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CHAPTER 1
Social Responsibility Framework

 seq NL1 \r 0 \h Purpose and Perspective

The purpose of this chapter is to give students an overview of social responsibility and to provide a general framework for studying the field of business and society. First, we define social responsibility and consider its relevance to business types, strategic focus, and stakeholder orientation. Next, we consider the development of social responsibility, its benefits to organizations, and the changing nature of expectations in our increasingly global economy. Finally, we introduce the framework for studying social responsibility used by this text, which includes such elements as strategic management for stakeholder relations; corporate governance; legal, regulatory, and political issues; business ethics; employee relations; consumer relations; community relations and strategic philanthropy; technology issues; sustainability issues; global social responsibility; and the social audit.

 seq NL1 \r 0 \h Lecture Outline

I

 seq NLA \r 0 \h .
Social Responsibility Defined SEQ NLA \r 0 \h 
A

 seq NL1 \r 0 \h .
Social responsibility is the extent to which a business adopts a strategic focus for fulfilling the economic, legal, ethical, and philanthropic responsibilities expected of it by its stakeholders.
1 seq NL_a \r 0 \h .
In most societies, businesses are granted a license to operate and the right to exist through a combination of social and legal mechanisms.   SEQ NL1 \r 0 \h 
a

 seq NL_1_ \r 0 \h .
Businesses are expected to pay taxes, abide by laws and regulations, treat employees fairly, follow through on contracts, and meet many other standards.
b

 seq NL_1_ \r 0 \h .
Businesses today are expected to look beyond self-interest and recognize that they belong to a larger group that expects responsible participation.


2 seq NL_a \r 0 \h .
Society grants corporations both benefits and responsibilities.
B seq NL1 \r 0 \h .
Social responsibility applies to all types of businesses SEQ NL1 \r 0 \h .

1

 seq NL_a \r 0 \h .
All types of businesses—small and large, sole proprietorships and partnerships, as well as corporations—implement social responsibility initiatives.

2

 seq NL_a \r 0 \h .
Activities of small businesses may have the greatest impact on local communities.

C seq NL1 \r 0 \h .
Social responsibility adopts a strategic focus. SEQ NL1 \r 0 \h 
1

 seq NL_a \r 0 \h .
Responsibility involves action, measurement, and results.

2

 seq NL_a \r 0 \h .
Responsibility requires a formal commitment, or way of communicating the company’s social responsibility philosophy.

3

 seq NL_a \r 0 \h .
In order for any initiative to have strategic importance and process, it must be fully valued and championed by top management.

4

 seq NL_a \r 0 \h .
Social responsibility depends on collaboration and coordination across many parts of the business and among its constituencies. Large companies committed to social responsibility often create employment positions or departments to spearhead the various components of its social responsibility program.

D seq NL1 \r 0 \h .
Social responsibility fulfills society’s expectations. SEQ NL1 \r 0 \h 
1

 seq NL_a \r 0 \h .
The types of responsibilities can be illustrated as a pyramid with four levels (economic, legal, ethical, and philanthropic).

a seq NL_a \r 0 \h .
Economic responsibility—Businesses have a responsibility to be economically viable in order to provide a return on investment for their owners, create jobs for the community, and contribute goods and services to the economy.

b seq NL_a \r 0 \h .
Legal responsibility—Companies are required to obey laws and regulations passed to promote responsible business conduct.

c seq NL_a \r 0 \h .
Ethical responsibility—Companies must decide what they consider to be just, fair, and right: the realm of business ethics. Business ethics refers to the principles and standards that guide behavior in the world of business.

d seq NL_a \r 0 \h .
Philanthropic responsibility—Companies can promote human welfare and goodwill by making voluntary donations of money, time, and other resources.

2 seq NL_a \r 0 \h .
There is not necessarily a natural progression from economic to philanthropic responsibilities; rather, all four levels are related to each other and integrated into the social responsibility approach. This is especially complex for firms that operate in home and host markets.

E seq NL1 \r 0 \h .
Social responsibility requires a stakeholder orientation. SEQ NL1 \r 0 \h 
1

 seq NL_a \r 0 \h .
Stakeholders include those to whom an organization is responsible, including customers, employees, investors and shareholders, suppliers, governments, communities, and many others.

2

 seq NL_a \r 0 \h .
This orientation suggests that business is fundamentally connected to other parts of society and must take responsibility for its effects.

3

 seq NL_a \r 0 \h .
 seq NL_a \r 0 \h Organizations take a strategic, compliance/minimal, or forced responsibility perspective with each stakeholder.

II

 seq NLA \r 0 \h .
Development of Social Responsibility in the United States  SEQ NLA \r 0 \h 
A seq NL_a \r 0 \h .
Many large U.S. firms grew to dominate the global economy after World War II, and the United States was perceived as setting a global standard for other nations to emulate.  SEQ NL_a \r 0 \h 
1 seq NL_1_ \r 0 \h .
The definitive external characteristic of these firms was their economic dominance.

2 seq NL_1_ \r 0 \h .
Internally, they were marked by the unlimited autonomy afforded their managers.

3 seq NL_1_ \r 0 \h .
Even with their “largely unchecked” power, managers contributed to their communities, charities, arts, and culture during the 1950s and 1960s, and corporations developed better products, greater choices, good employee salaries, and other benefits.

B seq NL_a \r 0 \h .
Economic turmoil during the 1970s and 1980s almost eradicated the corporations of old. SEQ NL_a \r 0 \h 
1 seq NL_1_ \r 0 \h .
Venerable firms that had dominated the economy in the 1950s and 1960s became extinct or ineffective, and their previous stability dissolved.

2 seq NL_1_ \r 0 \h .
Companies tried to protect themselves from business cycles by becoming more focused on core competencies and reducing their product diversity.

3 seq NL_1_ \r 0 \h .
Companies elected to adopt flatter organizational hierarchies, which resulted in workforce reductions and increased empowerment of lower-level employees.

C seq NL_a \r 0 \h .
The 1980s and 1990s brought a new focus on profitability and economies of scale. SEQ NL_a \r 0 \h 
1 seq NL_1_ \r 0 \h .
Efficiency and productivity became the primary objectives of business.

2 seq NL_1_ \r 0 \h .
Top managers lost some of their power as stockholders and consumers grew more demanding.

3 seq NL_1_ \r 0 \h .
The benefits of the corporations of old were largely forgotten in the 1980s, but concern for corporate responsibilities was renewed in the 1990s.

4 seq NL_1_ \r 0 \h .
Business scandals and Wall Street excesses were abundant in the 1980s.

5 seq NL_1_ \r 0 \h .
In the 1990s, many companies decided to pursue and expect more responsible and respectable business practices, and consumers and employees began to take a more holistic approach to life and work.

6 seq NL_1_ \r 0 \h .
The sheer number of corporate scandals in 2001 and 2002 prompted a new era of social responsibility.
7 seq NL_1_ \r 0 \h .
Near the end of the first decade of the twenty-first century, the global economy slowed in the wake of numerous financial scandals and widespread corporate losses and tested the new era of social responsibility. Table 1.3 lists some of the “lessons learned” from the economic debacle of 2008 and 2009.
D seq NL_a \r 0 \h .
Recent perceptions of business and society represent the confluence of the ideas of two decades, the 1960s and 1980s.  SEQ NL_a \r 0 \h 
1 seq NL_1_ \r 0 \h .
From the 1960s, we gained a stronger interest in social issues and how all parts of society can help prevent and resolve these issues.

2 seq NL_1_ \r 0 \h .
The economic upheaval and narcissism of the 1980s attuned many people to the influence that companies have on society when the desire to make money profoundly dominates.

3 seq NL_1_ \r 0 \h .
In the 1990s and beyond, the balance between the global market economy and an interest in social justice and cohesion best characterize the intent and need for social responsibility.

III

 seq NLA \r 0 \h .
Global Nature of Social Responsibility SEQ NLA \r 0 \h 
A

 seq NL1 \r 0 \h .
The increasing globalization of business has made social responsibility an international concern.

B

 seq NL1 \r 0 \h .
There is significant criticism of the increasing power and scope of business, particularly with regard to multinational companies.

C

 seq NL1 \r 0 \h .
In companies around the world, there is recognition of the relationship between strategic responsibility and business performance. Social responsibility is applicable to businesses around the world, although adaptations of implementation and other details are required on a local level.

IV

 seq NLA \r 0 \h .
Benefits of Social Responsibility SEQ NLA \r 0 \h 
A

 seq NL1 \r 0 \h .
Ample research and anecdotal evidence demonstrate that there are many rewards for companies that implement social responsibility programs.

B

 seq NL1 \r 0 \h .
Trust is the glue that holds organizations together and allows them to focus on efficiency, productivity, and profits.

C

 seq NL1 \r 0 \h .
By focusing on customer satisfaction, a business can strengthen its customers’ trust in the company and, in turn, increase the firm’s understanding of customers’ requirements.

D seq NL1 \r 0 \h .
Social responsibility is also associated with trust-based systems that enhance a nation’s economy and markets.

E seq NL1 \r 0 \h .
Social responsibility is positively associated with profit in the forms of return on investment, return on assets, and sales growth.

F seq NL1 \r 0 \h .
An organization’s demonstration of goodwill and respect of employees usually results in increased employee loyalty and commitment.

G seq NL1 \r 0 \h .
An organization’s relationships with stockholders and other investors must rest on dependability, trust, and commitment or else it will struggle with developing investor loyalty.

V

 seq NLA \r 0 \h .
Framework for Studying Social Responsibility  SEQ NLA \r 0 \h 
A

 seq NL1 \r 0 \h .
Figure 1.10 depicts how the chapters of this book illustrate the social responsibility framework.

B

 seq NL1 \r 0 \h .
This framework begins with a look at the importance of working with stakeholders to achieve social responsibility objectives.

C

 seq NL1 \r 0 \h .
The framework also includes an examination of the influence of corporate governance; the legal, regulatory, and political environment; and business ethics on business decisions and actions.

D

 seq NL1 \r 0 \h .
The remaining chapters of the book explore responsibilities associated with specific stakeholders and issues that confront business decision makers today. These responsibilities and issues include employee relations, consumer relations, the community and strategic philanthropy, technology, sustainability, global social responsibility, and the social audit.

Answers to the Discussion Questions

1.
Define social responsibility. How does this view of the role of business differ from your previous perceptions? How is it consistent with your attitudes and beliefs about business?

The text defines social responsibility as the adoption by a business of a strategic focus for fulfilling the economic, legal, ethical, and philanthropic responsibilities expected of it by its stakeholders. How students respond to this definition will vary based on their previous perceptions and beliefs.

2.
If a company is named to one of the “best in social responsibility” lists, what positive effects can it potentially reap? What are the possible costs or negative outcomes that may be associated with being named to one of these lists?

As with other forms of publicity, being named to a “best in social responsibility” list can help improve a company’s image, reputation, and overall standing with stakeholders. For example, employees will take pride in working for a company that receives such an honor. Customers and suppliers may be more willing to conduct business with a firm that is widely regarded, recognized, and trusted for its positive behaviors. However, companies that self-promote or otherwise unjustly gain this reputation may become targets of close scrutiny. Now the company will be expected to live up to the standard that is expected from being named to one of these lists. If the company doesn’t continue to make the list, customers might believe the firm lowered its standards or isn’t as ethical or qualified as other firms. Because every company has a number of risk areas and therefore is not immune to problems, there is risk in touting a firm’s social responsibility activities and achievements. In this case, one misstep could create problems that harm a company’s solid reputation.

3.
What historical trends have affected the social responsibilities of business? How have recent scandals affected the business climate, including any changes in responsibilities and expectations?

In the 1950s and 1960s, corporate managers were placed under few restraints in their administrative practices. But instead of abusing the privilege, a majority of managers and companies used the opportunity to cultivate positive public relations and enact various social endeavors. Corporate dollars were invested in communities, including charitable, artistic, and cultural activities. This trend changed in the 1970s and 1980s due to economic turmoil. In order to protect themselves in the wake of increasing threats and instability, companies began to focus more on their core competencies and attempted to reduce product diversity. The 1980s and 1990s found corporations focusing more on profitability and economies of scale. The main objectives became efficiency and productivity. However, the need for corporate responsibility was renewed in the 1990s, partly due to various business scandals. In the text, Mark Lilla summarized these trends. He states that in the 1960s, we developed a stronger interest in social issues and the need to resolve them. Then the economic turmoil of the 1980s gave notice to the negative influence that companies have on society when they become primarily profit-oriented. In trying to balance the global market economy and an interest in social justice, the need and intent for social responsibility was increasingly realized in the 1990s. This trend will continue into the 2000s, as recent events in the business environment have created a solid focus on the role of business in society. For example, the terrorist attacks in September 2001 brought workplace safety, crisis management, and many other social responsibility and stakeholder expectations to the forefront. Corporate crises in 2001 and 2002 further emphasized the need for businesses to take a serious approach to responsibility and resulted in new legislation. The financial crisis and economic recession of 2008 and 2009 tested social responsibility efforts enacted after the 2001 and 2002 crises and highlighted remaining weaknesses in business mechanisms and strategies.

4.
How would you respond to the statement that this chapter presents only the positive side of the argument that social responsibility results in improved organizational performance?

Chapter 1 obviously presents the positive aspects of social responsibility and spends less time on the costs of these initiatives. While critics may argue that concepts and ideas advanced in the chapter are “pie in the sky” or naïve in some way, performance benefits are key to the practical application of social responsibility to business. Performance is a component of the social responsibility framework discussed in Chapter 1. Before approving any company initiative, managers and executives need evidence of the potential positive effects on performance. This chapter provides the type of evidence that is needed to persuade and motivate managers and executives to implement social responsibility programs. Companies that do not invest in and support social responsibility may experience a lack of public trust, less employee and customer commitment, and other effects that are counter to or opposite from the positive benefits advanced in the chapter.

5.
On the basis of the social responsibility model presented in this chapter, describe the philosophy, responsibilities, and stakeholders that make up a company’s approach to social responsibility. What are the short- and long-term outcomes of this effort?

The model indicates how a company’s strategic philosophy centers on social responsibility. The four social responsibilities that a company accepts under this philosophy are economic, legal, ethical, and philanthropic. The stakeholders that are affected by this claim to social responsibility include employees, investors, customers, business partners, the community, the government, and the environment. Some short-term outcomes of social responsibility are financial performance and reputation. Long-term outcomes are commitment and trust that develop between the firm and various stakeholders.

6.
Consider the role that various business disciplines, including marketing, finance, accounting, and human resources, have in social responsibility. What specific views and philosophies do these different disciplines bring to the implementation of social responsibility?

All functional areas have a role and responsibility in the social responsibility orientation and outcomes of any organization. The marketing area of the corporation must be ethical in marketing the firm’s product, such as not using exaggeration in sales presentations or misleading advertising. The finance and accounting department must ensure the product is being sold at the price that provides value to the customer and profitability to the firm. Accounting and finance personnel must also make sure that information presented on all financial reports is accurately represented and that these reports are available to all stakeholders. The human resources department must keep a constant and positive relationship with all employees and other stakeholders. Thus, every department has a role in developing positive and trusting relationships with stakeholders.

Beyond specific responsibilities, each department and discipline brings a unique perspective that can greatly enrich the social responsibility effort. For example, employees in human resources are knowledgeable about the practices that lead to better relationships with employee stakeholders. The finance department is acutely aware of investors’ expectations, whereas the marketing discipline specializes in understanding the needs and perceptions of customer groups. Accounting provides an expertise in tracking expenditures and measuring value with a variety of constituents. Thus, the particular stakeholder expertise of a department can be integral for developing mutually beneficial relationships and strategic responsibility.
 seq NL1 \r 0 \h 

 seq NL_EVEN \r 0 \h 

 seq NL_ODD \r 0 \h 

 seq NL_Eqn \r 0 \h 

 seq NL_Sec \r 1 \h Comments on the Experiential Exercise

Evaluate Fortune magazine’s annual list of the most admired companies found on the magazine’s website (www.fortune.com). These companies as a group have superior financial performance compared to other firms. Go to each company’s website and try to assess its management’s commitment to the welfare of stakeholders. If any of the companies have experienced legal or ethical misconduct, explain how this may affect specific stakeholders. Rank the companies on the basis of the information available and your opinion on their fulfillment of social responsibility.

This exercise requires students to analyze and evaluate a number of companies that have been named to Fortune magazine’s prominent list. Students should review each company’s website for evidence of stakeholder concern and commitment. Students should also search databases for stories about ethical and legal (mis)conduct. The information gathered can then be used to develop a ranking of the companies’ relative social responsibility.

 seq NL1 \r 0 \h Comments on The what would you do? exercise

This exercise focuses on Jamie Ramos in her role as manager of community relations for a tobacco company. She is faced with the inherent conflict of working for a tobacco firm, but she believes that something good can come from the organization. Students must provide specific recommendations for dealing with protestors who are outside the company’s headquarters and developing a long-term strategy to communicate the company’s goodwill.
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