ADMS 3660 – Lecture 4 – Week 5 – Corporate Social Responsibility


Lecture Content 

Walmart Case
· Walmart Success – is a capitalist giant – size have so much revenue larger retailer – they have controlled labor cost.
· Size: world’s largest retailer – 5,000 stores/1.4 million employees 138 million customer a week largest private employer a week.
· Revenue: $259 billion (2004) (GDP of Saudi Arabia - $287 billion) 
· Financial Success: 1970 – 1999 stock experienced eleven 2 for 1 split.
· Walmart success is largely due to reaching low retail prices by 
1) Leveraging its buying power as the largest retailer in the world (30% of all household items
2) Controlled Labor cost – by giving minimum wage and minimum workers
· But have also been criticized a lot 
· Walmart Critiques – investor 
· Employees – 1500 child labor infraction – the pay is disproportionately high of health cost.
· Wages are very low annual wage was $13,861 and poverty level are 14,360. The average employee can qualify for government assistance. 
· Sex discrimination – sales 70% of women and 90% management 90% men. 
· Illegal aliens – employ people who cannot work in the country for low wages
Competitors say in order to compete with Walmart they have to follow some of its procedures – behaviours – like low wages the government have to pay part of the wages – government subsidies Walmart and other companies are not subsidies.
Suppliers – reverse auction bidding – under bidding – drives the price down 
Some are dependent on Walmart for sales – orders – Walmart have power on it.
Communities – local business suffer whenever Walmart moves into it – smaller business cannot compete and bankrupt – the small shops close the connected business lawyer; tax supplier of these business also goes down 
Walmart suppliers are national bank and local business communities fall out.
People look for work somewhere and leave the towns and then it becomes it 

Customer complains – Walmart uses manipulative product placement /shelving to entice buyers – most business uses these.

· Walmart strategy is cost leadership – lower the cost as much as possible – In management every business decision foregoes some opportunity and therefore distributed benefits and imposes cost on wide variety of people

· Who normally bears the cost and who reaps the benefit?

· The investor for it is the ideal company, many decisions it makes it benefits the owner and investors.

· A lot of the decision are made at the cost of other people for example the supplier, employees (job position are unfair, competitors (subsidizing)

· What interest does Walmart seem to prioritize – investors’ interest – who do you think Walmart views as the subject of its moral responsibility


· When Walmart drives it prices down and hires people that are illegal labour such as vulnerable grouping, they may exploit people in that community 
· They don’t get protection of minimum wage as they are illegally employed.
· Company makes a decision somebody might bear the cost other will get benefit.




Walmart Corporate Responsibility 

A theory of corporate social responsibility must justify the answer to the question: who should benefit and who should bear the cost for each business decision?

· Walmart looks only at stockholder

CSR: Debate: Main Opposing Models of CSR 
· According to the stockholder Model of the CSR the Corporate responsibility is to stockholder – the proper role of business is to maximize profits within law.
· Moral obligation is to the owner – they own the company.

· Stakeholder Model of corporate social responsibility rejects the privileged status of the stockholders, apart from stockholders there is a number of other stakeholders who have legitimate claim to equal consideration. 

· They will not by default trumps others.

Theoretical Foundation of the Stockholder Model
· Milton Freidman – Neo liberal thinker – argued for the limited view of corporate social responsibility in his books Capitalism and Freedom.
· In such economy (free economy) there is one and only one social responsibility of business to use its resources and engage in activities designed to increase its profits as long as it stays within the rules of the games. Without deception of fraud.

· Adam Smith: EGOISM AND SOCIAL GOOD
· In his “inquiry into the wealth of nations” Adam Smith basically provides a (prob) utilitarian justification for a free market system that channels selfish interest into greater social good.
· Make greater number of people happy 
· When selfish people, pursue their self-interest to make money it will lead to growth of wealth – free economy – without government interference.
· Invisible Hands – idea that free economy with selfish individual the invisible hand will benefit the public.
· Selfish pursuit – will produce wealth for everyone – you produce I phone and set up the store – it will cost $100 and sell for $1000 , the people who have money to invest – they will create a knock off – the lines get low – less consumer – but you have return – other people invest – more stores open as your competitors – your demand is decreasing – supply still the same, price is falling 
· All these company are employing people – research and development, sales they are giving wages – so they can supply the families – all our selfish but giving social benefit and economic growth – jobs are created.

Legal Case: Dodge Vs Ford Motor Co

· Henry Ford – in 1915 had most prosperous year – rather than increasing dividend to stockholder they agreed to use surplus profit to reinvest into increasing production and reduction in car price. – putting profit back into business.
· Dodge was stockholder say you own us money not to humanity because we invested in you – it’s our money – stockholder approach – it’s not charity its business.
· Minority stockholder sued alleging Mr. Ford is running semi charity rather than business
· Court agreed with dodge saying that business corporation is organized and carried on primarily for the profit of the stockholder. 

Argument for the Stockholder Model: 2 Major Argument

	Private Property Argument Deontological Argument
	Social Good Argument 
Utilitarian Argument

	· Milton Freidman argument
·  Corporate executive is an employee of the business owners. She has direct responsibility to her employee to conduct business in accordance with their interest.
· For the purpose of making money. 
· Business is a private property therefore owners have the right to decide what to do with it, whether it is to pursue public or private ends. 
	· Adam Smith argument
· Free market encourages efficiency in the marketplace, which leads to optimal distribution of costs and benefits within the society. Society benefits overall.
· Walmart: lower prices, more products, greater efficiency among suppliers, higher return on investment more economic activity, less waste, more jobs.



Objection to Utilitarian Defense of the Stockholder Model

· Does the pursuit of profit necessarily lead to consumer satisfaction and optimal distribution of cost and benefits in the society? 

1) Market failure are instances when efficient market fails to achieve optimal distribution of cost and benefits

· Externalities: these occur when cost are born by parties external to the exchange between the buyer and seller (e.g. pollution. Soil erosion, ground water contamination)
· If factory throws pollution in water of nearby village the kids get sick – and they have to pay the hospital
· Effie cent market cause externalities – caused lots of damage and somby else had to pay for it. 

· Allocating/ Measuring public Good: No pricing mechanism exists for estimating cost of public good (clean air, fisheries, friendly communities or scenic views) to ensure optimal allocation

· We all want clean air – but there is no way to allocate cost in market system – market mechanism cannot represent it – no cost to it, it can get destroyed in the making of tires in factories.

· Individual/ Social rationality: pursuit of self-interest can lead to worse outcomes than would have been achieved through cooperation or regulations (prisoners dilemma) resulting public harm.



· Financial Crisis in 2008 – lowering the cost of subprime mortgages – people could not afford to take these loans. People starting defaulting – all banks were failing – economy down.

· Defender of the stockholder Model sometimes respond:  But if the market cannot obtain optimality, perhaps law and regulation can help? Law should internalize externalities, regulate harmful personal choices, establish mechanism for apprising public good.

· Can the responsibility be shifted by the stockholder model from business to the government and legislature?

· Lobbying: business have enormous ability to influence government policy through lobbying and its power to influence consumer and shape public opinion. Shifting responsivity might not help.

· First Generation problem: Market and legislature can respond to market failures when these failures already occurred, such relative solution come at cost of first (often last) generation of victims.

· Utilitarian argument assumes that by responding to consumer demand the market leads to maximization of happiness. But is this necessarily so ? 

· The market addresses only those wants and desires that are expressed in the market, leaving out such demands as friendship, community, environment etc. 

Objection to Deontological Defense of the Stockholder Model

· Deontological defense of stockholder model argues that because business is a private property the corporate managers must act in the interest of owner (otherwise its stealing). But is this so? 

· Property rights are not absolute: they are subjects to ethical limitation. One cannot use property in a way that it infringes on the rights of others (zoning laws) – I own a house but I can not put bad offensive images on the house as it will impact the people or your neighbour who see it. It can undermine the property value of them – limited by the rights of other people.

· Unlike private property, corporate property was a legal creation for specific social goal: financial investment in exchange for limited legal liability. Perhaps the relationship between investors and corporate managers is not one of employer and employee but one of a corporate manager and a client. 

· If you own a cup its your cup you can break it – if you onw convience store and nobody buy you are bankrupt so investor will take the store and other personal property.

· Corporate – they can have limited liability, your property is safe.

The moral Minimum Approach

· If business has more obligation than simply maximization profit for the stockholder how far do these obligation go?

· Norman Bowie, a professor of strategic management and philosophy at the university of Minnesota, has developed a modified version of the stockholder model.- modified it to incorporate some concerns

· Obligation to not cause harm – if you are not causing harm you can maximize your profits.

· The pursuit og profit is constrainted by an obligation not to cause harm (moral minimum) but it is not constrainted by duty to prevent harm or do good.

· The approaches differentiates between the following three ethical imperatives.
1) Do no harms – only obligation in moral minimum approach  - Maximize Profits – On this view, the duty not to cause harm overrides the duty to maximize profits. 

But the duty to maximize profits override the duty to do good or to prevent them.
2) Prevent harm – no obligation
3) Do good – no obligation

Objection to the moral Minimum Approach to the Stockholder Model

· According to the moral minimum approach the responsibility to the stockholder is overridden by the moral duty to not cause harm (to others) but not overridden by the duty to prevent harm (to other) 
· All villain tries to kill James bond – they don’t shoot him – but lower him in pool of shark – which doesn’t cause him harm – they only control James bond the shark is not controlled.

· What exactly is the distinction between causing and not preventing harm?
· Responsibility will shrink or increase depending on definition of causing harm.
Causation and Responsibility (Problems with moral minimum approach)

Traditionally, law relied on the sine quo non (but for) test to determine causation in fact. To run the test, one should ask: would the harmful event occur but for (if not) for the defendant actions?

What if a man is drowning and you tied up the lifeguard to prevent him from saving the man?? Did you cause the drowning of the man? Or did you prevent “prevention” of his drowning? 

· No interaction between you and drowning person so that they drowned in water – it was morally wrong but – you did not cause them harm

Moral Responsibility – it appears that moral responsibility extends beyond simpliy causing harm, it can extend to enabling harm allowing harm, providing an opportunity for harm of failing to preventing harm.

An individual is morally responsible for the wrongful acts which he/she performed (or wrongly omitted) and for those injurious effects he/she brought about (or wrongly failed to prevent) when this was doen knowingly and freely.
Can be excused by 
1) Ignorance and 
2) Inability 

Can be reduced (mitigated by) 
1) Uncertainty – you don’t know if they are drowing or playing water.
2) Difficutly – cant run in burning building 
3) Degree of involvement
4) Non seriousness of the worng

Case A.P manufacturing 

· Donation to $1500 to Princeton university – but get sued by minority stake holders – because they are not charity but a business.

· Court decision – corporation should also serve public – establishes as legal entity to serve social roles - 

Stockholder approach – is an approach that say moral responsibility is to maximize profits within the law – priority is to maximize revenue.

The stakeholder Model 

· William M evan and Edward dree amnde argued that stockholder model fails as an accurate descriptive and normative accoutns of business management, it must be replaced with Stake holder model

1) Decriptive Failue – Stockholder model ignores over a century of legal precedent from case law and legislative enactment. Lawrecignizes a wide range of managerial obligation toward employees, eocnsuemr and competitors etc

· The stake holder models says that all mamamgentm decision should consider all the parties who are affected.

· Narrow define : any group who are vital to the survival and success of the corporation – community are not vital , not competitors but employee are important

· Broad Define – any group or individual who can be affect or be affected by the corporation 



· People who invest in Walmart are not critizing its decision because they get the benefit.
· If it follows the law than its moral responsibility is to maximize profits.
· Stake holder define – anybody who is vital to the success of the company liability – employees, clients and customer.
· Broad define – anybody who can be affected by the company – natural environment – it can be hurt. Broad define is used.

Stockholder approach – major argument – Milton Freidman and Adam Smith – two argument – Private Property Argument and Social Good Argument 


 
