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Introduction

The Business Roundtable issues this statement out of

i strong convicetion that the future of this nation depends
upon the existence of strong and responsive busines: enter-
prises and that, in turn, the long-term viability of the busi-
ness sector is linked to its responsibility o the sociey of
which it is a part. '

As our'(folleague Reginald Joues, former chairman and
chief executive officer of General Electrie, has put it

“Public pelicy and social issues are no longer adjuncs to
business plauning and management, They are in the main-
stream of it. The concern must be pervasive in compenics
1oday, from boardroom to lactory floox, Management nust
be measured for performance in noneconomic and eco-
nomic areas alike. And top management must lead.™

Over the past century, large orgonizations have emerged as
central elements in the social, economic and politicd! life
of the United States, including big government, hig univer-
sities, big trade unions, big foundations, and big business
organizations, These institutions have evolved in response
to felt needs, As corporations have evolved and deveoped
through the years, socicty's expectations of them have
changed greatly. Their importance to the well-being ind
quatlity of life of the average person has created perveptions

“"BINDERY
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'Hu«mu; lc;:-:d S;xiax)-: Strategres for .';x.e 1950, puhiished by U.S. Depertneat of
LCommerce, December 1980,




and expectations that go far beyond what many considered
their historic purpost, which was the creation of gouds and
services at a profit.

In his 1980 book. The Revolusionary Corporations, Jokn
Desmond Glover, professor emeritus of the Harvard
University Graduate School of Business Adininistration,
wrote that the extraordinary levels of American production
and consumption wonld simply not be possible without an
industrial organization of the sort represented by corpora-
vions. He called carporations the “principal engines™
creating plenty, pushing growth, and leading change in the
tinited States. And yet, he granted that the corporation “is
also one of the least understood of our institutions, snd one
of the must controversial.”

There is-a widespread idex that corporations have velatively
unlimiterd power, and there is unmistakable evidence of
much mistrust and resentment of corporations and their
perceivel effects on society. To some degree, that set of
atlitudes is based on reality —mistakes, {ailures, and aber-
vant performance by people who manage and work lor cor-
porations. To a considerable extent, the: autipathy toward
corporations is reoted in misconceptions ol what corpora-
lions are and what their role is in the economie systen.
Corporations’ record of efficiency in the production of
goods and servieos has Jed to unrealistic expectations that
they can do the same in solving social problems. The most
challenging uspect of these attitudes lies in the fact thal
public expectations with regard te corporate performance

have changed naterially and are continuing to charge.

At the sume time, corporations have been progressively
surrounded by limitatians imposed by economics, liw,

government regulation, and taxation.

The public debate aboul the proper role of corparatons in
the society has been underway for years und can e expected
to continue well into the future. Tarlier, the discussion
turned largely around issues of corporate governance. In
1978, The Business Roundtable issued a position paper
dealing with some fundamental asprets of that subject.”

Today the discussion centers more directly on the sibstan-
tive side, although some structural issues arve still qite
current. ILis clear that the corporate community must deal
effectively with the issucs in this debate, either by explain-
ing the corporate role satisfactorily {and thereby chinging
public expectations) or by meeting new expectations —ox
huth. Il public expectations and perceived carporate per-
formance are at vdds, corporations will be attacked more
and more on sacial.and political as well as economic
srounds. The result would be adverse public opinion lead-
ing to further government involvement in their operetions.

“The Role and Compositiog of the Bowred of Dirsctors of the Larae Publicly Gui
Corpoeation, Javuury 1978,



Public Expectations

L LTS —

Many people believe that corporations are generally con-
cerned only about profits and not about the impact their
operations may have on gociety. At the same time, il is
clear that a large percentuge of the public now measures
corporations by a yurdstick beyond strictly economic
objectives,

People are concemed about how the actions of corporations
and managers affect them not only as employees and cus-
tomers but also as membors of the society in which corpora-
tions operate. While the vange of these concerns is broad,
some of the mest prominent relate to:

— produst pricing, quality and advertising
— fair treatment of employees

—health aud safety in the workplace

- plant openings and closings

~—effects on the environment

—~role in the community

-~ philanthropy

At a time wheu the Federal Gaverntment has set a policy

of less rather than more regulation und aims 10 reduce the
rates of increase in government spending, public expecia-
tions of corporate performance in these areas of concern are
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even higher. As aresult, the respansibility problew for cor-
porations ig even greater, More than ever, managets of cor-
porations are expecied to serve the public interest e well
as private profit. While the business sector must deal with
this new challenge, it should not be expected to sutstitute
corporate dollars for a large proportion of the Fedenl funds
that are being reduced or eliminated,

As the corporate community uddresses growing pullic
expectations with regard to corporate performance, there
must be recognition of the fundamental importance of
profits and their contributions to the long-term ecotnmic
vinhility of the enterprisc. 1f a corporation is not profit-

able in the long run, there is no way that it can fulfill any
responsibilities to society, If the bottom line is a minusg,
there is no plus for society, Thus corporate long-tera viabil-
ity and corporate responsibility to society are interrelated.

The Expectations of Conslituencies

Corporations operate within a web of complex, oftencom-
peting relationships which demand the attention of corpo-
rate managers, The decision-making process requires an
understanding of the corporation’s many constituendes
and their various expectations. Key among these are the
following:

Customers, Customers have a primary claim for corpo-

rale attention. Without them, the enterprise will fail They
expect reliable products and services, fair value, gord ser-
vice and aceurate advertising, If customer expectatimns ave
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not satisfied, the corporation suflers long-texm as well as
short-term damage. The public attitude loward business is
substantially conditioned by the marketplace,

Employees, Management's relationship with employces
once was exprossed simply as a faiv day’s pay for « fair day’s
work, Now the relationship is more complicated, Employees
expect not only fair pay hut alse such conditions as equal
opportunity, workplaces that protect health and safety,
{inancial security, pevsonal privacy, freedom of expression,
and concern for their quality of life,

Experience has shown that employees will pexform well
for corporations which have earned their loyalty, rewarded
their performance, and involved them in the decision-
making process. At the samu time, corporations need o
weigh employee benefits in the light of competition arousd
the world and the fundamental necessity to produce profits
to support the continuing existence of the enterprise,

Communities, While much of the public discnssion about
the impact of corporations on the lives of people is cast in
general torms, corporations mos closely touch peopie’s
lives in the individual communities where they operate.
Here they are expected to be concermed with local needs
and problems —schools, traffic, pollution, health, recrea-
tion--and 1o explain their activities to the people of the
community,

Society at Large, Operating in national and multinational
spheres, corporations affect the lives of people around the
world. Their performance is subject to serutiny by @ diverse

public which includes academia, government, and the
mediw, They are expecled to respond lo conceris and issues
of national and international significance. At the same
time, the corporation’s first responsibility to society is to
raaintain its economic viability as & producer of goods and
sorvices, as au employer, and as a ercator of jobs.

Suppliers. Most suppliers to corporatious are smaller busi-
nesses, which expect and need fair purchasing practices
and prompt payment, The relationship between the large
corporations and the supplier is a vital element in the eco-
nomic system, for the very existence of many suppliers is
dependent an fair trealment by corpotaticns.

Shareholders. Shareholders have a special relationship te
the corporation. As providers of risk capitul, sherctolders
ynuke the corporation possible. They supply funds for cor-
porate birth, development, and growlh. Any approath to
corporate respongibility must begin with the practieal rec-
ognition that the corporation must be profitable enongh to
provide shareholders a return that will encourage continus-
tion of investment, The interest of shareholders must be
considered in all important activities of the corporation.

At one time most sharcholders were long-term, personally-
involved individual investors. Now a high propostion of
them is made up of institutionally-grouped and often un-
identified shorer-term buyers most interested in near-reval



gain. This has affected their role aniong business constitu-
encies, The expectation of nearerm gain van exen pres-
sure to subordinate long-range objectives to more intnedi-
ate profit considerations, Despite such expectations,
managemaent peeds to maintain ]ong-mnge perspective.

Balancing the Interests of Constituencies

Carelully weighivg the impacts of decistons and balancing
different constituent interests —in the context of both rear-
term and long-term effects —must be an integral part of the
corporation’s decision-making and managemenl provess,

Resalving the differcnces involves compromises and trade-
offs. It is impoxtant that all sides be heard hut impossible to
assure that all will be satisfied hecanse competing claims
may be mutally exclusive,

A elassic example of the varying interests of constituencios
ariscs when management must consider whether to estah-
lish, expaud, or close u plant. For sharcholders. customers,
and sociely ut farge, cloging a plant could bring positive
results by paving the way for production of better products
more economically in anew plant at a new location. Tt may
be ouly in that way that the company is able to meet domes-
tie and foreign compelition. Employees and the commu-
nity, however, may object (o the plant ¢losing hecause of
the impact on jobs and ather loval economic factors, Sen-
silive community issues also arise in connection with

.
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decisions on the location of new plants and expansion
of existing ones,

Balancing the shareholder’s expectations of maximun
relurn against other pricrities is one of the fundarmental
problems conlronting corporate management. The saare-
holder must receive a good return but the legitimateeon.
cerns of other constituencies also must have the apjropri-
ate attention,

Striving to reach the appropriate balance, some leacing
managers have come to believe that the peimary roleof cor-
porations is to help meet sociely's legitimate need for goods
arncl services und to earm a reasonable return for the share-
holders in the process. They ave aware that this must be
done in a socially acceptable manner. They believe that by
giving enlightened consideration to halancing the legti-
mate claims of all its constituents, & corporation wili hest
serve the interest of its shareholders.

Corporate Response

How can companies best react lo the various new demands
betng made on them? How should their vesponse be vrga-
nized? §eading managers have been at work on ansvzrs to
those questions,

Many companies now include the whole spectrum ofcor-
porute social objectives in strategic planning, This equires
planners to consider not only economic and technologicad
trends and events but also the social and political; to study




not only the expectations of sharcholders, employees, cus-
tomers, and supplicrs, but also those of the community and
the public. Such an approach encourages a broad, system-
atic: corporate overview and an evaluation of a wide range of
performance expectations,

Some companies have established committees of the Doard
of dircetors to deal with corporate responsibility issues.
Such commitiees provide guidance Lo management in defin-
ing the company's role, assessing the effectivenvsy of per-
formance, and recommending changes, These committees
of the board can serve ag independent auditors of issues
affecting the company and of how those issues are heing

addressed,

In compunies which have developed a girnetured approach
1o matters of responsibility, staff groups (often including un
officer of the company) examine and raise guestions related
1o these issues. They seek Lo encourage employees in all
seetions of the buginess to recognize public policy as part
of their regular work and call on them for analysis of the
particular issues in their avea. Such companies have a
pracess for checking whal is being done by employees
throughoul the company with regard to total performance
objeatives. Thal performance then becomes part of the
evaluation of employaes,

o — e e e e

(ompanies have also found it useful to have such policy
instruments as:

—a writlen code of conduct

—a written policy on corporate disclosure

—well-defined corporate poticies with regard to suchmatters
as executive compensation, fair pay, equal employnent
opportunity, personal privacy, freedom of expression

—a continuing focus on corporate impact o the envimnment,
health and safety in the workplace, and the impact of plant
openings and closings on compunities and employees

—-continuing concern aboul product quality, acceptakle pric-
ing policies, and sthics in advertising

—u high priurity for and high level attention 1o the sizz and
direction of corporate philanthropy®

--g program desighed to inform, sensitize, and train present
and futuce management to deal with public policy and
corporate tesponsibility issues

It is in the day-to~day —even hour-to-hour —managsment
of the business at all levels that corporate objectives for
total performance must be carried out. ‘Top manages regard
1he selection, training, and motivation of people as essen-
lial to suceess in dealing with these issues, They also stress
that it is not enough that top management and headquarters
organizations have well defined gouls of responsibilty. To
assure that these objectives will be elfective in field opera-
tions and factories, speeific programs should be developed
and implemented throughout the organization.

*in Mureh 1981 The Business Rounciable issued o position poper an corprate
philantbizopy wiging carporations to incresse comribilions for education:}, henlth,
welfure, snd cultural sctivities and t give philunthoopic effoits greater inpostancy.



ﬁgggmmeudntmns and Conclusions

Corporations huve a responsibilily, first of all, w make
available to the public quality goods and services at fair
pricr?s, thereby earning a profil that attracts investment o
continue and enhance the enterprise, provide jobs, and
build the economy. In currying out this mission, corpora-
tiozls have madc an impressive contribution to the well-
being and standard of living of people in the United States
and many other countries,

That economic respousibility is by no means incompatible
with other corporate responsibilities in society. In contem-
porary society all corporate responsibilities are so inter-
related that they should not and cannot be separated.

The issue is one of defining, and achieving, responsible
corporate management which full y integrates into the entire
corporate planning, management, and decision-making
process consideration of the impacts of all operating and
policy decisions an each of the carporation’s consli:.mnt:s.
Respensibility to all these constituents in foto constitutes
responsibility to society, making the corporation both an
ccopomicnlly and socially viable entity. Business and
sociely have a symbiotic refationship: ‘The long-term viabil-
ity of the corporation depends upon its responsibility to

the saciety of which it is a part. And the well-being of
socioty ‘depends upon profitable and responsible business
enlerprises,
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Just how a corparation focuses on these interrelated
responsibilities will vary from one company 10 another,
Zach corporation has an individual character, related to 118
products, markets, facilities, manufacturing procesies,
and other aspecss of its business,

Amidst that diversity, it is possible to set out some finda-
mental approaches. The Business Roundtable reconmends
that the directors, officers, and managers of corporations
consider:

1. Which issucs of responsibility have particular relevance
to their business.

2. Whether the company has effective policies, the right
personnel, and adequaté structure to deal with botsthe
economie und social expectations of constituencies and the
general public.

3, What changes, if any, should be made in company strue-
ture, staffing policics, operations, attitudes, and behavior
in order to deal effectively with public policy and sucial
issues.

4. What steps can be taken to assure that responsibilities to
all corporate constituents are given adequate consideration
in the selection, assignment, evaluation, and compensation
of employees.

5. How the company can inform, sensitize, and train
present and future management to deal with these matlers.

6. Whal can be done to assure that the company's latger”
role in socicty 1s understood by management, empleyees
and other constituencies,




7. What are the most effective ways for the company to
conuuunicate ite concern for all its responsibilities w the
general public.

Whilc it would be neither sensible nor possible to direct

the full thrust of the corporate communily’s efforts Lo curing
all the nation’s social ills, it is important that each corpora-
tion give attention to all the consequences of ity activities.
Business enterprises are nut designed to be either political
or cultural institutions, but the business community will be
well served by a habit of mind that stays alert to social
currents,

In considerable part, increased public confidence in husi-
ness as a positive force in society will depend upon the way
corporations respond to the public’s new and expanded
expectations regarding business,

Corporations are surrounded by a complicated pattern

of economic, social, ethical, and political ideas and expec-
tations. They have a responsibility to themselves, to each
other, and to their constituencivs —including society at
large —~to make a reasonable and effective response,

A corporation’s responsibilities include how the whole
business is conducted every day. It must be a thoughtful
institution which rises above the bottonn line to consider the
impact of its actions on ull, from shareholders to the sociely
at large. Iis businuse activities must make social sense just
as its social activities must make business sense.



