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Thesis:
The corporate form of business organization is fundamentally flawed due to the motivation to pursue profit above all else.
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The term “corporation
” conjures up images of billionaires and boardrooms, stock markets and suit coats, and profits and power.  Despite its immense public presence, however, the corporate form of business is not the most prevalent in the United States.  Marianne M Jennings cites the 1997 U.S. economic census figures that “indicate that there are 1.6 million partnerships in the United States but 3.6 million corporations” (855).  Robert Longley gives the missing part of the equation; “America has over 15.7 million one-person businesses accounting for over $643 billion in receipts annually.”
  Thus, partnerships and sole proprietorships combined outnumber corporations in the US by 13.7 million.  According to this data, corporations only make up about 17.2% of all US businesses.  Given this fact, it is quite shocking when Jennings points out, “Corporations earn nearly 90 percent of all business profits” (855).  This suggests that although the corporate form is the minority form of businesses in this country, it enjoys a majority of the economic power.


This narrow focus of power is the reason why corporations are so pervasive and invasive in our everyday lives.  Joel Bakan insists, “Today corporations govern our lives.  They determine what we eat, what we watch, what we wear, where we work, and what we do.  We are inescapably surrounded by their culture, iconography, and ideology” (5).  Since corporations wield such power, it is only logical to evaluate their impact on our world.


Several disturbing economic trends may be partly due to the increase in the power and scope of the corporate form of business over the last three decades.  One such trend is the ever- widening wage gap.  Deborah Solomon argues, “The U.S. economy is growing, but the poor and especially the middle class aren’t benefiting.  The rich are” (A1).  As evidence, she cites:

Since the last recession ended in 2001, the U.S. economy has grown nearly 15%, after inflation.  Corporate profits have skyrocketed and the stock market has rebounded.  Yet many Americans haven’t seen paychecks grow fast enough to keep up with rising prices.  While incomes at the top rose, adjusted for inflation, the median household income fell for five years in a row before turning up in 2005 (A9).

If left unchecked, the wage gap may soon become a wage canyon.  Should one honor the ideals of the Protestant work ethic and justify the fact that the richest Americans deserve to be treated with deference (assuming that one agrees that hard work is what resulted in those individuals becoming rich in the first place) or, as a society, should we strive to pull up those on the bottom rungs of the socioeconomic ladder by engaging in a “Robin Hood” mentality?  Is it fair that those with more than enough means to facilitate a comfortable living continue to prosper and gain while those who struggle to afford the simple cost of living on a minimum wage salary find it more difficult to simply keep from becoming inured to a standard of living characterized by abject penury?


One economic indicator of the widening wage discrepancy between the rich and the poor is the wage gap between CEOs and the average worker.  David Wessel reports that from 1940 to 1970, worker salary kept pace with CEO pay.  One of the reasons, Wessel supports, is that businesses were fearful of labor unrest and the consequences of an organized assault from discontented workers; “For a while, fear topped greed” (A2).  However, once the fear of organized opposition faded in the 1980s, CEO pay “skyrocketed” above worker salary as “Greed took over” (A2).

The CEO/worker salary gap has indeed skyrocketed and is continuing to do so.  Joan S. Lublin and Scott Thurm found that since 1993, average CEO pay for large companies has quadrupled.  More specifically, Lublin and Thurm note, “…the average CEO pay was 369 times as much as the average earned by a worker last year [2005], compared with 131 times in 1993 and 36 times in 1976.  Meanwhile, the average U.S. paycheck has barely kept ahead of inflation in recent years” (A1).  As for why CEO pay has increased so dramatically, Lublin and Thurm hypothesize that “boards, stocked as they often are with CEOs and retired CEOs, rarely need to be sold on pay packages” (A16).

In addition to this apparent conflict of interest and nepotism, Alan Murray adds that recent regulatory reforms and the rise in the number of CEO firings due to ethical breaches have actually worked to increase CEO pay.  Incumbent CEOs see high risks inherent in succeeding former CEOs who have been laid off.   Consequently, they often negotiate more advantageous employment contracts.  Murray observes that these contracts “often contain hidden time bombs waiting to explode when an executive retires, or is fired, or sells a company” (Time to Tear up CEO Employment Contracts, A2).  It is only natural for one to want to secure oneself against the risk of future unemployment.  However, one must wonder whether the already large salary of the CEO is not compensation enough to last above and beyond that CEO’s tenure at any one corporation.  Murray announces that CEOs “don’t need a safety net.  Save that for the workers who often end up losing their jobs when these deals occur” (Time to Tear up CEO Employment Contracts, A2).


It is important to realize that a corporation is one form of an organization, and as such, it is composed of human beings.  This would seem obvious, but the fact lends credence to certain fundamental assumptions that are necessary for the basis of this discussion.  The first assumption I make is that people, as human beings, are fundamentally moral and ethical individuals at heart.  Linda K Trevino and Katherine A Nelson offer, “There is much evidence to suggest that people act for altruistic or moral purposes that seem to have little to do with cost/benefit analysis” (24).  Trevino and Nelson further argue that when discussing issues of ethics and business, one must make “an important assumption—that, as human beings and members of society, all of us are hardwired with a moral and ethical dimension as well as self-interested concerns” (25).  Donna J Wood, Jeanne M Logsdon, Patsy G Lewellyn, and Kim Davenport carry this assumption to a logical conclusion; “…most managers do not want to live their lives as opportunists, manipulators, thieves, or agents of environmental destruction…They want their lives and their efforts to count for something important…” (9).


Of course, the assumption that humans are fundamentally good is not a universally accepted maxim.  There are individuals who argue quite the opposite; humans are fundamentally an animal of instinct and the natural state of humanity devoid of any social or governmental structure is chaos.  Not the least known proponent of such an assumption is Thomas Hobbes:

Whatsoever therefore is consequent to a time of war, where every man is enemy to every man, the same consequent to the time wherein men live without other security than what their own strength and their own invention shall furnish them withal. In such condition there is no place for industry, because the fruit thereof is uncertain: and consequently no culture of the earth; no navigation, nor use of the commodities that may be imported by sea; no commodious building; no instruments of moving and removing such things as require much force; no knowledge of the face of the earth; no account of time; no arts; no letters; no society; and which is worst of all, continual fear, and danger of violent death; and the life of man, solitary, poor, nasty, brutish, and short (Hobbes, 1651, par 13.9).

Notwithstanding Hobbes’ theory that human beings are fundamentally driven by and primarily focused on fear, greed, and aggression and other theories tantamount to the same, I pursue the rest of this discussion by ascribing to the theory that humans are fundamentally ethical and moral individuals who experience the world through significant interpersonal relationships that require some degree or understanding of empathy and other associated values and morals.
The second assumption I must make is that ethics can have some role in the discipline of business.  Evidence that supports this assumption comes from an article written by Daryl G. Hatano, which reveals four different theoretical schools that attempt to explain the extent to which ethics should be a part of business.  Only one of the ideological perspectives (“inherence”) believes that ethics should be a completely separate topic from business.  Two of the theoretical perspectives (“enlightened self-interest and “invisible hand”) admit that ethics has some place in the practice of business.  The “social responsibility” school of thought shows the greatest support for the role of ethics in business, expounding the belief that the primary role of business is to benefit the greater society.  The recent scandals that rocked Wall Street in 2002 lent credence to and renewed fervor in the importance of ethics in business.

Recently, the debate concerning the role of ethics in business has evolved into a battle between two seemingly opposing theoretical camps: Milton Friedman and proponents of laissez-faire capitalism vs. corporate social responsibility (CSR) and proponents of a multi-stakeholder framework.  As the name would imply, CSR is concerned with the ethical and moral dimensions of business, particularly in the area of societal consequences.  However, Friedman’s camp makes no compelling argument concerning the integral role of ethics in business
.  Rather, the main concern of the Friedman school is a focus on the bottom line as a way to maximize shareholder profits.  It is important to reiterate this point: Friedman’s theory does not stipulate that business should be completely devoid of ethics, (in fact, it should abide by all legal standards and be moral in this regard) but that the singular focus of businesses should be on the bottom line.  Thus, if ethics can somehow be tied to the bottom line, it may enter the picture, even for a proponent of Friedman’s theory.  As such, my original assumption that ethics has some place in a discussion of the discipline of business still holds water and the argument that should be the focus of the rest of this paper is the extent to which ethics should be a part of business theory.
At play in the argument concerning ethics and business is the battle between the pursuit of ever-increasing profits for stockholders (shareholders) and the pursuit of the protection of the welfare of society at large (stakeholders).  These are seemingly contradictory notions, but they do not have to be as oppositional as is commonly perceived.  Phred Dvorak expounds on the false assumption of the contradictory nature of ethics and business, “Christian managers say there’s no inherent contradiction between running a company—even a public one with its commitment to maximize shareholder value—and behaving spiritually.  And lawyers say it’s generally not a problem to run a public company on faith-based principles, as long as the executives make those principles clear to shareholders…” (B1).  In fact, the existence of socially responsible investing (SRI) firms reveals that stockholders themselves may find ethics to be an important part of what company they wish to profit from and support.  Innovest, one such SRI firm, touts its purpose as “analyzing companies' performance on environmental, social, and strategic governance issues, with a particular focus on their impact on competitiveness, profitability, and share price performance.”

Furthermore, the assumption that good ethics is not correlated with good business (some even argue that good ethics is antithetical to good business) may also be false.  This is still a controversial issue, however, as it is difficult to define ethics and to categorize companies along an amorphous ethical continuum.   Financial analysts still do not agree on perfect ways to compare different corporations based on seemingly objectifiable differences such as financial earnings reports, thus it is no surprise that there is such heated debate concerning the rankings of corporations based upon the seemingly more subjective and intangible arena of social performance. 

Compounded with this is the problem of supply chain management.  Businesses, particularly larger corporations, do not function independent of other businesses.  How far deep into the supply chain can a corporation be held responsible and ethically accountable?  For example, has the paper on which this report been printed come from a tree that was part of a clear cutting in the Brazilian Amazon that has contributed to global warming and a loss of biodiversity?  If such were the case, whose responsibility would it be?  Whom do we hold accountable?  Am I culpable?  There are many levels: the end user, the office supply store, the distributor, the manufacturer, the supplier, the logging company, the entire supply chain of the machinery used to clear cut the forest, etc.  How does one pinpoint the individual(s) whom perpetrated the ethical breach and how concentrated or diffused should the culpability be?  Thus, though it may seem like an easy task to ascribe a “good” or “bad” ethical standing to a business based upon social performance, in practice, it is often complex and uncertain.

So, is good ethics good business?  Trevino and Nelson admit, “We don’t have a perfect answer to this question” (40).  However, they cite evidence suggesting “a positive relationship between corporate social responsibility and financial performance, especially when reputation-based measures of corporate social performance and accounting-based measures of financial performance were used” (41).  (Their evidence is in the form of a correlation, however, and, as such, cannot imply a direct causal link.)  Trevino and Nelson further offer that “companies with good corporate governance structures and policies (such as strong shareholder rights provisions) have higher profitability, sales, growth, market values, and higher stock prices” (41).  They go on to present even more research that reveals a reciprocal relationship between social responsibility and financial performance “meaning that social responsibility leads to increased financial performance AND financial performance provides firms with more slack resources that they can then devote to social performance” (41).  Such a reciprocal relationship offers evidence that CSR can not only be financially beneficial, but also economically sustainable in the long term.  This is an important and dramatic revelation and more research should be conducted to further understanding in this area.


It may be obvious that a corporation is a social system made up of people.  However, what is not so obvious is the fact that a corporation is, in and of itself, a legal person.  How did our legal system come to this astounding conclusion?  An 1886 Supreme Court ruling that applied the freedoms and protections guaranteed by the then newly created Fourteenth Amendment to the United States Constitution to the corporate form of business set the legal precedence that was necessary to grant the corporate form of business its legal status of a person.  Virginia Rasmussen and Mary Zepernick argue, “Corporate ‘persons’ used this illegitimate status to gain Bill of Rights freedoms and protections, entering our electoral and governing processes well before indigenous peoples, women, African Americans, and other persons of color, well before most people without property” (16).  In her interview for the documentary film, The Corporation, Zepernick comments that this was “particularly grotesque” in that the purpose of the Fourteenth Amendment was to preserve the rights of the slaves who were newly freed at the end of the Civil War era.  She goes on to reveal that “between 1890 and 1910, there were 307 cases brought before the court under the Fourteenth Amendment; 288 of these brought by corporations, 19 by African Americans.”  This reveals an ironic paradox.  In pursuing this decision, the corporation has succeeded in marginalizing those whom the Fourteenth Amendment was supposed to protect and usurped that protection for its own purposes.


The institution of the corporation is riddled with such problems and paradoxes.  The corporation is an institution that can raise enormous amounts of wealth and exercise the great power that stems from such wealth for the good of society.  However, in the pursuit of such wealth and power, the corporation can cause equally enormous harm to society and use its great power as a detriment to that society.  If the corporation is a “person” then what do these problems and paradoxes say about its “personality?”  Can we attribute immorality to the fault of the corporate personality?  In his interview
, Noam Chomsky states that corporations are “special kinds of persons, persons who had no moral conscience…which are designed by law, to be concerned only for their stockholders.”  Thus, corporations are neither moral nor immoral; they are amoral.

If people are fundamentally moral and corporations are amoral, then how does immorality result from the interaction between the two?  An article on the Public Citizen web site reveals one such case of an immoral result.  The article, entitled Profits Over Lives—Long-Hidden Documents Reveal GM Cost-Benefit Analyses Led to Severe Burn Injuries; Disregard for Safety Spurred Large Verdict, reports, “From the company's own documents, it is clear that General Motors decided that it was more profitable to simply pay victims and their families for any deaths or injuries caused by defective, exploding gas tanks than it was to fix the design of the car.”  It can be argued that corporations and other organizations engage in cost/benefit analysis that requires them to ascribe some monetary value to a human life on a regular basis.  Insurance companies do this all the time.  However, there is a large difference between ascribing human life a monetary value for the purposes of doing business, and marginalizing that life as only being worth the denomination agreed upon by the financial instruments used.  I doubt anyone would argue that, although one’s life insurance may value one’s life at several hundreds of thousands of dollars, that life is far more valuable than such a value reflects.  In the GM case, we have a specific interaction between moral people and an amoral organization that leads to an immoral result.

Thus, the equation we have is:


Moral person + Amoral organization = Immoral result

There is something not right with that equation.  If an organization cannot be immoral, and the person is moral, then there must be an interaction between the person and the organization that is responsible for the outcome.  This interaction between the people that make up the organization and the purpose of the organization reveals the missing variable in the equation:


Moral person X Motivation + Amoral organization = Immoral result

Thus, I propose the problem of immorality within the organization of the corporation may fundamentally be a problem of motivation.  The corporate form of business organization is fundamentally flawed due to the motivation to pursue profit above all else.

Perhaps the most popular theory of motivation is A H Maslow’s.  Maslow proposed, “Goals as the centering principle in motivation theory.—It will be observed that the basic principle in our classification has been neither the instigation nor the motivated behavior but rather the functions, effects, purposes, or goals of the behavior” (A Theory of Human Motivation, 392).  Maslow created a hierarchical list of goals that must be achieved serially; the basest needs must be achieved before the higher needs can be addressed.  In order from lowest to highest priority, these goals are physiological, safety, love, esteem, and “self-actualization.”  Maslow’s first four needs are obviously self-centered.  His final need, “self-actualization,” is defined as “the desire to become more and more what one is, to become everything that one is capable of becoming” (A Theory of Human Motivation, 382).  This need is also self-centered; however, Maslow insinuates that a fully self-actualized being is a productive and valuable member of society that is able to function on the level of macro understanding rather than merely focusing on the self.  In fact, in much of his later work Maslow states as much in no uncertain terms; “I proceed on the assumption that the good society, and therefore the immediate goal of any society which is trying to improve itself, is the self-actualization of all individuals, or some norm or goal approximate to this” (Some Fundamental Questions that Face the Normative Social Psychologist, 143-144).
Does the fact that evil can stem from the motivation to pursue a perverted form of “self-actualization” by focusing on the goal of material greed erode the credence of Maslow’s theory?  Perhaps not; perhaps material greed can be mostly aligned with needs lower on Maslow’s hierarchy, such as that of self-esteem.  Perhaps rather than a refutation of Maslow, it is an exception to the rule or a stumbling block along the way to true “self-actualization.”  After all, “Even the best individuals placed under poor social and institutional circumstances behave badly” (Some Fundamental Questions that Face the Normative Social Psychologist, 144).

Edward C Tolman succeeded Maslow in the scientific pursuit to explain human motivation.  He proposed a cognitive model of motivation that is affected by the probability of achievement.  According to Tolman, if one believes that one may likely succeed, then one is more motivated.  Furthermore, the import of the goal is directly proportional to motivation; if one deems a goal to be particularly important, one is more apt to be motivated.  Tolman’s theory is not directly concerned with ethics.  However Tolman mentions:

I should like to emphasize that it is my firm belief that all of the so-called dynamic problems of personality psychology and the resultant phenomena of selectivity of perception, cognitive distortions, and emotional break-downs, as well as the problems of the maintenance and disintegration of social systems and of cultures, will be illuminated by the general concept of the belief-value matrix…these are the ways in which I, at least, would attempt to conceive and to state the basic and most important problems for the understanding of society and of the individual (399-400).

John M. Darley cites several factors that facilitate organizational evildoing.  Darley argues that, for the most part, evil actions do not stem from evil individuals.  “Instead, the typical evil action is inflicted on victims by individuals acting within an organizational context.  Indeed, it may be difficult to identify the individual who perpetrates the evil; harm may seem to be an organizational product…” (13).  The contributing factors that draw individuals into doing harm are the “diffusion and fragmentation of information and responsibility” (17), “a commitment to courses of action” (21), the conflict between “abstract harm and tangible gains” (23), and “employee self-interest and job survival” (25).  It is important to note that three of four of Darley’s factors point to the super ordinate goal to maximize profits.  The factor of the diffusion of individuality, although not directly related to the motivation to attain maximum profits, is a contributing factor that illustrates how ethical individuals are willing to forego what they know is right in the pursuit of what they are being paid/rewarded to accomplish.


Motivation reveals another equally disturbing flaw in the organization of the corporation.  That flaw is the greed flaw, which is evident in the GM case previously mentioned.  Corporations are always looking for ways to minimize costs and maximize profits.  This becomes a problem when the safety of individuals is placed in jeopardy for the sake of higher profits.


What is even more disturbing is that this system perpetuates self-destruction.  In his interview, Michael Moore notes that there are corporations that “do good things” and “make all our lives better.”  However, “The problem comes in, in the profit motivation here, because these people, there’s no such thing as enough.”  When a corporation is motivated solely by greed, it may blind itself to behaviors that are self-destructive and self-defeating by its singular focus to attain more wealth and more power at all costs, which may eventually lead to its downfall.  This, arguably, could be the reason why corporations such as Enron, WorldCom, and various others engaged in practices that were unethical, immoral, and, ultimately, self-destructive.  Michael Moore goes on to relate:


You know I’ve often thought it’s very ironic that I am able to do all this and yet what am 
I on?  I’m on networks.  I’m distributed by studios that are owned by large corporate 
entities.  Now why would they put me out there when I am opposed to everything that 
they stand for?  And I spend my time on their dime opposing what they believe in.  
Okay?  Well, it’s because they don’t believe in anything.  They put me on there because 
they know that there’s millions of people that want to see my film or watch the TV show, 
and so they’re going to make money.  And I’ve been able to get my stuff out there 
because I’m driving my truck through this incredible flaw in capitalism, the greed flaw.  
The thing that says the rich man will sell you the rope to hang himself with if he thinks he 
can make a buck off it.


There are several causes to the problems that afflict the corporation.  One such cause is evident in the greed flaw, and that is the focus on the short-term “bottom line.”  In another portion of his interview, Michael Moore elaborates, “They [average people] think they [corporations] have feelings, they have politics, they have belief systems, they really only have one thing, the bottom line: How to make as much money as they can in any given quarter.  That’s it.”  This singular focus excludes such concepts as ethics, morality, and any security in continued existence past the immediate future.  The people that make up the corporation are motivated to make it as successful as possible.  However, they often have a limited outlook, normally limited by the artificial time periods imposed by financial reporting quarters and usually no longer than a fiscal year.  It is no wonder then, that the long-term harmful impacts imposed by corporations normally go unnoticed or uncorrected until it is too late.


This does not explain why the corporation in specific suffers from these flaws, however.  If it were true that the pressures of the “bottom line” caused such problems, then all forms of business would suffer equally from such a malady.  Perhaps one answer is the disparity between the economic power of the corporation and that of the other two forms of business.  However, I do not believe that such a disparity would cause the problem, just that it would make the problem more evident in the corporate form since, with an increased power base would also come increased influence and exposure.


The answer, then, must lie in the difference between the structures of the corporate organization and those of the other two forms of business.  One of the biggest differences between the corporate form of business and the other two forms is the limited liability associated with those who run and own the corporation.  Liability is a legal term in this instance, but I extend that term to incorporate the notion of accountability.  Therefore, the main difference that may contribute to the problems associated with the corporate form is one of accountability.  Shareholders, officers, and employees have no personal liability and thus no accountability for the actions of the corporate “person.”


Though these individuals may hide behind the shield of the corporate person, what excuses them from the moral obligations associated with being a part of an organization that may cause harm?  The answer is our own legal system.  Bakan contends, “The corporation’s legally defined mandate is to pursue, relentlessly and without exception, its own self-interest, regardless of the often harmful consequences it might cause to others” (1).  In a legal sense, those who are involved in the organization of the corporation, especially those at the highest level of management, such as the board of directors and the CEO, have a fiduciary relationship to shareholders.  That is, they must always act in the best interest of the stock owners.  To some extent, this law is beneficial because it protects shareholders.  It prevents the CEO from using the funds they provide for his own personal use or for any use other than to benefit the corporation, which would consequently benefit the shareholders.  However, it also ties the hands of the CEO who believes that a corporation should be socially responsible and should integrate ethics into its structure and strategy.  In his interview, Noam Chomsky claims, “That’s not a law of nature.  That’s a very specific decision.  In fact, a judicial decision.  So they’re concerned only for the short term profit of their stockholders who are very highly concentrated.”


So if the legally mandated role of the corporation is to pursue its own self-interest, then is it illegal to pursue those interests that would benefit society?  In certain circumstances, the answer to this question would be yes.  One such instance is evident in the landmark 1919 case of Dodge v. Ford.  John Hood writes that the legal obligation of corporate executives was widely understood to be for the interest of the shareholders and that such a notion was rarely challenged until this case.  The case was brought against Henry Ford, president of Ford Motor Company, because he had refused to pay dividends to shareholders and instead used the money “to expand production capacity, increase wages, and offset losses expected from his cutting the price of cars.”  Hood goes on to present:


Many analysts have interpreted Henry Ford’s strategy as an astute business decision 
calculated to increase profits in the longer run.  But that wasn’t his stated purpose.  Ford 
proclaimed broader social goals: “to employ still more men, to spread the benefits of this 
industrial system to the greatest possible number, to help them build up their lives and 
their homes.”  The Dodge brothers sued, claiming that Ford was using shareholder equity 
to pursue his own personal philanthropic goals.
The court found Ford to be in violation of the shareholders’ trust, thus solidifying the notion that the managers of a corporation are directly responsible for and held accountable to the shareholders.  Bakan uses this notion as evidence to support the fact that “Corporate social responsibility is thus illegal—at least when it is genuine” (37).


How then, as Bakan reveals, “Pious social responsibility themes now vie with sex for top billing in corporate advertising…” (32)?  Are we then to believe that the heads of these corporations are socially responsible outlaws?  Not necessarily.  Ultimately, corporations can be socially responsible, or at least appear to be socially responsible, as long as it serves the purpose to benefit the corporation and the stockholders.  On the European Social Investment Forum web site there is a document entitled Green 8 Position Paper on Corporate Social Responsibility

& The EU Multi-Stakeholder Forum Process.  This position paper expresses, “Voluntary measures beyond win-win scenarios are not compatible with the need of companies for short-term profits, and therefore cannot drive the necessary change.”  In other words, any corporation that engages in the practice of social responsibility is doing so to further its own goals.  


Using the legal precedent of a corporation’s mandate as his basis, Milton Friedman creates a very clever argument.  Bakan argues that Friedman “believes the new moralism in business is in fact immoral” (33).  Bakan interviewed Friedman for the print version of The Corporation.  Friedman rejects the notion that social responsibility should be a goal, “A corporation is the property of its stockholders.  Its interests are the interests of its stockholders.  Now, beyond that should it spend the stockholder’s money for purposes which it regards as socially responsible but which it cannot connect to its bottom line?  The answer I would say is no” (34).  Friedman extends his logic to make the ethical judgment that an executive who uses corporate funds for moral purposes that are not tied to stockholders’ interests is actually engaging in an immoral practice.  I understand Friedman’s logic and I find it clever how he uses the subjective nature of ethics to debate corporate social responsibility.  However, there is another side to the legally mandated purpose that puts it directly in contention with the law and ethics.


Bakan suggests, “The irony in all of this is that the corporation’s mandate to pursue its own self-interest, itself a product of the law, actually propels corporations to break the law” (80).  In his interview, Robert Monks lends credence to this contention, “Again and again we have the problem that whether you obey the law or not is a matter whether it’s cost effective.  If the chance of getting caught and the penalties are less than it costs to comply, people think of it as just a business decision.”


Another cause for the problems that plague the corporate form is that of externality.  Peter Montague suggests, “The main goal of a corporation is to gather benefits for its members, and to pass costs on to others—to ‘internalize’ benefits and to ‘externalize’ costs.”  In his interview, Robert Monk claims that a corporation is an “externalizing machine” in much the same way that a shark is a “killing machine” and to ascribe some moral judgment on a corporation for a wrongdoing would be akin to ascribing a moral judgment on a shark for its predatory nature.  Bakan opines, “Though they can be positive—jobs are created and useful products developed by corporations in pursuit of their self-interest—it is no exaggeration to say that the corporation’s built-in compulsion to externalize its costs is at the root of many of the world’s social and environmental ills” (61).

Through the corporate legal mandate, the motivation of the “bottom line,” and the externalizing nature of the corporation; employees, shareholders, and managers are thus able to rationalize and justify any morally reprehensible actions as long as it results in the pursuance of profits.  Since the corporation is a legal person, it can take the legal blame for the collateral damage rather than the individuals who make up the corporation.  However, since the corporation is a “special kind of person” to whom we cannot ascribe a moral judgment, the question of morality and ethics becomes externalized.  Simply put, it is somebody else’s problem.  If a corporation can succeed in making it someone else’s problem, then it has benefited its own self-interest as Bakan expounds, “Every cost it can unload onto someone else is a benefit to itself, a direct route to profit” (73).


If the corporation is legally considered a person, then the question develops as to what kind of a personality it may have and how this personality could contribute to its problems.  Due to its externalizing nature, single-minded pursuit of profits, and legally mandated self-interest, the corporation has a selfish and destructive persona.  In his interview, Dr. Robert Hare reasons, “One of the questions that comes up periodically is to what extent could corporation [sic] be considered to be psychopathic…They would have all the characteristics and, in fact, in many respects the corporation of that sort is the proto-typical [sic] of a psychopath.”


Bakan suggests, “As a psychopathic creature, the corporation can neither recognize nor act upon moral reasons to refrain from harming others.  Nothing in its legal makeup limits what it can do to others in pursuit of its selfish ends, and it is compelled to cause harm when the benefits of doing so outweigh the costs” (60).  If any evidence is needed that corporations are unable to restrain themselves from pursuing profits at all costs, then the recent trends towards globalization is exhibit one. 

Globalization has many benefits but I believe that they are outweighed by its many harms including, but not limited to, sweat shop labor, demoralizing wages, exploitative child labor practices, and decreased governmental control.  Wood et al confides, “Globalization has brought many who are concerned about humankind and the earth to the brink of despair.  They watch the ‘race to the bottom’ of labor costs, environmental rules, workplace health and safety, and myriad other regulatory and market constraints, and they wonder how it will ever be possible for the world’s workers to live a life of dignity and satisfaction” (112).  Bakan emphasizes, “The corporation, like the psychopathic personality it resembles, is programmed to exploit others for profit.  That is its only legitimate mandate” (69).  It is little wonder then that such practices are prevalent in the global corporate scheme, such as with the child labor scandal that plagued Kathy Lee’s textile line and the proliferation of sweatshop labor practices by corporations such as Nike.


Globalization is not a detriment to all, however.  Particularly, the rich and highly educated do not face decreased wages and elimination of jobs due to increased foreign competition.  Mark Weisbrot argues that this is not an accident, “The ‘managed globalization’ designed by our political leaders has contributed very much to this upward redistribution of income…our political leaders have devoted decades of careful and often protracted negotiations to rewriting the rules of international commerce so that nearly three quarters of Americans that do not have a college degree would face lots of global competition” (26).  Weisbrot puts the onus of such actions on government officials; however, I believe that we cannot discount the influence of corporations, “big money,” and corporate lobbying practices.  Neil A Lewis perceives that lobbying “has turned into a well-ordered global business, with the influence game taking on a decidedly corporate look” (C1).  Jeff Birnbaum adds, “The country's largest businesses are smart enough and rich enough to hire whoever they need to make their case on Capitol Hill…Lobbying, especially corporate lobbying, is here to stay.”


Can the owners of the corporation be held morally accountable for its actions?  The short answer is no.  In his interview, Carlton Brown, a commodities trader, tackles this issue:


It’s like yeah, oh, yeah, yeah well a town is being polluted down there in Peru but, hey, 
this guy needs to buy some copper.  I’m getting paid a commission, too.  Our information 
that we receive does not include anything about the environmental conditions because 
until the environmental conditions become a commodity themselves or are being traded 
then obviously we will not have anything to do with that.  It doesn’t come into our psyche 
at all.

One might argue that this is nothing more than a justification for acting unethically, but Brown makes a good point.  The fact of the matter is that nothing that a corporation can successfully externalize will be a factor to traditional Friedman-style shareholders in any negative way.  In fact, it may do just the opposite, by increasing the stock price and thus incurring greater benefits to the shareholders.  Brown makes this point clear later in his interview:

I’ve got to be honest with you.  When the September 11th situation happened, I didn’t know that the, [he giggles] and I must say and I want to say this because it’s—I don’t want to take it lightly [he smiles] it’s not a light situation.  It’s a devastating act.  It was really a bad thing it’s one of the worst things I have seen in my lifetime, you know.  But, I will tell you, and every trader will tell you who was not in that building and who was buying gold and who owned gold and silver, that when it happened, the first thing you thought about was well, how much is gold up?  The first thing that came to mind was, my God gold must be exploding!  Fortunately, for us all our clients were in gold.  So when it went up they all doubled their money.  Everybody doubled their money!  It was a blessing in disguise.  Devastating, you know, crushing, heart shattering, but on a financial sense for my clients that were in the market they all made money…In devastation there is opportunity.

Can we blame Brown for being excited at the expense of other people’s suffering?  Here we see the interaction between motivation and ethics.  Brown admits that it was a devastating act, but he also refers to it as a blessing in disguise.  This form of personal detachment is facilitated by Brown’s motivation to make money for himself and for his clients, who are the owners of corporations.  A moral person would refer to the September 11th attacks as a devastating act.  A person who doubled her money from that same act, however, may in fact see it as both a devastating act and a blessing in disguise.  In her mind, as long as that person acknowledges the tragedy of the occurrence, she is free to profit from it.


If the shareholders cannot be held morally accountable then can the executives be instead?  The short answer is no.  As all the evidence presented suggests, CEOs must pursue the purpose that the law has spelled out for them.  That is, they must pursue profits above all else.  Does this mean that CEOs who engage in these practices are immoral people?  Not necessarily.  Then can we propose that CEOs use their power to be responsible to society?  Well, the case of Dodge v. Ford has already demonstrated that such a practice would be illegal.  In his interview, Sam Gibara, former CEO of Goodyear Tire, reasons:


No job, in my experience with Goodyear, has been as frustrating as the CEO job.  
Because even though the perception is that you have absolute power to do whatever you 
want, the reality is you don’t have that power, and sometimes, if you had really a free 
hand, if you really did what you wanted to do that suits your personal thoughts and your 
personal priorities, you’d act differently.  But as a CEO you cannot do that.
So, where then does the CEO fit into the scheme of things as far as the problem is concerned?  Bakan confirms, “The people who run corporations are, for the most part, good people, moral people…Despite their personal qualities and ambitions, however, their duty as corporate executives is clear: they must always put their corporation’s best interest first and not act out of concern for anyone or anything else” (50).  If the corporate executives are fundamentally moral people, then the problem of immorality must become an issue when their own personal motivation to do good for society conflicts with the legal motivation to do good for the company regardless of how that may impact society.  Bakan declares that “an executive’s moral concerns and altruistic desires must ultimately succumb to her corporation’s overriding goals” (53).


If the owners of the corporation and the individuals who make up the corporation are not to blame, then who is?  The only thing left to blame is the corporation itself.  However, as I have continuously stated, a corporation is not moral or immoral; it is amoral.  It must be the motivation imposed by the corporation that subjugates morality.  Bakan takes this one-step further and contends that the corporation not only inhibits morality but also fosters immorality.  He asserts, “Corporations and the culture they create do more than just stifle good deeds—they nurture, and often demand, bad ones” (53).


One such bad deed is evident in Monsanto corporation’s “terminator seed” technology utilized in India.  According to Anup Shah, this technology “is designed to genetically switch off a plant's ability to germinate a second time.”  Shah explains that it is a tradition for Indian farmers to save their seeds and that this traditional practice that has been in effect for thousands of years “comes under threat due to a US patent on this technology to prevent ‘unauthorized seed-saving’ by farmers.”  For Monsanto, of course, the motivation is higher profits due to the absolute certainty that Indian farmers must purchase a completely new supply of seeds every crop season.  Shah declares, “This then becomes a battle over a farmer's (traditional) right and a corporation's right.”  She cites evidence that shows growing concern “for the livelihood of 400 million farmers and for food security in the country.  Already some poorer Indian farmers have been driven.”
 to suicide.  It is feared that this type of technology could be used to make the poorer farmers even more dependant

The argument can be made that the seeds are Monsanto’s own creation and, as such, they are entitled to discourage any pirating of those seeds because it would result in the loss of potential profits.  However, it can also be argued that Monsanto is exploiting the Indian farmers and creating an artificial dependency that may hurt the country in the end.  It is in Monsanto’s best interest to create this dependency, though, if all Monsanto is worried about is profitability.  This is where the motivation of the corporation to pursue profits at any cost creates a moral dilemma.  In her interview, Dr. Vandana Shiva declares:

The corporation is not a person, it doesn’t think.  People in it think and for them it is legitimate to create terminator technology…Seeds that are designed to produce crop only in one season.  You really need to have a brutal mind.  It’s a war against evolution to even think in those terms.  But quite clearly, profits are so much higher in their minds.
This conflict of values also further reinforces the potential harms of globalization.  Corporations that extend oversees in the pursuit of an expanded profit base are not inherently concerned with the indigenous culture of the lands in which they may operate.  As such, they may upset delicate balances that have been the basis for traditions dating back to probably even before the corporation intruding on them was ever formed (and probably longer than it will ever survive if it continues to marginalize the value of people and culture in such a manner.)


A second such bad deed that is less overt but no less problematic than Monsanto’s deed, concerns a problem right here in the US.  In her interview, Susan Linn presents, “In 1998, Western International Media, Century City and Lieberman Research Worldwide conducted a study on nagging.  This study was not to help parents cope with nagging.  It was to help corporations help children nag for their products more effectively.”  This reveals the sad but true fact that corporations are targeting our nation’s children.  


Corporations interested in selling products used by children are applying the tenets of behavioral learning, specifically operant conditioning, to advertising.  In directing advertisement at children, they are hoping that commercials will prompt them to “nag” their parents for that shiny new toy or that sugar coated snack food.  From the perspective of the parent, this nagging is a negative reinforcer, or stimulus.  If the parent relents and satisfies the child’s request, the child ceases the nagging process until the next exchange occurs.  Thus, nagging is a form of negative reinforcement for the parent.  If a parent wants a child to stop nagging and she has learned that buying what the child is pleading for will stop this nagging, the parent may be more obliged to buy that item.


From the perspective of the child, nagging results in positive reinforcement.  A child that nags and gets what she wants as a result will learn that nagging is an effective means of obtaining what she desires.  Thus, that child is more apt to use the nagging technique in the future when the next object of her desire becomes manifest.

Jonathan Rowe and Gary Ruskin observe, “Whenever an issue pits kids against corporate agendas and big money in Bush's Washington, it is the kids who lose.  And that means pretty much all the time.  Corporate leaders in the U.S. are bent on reducing children to free-floating appetites for stuff…”  In another article, Gary Ruskin reveals, “There's been a shift in the predominant way our society thinks of children.  Not long ago we considered children vulnerable beings to be nurtured.  However, today we increasingly see kids through an economic lens.  In our business culture, children are viewed as an economic resource to be exploited, just like bauxite or timber.”  Susan Linn adds, “It’s not that products themselves are bad or good.  It’s the notion of manipulating children into buying the products.”  Research conducted by Media Awareness Network indicates, “Industry spending on advertising to children has exploded in the past decade, increasing from a mere $100 million in 1990 to more than $2 billion in 2000.”  Obviously, corporations have found it profitable to target children.  How can someone justify manipulating such innocence for commercial exploitation?


Lucy Hughes, VP of Initiative Media and co-creator of The Nag Factor, illustrates how.  In her interview, Hughes admits:


You can manipulate consumers into wanting and therefore buying your products.  It’s a 
game…They are tomorrow’s adult consumers.  So start talking with them now, build that 
relationship when they’re younger and you’ve got them as an adult.  Somebody asked 
me, “Lucy, is that ethical?  You’re essentially manipulating these children.”  Yeah, well, 
is it ethical?  I don’t know.  But our role at Initiative is to move products.  And if you 
know we move products with a certain creative execution placed in a certain type of 
media vehicle then we’ve done our job.
Once again, the problem of ethics is externalized and subjugated by the motivation for profit in pursuance of the legally mandated role of the corporation.


We cannot afford to let these problems go unchecked.  The evidence suggests that corporations have a vested interest in turning society into a horde of mindless consumers.  Bakan confirms, “A century and a half after its birth, the modern business corporation, an artificial person made in the image of a human psychopath, now is seeking to remake real people in its image” (135).


Tom Junod suggests that our “culture is moving toward a kind of pornography…not necessarily sexual.  It’s omnivorous.  It’s a culture in which human beings are defined by their sheer utility—sexual, economic, or otherwise…the humanism that exalts the power of the individual human conscience…is equally threatened by the pornographication of culture” (95).  This “pornographication of culture” seems to be exactly the reality that corporations would want to perpetuate in order to expand their influence and control, while simultaneously suppressing public awareness of that very notion.  A culture that extols utility as its paramount value is a culture that perpetuates consumerism as an exemplary virtue.  Junod warns, “It is difficult to imagine the pornographication of the culture proceeding further than it already has.  But it is also difficult to imagine it slowing down” (95).  Bakan seems to agree:


Indeed, the very notion that there is a public interest, a common good that transcends our 
individual self-interest, is slipping away.  Increasingly, we are told, commercial potential 
is the measure of all value, corporations should be free to exploit anything and anyone for 
profit, and human beings are creatures of pure self-interest and materialistic desire.  
These are the elements of an emerging order that may prove to be as dangerous as any 
fundamentalism that history has produced.  For in a world where anything or anyone can 
be owned, manipulated, and exploited, for profit, everything and everyone will eventually 
be (138).

Thus, it is of critical importance to address and remedy this problem before it grows any more unwieldy.  This is easier said than done, however.  Bakan believes, “The question of what to do about, and with, the corporation is one of the most pressing and difficult of our time.  There are no easy answers—no blueprints for change…” (158).


Bakan goes on to list many different avenues of change which may lead to a solution and many theories which attempt to explain who should bear the burden of this control and why.  I am going to diverge from the research at this point, however, because I believe that this portion of the paper is where I tried to brainstorm some of my own ideas and evaluate what I have learned in relation to the class and to this research endeavor.


First, since this is a problem of motivation, then the most obvious solution would be to remove that motivation.  This is extremely difficult, however.  It would call for a restructuring of the entire organizational purpose and strategy of the corporation.  It would also go against years of legal precedents, which is something the legal community strongly opposes.  However, the argument can be made that whatever harm that is incurred to the legal establishment would be outweighed by the future harms prevented and the benefits bestowed upon society by a new legal mandate for the corporation which not only secures the interests of the shareholders but that of the greater good.


A second possible solution may be to create a motivation that is just as strong for the corporation to do social good, as it is to increase profits.  A way to establish such a system would be to commoditize ethics in a similar way that the Kyoto Protocol has sought to commoditize clean air.  Corporations could be graded on how well they pursue and achieve the goals that society has deemed worthy. 


I would add to this much more stringent government regulation.  Corporations would be required to be licensed in ethics and a regulating agency would be created to oversee these procedures.  The government could institute a cap on the amount of profits a corporation can legally attain for its own purposes and demand that anything over that cap would go back towards the social good through various philanthropic deeds.  This cap would most likely not be a fixed cap, but a sliding one.  That is, corporations that have built up a strong reputation for maintaining the public trust and the welfare of the society would be allowed to keep a larger percentage of their profits for its own use.  Any violation of this societal code and breach of trust on the part of the corporation would act to swiftly decrease this cap.


Of course, there are many problems with implementing this solution, not the least of which is that this is a completely anti-capitalist notion and our country and culture prides itself on proclaiming the virtues of capitalism.  Also, much of what I suggest is currently illegal.  Nevertheless, something must be done.  I do not proclaim to be a master on the theories of economics with the solution to all economic ailments.  However, I do realize that there is a very real problem with the corporate form of business.  Those involved in it are too easily swayed away from values of morality by the promise of great power and wealth.  Something must be done to rectify the contradictory legal mandate of the corporation with the lofty goals set by the social responsibility theorists.  If there is no one right answer, there must be some middle ground.


There have been recent regulatory reforms, particularly in the area of financial services (i.e.: the Sarbanes Oxley Act), and in corporate governance.  However, there is evidence that suggests some of these reforms have not gone far enough.  Murray reveals that, of the S&P 500 companies, there are “only 9% with truly independent nonexecutive chairmen” (H-P Shuffle, a Step Back for Corporate Reform, A2).  This reveals apparent conflicts of interest and favoritism in corporate governance.  Recall the suggestion that the passage of a wage increase for CEOs is easily accomplished in such an atmosphere.  Murray adds, “CEOs may like both titles.  But the notion that one person can be both CEO of a large corporation and chairman of the board to which that executive reports strains credulity and logic” (H-P Shuffle, a Step Back for Corporate Reform, A2).

Strides have been made in addressing the inequality of the wage gap.  The Democratic Party rode to Congressional victory in the 2006 midterm elections partly due to a pledge to raise the minimum wage.  Also, every state proposition to increase the minimum wage passed with an abundant majority.  It is clear that voters are beginning to see the wage gap as an ethical, rather than solely economic issue that should have some salience regarding the agenda of our government.  Sasha Abramsky posits, “Raising wages is increasingly seen as a matter of ethics in the American West” (20).  Abramsky elaborates:

Whereas in the past the minimum wage was portrayed by chambers of commerce and their political allies as Big Government intruding on the rights of businessmen to operate in a laissez-faire environment, today it is the absence of a viable minimum wage that is being discussed as a Big Government subsidy to corporate America.  When companies like Wal-Mart pay too little for workers to meet their basic financial needs, and don’t offer adequate health and pension benefits, government programs fill some of the gap, paying Medicaid bills, supporting elderly ex-workers, providing food stamps and other forms of welfare.  Minimum-wage legislation is, in a sense, a way to insure that taxpayers don’t have to clean up the messes left by private companies…The minimum wage, Western proponents emphasize, is a way of using government to temper the worst excesses of the market (22).

There are two problems with becoming reliant on government to provide regulatory 

reform and alleviate problems caused by the “excesses of the market,” however.  The first is that regulation, most of the time, merely treats the external symptoms rather than the root causes.  The second is that government itself is not devoid of corruption.  Another reason attributed to why the Democrats took Congress in 2006 was the proliferation of several scandals that rocked the Republicans during that election year.  An anonymous article entitled, Ethics—Public and Private, insists that there is a “difference between public and private standards of accountability.  In the wake of this decade’s scandals, business executives are subject to greater scrutiny and ever-higher ethics standards…But our public servants, especially those in such corrupt state capitals as Albany and Trenton, haven’t been subject to the same degree of accountability” (A6).


A related problem is that government imposed reform can often backfire.  Many claim that such was the case concerning Sarbanes Oxley and other financial investment regulations.  R Glenn Hubbard and John L Thornton warn, “U.S. capital markets are losing their competitiveness in global markets, to the detriment of investors” (A16).  Holman W Jenkins Jr elaborates on “the dimming appeal, thanks to regulatory overkill, of a Wall Street listing for foreign companies…The extra costs imposed by regulation increasingly outweigh the once-sizeable benefits associated with a U.S. listing” (A17).  Such backfires may be attributed to imperfect knowledge on the part of government.  Government imposes regulations but it may not have the best working knowledge of business to understand the overarching consequences of such regulations.  Also, government must balance the rights of those engaged in the free markets with the rights of those whom those markets may impact (i.e.: society and other stakeholders).  Depending on what point along the continuum of stockholder vs. stakeholder rights the government decides is the best balance, there will be some adverse impact on either side.


The putative ignorance of government in business matters and the tendency of regulation to negatively affect the profitability of the free market is a key point supporting Friedman’s theory of minimal government involvement.  As Mark Whitehouse writes, “Critics said he [Milton Friedman] demonized everything the government did, no matter how beneficial or democratically chosen and they maintained the anti-inflation policies he inspired kept millions of people out of work” ( A15). (In the macroeconomic environment, the inflation rate is inversely proportional to the unemployment rate.  Thus, a low rate of inflation necessarily indicates a higher level of unemployment.)  Friedman supporters believe that the economic health of the free market overall is more important than the individual economic health of anyone excluded from the labor force as a result of anti-inflation practices.  Thus, even Friedman’s theory is concerned with the ethical concept of the greatest good for the greatest number, though it tends to focus mostly on the greatest good in terms of the overall economic impact.


By the same token, it should be stressed that, just like not all government is good government, not all corporations are bad corporations.  Johan Norberg theorizes, “In the last 100 years, we have created more wealth than in the 100,000 years before that, and not because we work more…Thank entrepreneurs, not government” (A11).  Corporate innovations and breakthroughs have had the net affect of dramatically increasing the quality of life of the average worker since the early 1900s.

Also, not all capitalism is inherently faulty.  The current realization of the American form of capitalism is not the ideal form of capitalism.  Edmund S Phelps demonstrates how the theory of capitalism can be framed, “The issues swirling around capitalism today concern the consequences of its dynamism.  The main benefit of an innovative economy is commonly said to be a higher level of productivity—and thus higher hourly wages and higher quality of life” (A14).  Phelps goes on to admit, however, that he has “drawn an idealized portrait of capitalism: The reality in the U.S. and elsewhere is much less impressive” (A14).  Phelps adds:

Actual capitalism departs from well-functioning capitalism—monopolies too big to break up, undetected cartels, regulatory failures and political corruption.  Capitalism in its innovations plants the seeds for its own incrustation with entrenched power.  These departures weigh heavily on the rewards earned, particularly the wages of the least advantaged, and give a bad name to capitalism (A14).

Just as one cannot make black and white distinctions between capitalism, corporations, governments, and ethics, the case for CSR cannot be boiled down to a profit vs. ethics debate.  Amartya Sen proposes, “The acknowledgement of diversity is the first big step we have to take in departing from the on-going traditions of self-centered economics and self-less ethics” (17).  The “diversity” that Sen refers to is the fact that business incorporates an entire continuum of both ethical and financial issues that are often interactive and interdependent.  To focus on either extreme is to lose focus on the reality of corporations within the environments of today.  Thus, those that argue that profit maximization is the only true aim of the corporation are as wrong as those that argue that the only role of a corporation should be to further the prosperity of society at large.  Furthermore, the argument between both those factions is, thus, an artificial creation that does not reflect reality.  The argument between radical social responsibility and radical profit maximization is, therefore, moot and unproductive.

Sen continues, “The need to displace profit maximization as the sole business principle does not call for the placing of another simple and uniform rule as an alternative general system, with the same level of universality.  Rather, there is a strong case for analyzing more complex structures…” (27).  Sen concludes by proposing that businesses follow a framework of “multiple objectives, which can very plausibly include the search for profits as one important objective among others.  The other objectives can compete with profit maximization in influencing business behavior, and can sometimes work as constraints reflecting established moral codes and social conventions” (27).

Sen opens the door to a moderate form of CSR.  No longer must corporations make a decision between two extreme and seemingly contradictory points of view.  For the corporation, the only logical decision is which of the varying objectives should take precedence in any given situation.  Furthermore, such a revelation insinuates that the pursuit of profit and the pursuit of social responsibility need not be mutually exclusive.  When they are mutually exclusive, corporations must weigh the benefits and risks, not merely in a financial manner, but in an ethical one as well.  Any given course of action and its consequences should be analyzed within a financial as well as societal (and ethical) context.

The social pressures and behaviors of corporations are of integral importance to CSR.  S Prakash Sethi creates a framework that conceptualizes the dynamics at play between differing societal expectations and a corporation’s behavior.  Sethi analyzes two key components: “The first deals with categorization of the types of corporate responses.  These are defined not in terms of specific activities, but in terms of underlying rationale applied in responding to social pressures.  The second component deals with the definition of the external environment or the context within which the corporate response is being made and evaluated” (64).  The interaction between a corporation’s response and its environment results in legitimacy.  According to Sethi, if there is a discrepancy between a corporation’s behaviors and the expectations of society given the issue in question, a legitimacy gap will ensue that will have negative repercussions on the corporation.


Sethi lists three categorizations of corporate response patterns.  The first is “social obligation.  The criteria for legitimacy in this arena are economic and legal only” (65).  Thus, a corporation is demonstrating social obligation by pursuing economic interests within the limitations of the law.  The second is “social responsibility [which] implies bringing corporate behavior up to a level where it is in congruence with currently prevailing social norms, values, and expectations” (66).  Thus, a corporation is demonstrating social responsibility by failing to act in a manner that, though technically legal, violates social norms.  Similarly, a socially responsible corporation would elevate its focus beyond the law and economic motivation, to act in accordance with the unwritten rules of society.  The third response pattern is “social responsiveness…The corporation here is expected to anticipate the changes that may be a result of corporation’s current activities, or they may be due to the emergence of social problems in which corporations must play an important role” (66).  Thus, a corporation is demonstrating social responsiveness by being proactive, rather than merely reacting to the expectations of society at any one given moment.


Sethi presents four stages for the categorization of the external environment: “preproblem” (66), “identification” (69), “remedy and relief” (69), and “prevention” (70).  Respectively, these stages climb the hierarchy of societal awareness and sensitivity.  It is important to note that Sethi is describing these stages in terms of the aggregate environment regarding particular social issues (i.e.: deforestation in general) rather than on a specific level (i.e.: company X, chopping down trees in the Brazilian Amazon).  The further along this continuum the issue at stake is, the more critical and responsive society will be when judging the actions of a corporation.  Thus, according to Sethi, if a social issue, such as global warming, is in the preproblem or identification stage, then corporations can still perpetrate an aura of social obligation by dumping the legally allowable amount of carbons into the atmosphere and not wasting money and resources restructuring the process to alleviate pollution.  In that case, the legitimacy gap is not large.  However, if a social issue, such as child labor, is in the prevention stage, then corporations will face stern social opposition if it participates in such a practice even if it is in an overseas locale where such a practice may be both legal and socially accepted by the indigenous culture.  In such a case, the legitimacy gap would be large.


Sethi’s framework is important for several reasons.  First, it is culturally and temporally non-specific.  As the dynamics of business change with time and with the proliferation of globalization, such an attribute is a necessity.  Second, Sethi frames the issues and corporations’ response patterns in terms of society and societal expectations.  This illustrates that it is neither government nor business that set the agenda for society, but society itself.  Society places pressure on both business and government for change.  This is an absolutely crucial point in regards to the theory of CSR.  Corporations cannot exist in some vacuum outside of society.  Society can act to police corporations that are misaligned with societal norms by exerting pressure.  Such pressure can be in the form of boycotts at the market level or calls for regulatory reform at the governmental level.


The framework is not without flaws, however.  Sethi's framework is mostly concerned with aggregations; however it is still flexible enough that it could be applied in a more specific manner.  Further, the categories for both the corporate response patterns and the external environmental are sometimes difficult to apply and pinpoint in complex situations and, in certain cases, may overlap.  Nevertheless, Sethi’s framework is a landmark in CSR theory.

Stelios C Zyglidopoulos follows up Sethi’s framework and enhances it further.  Zyglidopoulos builds upon the notion of legitimacy and expands it to incorporate the notion of “reputational capital” (71).  Zyglidopoulos posits that “firms gain or lose in their reputation for social performance by respectively leading or lagging behind in the evolution of societal expectations concerning a given issue” (70).  The theory proposes that a corporation may choose between three different scenarios:

First, a firm’s social performance lags behind societal expectations.  Secondly, a firm’s social performance leads societal expectations.  Thirdly, a firm’s social performance is in line with societal expectations, neither leading nor lagging…In the first case, a firm is destroying its reputational capital for social performance, in the second; it is increasing its reputational capital for social performance; whereas, in the third, it experiences no significant changes (70-71).

This is a natural extension of Sethi’s theory.  Zyglidopoulos found evidence to support these statements, which seem logical.  What does not seem as much a matter of common sense, however, is the fact that “leading too much (as well as lagging too much) has a negative effect on a firm’s legitimacy” (71).  This is an important qualification; corporations can be perceived as being too socially responsive by greatly exceeding the expectations of society.  Perhaps such a case would be pursuing ethical initiatives that seem to have absolutely no benefit for the corporation or for the society in which it operates.  A corporation undertaking such an endeavor is “wasting” resources that could be put to better use elsewhere and runs the risk of not only reduced legitimacy but economic harm.

The notion that a corporation can be too socially responsive and proactive reminds me of a story I read as a child, Shel Silverstein’s The Giving Tree.  In the story, a tree gives all it has to a child until it is nothing but a withered stump.  From a common sense perspective, if a corporation is too altruistic, it may lead it to become unsustainable which would ultimately result in its own destruction.  Also, from a common sense perspective, if a corporation is tackling issues in a proactive manner, but society either disagrees with the corporation’s outlook at the time (imagine a restaurant owner allowing desegregated wash rooms in the pre-civil rights era South) or really does not care either way, then the corporation is either creating negative publicity or no publicity.  Negative publicity is obviously detrimental.  No publicity is not as damaging, but it also comes at the cost of resources that could be used to bolster profits or in some other advantageous mode.  This means that, ultimately, the endeavor is unsustainable; it is negatively affecting the corporation’s profits, and thus, its shareholder equity, while providing no apparent tangible or intangible benefits.


Zyglidopoulos uses the term “issue life-cycle” to illustrate the interaction between society and the corporation.  “An issue is a controversial inconsistency based on one or more expectational gaps of what is considered appropriate behavior within a particular society concerning a certain type of cost/benefit decision, with implications for corporate performance and behavior” (71).  Thus, corporations may accrue a competitive advantage by being proactive (but not too proactive) in terms of societal expectations.  Further, lagging behind societal norms leads to a competitive disadvantage; a corporation that goes against societal norms runs the risk of facing reduced “reputational capital.”


An illustrative example of a corporation that is lagging behind societal norms is the case of Philip Morris and other “Big Tobacco” firms.  As the awareness of and societal outcry against the health problems inherent in smoking tobacco grew, these firms faced increasing governmental regulation, higher taxes, a wave of both private and class-action lawsuits, and other consequences that have been detrimental to their business operations.  Christopher Cooper explains that tobacco firms are spending an inordinate amount of money fighting regulations.  In California alone (from January to October, 2006) Reynolds America, Inc., Phillip Morris USA, and Altria Group Inc. have already spent a combined $55 million to fight an increase on taxes of a pack of cigarettes.  The “reputational capital” of tobacco firms is low, thus they face greater regulatory hurdles and must spend greater resources to overcome those hurdles.


Another example involves Wal-Mart.  In July of 2005, Wal-Mart applied for a banking license in the state of Utah.  This was not something out of the ordinary.  Several firms in Utah had applied for and been granted this license, including one of Wal-Mart’s competitors, Target.  Bernard Wysocki Jr report that Wal-Mart’s effort has:

galvanized a broad coalition of opponents: large banks, small banks, the Federal Reserve, unions, grocers, real-estate agents and congressmen of both parties.  Some in the coalition are merely interested in dealing a blow to Wal-Mart.  Others are worried about the trend of allowing commercial companies into banking, which they fear could undermine the soundness of the financial system.  That argument has been around for years, but it generated little political heat until Wal-Mart came along—illustrating the power of the company’s name to transform stalemated policy debates (A1).

Those lobbying against Wal-Mart’s right to procure the license include individuals who have no inherent interest in the outcome, but who just want to be oppositional to anything that Wal-Mart attempts to accomplish.  This is negative “reputational capital” at work.  Wysocki goes on to reveal the reasons for Wal-Mart’s opposition, “…unions have been active in battling Wal-Mart on a broad front, accusing it of underpaying workers and failing to buy American.  That has turned the company into a lightning rod on national issues such as trade with China and the rising number of people without health insurance” (A12).  Thus, negative legitimacy can turn a corporation into a “lightning rod” for controversy.  Such an effect would be a distinct competitive disadvantage as is illustrated by the fact that Target was granted, without much ado, the same license Wal-Mart is seeking.

Wysocki goes on to make a statement that is rather ominous, “Wal-Mart’s defenders say that because of its size and prominence it is often criticized for doing the same things that smaller companies do without criticism” (A12).  First of all, the total amount of harm done to society does matter.  Wal-Mart, having a larger scale and scope than smaller stores, has the ability to influence society on a much larger level.  Secondly, this statement is less of a defense for Wal-Mart as it is an indication of a troubled capitalist system.  The fact that other smaller companies are acting similarly does not excuse Wal-Mart.  The fact that Wal-Mart is more visible than those smaller companies reveals that Wal-Mart, rather than simply being a problem in and of itself, is merely one symptom in a larger overall malady affecting corporations in our current capitalist system; it is not an indication solely of Wal-Mart’s own duplicity but rather an indictment of capitalism in its current incarnation.


An illustrative example of how leading the social trend may confer competitive advantages on a firm concerns the legislation that passed on December 5, 2006 in New York City to ban the use of trans fats in restaurant cooking.  Trans fats have been used widely by restaurants because it is relatively easy to procure and cheap.  Its use has been linked to adverse health.  Public health is one public good that has a high level of ethical awareness and sensitivity (most probably in the “prevention” stage of Sethi’s framework).

The legislation allows restaurants to continue to use trans fats for up to two years during a transitional phase, but most restaurant owners say that it is not enough time, citing the fact that many restaurants that have already changed over prior to the legislation due to consumer health concerns took in excess of two years to complete the transformation.  Thomas J Lueck and Kim Severson state, “With artificial trans fat increasingly seen as a health risk, many city restaurants had begun seeking alternative ingredients long before the new regulations were proposed.  Most packaged food manufacturers began removing them on a large scale in 2004, in anticipation of federal rules that trans fat content be disclosed in nutritional labeling. The rule took effect in January” (A1).  Those restaurants that responded to the concerns of the health risks inherent in using trans fats by seeking alternative methods and menus of food preparation do not have to spend time and resources in research and development and implementation to comply with the recent ban.  Thus, they have a competitive advantage over those that must engage in such practices.


What these CSR theories and the realities of the corporate world reveal today is the fact that one should not force a corporation to be socially responsible through regulations, though that is one method.  Instead, corporations must understand the larger context.  Society pressures both corporations and government for reform.  If corporations can keep a finger on the pulse of society, they can act in ways to gain competitive advantage and increased “reputational capital.”  If corporations ignore society, they run the risk of facing increased costs.  These CSR theories not only reveal the power of society in shaping the fabric of government and business, but also give those within the system important tools to add to their cost/benefit analysis arsenal.  Perhaps that is the greatest benefit of such CSR theories.  Ultimately, I believe that change must come from within the organization.  Corporations are nothing grander than a conglomeration of people working towards some common goal.  People are ethical and humane.


These CSR theories do a good job of reconciling Friedman’s view with the argument for social responsibility.  They tie the bottom line to ethics by citing intangible gains (“reputational capital,” legitimacy, competitive advantage, etc.) as a means of maximizing the benefit for corporations themselves as well as society.  A criticism that I have concerning this argument is that the process of tying ethics to the bottom line may be a way of co-opting it so that it is not really genuine.  However, in my opinion, the best way to change an erroneous system is to convince those within the system that acting in the manner which you argue for is beneficial not only for society, but for themselves as well.  Perhaps, such a method does not co-opt ethics but, rather, it co-opts the greed motive.  Ultimately, it’s a matter of perspective.
The process of writing this paper has been a real learning experience for me.  The common theme of this course and of all my research is the value of the human element within the organization.  There is something wrong when one must pervert that which makes one human in order to function effectively as part of an organizational institution.  We cannot allow the mandate of the corporation to trivialize those highly prized philosophical qualities of humanity.  We cannot let it devalue morality and devalue ethics.  We cannot allow it to co-opt the theory of social responsibility and mutate it into just another tool to perpetuate self-interest.  We cannot allow it to champion only a narrow vision of humanity that transforms us into soulless beings who are only concerned with short-term selfishness.  The corporate world today is rife with cutthroat competition where anything can be justified as long as it fits into the narrow Machiavellian notion that the ends justify the means.  I have made no attempts to hide my own opinions throughout this paper, but now I diverge from that opinion to present what the research indicates should be the most satisfactory answer to the question, “Should corporations be socially responsible?”

In conclusion, a deontological approach of setting universal rules (i.e.: “corporations should maximize shareholder profits,” or “corporations should maximize societal benefits”) is not conducive towards a resolution.  Instead, the research argues for a moderate form of CSR; one supporting a multi-stakeholder model and a consequentialist perspective.  Such a perspective attempts to tie the intangible gains of social responsibility to the legally mandated role of the corporation to maximize shareholder profits.  This is the most logical and acceptable approach within the current framework of the American capitalist system.

A theory that I want to share entails the practice of profit sharing in corporations.  This is just a personal theory that I developed from my research and my readings and discussions for the class, but there is not enough research, currently, in the area of profit sharing to further explore my theory or to provide any evidence either in support or to the contrary.  I contend that profit sharing is actually a very clever ruse to mask a type of co-opting.  Corporations portray themselves as having concern about the motivation of their employees so they institute profit sharing as a means to “give back” that is equivalent to the amount of effort the employee places into the corporation.  Upon closer inspection, this is simply another strategy to internalize the profit motive and externalize any other competing motives that may be in the minds of the employees.  


The sad fact is that we are allowing these things to happen.  Some of us, perhaps even most of the unwitting American public, are even completely unaware of this transformation of our culture and perversion of our humanity.  I have hope for the future, though.  I believe that no matter how far the “pornographication of culture” may extend, fundamentally we are all still human beings.  We will always be moral and ethical at heart.  We will always have our past culture and literature to tell us the story of what it means to be human.  As long as we have people today, like many of those mentioned throughout this paper, whom realize the inherent problems in the system and may even be a part of the system themselves, who are willing to stand up and point out these flaws for the public, I believe that some good may always come of it.  The important thing is not that the corporation can dehumanize its participants to such an extreme extent.  The important thing is that some of these people realize this process of dehumanization, understand the motivation behind it, and speak out against it.  This proves that not all is yet lost.  Deep down humans are still humane, and I hope that no form of organization can ever be successful in the end when it does not realize this basic tenet or works actively to discourage it.
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� At times throughout this paper, I anthropomorphize “the corporation” as a literary technique and also as shorthand for “the corporation and the individuals whom are part of the corporate form of organization.”


� If no page number follows a quotation and it is not from an interview, then it is from a web site and the link to the original source can be found in the Works Cited page.


� Here, I define ethics as a sense of morality that is independent of the law.  Friedman’s theory is concerned with a narrow definition of ethics that equates what is ethical as being that which is legal and vice versa.


� Unless otherwise stated, all interviews refer to the documentary film, The Corporation.





