
































influenced by the working environment and fair labor considerations. Therefore,
implementing responsible employee policies can optimize performance (Hawkins, 2006).

Investors are another key target to consider. Socially responsible investors have
become a major channel through which pressure has been placed on corporations. These
individuals have been requesting for more than a decade that corporations develop a CSR
agenda. Although these investors are not part of the mainstream investors, a January 2005
survey found that 73 percent of mainstream investment managers predicted that “socially
responsible investment indicators will become commonplace in mainstream investing
within 10 years" (As You Sow, 2012).

Religious institution investors were the first to invest in stocks based on an
organization’s social agenda. Today, environmental and human rights groups have begun
utilizing this tool as well. Shareholders are able to leverage the power of stock ownership
in order to support CSR initiatives. In order to do so, they “utilize dialogue, the filing of
shareholder resolutions, and shareholder solicitation campaigns to raise awareness, build
coalitions, exert pressure, and effectively create change in company policies and
practices” (As You Sow, 2012).

Although very few social proposals receive a majority vote by shareholders, those
that receive support from more than [0 percent of voters are difficult to ignore and
usually result in company action. In the past 30 years, thousands of proposals have
resulted in more progressive corporate policies. These policies include more
representation from women and other minorities on corporate boards and in executive
positions, the ending of discrimination in employment decisions, the discontinuation of

environmentally damaging projects, the departing of companies from countries that have
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human rights issues and the improvement in wages, benefits and working conditions. For
instance, a proposal was filed at Home Depot, requesting that the company stop selling
wood from old-growth forests. The proposal received support from 11.8 percent of
voters, and the company stopped selling this wood shortly thereafter. In addition,
companies like Coca-Cola, Nestle and PepsiCo have responded to these proposals,
agreeing to recycle 50 percent or more of the cans and bottles they use (As You Sow,
2012),

Another argument on behalf of CSR is that these initiatives help a company
become more innovative. For instance, Procter & Gamble has benefitted from its new
model of thinking. The company was able to expand its market in Brazil by observing
low-income households in order to create new products that were affordable and
environmentally-friendly. Until this time, Procter & Gamble had largely focused on
marketing to those in the middle class. One such product the company created was a
detergent that was gentle on hands for families who washed all of their clothes by hand.
These new ideas spread to other countries and eventually influenced the introduction of
Tide Basic in the U.S. The company representatives state that its new initiatives reflected
the company’s overall mission, which is to “improve the lives of the world’s consumers.”
These consumers are no longer only middle income, American families. Instead, they
span over several countries and socioeconomic statuses (Kanter, 2010).

Research also shows that it does not pay to be irresponsible. Although there might
be immediate gains by focusing on higher profits and disregarding socially responsible
decisions, a company will likely pay in the long-term. Consumers, employees and

investors all play a role in the pressure placed on organizations. In addition, activist
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groups and nongovernmental organizations will often apply pressure and even appeal to
regulatory bodies in order to ensure that a company’s actions are kept in check. Seriously
unethical behavior could even lead to bankruptcy, as was the case for Enron, Worldcom
and Arthur Anderson. In addition, companies in the U.S. often fear lawsuits. These suits
are often filed because of pollution, infliction of harm to a consumer or the
misrepresentation of financial expectations. These fears are well-founded when one
considers the millions of dollars spent by companies like Ford and Firestone in response
to defects of Ford Explorer SUVs, Merck in response to the negative side effects of
Vioxx and Jones Manville due to the carcinogenic effects of asbestos. These examples
show that irresponsible behavior can often be quite costly (Heal, 2008).

Although it is clear that many CEOs and experts believe and invest in socially
responsible behaviors, not everyone is completely sold on the idea. Some still advocate
profit maximization above anything else. This belief stems way back to the 1700s and has
since been supported by conservative economist Milton Friedman, who stated in 1970
that “corporations should only pursue the goal of profit maximization, as the consequent
efficiency with regard to using social resources would be greater and so the contribution
to social resources would be larger” (Kreng & May-Yao, 2011). In addition, these
individuals assert that CSR does not necessarily pay in the long run. They state that there
are investment opportunities in CSR; however, there are also other far better options.
Therefore, CSR initiatives will always be “overshadowed” by other business
opportunities (The Market for Virtue, 2006).

These principles were described by Adam Smith, a Scottish moral philosopher

from the 1700s who is most widely known for the phrase “the invisible hand.” According
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to Smith, “Every individual... neither intends to promote public interest, nor knows how
much he is promoting it. He intends only his own security, his own gain. And he is in this
led by an invisible hand to promote an end which was no part of his intention. By
pursuing his own interest, he frequently promotes that of society more effectively than
when he really intends to promote it.”” In other words, the market helps others more when
businesses focuses simply on profit, rather than when organizations put time and effort
into helping others for philanthropic reasons (Heal, 2008). A basic example of this idea is
a butcher. He fulfills his own needs by preparing meat for others and earning a profit so
that he can take care of his family. In turn, the local community’s unmet needs are met by
the meat he prepares. If he works to cut costs and earn a larger profit, he will likely be
able to prepare more meat and, therefore, meet more people’s needs.

Friedman saw himself as a “direct intellectual descendant” of Adam Smith.
According to Friedman, “There is one and only one social responsibility of business — to
use its resources and engage in activities designed to increase its profits so long as it stays
within the rules of the game, which is to say, engages in open and free competition
without deception or fraud.” His argument is that in the process of making a profit,
businesses are providing others with income and employment, needed products and
services and tax revenues. He believes that managers of corporations do owe something
but not to society as a whole. Instead, they should focus on benefitting their employers
and shareholders (Heal, 2008). He states that businesses cannot and should not solve
social problems. Instead, the government should be the sole entity responsible for these

1ssues (Pohl & Tolhurst, 2010).
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Those who disagree with Smith and Friedman’s philosophies claim that their
arguments are too simplistic. They agree that the invisible hand would do a great job in
running the economy and ensuring efficiency, however, in most cases, there are external
costs that must be addressed. External costs are those that are created by a corporation but
paid by other people. An example of this might be the pollution that stems from
production. If a corporation focuses only on making a profit and not on reducing its
emissions, the community is left with unclean air (Heal, 2008).

Another example of external costs relates to Heinz, which is a major seller of
canned tuna. Heinz was fishing for tuna on the East coast, however, this often involved
the killing of dolphins that would end up in the same nets. In response to what they saw
as a horrific practice, environmental NGOs organized a boycott of Heinz. In order to
regain its positive brand image, Heinz moved its operations to the West coast, where the
dolphin bycatch is much less. Their actions were well received by leading politicians and
environmental groups who now viewed them as “the dolphin-friendly tuna source.”
Overall, Heinz benefitted from internalizing these external costs associated with their
operations. Although they incurred extra costs from the outset in completely transferring
their operations across the country, they were able to avoid a costly confrontation with
environmental groups and improved their brand image (Heal, 2008).

Another argument against Smith’s invisible hand is that although the results might
be efficient, they are not necessarily fair. The market economy does determine the
distribution of income and wealth, however, this distribution might not always be deemed
fair in today’s society. For instance, those who have rare talents, like opera singers and

MBA players, will accumulate wealth, while those who have more popular yet socially
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beneficial skills, like teachers and social workers, often accumulate much less wealth.
Many believe that although the market is pretty efficient, it might need some help to
ensure that the outcomes are fair. Economic professor and author Geoffrey Heal states:
“Society gains from realigning corporate interests with social interests, and corporations
also gain from this realignment as it reduces conflicts between them and society.
Conflicts between social and corporate interests in general hurt both parties; they hurt
society because the outcome of economic activity is not what we collectively want, and
they hurt corporations because the corporation is generally the loser in the long run. So if
corporations behave as if they have obligations on the social and environmental fronts as
well as the area of profits, then both sides can gain. Society can gain from a fairer or
more efficient allocation of resources, and the corporation can gain from a less conflictual
relationship with the environment in which it operates.”

Those who do not support CSR initiatives, however, state that the initiatives that
have been put in place are not nearly as effective as they might seem. Although the
number of socially interested investors is growing, their investments still only account for
about 2 percent of mutual investments. Therefore, in practice, it seems that these socially
interested investors are largely overshadowed by other investors who are more or less
indifferent to CSR initiatives. Many of these investors seem to believe that CSR
initiatives do not have any bearing on financial performance (The Market for Virtue,
2006).

The share price for socially responsible companies does not appear to be any
better or worse than the share prices of other less responsible companies. In addition,
some researchers refute the claim that CSR positively influences profitability, stating that
this connection would be too difficult to measure. The argument is also made that if this
“positive relationship” were to exist, it could be due to fact that high-performing

companies have more funds to invest in socially responsible activities. For example, Nike

has raised wages significantly in Indonesia and enforced new policies to ensure that their
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suppliers improve working conditions. However, Nike is able to do this because it is
highly profitable and has a premium brand already. Therefore, it can make decisions that
will increase the cost of shoes and still expect consumers to purchase them. If Nike were
to increase the price by too much, however, it could expect to begin losing its customer
base (The Market for Virtue, 2006).

Ben & Jerry’s, Marks and Spencer, Levi Strauss, Hewlett-Packard and Chiquita
Banana are just a few companies who have struggled financially despite their socially
responsible behaviors; Phillip Morris and ExxonMobil have both performed well despite
their “unethical” behaviors. These examples are often used to show that CSR has little to
no influence over profit (The Market for Virtue, 2006).

In addition, many disagree with the statement that consumers will make decisions
based on social responsibility. While many corporations are banking on the fact that
socially responsible decisions and the communication of these decisions will lead to a
differentiated brand and, therefore, more loyal customers, some researchers state that this
simply is not the case. Their argument is that purchasing decisions are largely based on
price, performance and convenience. They state that “the market for ethical branding is a
niche market — it is never going to be a mass market” (The Market for Virtue, 2006). It
seems that although the “feel-good factor” might lead some to support more charitable
organizations, these responses are generally short lived, and as soon as the economic
cycle dips, their commitment fades (Hawkins, 2006). In addition, companies can put
money toward other less expensive investments to differentiate their brands, which would

make better business sense (The Market for Virtue, 2006).
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Some also argue that CSR is a sideshow that has covered up other more important
issues. Companies like Enron and Washington Mutual touted their CSR initiatives in the
past and, in return, were highly praised for them. However, these companies were
mishandling their internal affairs and, as a result, collapsed in 2001 and 2008,
respectively. Those who suffered the most were the individuals who many argue should
be a company’s first concern — its shareholders and its employees. Did an unlikely
combination of incompetence, greed and charity actually lead to the demise of these
organizations? Some have determined this to be true (Ludescher & Mahsud, 2010).

Following these examples, some of the biggest fears of CSR initiatives is that they
largely divert everyone’s attention from other mishandlings. Rather than helping to bring
incredible benefits to society, the result might be a company that throws a few thousand
dollars into a charitable project, touts these efforts in its communication efforts and then
goes about its business in an inefficient, and perhaps unethical, way (Ludescher &
Mahsud, 2010).

It is also argued that businesses are ill equipped to take on such initiatives and that
the well being of citizens should be the business of the government rather than big
business. Robert Reich, a former labor secretary under Bill Clinton and now a professor
at the University of California Berkeley, holds this stance. He even wrote a book
attacking CSR, which was titled, “Supercapitalism.” Reich states that “the energy spent
on CSR diverts attention from establishing rules that advance the common good — rules
that prevent oil spills, say, or protect human rights abroad. In democracy, that should be
the job of elected governments, not profit-maximizing companies.” This idea stems from

the understanding that governments exist to ensure the well being of the people, whereas
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organizations exist to produce a profit. Therefore, the government and its goals are far
better suited to address social issues (The Next Question, 2008).

The “capability” argument is also given to show how businesses are ill equipped
to address social issues. This argument suggests that business leaders tend to be well
trained in subjects like finance, marketing and operations management. As a result, they
tend to be less familiar with complex societal problems. Therefore, their intentions might
even be altruistic, however, their actions could actually make matters worse because of
their lack of training in these complex issues (Pohl & Tolhurst, 2010).

Some disagree with this argument, however, and suggest that businesses should
assume these social responsibilities because they have both the financial and human
resources to effectively do so. With some of the most intelligent employees the country
has to offer, these businesses can strategically and efficiently determine the best methods
through which to make a positive impact on society. Their financial resources can also go
a long way in making a major impact. For instance, Walmart has annual revenues that
exceed the annual GNP of some countries. Given these arguments, it seems that
corporations might have the “capability” to make a big, positive difference after all (Pohl
& Tolhurst, 2010).

Despite the arguments on either side of the CSR debate, it appears that the push
for CSR is not going away any time soon. According to John Ruggie of Harvard
University’s Kennedy School of Government, “The theological question — should there
be CSR - is so irrelevant today. Companies are doing it. It’s one of the social pressures
they’ve absorbed.” In addition, a survey by conducted by The Economist staff found that

only 4 percent of business leader respondents thought that CSR was a “waste of time and
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money” (The Next Question, 2008). As companies continue to invest in new CSR
initiatives, it seems that the more important question is: What will it become in the
future?

Moving forward, it is important for businesses to determine a meaningful and
long-term CSR strategy. In order to ensure this, companies must consider both their goals
for business operations, which include corporate finance, investments and financial
markets, as well as their social interests. Every socially beneficial opportunity that comes
to an organization must first be challenged with the question of how it will benefit the
company’s business goal as well. If it does not help to benefit the fiscal performance of
the company in the long run, this new CSR policy should not be put into place. This is to
ensure the sustainability of the company overall (Uccello, 2009). CEOs like to refer to
these opportunities as “win-win” situations. They can be described as both the smart
thing and the right thing to do (The Next Question, 2008).

Green initiatives are one example of “win-win” situations, which is why they are
so popular as of lately. For instance, if an organization cuts its fuel costs, it both saves
money and helps the environment. In addition, if a company expands its organic
offerings, it also increases its market share. These types of opportunities should be sought
out by corporations across the country (The Next Question, 2008).

According to an article in The Economist, “If corporate antennae are more keenly
tuned to social trends and sensitivities, alerting managers to risks and opportunities they
might not otherwise have spotted, so much the better for business. As for the activists,

they of all people should like the idea of sustainability: if a business benefits from a CSR
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initiative, it 1s more likely to last, and its involvement may be more dynamic and
innovative too” (The Next Question, 2008).

Each day, business executives have to make decisions, and their company’s
success depends on the fact that they make the right choice. According to operations
director and author, David E. Hawkins, “A failing business helps no one, and the benefits
of a business thriving through exploitation of nature or people are short-lived. Sustainable
development is sustainable business” (Hawkins, 2006). Therefore, by aligning business
and social goals, corporations could potentially begin creating the best-case scenario for

everyone involved.
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