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Preface

This is the sixth edition of Business and Society: A Strategic Approach to
Social Responsibility. Our text has become widely used and the Chicago
Business Press has facilitated adding value by providing the book at a sig-
nificantly lower cost than other business and society textbooks. We were
one of the first business and society textbooks to use a strategic framework
that integrates business and society into organizational strategies. Today
in corporate America, social responsibility has become a major consider-
ation in strategic planning. Most boards of directors face issues related
to sustainability, legal responsibilities, employee well-being, consumer
protection, corporate governance, philanthropy, as well as emerging social
issues. Social responsibility has been linked to financial performance, and
business and society courses are as important as other functional areas in
preparing students for their careers.

In this text, we demonstrate and help the instructor prove that social
responsibility is a theoretically grounded yet highly actionable and prac-
tical field of interest. The relationship between business and society is
inherently controversial and complex, yet the intersection of its compo-
nents, such as corporate governance, workplace ethics, community needs,
and technology, is experienced in every organization. For this reason, we
developed this text to effectively assist decision-making and inspire the
application of social responsibility principles to a variety of situations and
organizations.

Because of this transformation of corporate responsibility, the
fifth edition of Business and Society: A Strategic Approach to Social
Responsibility is designed to fully reflect these changes. We have been
diligent in this revision about discussing the most current knowledge and
describing best practices related to social responsibility. The innovative
text, cutting-edge cases, and comprehensive teaching and learning pack-
age for Business and Society ensure that business students understand and
appreciate concerns about philanthropy, employee well-being, corporate
governance, consumer protection, social issues, and sustainability.

Business and Society is a highly readable and teachable text that
focuses on the reality of social responsibility in the workplace. We have
revised the fifth edition to be the most practical and applied business and
society text available. A differentiating feature of this book is its focus on
the role that social responsibility takes in strategic business decisions. We
demonstrate that studying social responsibility provides knowledge and
insights that positively contribute to organizational performance and pro-
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fessional success. This text prepares students for the social responsibility
challenges and opportunities they will face throughout their careers. We
provide the latest examples, stimulating cases, and unique learning tools
that capture the reality and complexity of social responsibility. Students
and instructors prefer this book because it presents examples, tools, and
practices needed to develop and implement a socially responsible business
strategy. Finally, this book makes the assumption that students will be
working in an organization trying to improve social responsibility and not
just critics of business.

In this revision, we have tried to capture emerging trends in the social
and economic environment. For example, one trend impacting busi-
ness and society involves the rise of companies offering sharing services,
including Uber, Airbnb, Lyft, Instacart, and more. These firms offer ser-
vices through independent contractors rather than employees. They have
become such a large part of our daily lives that a new term was developed
to describe their impact on business and society—the sharing economy.
The sharing economy allows for consumers to be their own boss as an
independent contractor and make use of underutilized resources, such as
cars or lodging, to earn extra income. The entire concept of ownership is
being challenged. In addition, the regulatory issues necessary to deal with
various risks have not moved fast enough to address many economic and
social issues. Throughout the book, we attempt to deal with this and other
emerging trends.

IMPORTANT CHANGES TO THE SIXTH EDITION

The sixth edition has been revised to include new examples, vignettes, and
cases. Each chapter of the text has been updated to include recent social
responsibility issues related to the economy, ethical decision-making, and
concerns about corporate governance. Chapter 4 has been updated to
include recent legislation that impacts business, including the most recent
amendment to the Federal Sentencing Guidelines for Organizations. In
Chapter 5, we introduce new normative terms and concepts that contrib-
ute toward ethical decision making.

Opening cases at the start of each chapter address a variety of issues
related to the chapter content, including greenwashing, fracking, and
childhood obesity. Companies featured in these cases include Warby
Parker, CarMax, General Motors, and Uber. Two boxed inserts focus on
social responsibility. One relates to ethical challenges in different areas of
business, including human resources, marketing, accounting, and finance.
Topics discussed in these vignettes include minimum wages, integrated
reporting, and cooperative banking. Another boxed insert entitled “Earth
in the Balance” focuses on social responsibility related to sustainability
issues. These vignettes discuss green initiatives at companies such as
Google, Unilever, and SodaStream.



The “Responsible Business Debate” feature at the end of each chapter
introduces a real-world issue and presents two competing perspectives.
The debate is positioned so that class teams can defend a position and ana-
lyze topics, giving students the opportunity to engage in active learning.
Topics discussed include controversies over clearance pricing, perfor-
mance reviews, business’s influence on society, and the use of genetically
engineered pesticides. We have also provided 15 cutting-edge cases, all of
which are new or significantly updated.

CONTENT AND ORGANIZATION

Professors who teach business and society courses come from diverse back-
grounds, including law, management, marketing, philosophy, and many
others. Such diversity affords great opportunities to the field of business
and society and showcases the central role that social responsibility occu-
pies within various academic, professional, work, and community circles.
Because of the widespread interest and multiplicity of stakeholders, the
philosophy and practice of social responsibility is both exciting and debat-
able; it is in a constant state of discussion and refinement—just like all
important business concepts and practices.

We define social responsibility in Chapter 1, “Social Responsibility
Framework,” as the adoption by a business of a strategic focus for fulfill-
ing the economic, legal, ethical, and philanthropic responsibilities expected
of it by its stakeholders. To gain the benefits of social responsibility,
effective and mutually beneficial relationships must be developed with
customers, employees, investors, government, the community, and others
who have a stake in the company. We believe that social responsibility
must be fully valued and championed by top managers and granted the
same planning time, priority, and management attention as any company
initiative. Therefore, the framework for the text reflects a process that
begins with the social responsibility philosophy, includes the four types
of responsibilities, involves many types of stakeholders, and ultimately
results in both short- and long-term performance gains. We also provide
a strategic orientation, so students will develop the knowledge, skills,
and attitudes for understanding how organizations achieve many benefits
through social responsibility.

Chapter 2, “Strategic Management of Stakeholder Relationships,”
examines the types and attributes of stakeholders, how stakeholders
become influential, and the processes for integrating and managing their
influence on a firm. The chapter introduces the stakeholder interaction
model and examines the impact on global business, corporate reputation,
and crisis situations on stakeholder relationships.

Because both daily and strategic decisions affect a variety of stake-
holders, companies must maintain a governance structure for ensuring
proper control and responsibility for their actions. Chapter 3, “Corporate
Governance,” examines the rights of shareholders, the accountability
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of top management for corporate actions, executive compensation, and
strategic-level processes for ensuring that economic, legal, ethical, and
philanthropic responsibilities are satisfied. Corporate governance is an
integral element for social responsibility, which, until the recent scandals,
had not received the same level of emphasis as issues such as environment
and human rights.

Chapter 4, “Legal, Regulatory, and Political Issues,” explores the com-
plex relationship between business and government. Every business must
be aware of and abide by the laws and regulations that dictate required
business conduct. This chapter also examines how business can partici-
pate in the public policy perspective to influence government. A strategic
approach for legal compliance, based on the Federal Sentencing Guidelines
for Organizations, is also provided.

Chapter 5, “Business Ethics and Ethical Decision-Making,” and
Chapter 6, “Strategic Approaches to Improving Ethical Behavior,” are
devoted to exploring the role of ethics and ethical leadership in business
decision-making. Business ethics relates to responsibilities and expecta-
tions that exist beyond legally prescribed levels. We examine the factors
that influence ethical decision-making and consider how companies can
apply this understanding to improve ethical conduct. We fully describe the
components of an organizational ethics program and detail the implemen-
tation plans needed for effectiveness.

Chapter 7, “Employee Relations,” and Chapter 8, “Consumer
Relations,” explore relationships with two pivotal stakeholders—
consumers and employees. These constituencies, although different by
definition, have similar expectations of the economic, legal, ethical, and
philanthropic responsibilities that must be addressed by business.

Chapter 9, “Community Relations and Strategic Philanthropy,”
examines companies’ synergistic use of organizational core competen-
cies and resources to address key stakeholders’ interests and achieve both
organizational and social benefits. While traditional benevolent philan-
thropy involves donating a percentage of sales to social causes, a strategic
approach aligns employees and organizational resources and expertise
with the needs and concerns of stakeholders. Strategic philanthropy
involves both financial and nonfinancial contributions to stakeholders, but
it also directly benefits the company.

Due to the internet and other technological advances, communication
is faster than ever, information is readily available, people are living longer
and healthier lives, and consumer expectations of businesses continue to
rise. Chapter 10, “Technology Issues,” provides cutting-edge informa-
tion on the unique issues that arise as a result of enhanced technology in
the workplace and business environment, including its effects on privacy,
intellectual property, and health. The strategic direction for technology
depends on the government’s and businesses’ ability to plan, implement,
and audit the influence of technology on society.

Chapter 11, “Sustainability Issues,” explores the significant environ-
mental issues business and society face today, including air pollution,



global warming, water pollution and water quantity, land pollution, waste
management, deforestation, urban sprawl, biodiversity, genetically modi-
fied foods, and alternative energy. This chapter also considers the impact
of government environmental policy and regulation and examines how
some companies are going beyond these laws to address environmental
issues and act in an environmentally responsible manner.

Chapter 12, “Social Responsibility in a Global Environment,” is a
chapter that addresses the unique issues found in a global business envi-
ronment. Emerging trends and standards are placed in a global context.

SPECIAL FEATURES

Examples

Company examples and anecdotes from all over the world are found
throughout the text. The purpose of these tools is to take students through
a complete strategic planning and implementation perspective on business
and society concerns by incorporating an active and team-based learning
perspective. Every chapter opens with a vignette and includes examples
that shed more light on how social responsibility works in today’s busi-
ness. In this edition, all boxed features focus on managerial and global
dimensions of social responsibility. Chapter opening objectives, a chapter
summary, boldfaced key terms, and discussion questions at the end of each
chapter help direct students’ attention to key points.

Experiential Exercises

Experiential exercises at the end of each chapter help students apply
social responsibility concepts and ideas to business practice. Most of the
exercises involve research on the activities, programs, and philosophies
that companies and organizations are using to implement social respon-
sibility today. These exercises are designed for higher-level learning and
require students to apply, analyze, synthesize, and evaluate knowledge,
concepts, practices, and possibilities for social responsibility. At the same
time, the instructor can generate rich and complex discussions from stu-
dent responses to exercises. For example, the experiential exercise for
Chapter 1 asks students to examine Fortune magazine’s annual list of
the Most Admired Companies. This exercise sets the stage for a discus-
sion on the broad context in which stakeholders, business objectives, and
responsibilities converge.

“What Would You Do?” exercises depict people in real-world sce-
narios who are faced with decisions about social responsibility in the
workplace. One exercise (see Chapter 9) discusses the dilemma of a newly
named vice president of corporate philanthropy. His charge over the
next year is to develop a stronger reputation for philanthropy and social
responsibility with the company’s stakeholders, including employees, cus-
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tomers, and community. At the end of the scenario, students are asked to
help the VP develop a plan for gaining internal support for the office and
its philanthropic efforts.

A new debate issue is located at the end of each chapter. The topic
of each debate deals with a real-world company or dilemma that is both
current and controversial. Many students have not had the opportunity to
engage in a debate and to defend a position related to social responsibility.
This feature highlights the complexity of ethical issues by creating a dialog
on advantages and disadvantages surrounding issues. The debates also
help students develop their critical-thinking, research, and communication

skills.

Cases

So that students learn more about specific practices, problems, and
opportunities in social responsibility, 15 cases are provided at the end
of the book. The cases represent a comprehensive collection for examin-
ing social responsibility in a multidimensional way. The 15 cases allow
students to consider the effects of stakeholders and responsibility expec-
tations on larger and well-known businesses. These cases represent the
most up-to-date and compelling issues in social responsibility. All of
the cases used in this book are original and have been updated with all
developments that have occurred through 2014. Students will find these
cases to be pivotal to their understanding of the complexity of social
responsibility in practice. The following provides an overview of the 15
cases:

e (Case 1: Uber Faces Ethical and Regulatory Challenges. This case dis-
cusses the success of Uber and the regulatory challenges it faces as it
expands globally. One of the biggest controversies is the fact that Uber
drivers do not always have to be licensed, unlike taxi companies. This
has led several cities worldwide to place bans on certain Uber services.

e C(Case 2: The Mission of CVS: Corporate Social Responsibility and
Pharmacy Innovation. This case examines the corporate social respon-
sibility initiatives of CVS as well as ethical challenges it has faced. Of
particular interest is CVS’s decision to drop profitable tobacco products
from stores to better align itself as a health services company.

e C(Case 3: Belle Meade Plantation: The First Non-Profit Winery Engages
in Social Entrepreneurship. We discuss the Nashville plantation, Belle
Meade’s background, and the challenges it has faced as a nonprofit.
To support itself instead of having to rely solely on donations or tour
tickets, Belle Meade has become a social entrepreneur by developing and
selling wine from the plantation’s vineyards on the premises. Proceeds go
to support the plantation. This endeavor in social entrepreneurship has
led to the nation’s first non-profit winery.

e Case 4: Multilevel Marketing Under Fire: Herbalife Defends Its Business
Model. This case considers the accusations levied against Herbalife by



activist investor William Ackman charging Herbalife’s business model
as being a pyramid scheme. We differentiate between a pyramid scheme
and a multilevel marketing compensation model and apply this to
Herbalife’s business.

Case 5: Hobby Lobby: Balancing Stakeholders and Religious Freedom
in Business Decisions. We investigate the landmark decision in Burwell
v. Hobby Lobby and its impact on the religious rights of closely held
private companies. This victory for Hobby Lobby is likely to have major
implications for the government’s ability to require certain benefits if
they conflict with a closely held company’s religious principles.

Case 6: Starbucks’ Mission: Social Responsibility and Brand Strength.
This case examines Starbucks’ foundation for a socially responsible cul-
ture. It also describes how Starbucks strives to meet the needs of different
stakeholders and how this stakeholder emphasis has led to the develop-
ment of successful products and a strong brand image.

Case 7: Lululemon: Encouraging a Healthier Lifestyle. We demonstrate
Lululemon’s success in its mission to help consumers live a healthier
lifestyle. Additionally, we look at some of the controversies that have hit
Lululemon in recent years, including the remarks and subsequent resig-
nation of Board Chairman and founder Chip Wilson.

Case 8: The Hershey Company and West African Cocoa Communities.
Case 9: The Coca-Cola Company Struggles with Ethical Crises. We look
at the many ethical issues that have challenged Coca-Cola’s dominancy
in the late 1990s to the first decades of the twenty-first century. In par-
ticular, we focus on how Coca-Cola has reacted to these crises and its
initiatives to become a socially responsible company.

Case 10: Enron: Questionable Accounting Leads to Collapse. This case
describes the well-known example of Enron, one of the biggest bank-
ruptcies of the time that shocked the world with its far-reaching effects.
We examine the different players in the Enron crisis as well as the lessons
that the Enron debacle can teach the business world.

Case 11: The Complexity of Intellectual Property. This case takes an
in-depth look at different types of intellectual property as well as how
common violations occur. The lawsuit between Apple and Samsung is
discussed to show that even large well-established companies deal with
this issue.

Case 12: Salesforce.com: Responsible Cloud Computing. We examine
the success of Salesforce.com’s cloud computing model. In particular,
we focus on its 1-1-1 model to give back to the communities in which it
does business.

Case 13: Mattel Responds to Ethical Challenges. This case goes over
Mattel’s corporate social responsibility initiatives with a particular
emphasis on its supplier code of conduct. Two major controversies
Mattel has faced are discussed. The first is the lead paint and magnet
scandal that forced Mattel to undergo a massive recall and damaged its
reputation. A more recent example is the intellectual property dispute it
has had with rival company MGA over the ownership of the Bratz dolls.
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e Case 14: Home Depot Implements Stakeholder Orientation. Although
Home Depot faced a decrease in customer satisfaction in the past,
it has implemented a number of initiatives to restore its ethical
reputation with stakeholders. Some major initiatives include its
diversity supplier program, its use of wood certified by the Forest
Stewardship Council, and its philanthropic involvement with Habitat
for Humanity. Above all, Home Depot has adopted a stakeholder
orientation that considers how it can best meet the needs of all its
various stakeholders.

e (Case 15: New Belgium Brewing: Engaging in Sustainable Social Respon-
sibility. This case examines the background of New Belgium Brewing
and its social responsibility initiatives. Its strong emphasis on sustain-
ability and employee involvement are discussed as examples of how the
craft brewery has been able to maintain its corporate values since its
founding.

Role-Play Exercises

In addition to many examples, end-of-chapter exercises, and the cases, we
provide three role-play exercises in the Instructor’s Manual. The role-play
exercises built around a fictitious yet plausible scenario or case support
higher-level learning objectives, require group decision-making skills, and
can be used in classes of any size. Implementation of the exercises can
be customized to the time frame, course objectives, student population,
and other unique characteristics of a course. These exercises are aligned
with trends in higher education toward teamwork, active learning, and
student experiences in handling real-world business issues. For example,
the National Farm & Garden exercise places students in a crisis situation
involving a product defect that requires an immediate response and con-
sideration of changes over the long term. The Soy-Dri exercise requires
students to come up with an action plan for how to deal with customer
confusion over the appropriate use of different products. The Shockvolt
exercise places students in a situation in which they must determine the
ethics and potential legal implications for marketing an energy drink. The
role-play simulations (1) give students the opportunity to practice mak-
ing decisions that have consequences for social responsibility, (2) utilize
a team-based approach, (3) recreate the pressures, power, information
flows, and other factors that affect decision-making in the workplace, and
(4) incorporate a debriefing and feedback period for maximum learning
and linkages to course objectives. We developed the role-play exercises to
enhance more traditional learning tools and to complement the array of
resources provided to users of this text. Few textbooks offer this level of
teaching support and proprietary learning devices.
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A SUPPLEMENTS PACKAGE

The comprehensive Instructor’s Manual includes chapter outlines, answers
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Opening Vignette

Warby Parker: Socially Responsible Vision

Consumers may be surprised to realize that one com-
pany controls much of the industry for eyewear,
including manufacturing, distribution. Critics claim
this has resulted in excessive prices for quality eye-
wear. Among these critics was Neil Blumenthal. In
2008 Neil Blumenthal partnered with David Gilboa,
and three classmates to develop a plan for a business
to compete against the industry giant and eyewear
affordable for the masses. The idea was developed for
Wharton Business School’s business plan competition.
Unfortunately, the school did not see their idea as a
promising endeavor. The business plan did not even
reach the final round.

Nearly a decade later, this business plan has devel-
oped into a successful firm that has now sold more than
1 million pairs of glasses. The founders founded their
firm—Warby Parker—on the premise that designing
and manufacturing glasses in-house and selling them
on the Internet would significantly reduce costs. These
costs could then be passed onto the consumer so they
would be able to afford designer glasses at a fraction
of their competitor’s costs. Because of its ability to save
on costs, consumers can purchase eyeglasses for as little
as $95 each from Warby Parker. Today this $1.2 billion
company has expanded beyond selling solely online
and has been able to open up 27 retail locations.

Warby Parker is known for more than just making
eyeglasses affordable for the masses. The foundation

of the business was also built on making eyewear
available for people in developing countries who
could not normally afford glasses. Enter Visionspring,
a nonprofit charity that provides glasses to individuals
in developing countries. Warby Parker partnered with
Visionspring to donate one pair of eyeglasses to an
individual in a developing country for every pair of eye-
glasses it sells. Each month Warby Parker determines
how many glasses it sold and then makes a donation
to Visionspring that handles the costs of sourcing the
eyeglasses. The reason why Warby Parker does not
simply donate the glasses is because Visionspring trains
consumers in the country—particularly women—to be
entrepreneurs and sell the glasses to tradespeople for
approximately $4 each. This is much more affordable
for tradespeople while also providing more economic
opportunities for women to own their own small busi-
nesses and generate income. Glasses have been found
to make a world of difference for people who require
eye care in developing countries. It is estimated that
these tradespeople see their earning power rise by
20 percent after they have purchased glasses. Warby
Parker demonstrates how a company can effect positive
change in this world while simultaneously earning a
profit. Its strategic social responsibility results in high-
quality products at lower prices as well as the ability for
those in developing countries to obtain the eyewear
they need.




Business and Society

usinesses today must cope with challenging decisions related to their

interface with society. Consumers, as well as others, are increasingly

emphasizing the importance of companies’ reputations, which are
often based on ethics and social responsibility. The meaning of the term
“social responsibility” goes beyond being philanthropic or environmen-
tally sustainable. Seventy-six percent of Americans think the meaning now
extends to how employees are treated and the values a company holds.? In
an era of intense global competition and increasing media scrutiny, con-
sumer activism, and government regulation, all types of organizations need
to become adept at fulfilling these expectations. Like Warby Parker, many
companies are trying, with varying results, to meet the many economic,
legal, ethical, and philanthropic responsibilities they now face. Satisfying
the expectations of social responsibility is a never-ending process of contin-
uous improvement that requires leadership from top management, buy-in
from employees, and good relationships across the community, industry,
market, and government. Companies must properly plan, allocate, and use
resources to satisfy the demands placed on them by investors, employees,
customers, business partners, the government, the community, and others.
Those who have an interest or stake in the company are referred to as
stakeholders.

In this chapter, we examine the concept of social responsibility and
how it relates to today’s complex business environment. First, we define
social responsibility. Next, we consider the development of social responsi-
bility, 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; legal, regula-
tory, and political issues; business ethics; corporate governance; consumer
relations; employee relations; philanthropy and community relations; tech-
nology issues; sustainability issues; and global relations.

SOCIAL RESPONSIBILITY DEFINED

Business ethics, corporate volunteerism, philanthropic activities, going
green, sustainability, corporate governance, reputation management—
these are terms you may have heard used, or even used yourself, to
describe the various rights and responsibilities of business organizations.
You may have thought about what these terms actually mean for business
practice. You may also have wondered how businesses engage in these
behaviors or contribute to these outcomes. In this chapter, we clarify some
of the confusion that exists in the terminology that people use when they
talk about expectations for business. To this end, we begin by defining
social responsibility.

In most societies, businesses are granted a license to operate and
the right to exist through a combination of social and legal institutions.
Businesses are expected to provide quality goods and services, abide by
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laws and regulations, treat employees fairly, follow through on contracts,
protect the natural environment, meet warranty obligations, and adhere
to many other standards of good business conduct. Companies that con-
tinuously meet and exceed these standards are rewarded with customer
satisfaction, employee dedication, investor loyalty, strong relationships in
the community, and the time and energy to continue focusing on business-
related concerns. Firms that fail to meet these responsibilities can face
penalties, both formal and informal, and may have their attention diverted
away from core business practice. For example, Volkswagen received a
number of penalties and criticisms for installing “defeat devices” into
its diesel vehicles. These defeat devices were intended to fool regulators.
While the cars were undergoing emissions testing, the cars ran below per-
formance to meet requirements. However, when on the road they emitted
40 times the allowable limit of emissions in the United States. Perhaps
most damaging to the firm is that this scandal was a deliberate attempt to
bypass environmental rules. German prosecutors launched an investiga-
tion to determine whether top executives also mislead investors by failing
to inform them about complaints filed against the company in a timely
manner.’ The goal is to prevent these negative outcomes in the future.

In contrast, a large multinational corporation may be faced with pro-
testors who use illicit means to destroy or deface property. More firms are
seeing their websites hacked and/or sabotaged by those who are protest-
ing specific issues. For instance, the Japan External Trade Organization’s
website crashed after hackers attacked the site to protest against Japan’s
stance toward whale hunting.* Whether the attacks are physical or virtual,
they can cost companies significant resources in having to rebuild.

Finally, a company engaged in alleged deceptive practices may face for-
mal investigation by a government agency. For instance, a group of promi-
nent authors and booksellers are demanding that the Justice Department
investigate Amazon for engaging in anticompetitive practices. According
to the group, Amazon, which holds 40 percent of the market for new
books, has used below-cost pricing to put competitors out of business and
blocked the sale of books to force publishers for more favorable deals.®
Investigations such as this could lead to legal charges and penalties, perhaps
severe enough to significantly alter the company’s products and practices
or close the business. For example, The Scooter Store, a company that sold
motorized wheelchairs all over the United States, filed for Chapter 11 bank-
ruptcy after a federal investigation determined the company had deceptively
overcharged Medicare and Medicaid between $47 million and $88 million
over the course of two years. The company was found to have engaged in
deceptive tactics, such as continually contacting doctors to prescribe the
motorized wheelchairs whether or not a patient was in need of one; claim-
ing the wheelchairs were free in advertisements when taxpayers were paying
for them; and contributing to political campaigns to avoid any changes to
Medicare and Medicaid. In addition, the city of New Braunfels, Texas, the
home of the company’s headquarters, sued the company for the more than
$2 million that was given to them from an economic development fund to
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build their headquarters. To make matters worse, consumers remarked they
made purchases from the company because they claimed their goal was to
“Always Do the Right Thing.”®

Businesses today are expected to look beyond self-interest and recog-
nize that they belong to a larger group, or society, that expects responsible
participation. Therefore, if any group, society, or institution is to function,
there must be a delicate interplay between rights (i.e., what people expect
to get) and responsibilities (i.e., what people are expected to contribute)
for the common good. Research indicates that the most ethical and socially
responsible companies are the most profitable.” Therefore, responsible
conduct and policies yield significant benefits to society as well as share-
holders. While the media provides much coverage of misconduct and
illegal activities in business, most businesses try to act in an ethical and
socially responsible manner.

The term social responsibility came into widespread use in the business
world during the 1970s. It has evolved into an emphasis on the following
areas: social issues, consumer protection, sustainability, and corporate
governance. Social issues are linked with the idea of the “common good.”
The common good is associated with the development of social conditions
that allow for societal welfare and fulfillment to be achieved. In other
words, social issues involve the ethical responsibilities a firm owes to soci-
ety. Equal rights, gender roles, marketing to vulnerable populations, data
protection, and internet tracking are examples of social issues common in
business. Social issues can become so significant that they warrant legisla-
tion to protect consumers. For the Federal Trade Commission’s Bureau of
Consumer Protection, leading consumer protection issues include mislead-
ing advertising, product safety, and advertising to children.

Sustainability has also become a growing area of concern in society.
In the United States, sustainability is used to refer more to the environ-
mental impact on stakeholders. Green marketing practices, consumption
of resources, and greenhouse gas emissions are important sustainability
considerations that socially responsible businesses will have to address.
Corporate governance will be described in more detail in Chapter 3.
It refers to formal systems of accountability, oversight, and control.
Corporate governance is becoming an increasingly important topic in
light of business scandals over the last 1015 years. Issues in corporate
governance include concerns over executive compensation, internal con-
trol mechanisms, and risk management.® Figure 1.1 discusses the social
responsibility issues that we will be covering in this text.

These four areas of social responsibility tend to conflict with the tra-
ditional or neoclassical view of a business’s responsibility to society. The
traditional view of social responsibility, articulated in the famous econo-
mist Milton Friedman’s 1962 Capitalism and Freedom, asserts that busi-
ness has one purpose, satisfying its investors or shareholders, and that any
other considerations are outside its scope.” Although this view still exists
today, it has lost credibility as more and more companies have assumed
a social responsibility orientation.'® Companies see social responsibility
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FIGURE 11 Major Emphases of Social Responsibility

Issues
Recognition L. Outcomes
Social issues
Consumer protection .
Issue Awareness J——> Sustainability —> Decisions J
Corporate governance

A A

Philanthropy
Legal responsibilities
Employee well-being

v

Stakeholder Evaluations

Source: © O.C. Ferrell, 2016.

as a part of their overall corporate strategy and a benefit that directly
increases the bottom line. We define 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. This
definition encompasses a wide range of objectives and activities, including
both historical views of business and perceptions that have emerged in the
last decade. Let’s take a closer look at the parts of this definition.

Social Responsibility Applies to All Types of Businesses

It is important to recognize that all types of businesses—small and large,
sole proprietorships and partnerships, as well as large corporations—
implement social responsibility initiatives to further their relationships
with their customers, their employees, and their community at large. For
example, Altered Seasons, a candle retailer in Buffalo, New York, operates
on a one-for-one model, where the company gives a meal to the hungry for
every candle that it sells. The company’s candles are made from environ-
mentally friendly materials and are manufactured in the United States.!!
Thus, the ideas advanced in this book are equally relevant and applicable
across a wide variety of businesses and nonprofits.

Nonprofit organizations are expected to be socially responsible.
Relationships with stakeholders—including employees, those that are
served, and the community—affect their reputation. For example, the
Southern California chapter of the Better Business Bureau was expelled
from the organization after evidence emerged in 2010 that it had been
operating a pay-for-play scheme. The Better Business Bureau is a non-
profit self-regulatory organization that objectively rates businesses on
how they treat consumers and handle consumer complaints. Investigations
revealed that employees at the Southern California bureau were awarding

social responsibility

The adoption by a business
of a strategic focus for ful-
filling the economic, legal,
ethical, and philanthropic
responsibilities expected of
it by its stakeholders.
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businesses high rankings only if they paid to become members. The bureau
is the largest ever expelled for misconduct.'> This example demonstrates
that nonprofit organizations must also develop strategic plans for social
responsibility. In addition, government agencies are expected to uphold
the common good and act in an ethical and responsible manner.

Although the social responsibility efforts of large corporations usually
receive the most attention, the activities of small businesses may have a
greater impact on local communities.!> Owners of small businesses often
serve as community leaders, provide goods and services for customers in
smaller markets that larger corporations are not interested in serving, cre-
ate jobs, and donate resources to local community causes. Medium-sized
businesses and their employees have similar roles and functions on both
a local and a regional level. Although larger firms produce a substantial
portion of the gross national output of the United States, small businesses
employ about half of the private sector workforce and produce roughly
half of the private sector output. In addition to these economic outcomes,
small business presents an entrepreneurial opportunity to many people,
some of whom have been shut out of the traditional labor force. Women,
minorities, and veterans are increasingly interested in self-employment
and other forms of small business activity.'* It is vital that all businesses
consider the relationships and expectations that our definition of social
responsibility suggests.

Social Responsibility Needs a Strategic Focus

Social responsibility is an important business concept and involves signifi-
cant planning and implementation. Our definition of social responsibility
requires a formal commitment, or a way of communicating the company’s
social responsibility philosophy. For example, Herman Miller, a multina-
tional provider of office, residential, and healthcare furniture and services,
established a set of values that create a culture of community both within

and outside of the company (shown in Table 1.1). This

TABLE 11 Herman Miller, Inc.’s, statement declares Herman Miller’s philosophy and the
Corporate Culture Values of Community ~ way it will fulfill its responsibilities to its customers, its

Curiosity and Exploration
Performance
Engagement

Design

Relationships
Inclusiveness

A Better World
Transparency
Foundations

shareholders, its employees, the community, and the natu-
ral environment. Because this statement takes into account
all of Herman Miller’s constituents and applies directly
to all of the company’s operations, products, markets,
and business relationships, it demonstrates the company’s
strategic focus on social responsibility. Other companies
that embrace social responsibility have incorporated simi-
lar elements into their strategic communications, includ-
ing mission and vision statements, annual reports, and
websites. For example, Hershey Entertainment & Resorts

Source: "Things That Matter to Us,” Herman Miller,  focuges upon four pillars of CSR: (1) the environment and

Inc., http://www.hermanmiller.com/about-us/
things-that-matter-to-us.html (accessed June 17,

the goal to reduce the ecological footprint; (2) the com-

2016). Courtesy of Herman Miller, Inc. munity and being a positive, productive, and informed
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partner; (3) the workplace, in fostering one that is safe, inclusive, desirable,
and respectful; and (4) a marketplace and guest focus that considers the
ethical treatment of all stakeholders.!

In addition to a company’s verbal and written commitment to social
responsibility, our definition requires action and results. To imple-
ment its social responsibility philosophy, Herman Miller has developed
and implemented several corporate-wide strategic initiatives, including
research on improving work furniture and environments, innovation in
the area of ergonomically correct products, progressive employee devel-
opment opportunities, volunteerism, and an environmental stewardship
program.'® These efforts have earned the company many accolades, such
as being named the “Most Admired” furniture manufacturer in America
by Fortune magazine, and a place on many prestigious lists, including
Fortune magazine’s “100 Best Companies to Work for in America,”
Forbes magazine’s “Platinum List” of America’s 400 best-managed large
companies, Business Ethics magazine’s “100 Best Corporate Citizens,”
Diversity Inc. magazine’s “Top 10 Corporations for Supplier Diversity,”
and The Progressive Investor’s “Sustainable Business Top 20.”17 As this
example demonstrates, effective social responsibility requires both words
and action.

If any such initiative is to have strategic importance, it must be fully
valued and championed by top management. Leaders must believe in and
support the integration of stakeholder interests and economic, legal, ethi-
cal, and philanthropic responsibilities into every corporate decision. For
example, company objectives for brand awareness and loyalty can be
developed and measured from both a marketing and a social responsibility
standpoint because researchers have documented a relationship between
consumers’ perceptions of a firm’s social responsibility and their intentions
to purchase that company’s brands.!® Likewise, engineers can integrate
consumers’ desires for reduced negative environmental impact in product
designs, and marketers can ensure that a brand’s advertising campaign
incorporates this product benefit. Finally, consumers’ desires for an envi-
ronmentally sustainable product may stimulate a stronger company inter-
est in assuming environmental leadership in all aspects of its operations.
Home Depot, for example, responded to demands by consumers and envi-
ronmentalists for environmentally friendly wood products by launching a
new initiative that gives preference to wood products certified as having
been harvested responsibly over those taken from endangered forests.!
With this action, the company—which has long touted its environmental
principles—has chosen to take a leadership role in the campaign for envi-
ronmental responsibility in the home improvement industry. Although
social responsibility depends on collaboration and coordination across
many parts of the business and among its constituencies, it also produces
effects throughout these same groups. We discuss some of these benefits in
a later section of this chapter.

Because of the need for coordination, a large company that is commit-
ted to social responsibility often creates specific positions or departments to



