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Chapter 4: Corporate social responsibility and stakeholders
Humankind has created generally accepted rules of behavior that temper our self-interest.  We can therefore cooperate more than the self-interest model of humankind seems to predict.  Friendship, honor, and loyalty, are present in every successful company.  
In fact, markets could not flourish if people did not believe, at least partly, in unselfish values.  Honesty and trust are vital to business transactions because they reduce uncertainty and cut the cost of gathering information.

Managers, in contrast with for example doctors, do not have a universal or comprehensive professional code.  Most large American companies though have particular codes and we do have shared understandings about what constitutes good business ethics and corporate responsibility

Business ethics
Business ethics builds on the work of moral philosophers who provide a useful framework while not fine tuned enough to guide managers through the gray areas.  Two frameworks are dominant:  Utilitarianism and rights-based views.

From an utilitarian perspectives managers are advised to tally the winners and the losers from each alternative they are considering and choose the one that results in the highest level of ALLOCATIVE EFFICIENCY.

From a right-based perspective actions can be right or wrong intrinsically, without considerations of their outcomes.  The Golden Rule is “Do unto others as you would have them do unto you.”  This means do not use individuals as means to an end but as an end on themselves.
Corporate social responsibility (CSR)
The idea of corporate social responsibility is that a narrow focus on short-term earnings is not usually in a corporation’s long –term best interest.  Good management requires acting in anticipation of social pressures, to maintain public trust—and perhaps to avert damaging public policy in the future.

In a feature article on ethical investing, the July 2, 2001 Financial Times reported that socially responsible index funds outperformed competitors over the past ten years.  This may be because otherwise well-run companies also tend to focus on CSR—not because the CSR practices themselves create success.  A more direct connection is plausible, too.  By improving working conditions, companies encourage their workers to be more efficient and reduce the turnover rate, thereby increasing profits.

Stakeholders and business obligations

Wherever they operate, managers are bound by the state to respect the formal rights of all groups they deal with: shareholders, customers, suppliers, community neighbors, and so on.  These groups also can assert informal rights that are not recognized by law.  Because they can place a legitimate claim in what the organization does, they have been dubbed the organization’s stakeholders.
International issues

Stakeholders’ legal rights and the standards they demand from corporations differ from country to country, and are always evolving within countries, and thus need to be monitored carefully.  Safety and environmental standards in India, for example, are much looser than in the United States.

Competing stakeholder demands

Stakeholders are not created equal.  Traditionally, managers profess (not always truthfully) to put the interest of one stakeholder group—their stock owners—ahead of al others.  But . . . as we observed in Chapter 2, human motivation is rich and complex.

More to the point, companies are not just property; they are a coalition of interests.  Managing a company is a political activity of building support among these constituencies.  Like any coalition, the stakeholders in a company can have a falling out with each other. . . If companies offend too many important stakeholders, they lose legitimacy and can face a public policy crisis (or a private financial emergency) that will change the way they do business.  Consider for example the recent behavior of Oil Companies who have been downplaying their benefits.  They are aware of the pressure they can receive from consumers and the government if they show that they are just interested in maximizing their profits at the expense of current crises.
Stakeholders: customers, workers, creditors, local communities and government, NGOs and political activists.















