LibreTextsw

5.8: Corporate Social Responsibility (CSR)

&b Learning Objectives

1. Understand the value CSR (corporate social responsibility) programs offer organizations and society.

CSR contributes to another form of self-regulation that goes further and involves firms taking action to help people and the
environment. CSR is described as “a belief that corporations have a social responsibility beyond pure profit.” In other words,
“Firms are social entities, and so they should play a role in the social issues of the day. They should take seriously their ‘obligations
to society’ and actively try to fulfill them" (Freeman & Gilbert, 1988). As such, corporations should employ a decision-making
process to achieve more than financial success on the assumption that CSR is integral to an optimum long-term strategy.

In the 21st century, sustainability and corporate social responsibility (CSR) have become strategic imperatives for organizations as
fundamental market forces for financial viability and success, where consumers are important stakeholders. Businesses worldwide
develop CSR initiatives to become better corporate citizens but also to communicate their activity to both internal and external
stakeholders, which may involve a number of groups.

A study by Horizon Media’s Finger on the Pulse found that “81 percent of Millennials expect companies to make a public
commitment to good corporate citizenship" (Rudominer, 2017). The 2015 Cone Communications Millennial CSR Study found that
“[m]ore than nine-in-10 Millennials would switch brands to one associated with a cause (91% vs. 85% U.S. average), and two-
thirds use social media to engage around CSR (66% vs. 53% U.S. average)" (Rudominer, 2017).

The 3 P’s (profit, the people, and the planet), or “the triple bottom line” (TBL), is another concept (closely related to and reflective
of the mission of CSR and firm activities (Elkington, 1999). TBL—also known as 3BL—incorporates and assists businesses in
measuring accountability in their funding of and support for social, environmental (ecological), and financial benefits to allow for a
greater good. Many corporations have started to add triple-bottom-line metrics to their business plans to evaluate their overall
performance and reflect on how companies are contributing to society. A small sample of contemporary CSR initiatives make a
difference. For example:

e The 3MGives corporation funded $67 million in 2016 to focus on the community and the environment, along with educational
initiatives boosting student interest in science and technology.

e Apple was named by the environmental organization Greenpeace as the “greenest tech company in the world” for over three
years because that firm’s packaging is manufactured with 99 percent recycled paper products.

¢ Walt Disney Company’s social mission to strengthen communities states “by providing hope, happiness, and comfort to kids
and families who need it most.” The Walt Disney Company donated more than $400 million to nonprofit organizations in 2016.

o Virgin Atlantic’s “Change is in the Air” sustainability initiative states its mission as: “Environment, sustainable design and
buying, and community investment.” This firm has since 2007 “reduced total aircraft carbon emissions by 22% and [has]
partnered with LanzaTech to develop low carbon fuels for the future. Virgin Holidays donates £200,000 annually to the
Brandon Center for Entrepreneurship Caribbean to support young entrepreneurs in Jamaica” (Villas, 2017).

¢ Johnson & Johnson focused on reducing their impact on the planet for three decades. Their initiatives range from leveraging the
power of the wind to providing safe water to communities around the world. The company continues to seek out renewable
energy options with the goal of having 100% of its energy needs from renewable sources by 2025 (Digital Marketing Institute,
2024).

o Ford's mission is to "build a better world, where everyone is free to move and pursue their dreams." They have increased
investment in electrification to $22 billion (from an original $11 billion) and aim for their vehicles to be carbon neutral by 2050
(Digital Marketing Institute, 2024).
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Exhibit 5.7 Hasbro Hasbro relies heavily on its strategic brand blueprint to guide its efforts in CSR, innovation, philanthropy, and

product development. With a business portfolio that includes such well-known brands as Nerf, Play-Doh, Transformers, and Mr.

Potato Head, the company focuses its CSR efforts on four key areas: product safety, environmental sustainability, human rights and

ethical sourcing, and community. Here one of its products is featured at the Thanksgiving Day parade in New York City. (Credit:

rowenphotography/ flickr/ NoDerivs 2.0 Generic (CC BY-ND 2.0))
While CSR is not a cure-all that can or will significantly make a difference in ushering in more sustainable environmental
practices, help alleviate poverty, and use profits to help lower-income communities, it contributes to both internal and external
stakeholder awareness to “do the right thing.” For example, Teng and Yazdanifard (2014) argue and present evidence that some
consumers do take CSR into account while making purchase decisions. Also, CSR initiatives and actions have been shown to
positively influence both internal and external stakeholders (Teng & Yazdanifard, 2014). A study conducted in New Zealand
explored the perceptions of internal stakeholders of New Zealand companies to discover how the CSR, sustainability cultures, and
identity are communicated internally. It was found that employee behaviors matter, as organizations that are well regarded in the
community attract greater external loyalty, have more stable revenues, and face fewer crisis risks. A positive relationship with staff
in organizations through CSR policies will attract better employees and influence the morale, motivation, and loyalty of existing
staff. The effective delivery of CSR initiatives also depends on how responsive employees are. If companies wish to achieve
legitimacy by operating within a society’s ethical expectations, they must also communicate internally to ensure that CSR activities
are integrated into the organizational culture—they cannot “talk the talk” without “walking the walk" (Menichini & Rosati, 2014;
Becker-Olsen et al., 2006).

So, does CSR benefit the companies that practice such measures? A meta-analysis of 52 studies with a sample size of 33,878
observations suggested that “corporate virtue in the form of social responsibility and, to a lesser extent, environmental
responsibility, is likely to pay off. . . . CSP [corporate social performance] appears to be more highly correlated with accounting-
based measures of CFP [corporate financial performance] than with market-based indicators, and CSP reputation indices are more
highly correlated with CFP than are other indicators of CSP.” Many business scholars do believe that some of these relationships
are positive (Orlitzky et al., 2003). Robbins (2015) concludes that “[o]n balance, surveys and the research literature suggest that
what most executives believe intuitively, that CSR can improve profits, is possible. And almost no large public company today
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would want to be seen unengaged in CSR. That is clear admission of how important CSR might be to their bottom line, no matter
how difficult it may be to define CSR and link it to profits."

Without exception, the managers articulated the importance of communicating CSR initiatives and policy to their employees, as
well as recognizing the need to improve their CSR internal communication strategies. According to the managers, CSR initiatives
are promoted to create better corporations and a more ethical business environment. These included recycling, carpooling, staff
development, and social activities. External initiatives included volunteering, fund-raising, and charitable donations.

Stakeholder Management

CSR and stakeholder management are complementary approaches. Stakeholder theory argues that corporations should treat all
their constituencies fairly and that doing so can strengthen companies’ reputations, customer relations, and performance in the
marketplace (Berman et al., 1999). “If organizations want to be effective, they will pay attention to all and only those relationships
that can affect or be affected by the achievement of the organization’s purposes" (Freeman, 1999).

The ethical dimension of stakeholder theory is based on the view that profit maximization is constrained by justice, that regard for
individual rights should be extended to all constituencies who have a stake in a business, and that organizations are not only
“economic” in nature but can also act in socially responsible ways. To this end, companies should act in socially responsible ways,
not only because it’s the “right thing to do,” but also to ensure their legitimacy (Weiss, 2014; Bowie & Duska, 1991).

A stakeholder management approach first involves identifying a company's stakeholders. A stakeholder is any group or individual
who can affect or is affected by an organization’s strategies, major transactions, and activities. Stakeholders include employees,
suppliers, customers, shareholders, the government, media, and others. An illustration of the stakeholder relationships is provided
in Exhibit 5.8. The term stakeholder has become commonplace in organizations. Companies and organizations that base their
strategic decisions on the principle of duty to earn stakeholder trust “are likely to yield a number of strategic benefits, too, and can
help manage political, social, and reputational risk" (Freeman & Gilbert, 1988).
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Exhibit 5.8 Stakeholder Map Source: Freeman, R. Edward. (1984). Strategic management: A Stakeholder approach, 25. Boston:
Pitman. Reproduced with permission of the author.

Identifying and Influencing Major Stakeholders

There are several methods for analyzing stakeholder transactions and relationships with an organization that go beyond the purpose
of this chapter (Donaldson & Preston, 1995). Using an ethical perspective, a goal of this approach is for organizations to employ
values of transparency, fairness, and consideration of stakeholder interests in strategic decisions and transactions. Toward that end,
the following questions can be used from Exhibit 5.8.

1. Who are the stakeholders (that is, people who have an interest in supporting or resisting a proposed course of action, resolving
an issue, and addressing a change)?
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2. What are their stakes in either supporting or resisting the change?

3. What do the supporters stand to gain and lose from the change?

4. What do the resistors stand to gain and lose from the change?

5. What type(s) of power do the supporters have regarding the change?
6. What type(s) of power do the resisters have regarding the change?
7. What strategies can we use to keep the support of the supporters?

8. What strategies can we use to neutralize or win over the resisters?

Based on this approach, an organization’s leaders and officers inform, involve, obtain feedback from, and influence each of their
stakeholders regarding strategy, issues, or opportunities the organization pursues. The Coca-Cola Company uses an ongoing
stakeholder approach that is described on this site:

Had BP followed this approach in 2010, the now largest oil spill and rig explosion crisis in the history of such operations that
occurred in the Gulf of Mexico, killing 11 workers and damaging over 600 square miles of land and sea, might have been
prevented. It appeared that the leadership and culture at BP had been lax and out of touch with its stakeholders—and stockholders.
Consequently, the machinery and equipment were dated and not optimally functioning. One consequence is that employees,
workers, communities, and the public may not have suffered that crisis and the continuing aftereffects.

CSR and stakeholder management have demonstrated benefits to firms’ reputations and profitability (Falck & Heblich, 2007). The
relationship between an organization’s ethics and social responsibility and its performance concerns managers and organization
scholars. Studies have shown a positive relationship between ethical and socially responsible behavior and financial results. For
example, one study of the financial performance of large U.S. corporations considered “best corporate citizens” found that they
have both superior reputations and financial performance (Verschoor & Murphy, 2002). Similarly, Governance Metrics
International, an independent corporate governance ratings agency, found that the stocks of companies run on more selfless
principles perform better than those run in a self-serving manner. Top-ranked companies such as Pfizer, Johnson Controls, and
Sunoco outperformed lower-ranking firms on measures such as return on assets, return on investment, and return on capital
(Dvorak, 2007).

? Concept Check

1. How do sustainable business practices benefit consumers?
2. Differentiate the roles compliance and CSR programs serve in organizations. Are these the same, or are there differences?
Explain.
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This page titled 5.8: Corporate Social Responsibility (CSR) is shared under a CC BY 4.0 license and was authored, remixed, and/or curated by
Karen Calendo via source content that was edited to the style and standards of the LibreTexts platform.

o 5.7: Corporate Social Responsibility (CSR) by OpenStax is licensed CC BY 4.0. Original source:

https://openstax.org/details/books/principles-management.

https://biz.libretexts.org/@go/page/103658


https://libretexts.org/
https://creativecommons.org/licenses/by/4.0/
https://biz.libretexts.org/@go/page/103658?pdf
https://biz.libretexts.org/Courses/Concordia_University_Chicago/Principles_of_Management/05%3A_Ethics_Corporate_Responsibility_and_Sustainability/5.08%3A_Corporate_Social_Responsibility_(CSR)
https://creativecommons.org/licenses/by/4.0
https://www.cuchicago.edu/faculty/college-of-business/division-undergraduate/karen-caliendo/
https://openstax.org/details/books/principles-management
https://biz.libretexts.org/@go/page/12926
https://openstax.org/
https://creativecommons.org/licenses/by/4.0/
https://openstax.org/details/books/principles-management

