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CHAPTER 3 Social Responsibility and Ethics in Strategic Management

efficiency of a business. Friedman thus referred to the social responsibility of business as a
“fundamentally subversive doctrine” and stated that:

There is one and only oné 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 o7 Fraud?

Following Friedman's reasoning, the management of Coca-Cola was clearly guilty of
misusing corporate assets and negatively affecting sharelholder wealth, The millions spent in
social services could have been invested 1n new product development or given back as divi-
dends to the shareholders. Instead of Coca-Cola’s management acting on its own, shareholders
could have decided which charities to support.

Carroll’'s Four Responsibilities of Business

Friedman’s contention that the primary goal of business is profit maximization is only one side
of an ongoing debate regarding corposate social responsibility (CSR). According to Witliam J.
Byron, Distinguished Professor of Bthics at Georgetown University and past President of
Catholic University of America, profits are merely a means to an end, not an end in itself.
Just as a person needs food to survive and grow, so does a business corporation need profits
to survive and grow. “Maximizing profits is like maximizing food.” Thus, contends Byron,
maximization of profits cannot be the primary obligation of business.” '

As shown in Figure 3-1, Archie Carroll proposed that the managers of business organi-
zations have four responsibilities: economic, legal, ethical, and discretionary.’

- 1. Economic responsibilities of a business organization’s management are fo produce goods
and services of value to society so that the firm may repay its creditors and increase the
wealth of its shareholders.

2. Legal responsibilities arc defined by governments in laws that management is expected
to obey. For example, U.S. business firms are required to hire and promote people based
on their credentials rather than to discriminate on non-job-related characteristics such as
race, gender, or religion.

3. FEthical responsibilities 'of an organization’s management are to foliow the generally held
beliefs about behavior in a society, For example, society generally expects firms to work
with the employees and the community in planning for layoffs, even though no law may
reguire this. The affected people can get very upset if an organization’s management fails
to act according to generally prevailing ethical values.

4. Discretionary responsibilities are the purely voluntary obligations a corporation assumes.
Examples are philanthropic contributions, training the hard-core unemployed, and pro-
viding day-care centers. The difference between ethical and discretionary responsibilities
is that few people expect an organization o fulfill discretionary responsibilities, whereas
many expect an organization to fulfill ethical ones.*
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with Global Stakeholders: A Present and Future Chaltenge.” Academy of Management Executive (May 2004),.
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Carroll lists these four responsibilities i7 order of priority. A business firm must first make a
profit to satisfy its economic responsibilities. To continue in existence, the firm must follow
the laws, thus fuifilling its legal responsibilities. There is evidence that companies found
guilty of viotating laws have lower profits and sales growth after conviction.” On this point,
Carroll and Friedman are in agreement. Carroll, however, g0&S further by arguing that busi-
ness managers have responsibilities beyond economic and legal ones.

Having satisfied the two basic responsibilitics, according to Carroll, a firm should look

to fulfilling 1ts social responsibilities. Sociat responsibility, tnerefore, includes both ethical
and discretionary, but not economic and legal, yesponsibilities. A firm can fulfill its ethi-
cal responsibilities by taking actions that society {ends to value but has not yet put into law.
‘When ethical responsibilities are satisfied, a firm can focus on discretionary responsibilities—
purely voluntary actions that society has not yet decided to expect from every company. For
example, when Cisco Systems decided to dismiss 6000 full-time employees, it provided a
novel severance package. Those employees who agreed to work for a local nonprofit organi-
zation for a year would receive one-third of their salaries plus benefits and stock options and:
be the first to be rehired. Nonprofits Were delighted to hire such highly qualified people and
Cisco was able (0 maintain its talent pool for when it could hire once again.”
: 1 As societal values evolve, the discretionary responsibilities of today may become the
ethical responsibilities of tomorrow. For example, in 1990, 86% of people in the United States
believed that obesity was caused by the individuals thernselves, with only 14% plaming either
corporate marketing or government guidelines. By 2003, however, only 54% blamed obesity
on individuals and 46% put responsibility on corg orate marketing and government guidelines.
Thus, the offering of healthy, Jow-calorie food by food processors and restaurants is moving
rapidly from being 4 discretionary to an ethical responsibil'ty.7 In recent years, school caf-
cterias across the United States have added fresh vegetables, removed soda machines, and in
1012, many school systems also moved to eliminate the much maligned pink slime from their
beef product lines.

Carroll suggests that to the extent that business corporations fail to acknowledge discretion-
ary of ethical responsibiiities, society, through govemment, will act, making them legal Tespot-
sibilities. Government may do this, moreover, without regard to an organization’s economic
responsibilities. As a resulf, the organization may have greater difficulty in earning a profit
than it would have 3£ it had voluntarily assumned some cthical and discretionary responsibilities.

Both Friedman and Carroll argue their positions pased on the impact of socially xespon-
qible actions on 2 firm’s profifs. Friedman says that socially responsible actions hurt a firm’s
efficiency. Carroll proposes thata lack of social responsibility results in increased government
regulations, which reduce 2 firm’s efficiency because it must not only comply with the law,
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1 but raust prove its compliance with regulators.
i
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Triedman’s position o0 social responsibility appears to be losing traction with business
executives. For example, @ 2006 survey of buginess executives across the worid by McKinsey &
Company revealed that only 16% felt that business should focus solely on providing the highest
possible returns to jnvestors while obeying all Jaws and regulations, contrasted with 24% who
stated that business should generate high returns to investors but batance it with contributions
-to the broader public good.8 The United National Global Compact was started in 2001 as an
_ initiative for a company to voluntarily commit to aligning their operations with 10 principles
; covering human rights, the environment, labor and corruption among others. By 2012, ovet
6,300 companies in 140 countries had signed the compact, Those CROs have agreed t0 report

o their activities annually.”
Empirical research now indicates that socially responsible actions may have a posi-
ijve effecton a firm’s financial petformance. Although a number of studies in the past have
found no significant rralaticmsiuip,‘0 an increasing nurmber are finding 2 small, but positive

Al refationship.!'




