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ABSTRACT

Although the concept of corporate social responsibility (CSR) has been
advocated for decades and is commonly employed by corporations globally,
agreement on how CSR should be defined and implemented remains a
contentious debate amongst academia, businesses and society. This gap is
problematic for corporations because they are increasingly being required to align
with societal norms while generating financial returns. In order to remedy this
problem, the following definition is presented: corporate social responsibility is a
business system that enables the production and distribution of wealth for the
betterment of its stakeholders through the implementation and integration of
ethical systems and sustainable management practices.

Many of the concepts in the proposed definition are commonplace
amongst CSR practitioners and organizations, the validations for the key
segments — production and distribution of wealth, stakeholder management,
ethical systems, sustainable management practices — coupled with the application
of a systems approach and other business practices make the definition unique and
conclusive. An in depth review of the definition and supporting concepts will
provide the needed vision and knowledge to enable corporations to successfully

manage CSR strategies.
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CHAPTER 1
THE CONTROVERSY OVER CORPORATE SOCIAL RESPONSIBILITY

The concept of Corporate Social Responsibility (CSR) began in the 1920s;
however, due to the Great Depression and World War 11, it failed to become a
serious topic amongst business leaders until the 1950s. CSR found itself in the
spotlight in 1951 when Frank Abrams, chairman of the board for Standard Oil of
New Jersey, published an article in Harvard Business Review where he stated that
IS was business’ obligation:

to conduct the affairs of the enterprise to maintain an equitable and

workable balance among the claims of the various directly interested

groups, a harmonious balance among stockholders, employees, customers,
and the public at large (Frederick, 2006).

In 1953, Howard Bowen made the first significant scholarly contribution
by publishing the book, The Social Responsibilities of the Businessman. Here he
proposed the CSR definition as “the obligations of business to pursue those
policies, to make those decisions or to follow those lines of action which are
desirable in terms of the objectives and values of our society (Bowen, 1953).”
Over the subsequent decades, CSR definitions, practices and adoption of CSR
expanded immensely. Philosophies such as management as a trustee, Christian
ethics and the balance of power between business and society were popularized
(Frederick, 2006). A commissioned study by the Committee for Economic
Development in 1970 contributed a paradigm shift into the CSR debate by
recognizing that a balance between social and economic interests was a necessary

factor. The ‘enlightened self-interest’ model enabled CSR to become more



widely accepted by businesses. A theoretical model had not been accepted until
Carroll (1979) developed the corporate social performance (CSP) model whereby
CSR, social issues and corporate social responsiveness were considered the
leading philosophy for corporations to behave in a socially responsible manner.
Although the CSP model advanced CSR philosophies, it was not able to gain
widespread application because it lacked the ability to measure and test the
model.

Evolution continued when academics and businesses started to focus their
CSR initiatives toward business strategy. During this period, the role of
stakeholders rose to prominence in the CSR debate due to contributions by
leading academics such as Peter Drucker (Lee, 2008). The view that stakeholders'
importance to corporations compared to shareholders was a contradiction to
Nobel laureate Milton Friedman’s beliefs that "there is only one responsibility of
business, namely to use its resources and engage in activities designed to increase
its profits (Friedman, 1970).” The inclusion of strategic philanthropy, innovation,
environmental sustainability and transparency demonstrate how diverse and far-
reaching CSR has become embedded into management strategy. And most
recently, corporate financial performance and the measurement of CSR activities
is causing corporations to understand the strategic value of CSR through the
realization that the implication to a business’ operations is essential (MIT, 2011).

Archie Carroll is widely respected amongst CSR scholars for his
contribution of a four-part definition of CSR. First, consistent with the capitalist

economic view, a corporation must generate profits in order to operate. The



corporation must also abide by the laws within the countries that it operates.
Carroll believed that operating legally was not sufficient and that corporations
have an obligation to society to act ethically as well. The fourth part of the
definition also relates to the importance of societal impacts, which he referred to
as discretionary responsibilities such as philanthropy. Yet even with the
definition Carroll proposes, he realizes that it is ambiguous (Masaka, 2008):

The term [social responsibility] is a brilliant one; it means something, but

not always the same thing, to everybody. To some it conveys the idea of

legal responsibility or liability; to others, it means socially responsible
behavior in an ethical sense; to still others, the meaning transmitted is that

of “responsible for,” in a causal mode; many simply equate it with a

charitable contribution; some take it to mean socially conscious; many of

those who embrace it most fervently see it as a mere synonym for

“legitimacy,” in the context of “belonging” or being proper or valid; a few

see it as a sort of fiduciary duty imposing higher standards of behavior on

businessmen than on citizens at large (Carroll, 1999).

Marcel van Marrewijk (2003) believes that organizations should have a
definition based on the stage of development, awareness and ambition of each
organization rather than a “one solution fits all” approach. This is ill advised
because it exacerbates the problem of corporations having great difficulty
implementing programs that can be managed and measured effectively.
Furthermore, in a time where organizations are implementing programs for the
measurement of their CSR activities, such an approach allows for too many levels
for CSR. van Marrewijk’s theories are best applied for corporations that need a
roadmap for developing a successful CSR strategy.

William Frederick has written extensively on the subject for decades.

With books and many academic journal articles having been published by



Frederick about CSR, he openly states that an accepted definition does not exist
by stating "the actual meaning of CSR has dogged the debate from the
beginning." He adds, "The moral underpinnings of CSR are neither clear nor
agreed upon (Frederick, 2006)."

The failure to have a universal definition has been reviewed and debated
by scholars. Perhaps the most compelling and comprehensive research regarding
the lack of a definition for CSR analyzed 37 of the most commonly used
definitions. The definitions (see Appendix A) were identified through a literature
review of journal articles and web sites, content analysis of five dimensions of
CSR (see Table 1) and the use of Google to calculate the relative usage of each
dimension. The analysis concluded that although there are many similarities
between the 37 definitions, the definitions do not provide guidance on how the
dimensions should be balanced against one another for decision-making
(Dahlsrud, 2006). As a result, the dilemma facing businesses is less about what
definition to follow, but finding a definition that can be universally applied.

The International Standards Organization (ISO) has created an international
standard for the social responsibility of private (corporate) and public sector
organizations. 1ISO 26000 establishes seven core subjects of social responsibility,
all of which are parts of most current CSR definitions:

Organizational governance

Community involvement and development

Human rights

Labor practices

The environment

Fair operating practices
Consumer issues



Table 1. The Five Dimensions

Dimensions

The definition is coded to the
dimension if it refers to

Example phrases

The environmental dimension

The natural environment

‘a cleaner environment’
‘environmental stewardship’
‘environmental concerns in business operations’

The social dimension

The relationship between business and
society

‘contribute to a better society’
‘integrate social concerns into their business
operations’

The economic dimension

Saocio-economic or financial aspects,
including describing CSR in terms of a
business operation

‘contribute to economic development’
‘preserving the profitability’
‘business operations’

The stakeholder dimension

Stakeholders or stakeholder groups

interactions with their stakeholders’
‘how organizations interact with their employees,
suppliers, customers and communities’

The voluntariness dimension

Actions not prescribed by law

‘based on ethical values’
‘beyond legal obligations’
‘voluntary’

Source: Corporate Social Responsibility and Environmental Management (Dahlsrud, 2006)

The seven core subjects are in effect heuristics for a corporation to follow,

which can be valuable for corporations to create programs around the areas 1ISO

believes CSR should represent. This practice is consistent with other ISO

standards to aid corporations with improving processes and implementing

compliance programs.

The seven core subjects have a substantial focus on stakeholder

management and ethical behavior. The standard may provide some useful

guidance corporations can leverage; however, there are a number of

shortcomings. A significant flaw is that the standard attempts to create the same

guidance for private and public sector organizations. Simply, the purposes of

private and public sector organizations are vastly different, so although there may

be some commonalities between them, there are too many factors that would be

critical to each group that are omitted. For corporate social responsibility to




flourish, 1ISO 26000 needs to include management functions that most academic
research, businesses and definitions regard essential for effective CSR. For
instance, even though it has been widely established that profit is necessary for
CSR, by the nature of the private sector institution, profit does not even exist.
Business strategy has been recognized as a CSR requirement, yet the standard
proposed largely ignores how key management practices can be utilized. As a
result, ISO’s guide is not comprehensive enough for corporations to achieve all of
their CSR objectives, which fundamentally makes it of limited value for global
corporations (1SO, 2010).

The increase in the attractiveness of CSR activities can be demonstrated in
a host of surveys amongst global business executives. In a study by McKinsey
and Associates (2006), executives stated overwhelmingly that corporations must
balance shareholder needs while making contributions that benefit society. Most
even disagree with Friedman’s assertion that companies' sole responsibility is to
shareholders. CSR is viewed as a means to manage complex sociopolitical issues
businesses face and reduce risk for their organizations. The range of issues
affecting their organizations is overwhelming, which include challenging subjects
such as climate change, health care and ethics practices.

The Business for Social Responsibility (BSR), a leading CSR
organization, conducts a survey with Cone, LLC, a strategy and communications
agency, of CSR professionals globally. As CSR professionals managing these
activities daily for their companies, non-governmental organizations (NGO),

academic and governments, their experience can provide a different level of



insight. When asked what is driving the CSR agenda today, only 8 percent expect
to have their sustainability budgets decreased (BSR/Cone, 2009). Furthermore,
72 percent of the respondents believe that more demand will be placed on
businesses to solve societal problems. There is also a strong belief (77 percent)
that global businesses will integrate CSR into their strategies and operations over
the next five years (BSR/Cone, 2008).

Edelman, an American public relations firm, surveyed over 5,000 college-
educated individuals in 23 countries that are the top 25 percent highest
compensated amongst their peers. The annual Edelman Trust Barometer report
further supports that the global business community sees CSR activities as a
requirement. A corporations’ reputation is based on key factors such as
transparency, honesty, whether it treats employees well and is a good corporate
citizen. These factors explain why financial services are considered to be the least
trustworthy in the United States and United Kingdom due to the havoc that was
created as a result of the recent financial crisis. A primary conclusion of the
report found that profit and the purpose of the corporation must benefit society
(Edelman, 2011).

The studies by McKinsey, Edelman and BSR support the growth trends
and exemplify the need for a CSR definition and framework to support global
consensus. But adding to the confusion businesses are experiencing is that there
is no definition that is universally accepted. Well-respected academics on CSR
have provided thorough insight and analysis that has helped organizations

understand the complex topic over decades; however, the fact is that there is still



not widespread acceptance. This dilemma allows for ambiguity and major
challenges for implementing universally accepted CSR programs.

In a sampling of global corporations’ CSR philosophies and practices
(Appendix B) show the lack of consistency within geographies and industries.
The sample was drawn from the Fortune Global 500 annual listing of the largest
corporations in the world by revenues. Companies were selected to represent a
variety of industries (e.g., petroleum and financial services) in every continent’,
developing (e.g., China and India) and developed economies (e.g., US and Japan)
and diverse political climates (e.g., democracies and autocracies). Many of the
corporations reviewed use sustainability instead of the term CSR. Even within

corporations that use common nomenclature, how they manage their programs

' The only exception for inclusion of a company outside of the Fortune Global
500 list was the inclusion of South African Airlines because there were no
African nations on the list. It must be noted that it is not assumed that the
sampling is not representative of all Fortune Global 500 corporations, nor is it
statistically valid. The list was randomly generated. Additionally, there are other
firms that were selected because they were used as examples of CSR practices
within this research document.



and define their philosophies is inconsistent. Even though there were widespread
variations, the analysis did uncover that socially responsible behavior is important
to all of them in some form or another. The lack of a universally accepted
definition allows for too much leeway to pick and choose practices that best suit
their corporate agendas.

As evidenced, CSR has gone through evolutions over the decades and has
proven to stand the test of time where it is now a well developed management
practice and philosophy. More transitions are likely to occur over the following
decades. Today, the business and practice of CSR is at its’ pinnacle, mature and
robust. The maturity of CSR is further validated by the large number of
sustainability reports produced by businesses, mutual funds available to investors,
consultants to organizations, trade associations and literature, which continue to
grow. It is not recommended that all corporations manage CSR the same way;
however, consensus on the core concepts is vital so that CSR can be implemented

commonly amongst global corporations.



10

CHAPTER 2
A NEW DEFINITION OF CSR

Even with a lengthy history, extensive resources, in-depth research and
success stories available to business, a universally accepted definition is not
available. Due to this dilemma, it is not a surprise that 46 percent of executives
agree that there is “substantial room for improvement (McKinsey, 2006).”
Furthermore, the number of mishaps by corporations that have embraced CSR,
such as BP, Toyota and Enron, demonstrates the complexity of CSR. A failure to
gain consensus does not mean that new definitions shouldn’t be proposed. In
order to remedy the situation, a new definition for CSR must be published to
enact global standards and value systems to ensure corporations can be successful.
As such, the following provides a definition that is comprehensive and can be
broadly applied to allow corporations to achieve their CSR objectives. Corporate
social responsibility is defined as a business system that enables the production
and distribution of wealth for the betterment of its stakeholders through the
implementation and integration of ethical systems and sustainable management
practices.

The definition provided has multiple characteristics that are consistent
with other definitions; however, as it will be expanded upon in subsequent
chapters, there are many important departures and distinctions from current
definitions. These differences provide new thought leadership and a deeper
understanding of CSR for corporations to achieve their objectives. The key

“parts” of the definition include: the production and distribution of wealth,
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stakeholder management, creating an ethical system and sustainable management
practices. Each of the parts of the proposed definition cannot be implemented as
individual programs, nor can any be excluded. A systems thinking approach is
needed to enable corporations to manage “the interrelationships rather than linear
cause-effect chains and seeing processes of change rather than snapshots (Senge,
1990).” The following explains the foundation for systems thinking:

A system is a whole consisting of two or more parts that satisfies the

following five conditions:

» The whole has one or more defining properties or functions.

» Each part in the set can affect the behavior or properties of the whole.

» There is a subset of parts that is sufficient in one or more environments
for carrying out the defining function of the whole; each of these parts
IS necessary but insufficient for carrying out this definition.

* The way that each essential part of a system affects its behavior or
properties depends on (the behavior or properties of) at least one other
essential part of the system.

» The effect of any subset of essential parts on the system as a whole
depends on the behavior of at least one other such subset (Ackoff,
1999).

If the parts of CSR (the “whole”) are managed separately, critical
properties or functions are lost, which causes the system to fail. Furthermore, by
improving the parts of a system individually, CSR may not be improved, and
most likely will not be improved according to the proposed definition. When
applying the concepts of systems thinking to CSR, corporations are able to meet
the demands of society and their stakeholders.

The inclusion of systems thinking is unique and a departure from other
scholarly and professional works on the subject. Commonly, CSR activities are

viewed as distinct parts (e.g. social, economic, environmental, stakeholder) or as

linear relationships rather than as an interrelated process. As Figure 1 illustrates,
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corporations need to take a holistic, integrated approach in order to build a CSR
values system that allows the corporation to instinctively behave in a socially

responsible manner.

Figure 1. Corporate Social Responsibility as a System

Produce and
distribute wealth

X

Stakeholder Sustainable
Management business practices

(_J

Ethical Sytems

The arrows in Figure 1 demonstrate the flows that influence behaviors
between the parts and impact the overall structure of the system. Understanding
the interrelationships and processes of change reinforces the system and keeps the
corporation’s CSR activities in balance. Producing and distributing wealth,
stakeholder management, ethical systems and sustainable management practices
managed individually, or excluding one or more of the components, causes the

CSR system to collapse. For instance, a breach of ethics is not a sustainable
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business practice that harms one or more stakeholders and thus, impairs the ability
of the corporation to produce and distribute wealth. Managers need to understand
the dynamic complexity of CSR rather than the detailed complexity of the parts in
order to be successful.

The purpose of the corporation is to produce and distribute wealth to their
stakeholders. This proposed position is different than other definitions because
they generally use terms such as profit, economic development or commercial
success to describe the financial requirement for CSR. The systems approach
necessitates that the wealth that is created must be distributed to stakeholders,
which is a direct benefit to society. Wealth is distributed by providing financial
resources to stakeholders in the form of wages, the acquisition of materials from
suppliers, a return on capital and paying taxes for example, all of which are a
societal function of the corporation (Ackoff, 1999). The production and
distribution of wealth is so essential to corporate social responsibility because
without it, the corporation cannot exist, hence, it has diminished all opportunities
to create financial benefits for stakeholders. On the opposite side of Figure 1, a
corporation that does not employ sustainable management practices will see
profits, market share and competitive advantage decline, which influences their
ability to fulfill the purpose of the corporation.

Stakeholder (e.g. investors, lenders, employees, consumers, non-
governmental organizations, debtors, suppliers and government) benefit is a
critical component for effective CSR. The decisions of the corporation generally

have a direct impact on one, many, or all of the stakeholders. As such, the
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corporation needs to recognize the importance of this constituency and consider
their needs when executing sustainable business decisions that directly impact the
stakeholder. Balancing the diverse interests of global stakeholders has challenges
and dilemmas; however, it can be effectively addressed through strategic
stakeholder management. When a corporation makes decisions that solely benefit
investors, other stakeholder groups are affected. Employees may be terminated to
enrich shareholders, which end up having a negative impact on the economy.
When profits are the primary motive of the corporation, they may make short-
term decisions on environmental practices to reduce costs that can lead to a public
relations nightmare as consumers or NGOs voice their opinions. Both of these
scenarios are not sustainable management practices and in some people’s eyes
they are unethical. Managing stakeholders globally is a complicated, necessary
part of the CSR system that can bring rewards to organizations that effectively
manage those relations.

The creation of ethical systems presents a challenge due to the fact that the
definition of ethics is often viewed as subjective. Due to their relationships and
interests, stakeholders form a social structure whereby they have defined roles
with the corporation, as well as with each other. Within this system, each group is
expected and obligated to behave in a manner consistent with their roles, which
creates controls within each group that influences ethical behavior. Although it is
possible that each stakeholder group will support decisions for corporations to act
in a socially responsible manner, the ethical system creates additional controls and

safeguards. Integrated Social Contract Theory, corporate policies, transparency
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and training programs are methods that provide the necessary guidance for
corporations to implement ethical systems within the countries where they
operate. Breaches in the ethical system have negative impacts on one or more
groups of stakeholders and sustainable business practices. Enron is the poster
child for the need for ethical systems. They behaved unethically by falsifying
financial records (illegal as well) and running up the energy futures markets.
Stakeholders were severely impacted by their actions, but the short-term decision
making to increase their stock value is what led to the unethical behavior in the
first place. The result was the complete collapse of the corporation and its’ ability
to produce and distribute wealth.

The most widely accepted definition for sustainability is “meeting the
needs of the present generation without compromising the ability of future
generations to meet their own needs (Brundtland, 1987).” The inclusion of
sustainable management practices requires that corporations factor time into their
decisions that impact others. Too often corporations make decisions that harm the
environment, alter business strategies to increase profits or fail to innovate. These
decisions have consequences, such as damaging stakeholder relations, financial
losses to the firm and engaging in unethical practices, which in turn impacts the
organization's ability to employ a sustainable business model to produce and
distribute wealth. The BP Deepwater Horizon incident was a tragedy that had
many negative implications. One example was their safety, risk management and
environmental practices, which impacted many stakeholder groups, profits and

caused BP to behave in a self-serving, unethical manner before and after the
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disaster. BP is one of many cases demonstrating the importance of sustainable
management practices for CSR success and creating benefits for societies around
the world.

The parts of the CSR system are clearly interrelated. The core part of the
definition presented is derived from the many thought leaders within their
respective disciplines, as well as new concepts applied to redefine what CSR
means. Together, the definition can and must be applied across global
organizations that desire to behave in a socially responsible manner. The
proceeding chapters will provide the justification for specific practices, a clear
understanding of the significance of the aforementioned key concepts and
necessity for the requirement of a systems thinking model. CSR drivers will
continually evolve based on societal shifts. As such, any definition must be
flexible enough to adapt over time. The framework proposed is flexible to
accommodate the continued shifts in CSR priorities that business and society
deem fit. By examining the characteristics of the entire definition and how they
are intertwined, it becomes apparent that the definition can be used by
corporations to serve as an enduring guide to execute a socially responsible values

system that achieves their CSR and business objectives.
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CHAPTER 3

THE PURPOSE OF THE CORPORATION:
PRODUCE AND DISTRIBUTE WEALTH

In the early days of CSR, profits were not part of the CSR concept.
Milton Friedman certainly had an impact on the CSR discussion by asserting that
profit was the sole motive of the corporation so that shareholders could benefit
(Friedman, 1962). Today, although it varies by country, many still support
Friedman’s view. Another noted economist, Arthur Laffer, largely agrees with
Friedman. Laffer largely views CSR as practices that reduce profitability and are
detrimental for shareholders. In his research, he determined that "there are some
indications from our study that CSR activities lead to decreased profitability
(Ethical Corporation 2005).” While the study found that there were CSR
practitioners that did outperform those that did not engage in CSR activities,
overall the conclusions were not favorable for CSR advocates. Over the years,
many studies have been conducted to determine if CSR does lead to improved
financial performance. The conclusions have been mixed. Additionally, because
CSR lacks a common definition and measurement tools, making comparisons
between the corporations and studies is challenging.

Amongst CSR practitioners, Friedman and Laffer’s shareholder centric
view is not accepted, whereas stakeholder management predominates. Although
economic gains are prevalent within CSR definitions, many do not mention
profits at all. This is wrong because making money is a core tenet of capitalism

for which all corporations function within. Without capital provided by
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shareholders, entrepreneurism cannot exist (Schumpeter, 1942). Therefore, the
role of the shareholder and capital markets is essential for corporations to exist.
Profit making should not be seen as a negative, but rather as one of the many
functions a corporation must practice to be successful. As long as the debate is
about corporate social responsibility rather than social responsibility, economics
gains are a requirement to practice CSR. A conflict should not exist because
shareholders are stakeholders as well and profit is a requirement for corporations
to meet their obligations to multiple stakeholders. Additionally, oftentimes other
stakeholders (consumers, employees) have investments made in corporations and
they expect a profit. Simply, CSR does not need to be a trade-off between profit
and societal benefit.

Nonetheless, the profit motive of a corporation is contentious and
corporations that do not wish to engage in CSR can focus solely on profits. That
is a decision by the business for which they will need to be accountable. For
corporations that decide to engage in CSR, generating profit alone is insufficient.
As previously noted, a more applicable purpose of the corporation is to produce
and distribute wealth for the betterment of its stakeholders. The comparison of
profit to the production and distribution of wealth reveals distinct differences in
perceptions about the economics of the business. First, wealth is defined as “all
property that has economic value” whereas profit is defined as “the excess of
returns over expenditure in a transaction or series of transactions (Merriam-
Webster, 2011).” When applied to the concept of the corporation and CSR,

wealth encompasses many more forms of economic value for corporations and
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society, such as assets, intellectual property and human capital. Due to the
differences, profit is too limiting of a definition for CSR effectiveness.

Adam Smith (1776) in The Wealth of Nations espoused the importance of
wealth creation for entrepreneurs and corporations. He wrote, “It is not from the
benevolence of the butcher, the brewer, or the baker that we expect our dinner,
but from their regard for their own interest.” He believed that there are
stakeholder benefits of wealth creation by adding that “by pursuing his own [the
entrepreneur] interest he frequently promotes that of the society more effectually
than when he really intends to promote it (Smith, 1776).” CSR takes Smith’s
philosophies and adds that corporations make a focused effort to create societal
benefits rather than as a causation of the actions of the business, both of which
result in economic value.

Renowned economist Joseph Schumpeter performed a thorough analysis
comparing capitalism and socialism in the landmark book, Capitalism, Socialism
and Democracy. He defined socialism as an:

organization of society in which the means of production are controlled,

and the decisions on how and what to produce and on who is to get what,

are made by public authorities instead of by privately-owned and
privately-managed firms (Schumpeter, 1942).

Although Schumpeter philosophically supported socialism, through his rigorous
analysis he unequivocally determined that capitalism is superior. As the world
looks to solve many problems in developing countries and societies that do not
support capitalism, Schumpeter’s work provides great insight why capitalism is

superior and that it is necessary for CSR in order to produce and distribute wealth.
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The view that profit is insufficient as the purpose of the corporation is not
just an economic argument, but is supported by the leading management gurus of
our time. Drucker (2008) stated, "Profit is not the explanation, cause or rationale
of business behavior and business decisions, but rather the test of their validity."
Drucker’s view is profound. By making such an assertion, he adds a much deeper
meaning about what the ultimate function of a corporation is. This insight is
important for managers of businesses when making decisions that are short-term,
financially driven. Seeking profit without engaging in management practices that
focus on the long-term, engaging in unethical behavior and excluding key
stakeholders is decision-making that limits the corporation’s ability to be
sustainable, which can ultimately lead to the death of the corporation and it's
ability to fill their purpose, let alone generate profits for shareholders. Hence,
profitability is a fundamental constraint of the business that is required to perform
in order to survive, endure or grow. In two separate studies of long-lived
corporations, “more than profit” and “survive and thrive” were essential beliefs of
the organizations and allowed them to execute sustainable business models
(Beinhocker, 2006).

Similar to Drucker’s observation, Charles Handy (2002) provided a
metaphor by noting that eating is necessary for living, but no one would state that
eating is the purpose of life. Handy believed that “the collective actions of the
stakeholders are how corporations are formed and maintained so that they can
make greater contributions to society (Handy, 2002).” He is not dismissive about

the importance of the shareholder either. His view is that a better term for
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shareholders is investors because they generally only care about how much
money they can make. Much of the position Handy takes is guided by history.
As organizations have evolved since the Industrial Revolution, a corporation’s
role in society has become much more important and complicated. Societies
around the globe have much greater influence over the activities of the
corporation, so being beholden to investors and ignoring other stakeholder groups
is detrimental to the survival of the business in the long-term.

Michael Porter, who was made famous amongst business leaders and
academics when he published The Competitive Advantage of Nations has
recognized the over emphasis on short-term decision making to create profit as
well. Porter asserted a similar position to Smith:

By providing jobs, investing capital, purchasing goods, and doing business
every day, corporations have a profound and positive influence on society.

The most important thing a corporation can do for society, and for
any community, is contribute to a prosperous economy (Porter & Kramer,
2006).

He sees business people that subscribe to this belief as old-fashioned
capitalists and that too many CSR leaders are the exact opposite, which has
created tension between business and society. As a result, Porter coined the
phrase “shared value” to manage the conflict between CSR and corporate self-
interest. By creating shared value, organizations can employ capitalist principles
to drive innovation, productivity gains and selling in developing countries to raise
living standards. Porter argues, “the purpose of the corporation must be redefined
as creating shared value, not profits per se (Economist 2011, March 12).” In
order for corporations to be successful, they must embrace stakeholder

management and sustainable management practices. He recommends
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corporations create market ecosystems for the developing world, engage actively
with non-governmental organizations (NGOs), regional governments and create
industrial clusters. Porter’s philosophies clearly align with the many concepts
provided here within.

The capitalistic principles of the proposed CSR definition demonstrate the
influence such practices can have in non-capitalist economies. The conflict in
Islamic nations is troubling on many fronts. Many have argued that Islam itself
has stifled the adoption of capitalistic principles such as adopting new
technologies and Western economic models. The result has been poor
productivity amongst its workforce, a lack of foreign investment, a failure to
produce scientific patents and restrictive trade policies. The unrest in Egypt,
Tunisia and Libya is largely attributed to these issues and a large population of
unemployed youths. However, countries like Turkey and the United Arab
Emirates (UAE) have effectively managed the balance of capitalism and Islam.
Their societies have greatly benefited as a result. And even though there is much
chaos in Egypt and Tunisia caused by corruption and cronyism, education and
gross domestic productivity (GDP) has risen, just not close to the levels of Turkey
and UAE. Embracing capitalist systems would open their markets, lower trade
barriers, bring about government reforms and remove price controls which can
further drive the institutional changes needed to produce and distribute wealth.
Both Indonesia and Malaysia are Muslim nations that opted to join the global
economy. In less than 30 years, GDP per person grew by almost six times and

improved living standards for people that were largely rural and poor. These
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economies have not embraced democracy because they are one-party states; the
government-led economic reforms have enabled them to participate in global
capitalism (Cassidy, 2011). Without capitalism, corporations within these
countries will be ineffective in adopting a CSR strategy.

China is another Asian economy that has seen the benefits of capitalism.
As a communist government, it operates state-directed capitalism, which is
similar to the policies of Indonesian and Malaysian governments. In 1988, the
Chinese government allowed private companies to be established, which has in
turn created wealth for people that previously were poverty stricken. Many new
small and large businesses have become the manufacturing arms for large
Western corporations, as well as creating their own products for the local market.
Although the largest corporations are state-owned, they are proving to be fierce,
global competitors. Like most developing countries that participate in the global
economy, barriers created by their governments and the need to enact market
reforms slows their progress. However, entrepreneurism is growing and many of
the Chinese people see their living standards continuously improving. As China
increases the consumption of goods, it will further empower their people to
produce and distribute wealth production for the betterment of its stakeholders
(Economist, 2011, March 12).

With 4 billion poor people in the world, many of which reside in
aforementioned Middle Eastern, North African and Asian societies, the economic
opportunity for corporations is immense. By practicing “inclusive capitalism”,

corporations can grow markets and profits while simultaneously improving the
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conditions of mankind. It is exactly this that the CSR definition proposed seeks to
accomplish. Benefits that can be realized include reducing poverty and social
decay, political chaos, terrorism and environmental degradation, all of which are
likely to be pervasive as long as the income gap between the rich and poor exists.
Corporations that embrace the production and the distribution of wealth will not
only demonstrate a capability to successfully practice CSR, they will do for
humanity what no other institution can provide.

Most of the world’s largest corporations operate in developing countries;
however, they generally continue to fail to produce and distribute wealth within
these nations. The research and conclusions by C.K. Prahalad of the University of
Michigan and Stuart Hart of the University of North Carolina (2006) believe that
the problem is not an ability of corporations to tap developing markets; it is the
way in which they conduct business at the “bottom of the pyramid” that creates
the dilemma. This occurs because they implement strategies for the developed
market in developing countries, such as selling them products that are not
appropriate for their consumption. The following false assumptions are limiting
corporations' opportunity for growth and engaging in CSR on a global scale:

The poor are not our target consumer because with our current cost
structures, we cannot profitably compete for that market.

The poor cannot afford and have not use for the products and services
sold in developed markets.

Only developed markets appreciate and will pay for new technology.
Developed nations are not to the long-term viability of their
organizations. Instead, governments and nonprofits can service their
needs.

Managers are not excited by business challenges that have a
humanitarian dimension.
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Intellectual excitement is in developed markets and it is hard to find
talented managers that will work in developing markets (Prahalad &
Hart 2006).

In the developing world, landline telephones are often unheard of because
of the large infrastructure costs for building them. The result is that it is estimated
that there are approximately 4.6 billion mobile phones in use today (Economist,
2010, January 2). As such, mobile phones have quickly become the technology
choice for the developing and emerging markets. In Brazil, Russia, India, China
and Indonesia (BRICI countries), there are 1.8 billion mobile phone users, whose
uses include obtaining market pricing for farms products and advice for crop
planting (Economist, 2010, September 4). In Sudan, a company called txteagle,
leverages mobiles phones to break down jobs into small tasks and sending them to
many people in remote areas where local knowledge is needed, is too inaccessible
or cost prohibitive. The person performing the job gets paid through a mobile
money service. The Internet enabled phones can also be used for the delivery of
information that traditionally would have been performed by traditional news
sources. Because large global corporations too often follow Prahalad and Hart’s
“assumptions,” they miss market opportunities and the chance to create societal
benefits in emerging markets.

Producing and distributing wealth at the “bottom of the pyramid” is not a
concept that is unrealistic, as there are a variety of examples in existence today.
Frugal innovation is a term that is becoming more commonplace to service the
needs of developing countries. The concept is quite basic. Lesser technologies are

created to provide a much needed product at a fraction of the cost of a traditional
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product. Similar to land line telephones, electricity requires major investments to
build the infrastructure. Due to the costs and difficulty for building the network,
over 1.5 billion people do not have access to electricity. Many technology firms
are creating products using solar-powered systems, such as lanterns. Biomass is
being studied as a power source for “micro-grids” that can power a village. To
help farmers with refrigerating milk, researchers are working on a generator
powered by cow manure (Economist, 2010, December 4). Additionally, the added
benefit of such innovations is that they are using much better environmental
practices.

For global corporations seeking to produce and distribute wealth for the
betterment of their stakeholders, a number of examples exist. Pharmaceutical
giant Novo Nordisk has had great success combating diabetes in developing
countries, especially China where it has 70 percent market share. Although much
was learned by Coca-Cola by making mistakes in emerging markets, the company
now employs a long-term strategy on water consumption, the core ingredient in
their products, by engaging the local community to improve the efficiency of their
operations. GE has taken frugal innovation to their medical imaging products.
The technology was originally developed for India and China, but now it is also
sold in developed countries (Barton, 2011).

The shareholder centric view is problematic as a form of capitalism, and
even more so for CSR. It is not that profits for shareholders are undesirable; it is
just too limited when the purpose of the corporation is to enable the production

and distribution of wealth to stakeholders. Leading economists and management
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experts agree that profits alone are not acceptable purposes of a corporation.
When corporations are producing and distributing wealth, stakeholders of the
world’s societies clearly benefit.

As evidenced by the many examples, corporations are an integral part of
global societies and have proven to eradicate poverty and raise the standards of
living for billions of people. Much of this has even taken place in Islamic and
Communist countries by joining the global marketplace. The shift to better
service the economic and societal needs of the global population can only be
performed when corporations focus on achieving the production and distribution
of wealth in all markets. Of course wealth creation is not enough to effectively
practice CSR. By including stakeholder management, ethical systems and
sustainable management practices as a system, CSR according to the proposed

definition can be achieved.
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CHAPTER 4
STAKEHOLDER MANAGEMENT

The term stakeholder as it relates to the corporation was created in 1963 as
"those groups without whose support the organization would cease to exist
(Freeman, 1983)." As will be evidenced within this chapter, the concept of
stakeholder management is a well-established premise for effective corporate
social responsibility by scholars for decades. It was also prevalent amongst the
sampled global corporations in Appendix B. Stakeholder management argues that
stakeholders are interest groups who affect, or in turn, are affected by the
corporation (Freeman, 1984). Abrams described the concept as “directly
interested groups, a harmonious balance among stockholders, employees,
customers, and the public at large (Frederick, 2006).” Bowen and Carroll used
broader terms like “societies” and “citizens” in their definitions. In Dahlsrud’s
(2006) analysis of 37 CSR definitions, the stakeholder and social dimensions were
the most agreed upon concept. In regards to the purpose of the corporation being
the production and distribution of wealth for the betterment of stakeholders,
economists like Smith and management thought leaders like Drucker and Porter
agree that stakeholder management is required for economic success.

Due to the established widespread consensus of economic principles
established in Chapter 3, the more contentious issues are who are the appropriate
stakeholders and how to best manage them. However, that alone would not be
sufficient. The definition proposed here within requires a systems approach. The

ethical systems and sustainable business practices of the corporation as they
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impact stakeholders’ presents additional challenges that this body of research
shall present a solution for. Ackoff (1974) argued that by supporting and
interacting with stakeholders using a systems approach, many social problems can
be resolved. In fact, Ackoff and the systems theory scholars are credited with the
resurgence of stakeholder theory in the 1970°s (Freeman, 1983).

History and the evolution of the corporation explain why stakeholder
management has become a necessary function of the business. During the
industrial revolution, workers were essentially tools of the business because low
skills were largely the requirement of the organization. Workers had no rights,
which made them beholden to the corporation and were required to accept abuses.
As corporations reinvested profits into growing the business, shareholders became
necessary, thus expanding the number of stakeholders. The organization became
more complex, which necessitated better management practices and improved
conditions for workers. Because the practices employed by the powerful
corporations had been abusive, governments and unions sought to fill the gap as
well. The industrialization of the developing world provides insight as to why
stakeholder management is much less present compared to developed economies.

For Western economies, World War 11 created another evolution in how
stakeholders should be managed — the inclusion of women in the workforce in
support of patriotism. Additionally, returning soldiers required more meaning in
their work and workers were more educated. In the US, societal change was
underway such as the race movement, women’s liberation, alienation from work,

consumer rights and the environmental movement greatly expanded the need for
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the inclusion of stakeholder practices. The protesting of corporate practices by
employees, customers, suppliers, shareholders and governments inevitably forced
corporations to include these diverse groups into their decision-making.
“Management was gradually inundated in a sea of purposes: those of the
corporation, its parts, the larger systems of which it was a part, and parts of its
containing systems (Ackoff, 2002).” It became clear that corporations could no
longer serve only shareholders and new business strategies would need to be
developed in order to cope with such a complex issue as stakeholder management.

Stakeholder management is guided by two primary models, which are
strategic stakeholder management and intrinsic stakeholder commitment.
Strategic stakeholder management is guided by improving financial performance
through positive interactions with stakeholders. Intrinsic stakeholder commitment
assumes that an organization engages in stakeholder relations to improve financial
performance as a moral commitment. Empirical evidence supports that strategic
stakeholder management is more accurate in real world applications (Harrison &
Freeman, 1999). It can be argued that although intrinsic commitment may be
preferred by most CSR professionals, if managed as a system with the inclusion
of wealth production and distribution, ethical systems and sustainable
management practices, both models can produce the same results.

First, it must be understood who the primary stakeholders of the
corporation are. Each plays a distinct, and at times an entangled role, in the
affairs of the corporation. Freeman (1983) defined primary stakeholders in the

“narrow sense” which is “any identifiable group or individual on which the
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organization is dependent for its continued survival.” The primary stakeholder
groups include: shareholders (investors) and lenders, consumers and customers,
governments, non-governmental organizations (NGOs), suppliers, employees and
debtors. Within these groups are segments of the larger stakeholder group. For
example, a government can represent local, country, state or agency. The
subgroups will not be included in the proceeding pages to minimize the
complexity of the discussion, which is especially true when understanding how
stakeholders not only change in importance, but the sub-segments vary in their
behaviors within different countries.

There is little to no debate as to whether or not shareholders and lenders
are stakeholders of corporations. As previously noted, there are many that believe
that shareholders are the only stakeholders that an organization has a fiduciary
responsibility to. That rationale is rather elementary. The reason that
shareholders and investors provide capital to corporations is to make a return on
their investment. Furthermore, because 99 percent of holdings by shareholders
are speculative (Willard, 2005), short-term and unethical decision-making
oftentimes occurs at the expense of other stakeholders and the ability of the
corporation to be sustainable. Although synonymous terms may be used to
describe different stakeholder groups, stakeholder theorists agree that employees,
customers, government, suppliers and debtors are the stakeholders in the “narrow
sense” (Freeman, 1983; Ackoff, 1999, Donaldson & Dunfee, 1999). Due to

widespread consensus on which groups constitute key stakeholders, the validation
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for the inclusion of and the roles these groups play in stakeholder management
will not be expanded upon for the purposes of this writing.

NGOs partner with corporations, as well as influence their activities. Due
to this interaction, they need to be managed as a stakeholder of the firm.
Traditionally, NGOs were not considered to be stakeholders in a “narrow sense”
because corporations were not dependent on the NGO for survival. It was agreed
upon by stakeholder theorists that NGOs were classified as stakeholders in the
“wider sense” because they influenced a firm's activities (Freeman, 1983).
However, today NGO’s are much more than influencers. They are guiding firms
and politicians to act more responsibly and are driving sustainable business
practices (van Marrewijk, 2003). Some may still consider NGOs as stakeholders
in the wider sense, but this is not advised. With over 40,000 NGOs that operate
globally and have diverse objectives, which include but are not limited to
environmental sustainability, corporate ethics and transparency, human rights and
economic development, ignoring their role in society and impact on business is
shortsighted. Active engagement with these organizations can help to mitigate
risk, provide advisory services on sensitive issues and provide credibility to firms
whose activities may be considered to be pursuing business objectives that are in
conflict with society.

For instance, the World Wildlife Fund (WWF), a leading environmental
NGO, partners with global organizations to help them perform environmental
impact assessments, create new technologies and improving business practices.

Partners include global corporate behemoths Wal-Mart, IBM, IKEA, Toyota and
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HSBC (WWEF, 2011). Consortiums of NGOs and business are emerging as well.
The US Climate Action Partnership (USCAP) is an alliance of leading NGOs,
which includes the Nature Conservancy, the Natural Resources Defense Council
and Environmental Defense Fund. Finding the balance between an NGO and
corporations can be challenging and must be managed with care to protect the
reputations of both organizations. The Deepwater Horizon disaster caused the
Environmental Defense Fund (EDF) to look bad because they had collaborated
with BP to establish an internal carbon trading system and EDF and BP had
campaigned together through USCAP to have a law passed in the US for the
emissions of greenhouse gases.

The interactions between stakeholders and the corporation are complex.
As Figure 2 exemplifies, the intertwining of the relationships are meaningful and
essential for the flow of resources to distribute the wealth that the corporation
produces. The creation of wealth is consistent with profiting from the outputs of
the corporation. The distribution of wealth is often overlooked, but this facet is
required for CSR to be successful. The wealth provided by the corporation
generates financial resources for the acquisition of goods and services society
depends on. Figure 2 is a simplistic view of the activities of a single corporation.
One can imagine all of the interactions the different stakeholder groups have with
other corporations and stakeholders that would produce an endless sea of

corporation-stakeholder connections.
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Figure 2. A Stakeholder View of the Firm

Source: Recreating the Corporation (Ackoff, 1999) modified to include NGOs

As markets and businesses evolve, the lines between the various
stakeholder groups become indistinct. Investors and lenders are no longer just
banks, venture capitalists or large private investors. The insignificant increase in
the formation of mutual funds, role of individual investors and popularity of
retirement plans have caused corporations to become more accountable to a
variety of large and small investors that many times have multiple stakes in the
corporation. Ford Motors makes an interesting example of this premise. An
employee may own a Ford car with a loan financed through Ford plus have
retirement investments in the company. In this example, the individual represents

four distinct classes of a stakeholder — employee, consumer, debtor and investor.



35

Albeit this is a simple example, our global economy presents much larger
examples of the investor class. The California Public Employees’ Retirement
System (CalPERS) is the largest pension plan in the United States. The fund
managers for CalPERS have a fiduciary obligation to serve the interests of its
investors, regardless of the size of the investment of an individual. Furthermore,
because the funds have attracted so much capital, they have exerted enormous
influence over businesses and governments (Davis, Lukomnik & Watts, 2006). A
variety of investment options exist for shareholders that wish to invest
corporations that have demonstrated to be socially responsible, promote
environmental practices and engage in philanthropy as well.

The Internet has created many new challenges for organizations, from
selling their products to recreating their business models. Stakeholder
management is proving to be a great challenge. One of the leading academics and
authors on the application of technology and society is Don Tapscott. He
provides insights to the challenges businesses are facing by stating, “Business
ecosystems' of customers, suppliers, lead producers, competitors and other
stakeholders who 'co-evolve’ their capabilities and roles (Tapscott, Ticoll &
Lowy, 2000).” He added that the Internet would enable:

Sets of contributors come together to create value for customers and

wealth for their shareholders, inventing new value propositions,

transforming the rules of competition, and mobilizing people and
resources to unprecedented levels of performance (Tapscott et al, 2000).

These statements have never become more evident than today. Blogs,
social media and texting have created a tidal wave of new, easy and immediate

ways for stakeholders to mobilize, communicate and collaborate in their efforts
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against a corporation. Information about the firm's activities can quickly be made
known, disseminated to others and organize collective responses. Stakeholders
will tweet your activities to other stakeholders and Facebook Caucuses will be
created to damage the reputation of the corporation, which can lead to financial
declines. However, this does not need be a PR nightmare for corporations that
embrace Web 2.0 technologies and practice stakeholder management effectively.
By taking advantage of transparency, crowd-sourcing and open innovation, Web
2.0 creates an opportunity to better engage.

A contentious area for CSR practitioners regarding stakeholder
management is philanthropy. Many corporations give financial or human
resources to charities and other non-profit organizations. This can be seen as an
effective form of stakeholder management by giving back to the community in
which the organization operates. The issue arises mainly from shareholders that
believe it is the fiduciary responsibility of the corporation to produce profits so
that investors can increase their wealth. The question as to whether or not the
managers are acting in the best interests of the shareholders when they allocate
corporate finances to non-revenue producing activities is also a frequent debate.
The problem is driven by the fact that no economic value may be received from
the philanthropic transaction, nor are they required to disclose it. Because of this
lack of a requirement to disclose the details, managers could disperse corporate
resources to any charity or non-profit that they wish, which may be a conflict with
organizational objectives or create a conflict with other stakeholders (Hussain,

2005).
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The debate is less about whether or not an organization should engage in
philanthropy that benefits stakeholders, but rather how philanthropy should be
managed. The solution can be solved two ways. The first is to make public all
philanthropic practices so that investors are well aware of where “their profits”
are allocated so they can make sound financial decisions and manage the risk of
their investments adequately (Hussain, 2005). The better approach is to perform
strategic philanthropy because it can create new market opportunities, improve
social relations and take advantage of opportunities for innovation (Porter, M. &
Kramer, M. 2002). IBM exemplifies how strategic philanthropy can produce and
distribute wealth for the betterment of their stakeholders while being directly
aligned with their business purpose, which is “to harness the power of innovation
in service to the social and educational goals of the broader society.” I1BM’s
global Rural Transformation and Reinventing Education initiatives tackle
important societal problems by providing the knowledge of their workforce and
technologies. IBM targets external groups that are most likely to have success,
which are not always the ones that are the most in need; employees that get
selected to participate are the more talented ones in the firm; the projects get
measured like any business strategy; engagement occurs with NGOs and non-
profits that are linked to communities to create success; and sustainable solutions
must be developed for the recipients that can be also reused for customers
(Kanter, 2009). This example demonstrates how philanthropy can be aligned with

stakeholders without a conflict of interest arising.



38

Even with all of the evidence for active stakeholder engagement and

management, there will continue to be skeptics and contrarians. Consider the

stance taken by Johan Norgberg of the Cato Institute:

A corporation in its normal activities is something good; something
fantastic; something worth encouraging. And this directly contradicts the
starting points for many advocates of CSR that a corporation is bad and
irresponsible, and they have to compensate for their existence by doing
something more than making a profit; by giving something back to the
community. On the contrary — when a corporation makes a profit, it is an
indication that they have already given something back to the community
(Bernstein, 2010).

CSR will likely never overcome all of these contradictory opinions. It will

be necessary to evolve CSR principles and practices to adapt to changing market

conditions and global public opinion. In 2007, the Academy of Management held

a symposium on the future of stakeholder theory. The active dialogue between

the participants provides helpful insight for businesses that want to improve their

CSR and stakeholder management practices. The four topics of consensus were:

(a) How the normative underpinnings of stakeholder theory can help the
business ethics field by providing ethical insights useful in the processes
of managing.

(b) How alternatives to the stakeholder/stockholder debate can provide
normative reasons for stakeholder-responsive action where the market
fails society (e.g., a market failures/government response approach in
circumstances wherein the pursuit of private interest does not lead to an
efficient use of society's resources or a fair distribution of society's goods)

(c) How stakeholder theory can provide ideas and frameworks that
managers can use to run organizations better

(d) How better theory and methods—whether borrowed from other fields
or indigenous to the world of stakeholder scholars—can serve stakeholder
theory development (Agle et al, 2008).

Although stakeholder management is widely accepted as a valuable

practice by corporations, each of the aforementioned topics in and of its own
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demonstrates that it is complex to manage and is full of unresolved challenges
ahead. Moreover, the problem is largely about how corporations need to enact
better stakeholder management practices. Corporations know their businesses best
and how to enact programs that work globally. CSR scholars can provide insight
and ideas to business leaders, but the challenges ahead require the power of
corporations to mobilize their vast resources to drive the needed change.

The proposed CSR definition that affirms ‘a business system that enables
the production and distribution of wealth for the betterment of its stakeholders
through the implementation and integration of ethical systems and sustainable
management practices’ a systems approach. A purpose of the corporation to
generate profits and distribute wealth is required for effective stakeholder
management. As the corporation creates value for its stakeholders, the interests of
the stakeholders are aligned around sustainable management practices. Ethical
systems help intertwine the actions of the corporation with stakeholders that are
“sometimes self-interested, sometimes other regarding, and often both
motivations are at work simultaneously (Freeman, 2009).” Bridging old models
of CSR and stakeholder management may no longer be sufficient. Business
leaders need to understand this paradigm and respond appropriately so that

societies and capitalism can flourish as one.
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CHAPTER 5
ETHICAL SYSTEMS

When ethics are breached, the consequences for stakeholders, wealth
production and distribution and corporate sustainability can be severely impacted.
Business history has demonstrated the clear need for ethical systems within
organizations. The recent financial crisis is largely based on poor ethical
decisions because financial institutions were generally operating in the legal
framework of governments, but not behaving ethically. Stakeholders were
adversely impacted — consumers lost their homes, employees lost their jobs,
suppliers’ profits decreased, and governments lost essential tax revenue. The
failure of Lehman Brothers and Bear Sterns proved that ethical breaches were not
sustainable business practices. The crisis caused unheard of amounts of wealth to
be destroyed globally. Although the financial crisis presents a worst-case
scenario, there are many other examples of ethical breaches that had a negative
impact on societies.

Simplistic views of ethics include the Ten Commandments, the Golden
Rule, Kant’s Categorical Imperative (Ackoff, 1999) or Sharia Law. These “rules”
create too many dilemmas for managers; therefore, they are not useful for many
decisions. Some managers will say their firms are being ethical by following
laws of the countries that they operate in, which is inaccurate and foolish. Ethical
violations are complex, especially when taken into a global context. Businesses
are faced with corrupt governments, human rights abuses, operations that are not

transparent, environmental degradation, consumer health and safety and dubious
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financial practices. Ethical systems are needed to help guide corporations,
especially those that operate globally. An ethical system also needs to take into
account the impacts on stakeholders, sustainable management practices and
wealth creation so that the corporation can act in a socially responsible manner
according to the definition presented here within. In this chapter, the Integrated
Social Contract Theory (ISCT) designed by Thomas Donaldson and Thomas
Dunfee (1999) will be presented as a model. ISCT is grounded on comprehensive
research, incorporates universalism and relevatism, and applies to global
corporations. Furthermore, policies, programs and engagement with ethically
focused NGOs that provide safeguards against unethical behavior will be
reviewed to act as a practical guide that corporations can enact.
ISCT does not attempt to solve all ethical dilemma humans encounter.

Rather, it is specific to business for them to create “economic ethics” for the
efficient production and transactions of goods and services. There are three core
assumptions that guide ISCT by allowing for businesses to create transparency so
that they may fully understand the economic system that they choose to
participate in.

All humans are constrained by bounded moral rationality. This means

that even rational persons knowledgeable about ethical theory cannot

always divine good answers to moral problems without being
acquainted with community-specific norms.

The nature of ethical behavior in economic systems and communities
helps determine the quality and efficiency of economic interactions.
Higher quality and more efficient economic interactions are preferable
to lower quality and less efficient economic interactions.

All other things being equal, economic activity that is consistent with
the cultural, philosophical, or religious attitudes of economic actors is
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preferable to economic activity that is not (Donaldson & Dunfee,
2002).

To put the importance of ISCT in context, posing examples where
corporations can have immense ethical quandaries sheds light on why it is needed.
Bribery is often a point of contention for global organizations. Bribes can be
necessary conduct in order to operate in the host country. Although bribery is
illegal in many developed countries, it is a normal function of business in the
developing world. Is it acceptable to pay bribes? If so, how, when and wh