investment
	$3.89 

	Value of Brand equity due to CSR***
	$1.94 

	% return on CSR for Brand Equity****
	32%

	 
	 

	Annualized value of Tata brand
	$0.99 

	Annualized value of Tata brand over CSR investment
	$0.39 

	Annualized value gained on brand equity due to CSR
	$0.19 

	% Return on CSR for Brand Equity
	32%

	* Tata Steel contributed $31.58M to CSR in 2008. Given that Tata Steel comprises 20.95% of the Tata group’s public market cap of $60B, we estimate the total CSR contributions of Tata's 24 public companies to be $151M. Given that the Tata group consists of 96 companies, we then multiply this value by 4 and obtain a Tata Group grand total contribution of $603M. ; Source: Prasad,Dr  V.V.S.K, Professor in MBA, The Hindu College, February 2009, http://www.indianmba.com/Faculty_Column/FC955/fc955.html, accessed April 11, 2010

	** Given lack of financial data and our understanding of Tata's operations, we estimate Tata's discount rate to be 10%. 

	***Though much of Tata's brand equity is due to its CSR policies, we recognize that a large portion of its brand equity is also due to factors such as product quality & reliability, operational effectiveness, internal sustainability investments, and other intangibles. We therefore estimate that only 50% of Tata's brand equity over CSR investment is due to the Group's CSR strategy. 

	***We recognize that 32% is a conservative estimate, as given the relative size of the various Tata companies; we believe the Tata Group's total CSR 2008 contributions to be less than $603M.
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[image: image4.emf]EVALUATING CSR - The SUGGESTED TATA INDEX

Assessment Levels Point Break-Up Tata Motors (for example)

Systems Response: Level - I 275

People Response: Level - II 175

Program Response: Level - III 550

TOTAL POINTS (before suggested modifications) 1000 477

Product Response: Level - IV 100 40

1) Value Addition to Society in Perpetuity 100 70

    [1]

  a) Human Standard of Living and Purchase Capacity

  b) Enhanced Ease of Mutual Existence

  c) Enhanced Health and Safety Conditions

  d) Other Considerations

2) Lifetime Ecological Impact* 0 -30

     [2]

  a) Environmental Pollution

  b) Material Waste

  c) Human Health and Safety

  d) Other Considerations

TOTAL POINTS 1100 517

   (*this parameter is assigned an aggregate between -100 and 0.

   The higher a product's negative impact, closer it is to -100)


[1] As shown in Exhibit 11 of the case, Nano is an example of sustainability initiative in India. Nano is expected to provide a safe alternative transportation, enhance living standards of Indian middle class, and provide better emissions with its efficient technologies than the traditional automobiles. Tata Motors is also expected to unveil its E-Nano and other greener cars making it environmental friendly to drive.

[2] The concern is more about numbers, as the huge market segment of 700 million strong Indian middle-class is expected to purchase affordable cars. This mass motorization of roads is bound to increase significantly the traffic problems in the already congested Indian roads and cause environmental degradation. Nano is expected to expand Indian car market by 65% according to CRISIL1. Passenger car market in India is currently growing 14% per year2. With introduction of Nano and several other smaller affordable car models by Tata’s competitors, car market is expected to grow by 20% for the next few years1. With Tata Motors having a bulk of around 70% share of Indian commercial vehicle market according to OICA data3, Tata Motor’s addition to car traffic on Indian roads can be estimated at 14% each year. Further, vehicles in major cities of India are estimated to account for 70% of CO, 50% of HC, 30%-40% of NOX, 30% of SPM, and 10% of SO2 of the total pollution load of these cities4, of which around one-fourth is contributed by four-wheelers. Overall, it is estimated that vehicle emissions are responsible for at least 50% of the India’s air pollution. The increased addition of vehicles each year is bound to increase this pollution to a considerable extent.
1. "Tata Nano may expand market by 65%: CRISIL- Automobiles-Auto-News By Industry-News-The Economic Times". Economictimes.indiatimes.com. 2008-1-12. http://economictimes.indiatimes.com/articleshow/2694186.cms. Retrieved 2010-04-10.

2. “Owning a Nano, the world’s cheapest car”, TIME Video, http://www.time.com/time/video/player/0,32068,45220376001_1930939,00.html. Retrieved 2010-04-10
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