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What is a Company’s Corporate Social Responsibility?
AIEEAENEETEEE

hat is the primary responsibility of a corporation? Apart from

making profits in an ethical and lawful manner, do they have
obligations to enhance social values or make charitable donations?
And do they have an even greater calling than this?

Corporate social responsibility (CSR) has become a hot topic in both
the boardrooms and the wider community worldwide.

However, there has been a lack of consensus on the definition
of CSR and what it encompasses. In fact, there are still some
misconceptions, including that:

+ CSR activities are in conflict with corporations’ profit targets;

¢ The free market school opposes the notion that corporations
should assume ethical responsibilities;

* Corporations will fail to discharge their social responsibilities if
they do not donate or take part in social and charitable activities;

¢ CSR activities can be used as public relations gimmicks; and

+ The more CSR activities, the better.

The term CSR emerged about half a century ago, but “businessman’s
social responsibility” was initially a more commonly used term
because most businesses were owned and managed by individuals,
rather unlike many of today’s publicly-listed corporations that are
mainly run by professional executives with little shareholdings.
Sometimes these professional executives may not see CRS the same
manner as those shareholders.

CSR did not capture wider attention until the early 1970s. In recent
years, due to the detrimental effects of globalization, the global
financial crisis, global warming, the widening gap between the rich
and the poor, and falling governance and ethical standards, the
social role of public corporations has become more prominent than
ever.

Can Increases in Corporate Profits Bring More Social Justice?

Milton Friedman, the leading free market economist of the Chicago
School, held the “shareholder theory” view that corporations
contribute to society by maximizing returns to shareholders, such as
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through paying taxes, creating jobs, supplying products and services
to customers, and helping suppliers to earn profits.

Friedman rejected the social and charitable elements of CSR,
however he agreed that win-win results are important and only
possible if corporations obey laws and act ethically (i.e. primary social
responsibility). He had strong reservations against discretionary and
higher-level social responsibilities such as curbing inflation, improving
the environment, donating in support of social and community
activities, alleviating poverty and promoting human rights. He
believed that these activities, largely duties of private individuals,
government and NGOs, distract corporations from focusing on
their core businesses and allow managers to excuse their economic
performance. Shareholders should engage in social and charitable
activities in their own capacity, he argued.

Does Greater Social Consciousness Bring More Corporate Profits?

However, the Chicago School assumed that the market is highly
efficient and freely competitive. This seems clearly non-existent in
today’s complicated and somewhat twisted business environment.
Also, companies always create unintentional or unavoidable social
costs in their legal and ethical operations. The notion of maximizing
shareholders’ values often compromise other stakeholders’ interests.

The modern concept of CSR is largely based on “stakeholder
theory”: that corporations should not only pay the most attention to
shareholder benefits but also give due consideration to the needs
of other stakeholders and society. According to stakeholder theory,
if taking on additional discretionary social responsibility — such as
environmental improvement, community support and philanthropy
— is incorporated into their businesses, then corporations should be
able to obtain reasonable returns. Also, some companies participate
in additional social and charitable projects in order to compensate
the social costs they incur.

Shareholder theory and stakeholder theory focus on the same
ultimate goal: to pursue long-term company value. The differences
between the theories lie only in their approaches to that goal. The
two views of CSR are not necessarily in conflict with each other. The

key question is how to strike a balance and create

a win-win CSR strategy.
o

Matching CSR Activities with Corporate
Strategies

Corporations as civic-minded citizens are obliged
not to cause harm to society, but they have no
legal obligation to enhance social values or solve
social problems. However, it is understandable
that corporations donate o compensate for the
social losses they may have caused.

¥

As a general policy, companies should only
commit corporate acts or CSR activities which
add both corporate values and social values (or at
least pose no harm to society). On the other hand,
they should be cautious about opting for activities
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which are good for the society but may have negative consequence
for the corporate earnings in the long run.

Higher-level CSR activities do not necessarily contradict the
profit objective, and neither is it true that more such activities are
necessarily better. Social acts may be admirable but unsustainable
and may lead to misuse of corporate resources. Corporations should
strike an acceptable balance and prioritize their needs based on their
objectives and strategies.

Corporations should practice CSR through their daily business.
Corporations can make donations to social projects congruent
with their corporate activities and values. This includes forming
strategic partnerships with NGOs and social enterprises, setting up
scholarships related to their businesses, and sponsoring relevant
lecture forums and research projects.

Corporations can also contribute by using their expertise in different
ways. For example, the transfer of skills and experience to voluntary
organizations could improve their management and operations. This
could be achieved by sending experienced managers to sponsored
social organizations to give the staff free training and advice, or
to serve as honorary advisers. In addition, they could teach the
underprivileged the practical skills involved in making a livelihood to
help reintegration into mainstream society. This may be even more
important than simply making a donation.

However, they should show care not to engage in social and
charitable activities that deviate from their own mode of businesses
or are beyond their capabilities. Due to limited resources, they
should monitor the cost effectiveness of funded social projects
ensuring related administrative costs are minimized. In fact, social
undertakings can also be creative and unconventional.

For listed corporations, if the amounts spent on philanthropic
activities are not significant, the allocation will generally be decided
by the board or the CEO. However, as corporate ownership belongs
to the shareholders and not the management, the latter should
be prudent with the company’s donation funding on behalf of
shareholders. Corporations should respect shareholder decisions
about their choices of targets for donations. However, if there is a
major controlling shareholder who also serves as the corporation’s
chairperson or CEOQ, it will be relatively easier for the shareholders
and the management to reach a consensus on CSR activities.

Lastly, rather than simply pursuing social and charitable initiatives,
companies should actively find ways to encourage reforms and
improvements in public policies to ensure the market is more
efficient, free and fair. As social institutions improve, many social
problems will also be lessened.
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