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Part I
Introduction



Chapter 1
Ethics and Responsibilities

Maria Cecilia Coutinho de Arruda and Boleslaw Rok

Ethics is not only a matter of convenience, but a condition of survival in society. The
lack of moral values seems to afflict the current social tissue, according to critics.
As a cancer that spreads in the body, amorality destroys the climate of trust that
should guide social relationships, leading to sometimes unsustainable situations.
Beyond a certain point, jungle law begins to be the only possible rule for social and
economic relationships. Of the many available ways to find the importance of ethi-
cal values, the bitterest is that of experience. But the goal of responsibility toward
the future is what mostly moves forward citizens and corporations and government
leaders. This book focuses on many aspects to help understand ethics and responsi-
bilities in a globalizing world.

Angel Rodriguez Lufio (1982) defines ethics as a part of philosophy that studies
the morality of human action, that is, considers human acts, whether good or bad.
The etymology of the term ethics helps explain the concept. From the Greek, éthos
(with epsilon) can be understood as customs, uses, and principles that guide a com-
munity, evoking the value of conscience in each person living in the polis.

Aristotle (1995, 1103a) uses the term éthos (with eta), referring himself to the
character of an individual, to his/her usual way of being, which is more personal
than social. He speaks about personality, meaning a set of qualities that distinguish
a person in his/her acting. He stresses that ethics is not so much related to knowing,
but to knowing how to live; to act well, to live a good life.
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If a person acquires and cultivates good habits throughout his/her life, and if
these habits come to make him/her a better person, such habits constitute virtues. If
they are bad habits, and pervert the person, they are vices. This perspective coin-
cides with the translation of mos, moris, of Latin origin, identified as moral, mean-
ing customs. Therefore, one can say that the study of morality is the science of the
customs (Debeljuh 2003).

For that reason, here the terms derived from the two origins can be considered as
identical, even if throughout history different interpretations have emphasized dis-
tinct meanings, even perhaps contrasting meanings, as authors in this book empha-
size. In summary, in this book ethics means to think and act well.

According to Robert C. Solomon (1999), an important philosopher of the twen-
tieth century concerned with and dedicated to business ethics, responsibility is a
virtue to be pursued practically in all contexts, but mostly in any special position
where a person is or must be responsible. It would be interesting to notice how he
focuses on doing what can and must be done, on doing the right thing. Considered
practically, responsibility is useful to others: it is possible to know who is in charge
of what, and that what is important will be done. For some people, inaction can be
easily rationalized, while others find it mandatory to act in some contexts, to assume
responsibility for what others do not or cannot do.

In this book, responsibility will also be considered an essential trait of character,
not only in the business or governmental arenas, but in any initiative, decision, or
activity. With this connotation in mind, assuming responsibility is something so
natural as to be “second nature” to some people, whereas to others it will require
some struggle against one’s temperament, aiming to acquire a virtue that is crucial
for life in society.

Wicks et al. (2010) assert that it makes no sense to talk about business without
talking about ethics. They suggest that there is a universal principle implicit in most
reasonably comprehensive moral views, and that is the responsibility principle:
“Most people, most of the time, want to and do accept responsibility for the effects
of their actions on others” (p. 73).

For this reason, organizations in general, for profit or not, are here studied by a
number of approaches, including their reason to exist: means to create wealth or added
value, development of persons who work for them, or service to the social community
where they are settled. Thinking of these three aspects, corporations have responsibili-
ties toward society, mainly with the communities that they serve most directly.

According to Carlos Llano Cifuentes (2004), the corporation is responsible
because it improves products and services provided, makes efforts to expand its
employees’ highest qualities, satisfies not only wishes, but the effective needs of
those who serve, and inspires good will and trust from society.

Corporate responsibilities have been expanded to cover societal issues, including
social concerns as part of corporation goals (Crane et al. 2008). Then, strategic
plans define what to be done, where and when to operate, and managerial aspects of
the action taken to comply with this responsibility. The continuous assessment aims
at sustainability of the process, and the assurance of a culture or a conduct expected
in all the organization.
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Domenec Melé (2007) states that a corporation is an intermediary institution
between the person and global society, together with many other intermediary insti-
tutions, such as family, culture, religion, sports, beneficents, and city associations,
all of which mediate to cooperate the creation of interpersonal and social bonds.

Broadening the spectrum of themes, terms, and concepts, the global corporate
social responsibilities perspective covers impacts, challenges, analysis, criticism,
consequences of important topics of real life, sustainability, international economy
and regimes, corruption, poverty, and violence, among others (Hooker and Madsen
2004; Arruda and Enderle 2004). Interestingly, in the early 1970s, Walter Schulz
(1972) already seemed to foresee all this development, when he defined responsibil-
ity as “self-commitment out of freedom in worldly relationships” (pp. 631-632). He
wisely included three components: subject (who is responsible?); content (for what
is one responsible?); and addresses (toward whom is one responsible?).

Freeman (1984), considered the author of the stakeholder theory, emphasized
two decades later that if a company affects individuals or groups to reach its objec-
tives, these groups also have a legitimate interest — or ‘stake’ — in the corporation,
proportional to the power and influence in the decisions (Mitchell et al. 1997).
Based on this, it would make more sense to speak of responsibilities to stakeholders,
not only of responsibility in general.

Thus, in this book, ethics and responsibilities are contemplated in a large range
of meanings, consequences, and impacts, reflecting the feelings and reasoning of 24
authors from all continents. This global view has a special value in itself, as we
found no other work with such a perspective. All chapters constitute original papers
presented at the Fifth World ISBEE Congress (International Society of Business,
Economics, and Ethics), a wonderful experience that took place in Warsaw, Poland,
at the Kozminski University, on 11-14 July, 2012.

Each chapter was selected for its relationship with the central focus: ethics and
responsibilities, but in different dimensions, directly or indirectly, such as in a per-
sonal aspect, in management, or at a macro-level, pointing out current concepts,
situations, or impacts on humankind as a whole. As editors, we respect the authors’
points of view, which does not mean that we necessarily agree with them, nor are we
responsible for their statements. Our main goal was to allow the authors to raise new
issues, as well as to reflect upon already known matters, but in a diverse manner.

We — editors and authors — are deeply grateful for the reviewers’ comments and
suggestions. They were important to improve the book as a whole.

The chapters are presented in the following structure:

Part I: Introduction
Part II: Responsibility as a Key Concept of Ethics

Roennegard et al.  begin with shareholder primacy as an impediment to corporate
(social) responsibility and delineates interesting research

perspectives.
Zrinyi provides a philosophical foundation of responsibility.
Krause et al. broaden the rationality of self-interest and provide legitimacy of

norms required by “we-reasoning” (or sharing responsibility).
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Part I1I: Healthy, Fair, and Sustainable Business Cultures

Bulatova advocates healthy cultures for business organizations.

Lewestam et al. embrace the “work culture” by emphasizing the intrinsic value of
“life.”

Arruda et al. emphasize the professional culture and the culture of
sustainability

Nathan explains the purpose of the company as the pursuit of well-being

and social justice.
Part IV: Business Engaging in Politics

Baur et al. discuss corporate political advocacy as a new challenge for cor-
porate (social) responsibility (particularly) in the United States

Mendoza et al.  address Chile’s ethical challenges as a country in transition

Shtybel et al. analyze Ukraine in moving toward a social-oriented market
economy

Part V: Business Ethics Education

Schweigert calls for teaching social responsibility as a matter of justice.

Harris develops a virtue ethics approach to justice and sustainability.

McManus et al.  compare moral reasoning and learning outcomes in undergradu-
ate business education in the United States and Brazil.

Gichure discusses business ethics teaching in Africa with a focus on
Kenya.

Conclusion

Rok et al. comment on the United Nations - Principles for Responsible

Management Education - (UN-PRME) and the role of educa-
tional institutions for ethics and responsibilities

In Part I, Introduction and Corporate Leadership, Klaus M. Leisinger (2016)
opens the book with a wide-ranging discussion of issues that are faced by business
leaders. As a congress keynote speaker, Leisinger (2016) reminds us that, in the
past, trust in business and government tended to move in different directions, but
recently distrust in business and government have “moved in the same direction:
downward.” This very simple comment calls our attention to how intensely the lack
of responsibility has been felt. Trust is directly related to responsibility. The lack of
trust results in higher costs, as social and professional relationships suffer a reduc-
tion of willingness to cooperate and help. Leisinger stresses that business leaders
can help to create trust in their spheres of influence, by doing no harm and doing
good. To do so, they should face and handle issues related to normative pluralism,
differences in axiomatic assumptions, pluralism of interests, transcultural chal-
lenges, unavoidable dilemmas, distrust of “size” per se, and complexity. Corporate
leaders will need a societal intelligence and competence to win hearts and souls, not
just minds, acting through: participation in public discourse of strategic relevance to
the corporation; listening to and learning from constituencies outside the business
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silo; talking explicitly about value premises and axiomatic assumptions; creating
transparency and explaining complexity; sharing dilemmas; raising awareness
about the opportunity costs of not acting; striving for “inclusive” solutions; and,
finally, putting corporate leadership in context.

Many excellent presentations enriched the Parallel Sessions of the 2012 ISBEE
Congress in Poland. The selected papers in this book mainly discuss issues related
to concepts of ethics and responsibilities; healthy, fair, and sustainable business
cultures; business engaging in politics; and business ethics education.

The content of the chapters can be summarized as follows.

Part I1, Responsibility as a Key Concept of Ethics, gathers three important chap-
ters for the contemporary theoretical discussion of ethics and responsibilities, writ-
ten by David Ronnegard and N. Craig Smith (2016); Imre Ungvari Zrinyi (2016);
and Juljan Krause and Markus Scholz (2016).

Ronnegard and Smith (2016) examine the Shareholder Primacy Norm (SPN) in
the light of its widely accepted role as an impediment to Corporate Social
Responsibility (CSR). They start by explaining the SPN and then look at its status
under U.S. and UK law and show that it is not a legal requirement of corporate
managers. This finding is in contrast to the assertion that managers are legally con-
strained from addressing CSR issues if doing so would be inconsistent with the
interests of shareholders. Nonetheless, although the SPN might be muted as a legal
norm, they argue that it is very much evident as a social norm among managers,
perpetuated in part by shareholders’ sole voting rights for the board of directors.
The authors offer descriptive research propositions regarding the role and justifica-
tion of the SPN among managers and then turn to its implications for prescriptive
research directions, both normative and instrumental. By shining light on the hin-
drance to CSR resulting from the SPN as a social norm, this chapter contributes to
the “basic debate” in business ethics, regarding whether managers should focus on
shareholder interests or the interests of a wider constituency of stakeholders.

Zrinyi (2016) understands that, despite the widely disseminated idea of corporate
social responsibility (CSR), today’s economic and moral thinking confronts an
unprecedented challenge, that of the wide questioning of social responsibility in
business activity and its corporate actors, as well as the inflation of the moral terms
and demands, which eludes any standards and sense of personal duty for a diffuse
‘free-floating responsibility’ of the buck-passing from everybody to nobody.
Responsibility (mostly in CSR terminology) is a buzzword nowadays, but no time is
in greater need of genuinely responsible behavior than the present. In public dis-
course everybody speaks about ethics but is intensely preoccupied with how to
avoid its demands. Many of the most notorious public figures of business, politics,
and the everyday media world seem to be perfect examples of the Aristotle’s “clever
man” or deinos, meaning both wonderful and terrible, ““a man who has all the natu-
ral prerequisites and gifts for moral knowledge, (...) with remarkable skill, to get
the most out of any situation (...), but who uses his skills to any purpose and is
without inhibition, ...He is aneu arete,” that is, without virtue (Gadamer 2006). The
greatest challenge for recent ethical thinking is how to stop the inflation of ethical
terms in media and in the everyday life of people and to recover the credibility of
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ethics in the public sphere. Therefore, the author’s central thesis is that Responsibility
is a part of the authenticity of the Self. In its genuine meaning, it can only be thought
of as a person’s Self-responsibility. The basic question should not be put in terms of
“What is responsibility?” but rather “What kind of responsibilities do I have? “To
whom am I responsible?” What am I responsible for? “Which interpretation should
become the core of my outlook on life to keep me aware of these responsibilities?”

Krause and Scholz (2016) discuss how, in a globalized economy, rules, norms,
standards, and guidelines increasingly emerge outside the traditional democratic
framework: rather than be deliberated on and passed in parliament, new forms of
business standards are the result of intercorporational efforts, which prompts urgent
questions about their legitimacy. These new ways of establishing norms are often
referred to in terms of multi-stakeholder initiatives (MSI), clubs, private authority
regimes, private law, or private regulation. A key requirement for assessing the
legitimacy of MSI guidelines is a thorough assessment of the procedural nature by
which these norms emerge: only if this process is fair can one speak of a legitimate
norm as the result. Hence, the analysis of this process of norm emergence is the
focus of this chapter. In particular the question how norms arise out of negotiations
among a limited number of stakeholders is unclear. The authors draw on recent
advances in social philosophy and argue that ‘ethics guidelines’ that emerge outside
sovereign control are better understood if read against recent literature on ‘collec-
tive intentionality’ and ‘team game theory.’

In Part II1, for Healthy, Fair, and Sustainable Business Cultures, Julia Bulatova
(2016); Karolina Lewestam and Paulina Bednarz-Euczewska (2016); Maria Cecilia
Coutinho de Arruda and Marilena Lino de Almeida Lavorato (2016); and Ganesh
Nathan (2016) argue that people, either as individuals or as professionals, are called
to responsibility as a matter of well-being, justice, and competence.

Bulatova (2016) links independent concepts such as ethical leadership, creativ-
ity, and culture as business resources. She argues that the linkage of these concepts
in practice leads to a normal, healthy, and adaptive development of an enterprise.
Organizational health is connected with healthy leadership and diverges from the
organizational ‘psychopathy’ with its narcissist leaders and their aloofness to ethics.
Other aspects of organizational mental health are observed in relationship with a
health-integrated organizational culture. She questions the organizational responsi-
bility toward culture. Creative solutions are addressed as important indicators of
mental maturity, and the regulatory role of shame in the moral growth process is
emphasized. This study is part of a broader project and will be more deeply investi-
gated at other opportunities. Therefore, this chapter focuses on different aspects of
business ethics and its links to the theories of creativity, psychiatry, psychophysiol-
ogy, and economy.

Lewestam and Bednarz-Luczewska (2016) provide a normative, non-
consequentialist grounding for the claim that life—~work balance is morally valuable
and should be promoted. Their argument is based on the extrapolation of the estab-
lished theories into the field of theoretical extension (Snow et al. 2003). They claim
that given the universal recognition of the intrinsic value of harmonious life there is
a prima facie duty not to hinder the life-work balance. They focus on the search for
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agents responsible for bringing it about. They state that the structure of responsibil-
ity allocation in this case mirrors that of other structural injustices in situations of
bounded rationality, and take the oppression of women as a model of the distribu-
tion of blame. Using Claudia Card’s ‘complicity’ criterion, they conclude that
agents should gradually opt out from the oppressive scheme that renders work-life
balance difficult, or even impossible. Finally, they emphasize that the question of
allocation of moral responsibility for work—life balance seems to be insufficiently
and not properly addressed in the literature yet. Because of the explicitly noninstru-
mental approach of the work—life balance issue, their perspective can be original.

Arruda and Lavorato (2016) point out the challenges of developing a culture of
sustainability, given pressures in organizations. The worldwide planned use of
scarce natural resources leads to responsibility and to a new order of decisions:
international policies and agreements, technology development, innovation in pro-
cesses and products, research, and reports, among others. In a concrete international
joint effort, sustainability should not mean fear to any stakeholder in the organiza-
tions. The authors analyze sustainability officers’ responsibilities and perspectives
to enforce a sustainable culture in the enterprises, compared to the experience of
business ethics officers.

Nathan (2016) attempts to provide some directions for re-theorizing the firm
from a sociopolitical perspective to underscore how the purpose of the company is
rooted in our societal life, and hence a notion of well-being and social justice of
stakeholders gains significance rather than the creation of wealth for shareholders as
the sole purpose of the firm. This chapter concludes that such an approach has some
implications for responsible governance through stakeholder deliberation for social
justice.

In Part IV, interesting reflections on Business Engaging in Politics were raised in
three chapters presented by Dorothea Baur and Florian Wettstein (2016); Jorge
Mendoza and Orlando de la Vega (2016); and Ulyana Shtybel and Elena Artemenko
(2016).

Baur and Wettstein (2016) analyze an emerging problem area in CSR and the
ongoing debates on corporations as political actors of the so-called corporate politi-
cal advocacy. They understand that advocacy denotes the phenomenon of corpora-
tions taking a stance, politically, by showing explicit and public support for certain
ideals or values with the aim of convincing others to embrace them as well. An
example of advocacy presented is Ben and Jerry’s active support of a law legalizing
gay marriage in Vermont. Yet, such behavior raises normative challenges: what, if
any, notion of moral responsibility can account for corporate political advocacy?
Under what circumstances and from what perspective can it be considered legiti-
mate or even desirable? The authors argue that although advocacy overlaps with
existing debates on the political role and responsibility of corporations (e.g., politi-
cal CSR and corporate political activity), none of these debates succeeds in making
conceptual and normative sense of the phenomenon.

Mendoza and De La Vega (2016) developed their chapter as an exploratory study
based upon two main ideas: to clarify whether Chilean society is moving toward
democracy, and to analyze whether this movement (transition) is performed simul-
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taneously in all aspects and variables. They use the concept transitions of the transi-
tion. Not just one transition exists, but many of them are occurring at different rates:
political-institutional, political power in itself, social reconciliation, civil-military
relationships, cultural and ethical, and economic transitions. They consider that an
effective transition toward democracy in all areas places particular emphasis on the
relationship between cultural environment and its ethical derivations, particularly in
relation to economy. The authors discuss the so-called value crisis or crisis of val-
ues. Although both terms indicate a similar direction, the first points of distinction
between them are related either to the behaviors in the society (this would corre-
spond to the term “value crisis”) or to a more academic discussion about the origin
and recognition that should promote some values and value systems in the society.
As to Chile and its economic system, this can be seen in the gap between values
proclaimed at a public level and through companies’ ethical codes, as well as actual
behaviors qualified as criminal acts and, finally, violations that have been revealed
to the public by the press, both from businessmen and from political authorities. In
this sense, the authors find it necessary to analyze a factor that has been relegated to
the political thought, the transition subject. They discuss how people have tried to
end the transition since the 1990s, and for that purpose, there have been attempts of
closure, especially with regard to political issues and, particularly, human rights.
However, the authors conclude that transition is not just one but several processes;
for this reason, it is more appropriate to speak of “transitions.”

Shtybel and Artemenko (2016) consider the globally important issues of poverty
and economic inequality. They argue that today’s standards of living across the
world are a direct result of economic progress over the years. Threats of global
poverty and economic inequality particularly occur as obstacles to the development
process. A democratic, smart, civilized world requires the transformation toward a
social-oriented market economy and pro-social mentality. The objective of this
chapter is to explore economic inequality in European and non-European countries
by the Gini coefficient, to analyze the causes of the problem, and to present the
problem-solving answer: eradicate economic injustice by developing an alternative
model of financial and fiscal policy, in accordance with global social challenges and
main future priorities, including specific objectives of the “Europe 2020 Strategy,
for “smart, sustainable, and inclusive growth.” First, a theoretical background and
measurement of economic inequality in European and non-European countries are
presented. Then, economic equality and justice within the frame of economic secu-
rity are discussed. Some aspects of behavioral economics indicate the growing
impact of corporate social responsibility (CSR) management and the logical need of
community involvement with the International Social Justice and Economic Justice
Initiative. There is an attempt to prove the idea of social capital development as a
precondition for economic development, achieving social and economic equality in
society. The authors emphasize the needs to intensify global policy toward achiev-
ing economic equality in developing countries, to adopt the new social-oriented
model of financial system and responsible public financial management develop-
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ment, and to legalize the concepts of corporate social responsibility (CSR), ethical
banking, and increasing pro-social impact of businesses and financial institutions, to
reorient the ordinary taxation system to the system of tax incentives on the basis of
ethical criteria. The authors conclude that the contemporary liberal market econo-
mies are obviously exhausted and that other options for socioeconomic development,
based upon moral and ethics values, safe economic behavior, and human security,
should prevail.

In Part V, concerning Business Ethics Education, Francis J. Schweigert (2016);
Howard Harris (2016); Jessica McManus Warnell, Maria Cecilia Coutinho de
Arruda, and Cheng Wang (2016); and Christine W. Gichure (2016) offer different
perspectives and comparative studies in four chapters that invite important
reflections.

Schweigert (2016) proposes to expand business ethics education, considering
social responsibility a matter of justice. For him, business ethics education has
focused primarily on the moral formation of individual leaders and managers in the
context of ethical codes, organizational culture, and legal compliance. Even if such
an approach is so important, it fails to generate a sufficient level of business respon-
sibility to satisfy legitimate social concerns regarding the use of natural resources,
environmental sustainability, reasonable limitation of systemic risk in capital mar-
kets, and fair allocation of goods and services. In this chapter, Schweigert (2016)
describes the ordinary moral hazards of the workplace that call for external account-
ability in addition to internal moral values and conscience. He also reviews the cur-
rent approaches to moral education in business ethics and proposes adding the
pragmatic pursuit of the good. He provides the rationale and direction for this
expanded approach to business ethics education, establishing business responsibil-
ity for the social good as a matter of justice; distinguishing public accountability on
matters of justice from personal moral accountability to one’s conscience; and pre-
paring business leaders to engage in public deliberation to determine the legitimacy,
priority, and just resolution of social claims.

Harris (2016) states that the argument most frequently used to justify the call for
sustainability in business and life generally is based on notions of distributive jus-
tice. This chapter sees a strong link between sustainability and justice, but in a dif-
ferent way, concerned more with the development and exercise of the virtue of
justice by individuals. For Harris (2016), sustainability is thus more personal, and is
something involving personal effort. It is a work of justice. The first section pro-
vides a short restatement of the conventional view that sustainability is principally
about intergenerational justice, and introduces some alternative positions. In the
second, three main approaches to justice — utilitarian, rights, and virtue — are out-
lined. The third section is concerned with the argument that justice is a virtue, that
it is a quality of character as well as a measure of distribution, and that this personal
virtue can be developed in the community. The fourth considers the interrelation-
ship between the virtue of justice and sustainability, and shows that both sustain-
ability and justice require personal effort. In conclusion, Harris (2016) reinforces
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the argument that sustainability is something to be worked at now. A commitment
to sustainability is not a wish for the future but an action in the present.

Warnell, Arruda, and Wang (2016) explore findings of an assessment of moral
reasoning and learning outcomes associated with undergraduate business ethics
courses in schools from two diverse contexts, the United States and Brazil, includ-
ing a required course in conceptual foundations of business ethics and optional elec-
tive courses. Findings of the longitudinal study indicate empirical support for
applied curricula and the Four Component Model of Morality (Rest and Narvaez
1999) are presented as one promising and productive framework. The chapter
explores approaches with potential for developing emerging business leaders with
proclivity toward and capacity for ethical leadership, and discusses the role of insti-
tutional support for student development in the area of business ethics.

Gichure (2016) understands that a practice of management relevant to the African
situation seems to require a reexamination of the relationship between philosophy
and management within African cultures. She states that, to date, there is a dearth of
substantial African business ethics literature and substantive courses that can
address the root cause of what is perceived to be corruption in African institutions.
Much of the material in use and the management theories taught are far removed
from the reality of African society and its setting. As a consequence, the author sees
that the impact of these ethical theories on the practice of management in Africa is
still negligible. Some scholars front the African worldview now commonly called
Ubuntu philosophy as a relevant basis for an African business ethics. However, the
viability of Ubuntu as a basis for a leadership or management theory presents sev-
eral difficulties in modern Africa. This chapter presents an overview of the efforts
and achievements gained in ethics research and teaching in the last two decades by
different stakeholders. These actions include some philosophical inquiries regard-
ing the existence and the concept of ethics and the moral character in Africa, the
debate regarding the opinion that a viable business ethics for Africa would have to
take into consideration the general African cultures and practices, and the efforts
gained so far in ethics and corporate governance. The chapter also looks at the
efforts and gains made toward entrenching a value system in Kenya by a broad array
of stakeholders, from government, private sector, civil society, and academia. In
conclusion, the author proposes that to imbue a more rationalized understanding of
why it makes good sense to observe ethics in business and public life, there is need
for education based on the idea of general human good and universal human
dignity.

As our conclusion, we recognize a future with ethics and responsibility in the
heart of all chapters. It has become crucial to understand ethics and responsibility in
a globalizing world.
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Chapter 2
Corporate Leadership in Times of Public
Distrust

Klaus M. Leisinger

Come gather 'round people

Wherever you roam

And admit that the waters

Around you have grown

And accept it that soon

You’ll be drenched to the bone

If your time to you is worth savin’

Then you better start swimmin’ or you’ll sink like a stone
For the times they are a-changin’

Bob Dylan

Part I: Modern Societies: A Landscape of Distrust

The analysis of global surveys such as the Edelman Trust Barometer' or GlobeScan®
reveals that throughout the world today people have less trust than ever. This is so
with regard to governments’ ability to effectively manage economic, social, and
environmental problems and with regard to the trustworthiness of the media. Even
(Christian) churches — traditionally sources of moral orientation and normative
guidance — are suffering from a long-term trend of decline in trust.?

“Business” is also suffering from a pronounced low level of trust. The Edelman
Trust Barometer 2012 finds on average less than 50 % of the population trusting that
business is “doing what is right,” that is, that corporations are working in the best
interests of society.* In some countries trust in “business” is at historic lows — for
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example, in France (28 %), Spain (32 %), Germany (34 %), and the United Kingdom
(38 %) — whereas in the United States it is at 50 %. Confidence in capitalism in gen-
eral and support of free enterprise has fallen too.> In some countries, the perceived
legitimacy of the market system is fading,® with no credible alternative in sight.
Traditionally, trust in business and government tended to move in different direc-
tions: decreased trust in business was associated with increased trust in government.
During the past few years, however, distrust in business and government moved in
the same direction: downward. Yet, despite the fact that government leaders are less
trusted than business leaders, nearly half of the global respondents of the Edelman
Trust Barometer want more government regulation of business. And the acceptance
of nongovernmental organizations (NGOs) as critical “watchdogs” is more pro-
nounced than ever: NGOs are today’s most trusted institutions throughout the world.”
Societal distrust in business is accompanied by a new phenomenon that could be
perceived as a tidal change in judgment of economic issues. Major “keepers of the
capitalist grail” go on record with critical statements and unfamiliar signals. Old
certainties about capitalism, markets, and managements seem to be crumbling. Bill
Gates used a speech at the World Economic Forum to request a reformed capitalism,
one that not only yields profits for those who can benefit from market forces but also
improves the lives of those who do not benefit because they do not have the purchas-
ing power to participate in markets.®
The Harvard Business Review (HBR) made a diagnosis that “Trust in Business is
Running Out” and gave the therapeutic advice that a “strategic imperative for most
companies is to do what they can to regain the trust of stakeholders and to more
effectively manage relationships with them.” The reform process, said the HBR,
“starts at the top. Corporate leaders need to demonstrate to civil society that they
understand popular and political concerns related to executive compensation, risk
management, board oversight, and the treatment of employees facing layoffs.
Regaining trust also means dispensing with the view that the only objective of man-
agement is to increase shareholder value.”'® A few pages later, the HBR asked
“Shareholders First? Not so fast...” and gave the following answer: “Shareholder
capitalism ... doesn’t motivate or engage the workforce in a way that engenders high
performance ... [and] customers, for their part, care about the quality of the goods
and services they’re getting and how they’re being treated — not about stock price.”"!
In January 2012 the Financial Times published a collection of articles on “capital-
ism in crisis”'? and provided its readers from the business community with rather
unexpected insights. Among them were a questioning of the theory that wealth is
“trickling down,” the labeling of economic growth as “meaningless” unless it has a
broad positive social impact, the diagnosis that “business’s license to operate” is erod-
ing, and — last but not least — a reminder of John Maynard Keynes’s observation that
the businessman is “only tolerable as long as his gains can be held to bear some rela-
tion to what, roughly and in some sense, their activities have contributed to society.”
The Economist joined the new chorus by no longer ruling out that “the era of free
market triumphalism” that started with Ronald Reagan and Margaret Thatcher “has
come to a juddering halt.”'? Jeffrey Sachs has diagnosed a “value crisis” behind the
economic crisis: “Self-interest, without morals, leads to capitalism’s self-
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destruction.”'* If capitalism is no longer embedded in moral values, Sachs says,

consumerism constitutes self-interest detached from the common good and will
result in unacceptable inequality and environmental unsustainability.

Last but not least, the common denominator of the civil society events at the
Corporate Sustainability Forum organized by the UN Global Compact (Rio de
Janeiro, June 2012) was the view that business is much more part of the problem
than of the solution, a view seemingly shared by the “50+20 Agenda Management
Education for the World.”!s

All of a sudden, the core institution of contemporary capitalism as well as its
main protagonists — multinational corporations and their business models — and
management practices are in the middle of broad discontent.

Part II: The Lack of Trust and Its Social Costs

Trust is the up-front reliance that one’s expectations of individuals’ or institutions’
attitudes and patterns of actions are justified.'® People trust as a result of personal
experiences and lessons learned in the past, and they have confidence that the future
actions of these people and institutions are carried out within a corridor of shared
values and common ethical norms. Trust of this kind allows for a reduction of com-
plexity: one does not have to fully understand and control everything and yet can
rely on a predictable pattern of behavior of the related persons or institutions. The
future always contains contingencies, but for a trusting person, these changes are
within a predictable corridor. This is why people in a trusting environment have
more possibilities and freedom to act: because of their trust, they can anticipate
future actions and reactions in their social environment.

People rarely have full trust or no trust at all. As Niklas Luhmann formulated it,
it is always a “yes/but” trust,'” as a minimum of control is wise even in trustful and
friendly relationships. Total control, however, would suffocate initiative and motiva-
tion and eliminate individual accountability. What a person or institution would want
to strive for is “robust” trust, that is, the ascription of legitimate action as the “nor-
mal” course of conduct, and being granted the benefit of doubt under unclear circum-
stances. Trust, as is loyalty or truth-telling, notes Economics Nobel Laureate Kenneth
Arrow, an “important lubricant of a social system” — a positive “externality” that has
real practical and economic value and increases the efficiency of the system.'®

Where different societal actors cooperate and support each other in mutual trust,
decisions are no longer based on narrow self-interest but on a broader commitment
to the common purpose and common good.'” Trust in each other’s honesty permits
the pooling of resources and risk-taking, which in turn reduces transaction costs and
allows technical, economic, and social change, which again opens new opportuni-
ties. With the presence of a high degree of trust and the belief in each other’s basic
honesty, says Francis Fukuyama, “there is less need to spell things out in lengthy
contracts; less need to hedge against unexpected contingencies; fewer disputes, and
less need to litigate if disputes arise. Indeed, in some high-trust relationships, parties
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do not even have to worry about maximizing profits in the short run, because they
know that a deficit in one period will be made good by the other party later.”*°

Loss of trust usually develops over a longer time and is often unnoticed by the
public. Preexisting but diffuse uneasiness can become suddenly publicly manifest
by unexpected negative events such as scandals, gross misconduct, or spectacular
accidents. What was an unnoticed uneasiness all of a sudden becomes substantiated
and exemplified and gets generalized. This is true for the political system, the cleri-
cal system, and the economic system with its corporations and their leaders.
Different actors in different societal subsystems need different ways and means to
restore or build up trust. The common denominator for all actors — be they priests,
politicians, or managers — is that “freedom to act” and the “license to operate” are
only granted by society if and when all actors live up to what is expected with regard
to responsibility and accountability.

But this is not easy at all. Trust cannot be purchased or traded on open markets.
It can also not be mended through rectification and compensation after having been
lost. Being a complex matter, trust building is also not reducible to professionally
well done communications. Trust is bestowed upon people and institutions as a
reward for the recognition that they have performed coherently and consistently on
the basis of commonly shared norms and codes of behavior. Living in times of glo-
balization and its social change as well as economic uncertainties, people all over
the world want to have at least a few solid pillars of reliable conduct.

The loss of trust reduces one of the most valuable societal assets: social capital,
which is roughly understood as the “goodwill that is engendered by the fabric of social
relations and that can be mobilized to facilitate action.””! This goodwill includes sym-
pathy, willingness to cooperate, and help for others by letting them benefit from social
and professional relationships as well as from networks of friends. The terms of
exchange are not petty minded and calculating inasmuch as a favor done or assistance
provided is expected to be returned promptly. The tacit understanding is that it will be
returned eventually at a time yet to be determined. Communities only thrive in an
atmosphere of mutual trust. The decline of social capital as a result of a decrease in the
level of trust has dramatic social and economic costs.

Distrust or a “trust vacuum” leads to free-rider attitudes, populism, protection-
ism, and other political aberrations.

Under conditions of distrust, all social and economic activities are burdened with
much higher transaction costs:

* A high level of freedom to operate is a precondition for making best use of the
economic and social opportunities available. Fukuyama points to the fact that in
a social environment devoid of trust, one will have “to approach every contract
with the assumption that our partners would try to cheat us if they could, then we
would have to spend a considerable amount of time bulletproofing the document
to make sure that there were no legal loopholes by which we could be taken
advantage of. Contracts would be endlessly long and detailed, spelling out every
possible contingency and defining every conceivable obligation. We would never
offer to do more than we were legally obliged to in a joint venture, for fear of
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being exploited, and we would regard new and possibly innovative proposals
from our partners as tricks designed to get the better of us. Moreover, we would
expect that, despite our best efforts in the negotiations, a certain number of peo-
ple would succeed on cheating us or defaulting on their obligations. We would
not be able to resort to arbitration, because we would not trust third-party arbitra-
tors sufficiently. Everything would have to be referred to the legal system for
resolution, with all its cumbersome rules and methods, or potentially even to the
criminal courts.”*

* Where subjective judgments based on trust resulting from a common under-
standing of what is the right thing to do are replaced by anonymous bureaucratic
rules and legal procedures, everything becomes more costly and time-consuming
to implement. “Widespread distrust in a society ... imposes a kind of tax on all
forms of economic activity, a tax that high-trusted societies do not have to pay.”*

This is not to say that the modern system of contracts, intellectual property, and
comprehensive legal systems are of a secondary importance or can be replaced by
informal trust-based arrangements. Modern legal and enforcement mechanisms are
necessary for the development of modern enterprises and economic growth. But
they are not sufficient for sustained prosperity and broad societal well-being if they
are not complemented by a common bond of accepted social arrangements, recipro-
cal obligations, a sense of duty toward the community, and ethical habits. Such
habits, based on common values and not on explicit rational calculation, are, as
Fukuyama puts it, “not anachronisms in a modern society but rather the sine qua
non of the latter’s success.””*

Trust also protects. Although corporate “fame” from excellence in conduct has a
shorter half-life than corporate “shame” resulting from misconduct, a trustful rela-
tionship between society and corporations is rewarded by diminishing the impact
that bad news has on a company. Companies that are distrusted and facing an
onslaught of negative news will have a harder time changing opinions after the
storm than they would have had if they had been trusted at the outset. These find-
ings, the Edelman Trust notes, “send a strong signal that corporate leaders would be
well advised to create a trust foundation so that positive information has an echo
chamber in which to resonate.””

Last but not least, actual and potential customers rate trust-related issues much
higher today than they did 5 to 6 years ago. “Quality of products and services,”
“attentiveness to customers,” or “strong financial performance” were at the top of
the factors that shaped the trust in a company in 2006, but the picture was very dif-
ferent in 2011. Now factors such as “transparent and honest business practices,” “a
company I can trust,” or “honest communication” and “good citizenship” were the
leading points.*

Business enterprises and their leaders are inextricably interconnected with the
societies in which they are engaged ; they are part of the same network of values,
rights, and obligations. Sustainable corporate success is not achievable if the corpo-
rate practices are perceived to be in conflict with societal norms. In a fair societal
distribution of labor, the business sector has different duties and responsibilities
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than, for example, the church, scientific institutions, or NGOs, but corporations
have to remain in the common corridor of norms that shape the society as a whole.
From shared values and consistent conduct comes the trust that reduces transaction
costs and thereby increases economic efficiency.

As trust allows for an intuitive reduction of complexity, shareholders and stake-
holders do not have to understand complicated technical characteristics, sophisti-
cated scientific contexts, or other complexities behind the products or services
offered by a company. They do not have to hire a specialist to make a quality analy-
sis every time a product or service is needed; they are willing to buy and use the
goods and services provided by the company because of the implicit ascription of
integrity on the side of the provider. Small- and medium-size companies have an
advantage here: trust develops more easily in a small, group-oriented, culturally
homogeneous moral community.”” Large companies, being engaged in different
legal, social, cultural, and economic environments, are confronted with a pluralism
of understanding about “good,” “responsible,” and therefore “trustworthy,” and yet,
there is no alternative for the structured endeavors to create trust.

Part II1: What Can Corporate Leaders Do to Create Trust
in Their Sphere of Influence?

Trust “does not fall from heaven.” Companies and their leaders must work in such a
way that it is bestowed upon them. In their core competence they still must ensure
that the goods and services offered meet customers’ demands, have the highest pos-
sible quality, and can be sold at prices that are competitive and in the best interest of
the corporation. They must still strive to contain costs, make wise strategic deci-
sions, and comply with law. But that is no longer sufficient to create trust. Today
multinational corporations not only must respect the laws and regulations of the
countries in which they operate: they are also expected to live up to the spirit of
international norms, such as those underlying the corporate responsibility platform
of the Global Compact.”®

First Things First: “Doing No Harm”

No matter how different human beings’ views of the world may be, no matter how
different their goals and expectations in life, people everywhere largely agree on
what is harmful or what should be avoided. This concept defines “responsible cor-
porate conduct” first and foremost as the nonnegotiable duty “to do no harm” (pri-
mum non nocere). Enlightened managers know that unfair labor conditions, harmful
environmental standards, and, at worst, “collateral damage” in the form of human
rights violations are not acceptable. They will organize their companies accord-
ingly. As insufficient laws or deficits in enforcement are no excuse for shortcomings
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in corporate environmental, social, or other performance, enlightened managers are
also aware that inadequate national laws and regulations cannot “legitimize” inap-
propriate corporate standards. In this context, the difference between a compliance-
based and an integrity-based strategy becomes relevant. A business performance
that strives to save on costs or exploit opportunities by going to the edge of what is
legally permissible instead of living up to the spirit of a Global Compact-based
corporate responsibility philosophy may look better in the short term but is likely to
create much higher risks of accidents or perceived misconduct. When faced with
dubious legal standards, good management practices wisely exercise self-restraint
and avoid morally ambivalent business practices.

Economic success achieved with collateral social or ecological damages or, even
worse, human rights violations offends human dignity (including the dignity of
those responsible for such a conduct) and destroys public trust. One does not have
to study moral philosophy and make complex ethical analyses to come to the con-
clusion that corporate activities should do no harm and that international norms
ought to be respected: these minima moralia simply represent good management
practices and mere decency.

“Doing Good:” An Increasing Part of Society’s Expectation

For an increasing number of citizens in modern societies, “doing no harm” is no
longer sufficient to earn trust. Competing with integrity and minimizing corporate
misconduct through value management remains nonnegotiable, but it does not
ensure that all stakeholder expectations are met. There will always be interest
groups whose demands are rejected and that therefore remain disappointed.
Disappointment of expectations leads, as already discussed, to loss of trust. The
roots of this problem are partly in different understandings of what the role of a
corporation in society should be, and to whom and for what management ought to
be accountable. Although many industry leaders continue to be convinced that their
role is to “mind their business,” defined in the traditional way, leaders of civil soci-
ety and United Nations bodies consider this to be too myopic a view. Differences in
judgment about these issues are usually rooted in differences in the underlying val-
ues, premises, and axiomatic assumptions of the people debating.

Corporate activities to promote socioeconomic development in low-income set-
tings and to increase the company’s positive impact on society beyond their direct
business sphere have for many years been regarded by academia® and enlightened
firms to be an integral part of corporate responsibility. Recently, the Global
Compact’s Blueprint for Corporate Sustainability Leadership enlarged the
10-principles-based corporate responsibility concept by requesting companies to
also take “Action in Support of Broader UN Goals and Issues,” for example, by
supporting the achievement of the Millennium Development Goals. The LEAD ini-
tiative of the Global Compact encourages companies “to undertake more outward-
oriented actions to increase their positive impacts in society” and, among other
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things, to pursue social investments and philanthropic contributions that tie in with
the core competencies or operating context of the company.*!

The many different ways that companies can create value for society, in addition to
their financial returns and the positive externalities created by profitable business activ-
ities, form a continuum that covers new business models at the bottom of the pyramid,
strategic social investments, strategic philanthropy (used as an incentive and not as a
handout), and different forms of humanitarian assistance.*> All such activities are likely
to increase the positive corporate impact on society; all of them can make companies
“part of the solution” in a wider sense, and all of them are therefore desirable.

The atmospheric change caused by the change in expectations of civil society
and international bodies resulted in an enlarged portfolio of stakeholder requests on
companies. The “rules” within which corporate profits are expected to be generated
have changed fundamentally. They are today significantly more complex than the
“rules” Milton Friedman was referring to 60 years ago in his book Capitalism and
Freedom and in a widely read New York Times Magazine article.’® That alone makes
the nature of corporate leadership much more complex — but with multinational
companies, things are even more challenging.

Issues Nurturing Distrust Against “Big Business”

Doing no harm and doing (some) good are the two main pillars upon which trust is
built. In many instances, however, there are additional obstacles standing in the way
of trust building.

Normative Pluralism

A company that is engaged in many parts of the world has to live with the fact that
people’s perceptions of what is “good” or “bad,” “fair” or “unfair,” and thus “desir-
able” or “undesirable” can differ vastly between cultures and religions. The under-
lying reason for such differences is not necessarily a conscious rational choice
between undisputed normative alternatives but a consequence of differences in reli-
gious and cultural traditions, socialization, and the “inherited ethical habits”* that
go with them. It is part of human nature to make self-referenced (and self-serving!)
judgments that lead us in a specific situation to different conclusions about what a
fair solution to a problem would be.*

Issues are likely to arise when a company is engaged in different countries with
different cultures and therefore confronted with a significant pluralism of norms,
values, and expectations. To be locally successful, multinational corporations have
to be aligned with the (most important) local norms, values, and expectations, but at
the same time be perceived to compete with integrity and work with legitimacy
internationally. Such corporations must find a “middle path,” making them prone to
criticism from a local as well as an international normative perspective.
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We learn from centuries of philosophical disputes that there is a significant dif-
ference between people’s perception of reality and an “objective” reality in the
sense of a neutral “view from space.” Human beings construct their individual “real-
ities.” An individual’s “reality” is not the objective representation of given facts and
clear issues but the subjective result of personal preferences, value judgments,
worldviews, and “lessons learned” from past experiences of assimilation, accom-
modation, and adaptation that the person went through in his or her life.** Human
beings all over the world tend to mistake their own subjective certainties for objec-
tive truth — this is true for “people from the business sector’” as well as “people from
civil society” or other societal subsystems. The objective validity of all empirical
knowledge still rests upon the arranging of the given reality according to categories
that are subjective.”” Once human beings are convinced that they have defined a
problem accurately and found the “appropriate” solution, they tend to focus on this
solution at the expense of other approaches that might be equally or even more
effective.

Last but not least, and of significant importance to complex businesses, the
“truth” as perceived by people is not only the result of a logical and rational process.
There is not only a “truth of the brain” but also a “truth of the heart” and a “truth of
the gut.” The latter two come into being where the complexity of the issue to judge
is beyond the layman’s grasp. In contrast to natural science studies, where a result
is determined to be “right” or “wrong” by mathematical deduction or experimental
verification, conclusions derived from personal experience depend to a large extent
on personal values concerning, for example, justice, equity, property rights, and
other issues. All decent people will easily agree that as an idea, “justice” is most
important, but if asked to explain what this means in a concrete context, they are
likely to have differences of opinion.*® What might be “rational” from an economic
perspective is therefore not necessarily perceived to be “right” from a different
perspective.

Differences in Axiomatic Assumptions

Also of importance are often (implicit) axiomatic assumptions, such as on the legiti-
macy of market mechanisms versus a “rights-based” approach. Such prejudgment
issues influence an individual’s point of view about whose interests should be pur-
sued and with what priority, and who should pay for it in what kind of a time frame.*
Judgments on the role of business in society depend on axiomatic assumptions
made by people consciously or unconsciously and often kept implicit. Someone
who assumes that the business of business is to create ever-growing results with the
legal minimum as the guiding principle will define the role of a business enterprise
structurally differently than someone who sees a business enterprise as an “organ of
society” as described in the Preamble of the Universal Declaration of Human Rights.
A corporate leader who sees profits not as an isolated corporate objective but rather
as the aggregate indicator that a company is successful in a comprehensive sense
and over time will define the company’s role in society (made up of employees,
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customers, civil society stakeholders, and shareholders of companies) and hence the
corporate strategy differently than a leader who considers short-term profit maximi-
zation as an end in itself.

If one assumes that there are problems the market can solve and problems it can-
not, then not everything can be reduced to market processes. Economic success —
driven by successful corporate performances — remains a necessary but not a
sufficient precondition for sustainable human development. Different values and
axiomatic assumptions result in different views of the world and different percep-
tions about the “right” corporate roadmap.

Pluralism of Interests

Modern societies are characterized by a pluralism of “special interest groups” that
campaign for specific environmental, social, political, cultural, and other issues.
Subjectively convinced of the overriding importance of their specific issues, they
use all possible opportunities to campaign for their causes and make requests to
other actors in society. When people have vested interests in seeing a problem in a
certain manner, they are no longer capable of objectivity. We all pay (more) atten-
tion to goals for which we receive (material and intangible) rewards and often ignore
those for which we do not. In a fair societal division of labor, the business sector has
to take care of different tasks and perform different duties than, for example, an
NGO. Conflicts over, for example, social, ecological, and economic priorities are
part of normality in pluralistic societies, but they can undermine trust in each other.

Transcultural Challenges

During the past 10 to 15 years, economic globalization has been driven by different
actors than those driving the globalization of the 1980s and 1990s. China, India,
Brazil, Russia, Vietnam, South Africa, and other emerging markets were gaining
not only “market shares” but also normative power to shape “the rules.” Transcultural
issues have gained importance. Judging normative issues from an exclusively
“White Anglo-Saxon Protestant” perspective, insinuating that a Eurocentric or
U.S.-American view is what is good for the “rest of the world,” would be not only
inappropriate but also unproductive and inefficient.

The fact that “western” values are acceptable to those living in the West does not
necessarily make them universally binding. It certainly does not make other ethical
cultures irrelevant. The claim that the set of today’s western values is the only direc-
tion in which good-hearted (or ideologically correct) men and women can possibly
march is, in the words of the Czech novelist Milan Kundera in The Unbearable
Lightness of Being, “leftist kitsch” and “also an example of philosophical high-
mindedness.”* Moral righteousness based on normative imperialism was always a
nuisance: it is especially inappropriate today. Innovative approaches are necessary,
with value management that works with common fundamental ideas on the subject
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of law, justice, and fairness and is based on moral principles and values that have
been used by all cultures since ancient times and supported by common
experience.”!

Unavoidable Dilemmas

Many corporate decisions are not between “right” and “wrong” but are the result of
a complex corporate dilemma management in which different options with different
risks and benefits are weighed against each other. The underlying reasons for the
eventual decision as well as the complexity of the decision process remain usually
unexplained and therefore not understood. Societal actors whose status quo is
affected by such decisions are likely to challenge them as a result of different inter-
ests, different value premises, or diverging axiomatic assumptions. Under these
conditions, many decisions appear arbitrary. If difficult decisions, such as a reduc-
tion of the workforce, have to be made, they appear antisocial.

As a result of all this, the societal context within which corporate activities and
corporate leaders are perceived to deserve trust in modern societies has become
enormously complex. The situation is comparable to what Francis Fukuyama once
said about neoclassical economic theory: neoclassical economics (or, in this con-
text, the management theories taught in MBA courses) constitutes a vast improve-
ment from earlier decades and has uncovered important truths about the nature of
money and markets: its fundamental model of rational, self-interested human
behavior is correct about 80 % of the time. “But there is a missing twenty percent of
human behavior about which neoclassical economics can give only a poor account.
As Adam Smith well understood, economic life is deeply embedded in social life,
and it cannot be understood apart from the customs, morals, and habits of the soci-
ety in which it occurs.”*

Distrust of ““Size” Per Se

The regrettably low trust levels in “business” and its leadership also have to do with
the fact that a significant part of the population of high-income countries seems to
perceive “size” as such (that is, of a large corporation’s turnover, profits, or number
of employees) as threatening. The global turnover of a multinational corporation
engaged in low-income settings is often compared with the gross national product
of the poor country, triggering a “threat by power” association.

Complexity
The complexity of international economic activities often remains enigmatic to the

common “person on the street” if the corporate business model depends on complex
scientific or technical processes that are only understood by specialists. In
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combination with “size,” perceived or actual power, and lack of transparency or
understanding, uneasiness flourishes. With this background, even isolated examples
of obvious corporate misconduct have disastrous consequences for the trust in cor-
porate actors: the misconduct seems to prove the distrust right.

As context always matters in all relevant decisions and actions, the nature of
corporate leadership needs adaptive changes as a result of the changed societal envi-
ronment of business.

Societal Intelligence and Competence: Win Hearts and Souls,
Not Just Minds

The “business of business” remains “business,” and that business is to compete with
integrity to create value by solving problems and meeting customers’ demands at a
competitive profit on a consistent and sustainable basis. People across the world
continue to expect companies to maintain a good financial performance in their core
responsibilities, while meeting responsible standards about product safety, environ-
mental integrity, responsible supply chains, and employee treatment.** Innovation,
effectiveness, and efficiency — keywords in the past — will remain keywords in the
future.

Corporate leadership profiles will therefore also in future contain a high cogni-
tive intelligence (IQ) and appropriate technical intelligence to master the particular
challenges of particular businesses, to understand issues of strategic importance,
and to run a complex organization. These features of intelligence will continue to be
“threshold competencies” without which there is no admission to the leadership
ranks.* On top of this, corporate leaders are expected to be equipped with the emo-
tional and social intelligence to perceive, assess, and manage their own emotions
and those of the people with whom they work.*® They also should have social com-
petence to get along with people regardless of social class or hierarchical rank. Last
but not least, ideal leaders are blessed with moral intelligence — that is, the mental
capacity to determine how universal normative principles should be applied to their
personal values, goals, and actions — as well as moral competence to practice what
they know are the right things to do.*°

Given the current trust crisis, however, an additional kind of intelligence becomes
crucial: societal intelligence, the capacity to perceive, understand, assess, and deal
with societal expectations and people’s fears. Discontent and lack of trust as a con-
sequence of negative externalities of corporate activities or differences in world-
views, perspectives, and opinions are seldom blamed on abstract institutions or the
world as such. Negative perceptions are usually linked to the real human beings who
represent the institutions: the corporate leaders. Therefore, only visible and “touch-
able” human beings with convincing argumentation and interpersonal competence
can make a difference: formal, written statements with lawyer-controlled language
issued in the name of the company are no substitute.
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The current trust crisis cannot be solved — to use the wisdom of Albert Einstein —
“on the same level of consciousness and with the same thinking that was prevalent
when the problem was created.” Societal intelligence changes the consciousness
about societal discontent and helps to understand its roots. It prepares the mental
ground for possible counteractions within corporate leaders’ sphere of influence.
Societal intelligence — more knowledge about, higher awareness of, and greater
sensitivity toward societal expectations, fears, and hopes — is a necessary but not a
sufficient condition. Corporate leaders also need societal competence to become
actively engaged in the following activities.

 Participate in public discourse of strategic relevance to the corporation

The solution to complex issues requires more than self-referential reflection; their
analysis and eventually their management makes a pluralism of perspectives an “eth-
ical imperative.”*” Obviously, there is not the one and only correct answer to the
questions that confront today’s business enterprises. Simple and clear-cut answers
and unambiguous solutions work for simple systems and simple problems only.*®
Complexity as we face it in international business necessitates open inquiries that
enable those searching for solutions to escape the confinements of a specific disci-
pline and professional silo to become aware of all aspects that are necessary to satis-
fyingly solve the problem. Corporate leaders should therefore participate in the
societal debate about selective issues of strategic relevance to their company’s future.

The direct, personal exposure to different worldviews, value premises, and inter-
ests is likely to raise the level of understanding of the situation and the issues at
stake, on both sides of the argument. Such communication processes — the participa-
tion in public discourse and “providing good reasons and accepting better reasons” —
could be seen as a “step towards the politicization of a corporation.”* The “electoral
process,” however, is not one of a formal co-determination of corporate decisions
but an indirect process coming in through the campaign for “votes” in the “court of
public opinion.”

Personal encounters with important stakeholders are likely to result in better
comprehension of their motivation and personality, again allowing for a richer
understanding of different views and providing better insights into the key drivers of
social uneasiness and opportunities of change. It also offers the opportunity to bring
in enlightened corporate points of view and thereby enrich the intellectual debate
about different aspects of a disputed matter. Such discussions are usually not blessed
with absence of conflict, but the clash of ideas and arguments provides a unique
learning opportunity for all participants.”® Top management’s participation is not a
substitute for the work of the corporate communication and public affairs depart-
ments — it complements it.

e Listen to and learn from constituencies outside the business silo

Efforts to overcome the current lack of trust toward business should not end up
in a generalized moralistic message “that we all should become better human
beings.” Most of us behave ethically most of the time. There are, however, uncon-
scious but empirically proven constraints on our morality that favor our self-interest
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at the expense of the interests of others.”' The important message ought to be that all
of us must become more aware of and recognize our specific blind spots and the
resulting bounded awareness and biases that influence our judgment and hence
decisions. Many decisions on complex matters in natural and social sciences, for
instance, but also in a business context are based on beliefs concerning the likeli-
hood of uncertain events. “Hard” facts lead us only part of the way, not all the way.
At some point human judgment is needed to interpret the findings and determine
their relevance. Most of these judgments are based on data of limited validity that
are processed according to heuristic rules.

The work of Daniel Kahneman, Paul Slovic, and Amos Tversky and the lessons
learned by many practitioners and academics demonstrate how people’s intuitive
inferences, intuitive probability assessments, and self-referential predictions lead to
judgmental biases that are large, persistent, and serious in their implications for
decision making.”> Even in the most carefully controlled scientific work, miscon-
ceptions of change, illusions of validity, or biases caused by the retrievability of
instances can lead to faulty judgments and wrong decisions.

When laypeople are evaluating risks, they are usually not applying complex the-
oretical analysis but making inferences based on what they remember hearing about
the risks in question and reducing complexity according to the trust they project in
the actors involved. Such assessments are inherently subjective and are valid in
some circumstances and not in others.> Issues “on the other side of the coin” involve
the overconfidence of experts, vested interests, and an inability to see moral impli-
cations in seemingly “technical” issues.

There is much evidence that all groups hold a variety of implicit biases, and such
cognitive biases and blind spots can have serious consequences. A McKinsey
Quarterly report writes about “the significant body of research indicating that cogni-
tive biases affect the most important strategic decisions made by the smartest man-
agers in the best companies.”>* To counter them, so the authors say, a profound
cultural change is necessary, one that relies on the judgment of a number of execu-
tives and on “orchestrating a decision-making process that will confront different
biases and limit their impact,” promote “out-of-the-box™ thinking, and limit the
impact of “silo thinking.”

In an ever more complex world, however, corporate leaders should not rely just
on the “judgment of a number of executives:” such an “out-of-the-box” approach
may enlarge the box but remain “in the same building.” What is helpful to improve
the social quality of economic decisions is listening to credible voices that put cor-
porate points of view into a wider perspective and a societal context. Listening and
talking to people from other “silos,” getting exposed to different worldviews and
sometimes uncomfortable insights, and reflecting on them in good faith can be very
revealing if not sobering.™ Such encounters of corporate leaders with civil society
activists are similar to an institution the Catholic Church has taken advantage of
over many centuries: the advocatus diaboli.

It was (is?) the task of the advocatus diaboli to put forward well-founded argu-
ments to examine in meticulous and critical detail the “case” for which a beatifica-
tion or canonization is sought according to canon law. The “devil’s advocate” had
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the task of disputing the “holiness” of candidates. He did this with questions that, in
light of the quality of the candidates who had “made it” this far, no one else would
dare to ask, and he raised “counterarguments” without having to display the courage
of alienating colleagues or superiors. The quality of his performance was positively
measured by how “at odds” and “radical” his thoughts and questions were.

Similar to the advocatus diaboli, critical voices from civil society sharpen the
perception of actual or potential ethical risks and inadequately elucidated ambiva-
lences with the use of exaggerated arguments. Their pleadings can help apply the
brake to enthusiasm that is based on a motivated urge to act and to avoid self-
deception and blind alleys. It is precisely on decisions in which a deep knowledge
is required that the perspective for sorting things into an ethical whole can become
submerged by delving into the depth of the subject matter. Of course, not all argu-
ments and points of views from civil society are right and helpful for better corpo-
rate decisions — but then, neither are all from the corporate sector. Harry Frankfurter’s
famous essay is recommended to all who seek help to distinguish between construc-
tive criticism and not-so-constructive deliberations.*®

The exposure to voices from outside one’s own professional and personal silo is
also helpful in another way. In 2002 U.S. Secretary of Defense Donald Rumsfeld
said: “There are things we know that we know. There are known unknowns. That is
to say there are things that we now know we don’t know. But there are also unknown
unknowns. There are things we don’t know we don’t know.” Corporate leaders’
dialogues with external experts and members of civil society help to mitigate this
last category by exposing them to issues that are not and have never been part of
their own and their family’s daily lives. People with different life histories and life-
styles, professionals with different duties to perform and roles to play as well as
interests to defend, will assess and judge the legitimacy of one and the same corpo-
rate action portfolio very differently.

The less exposure that corporate leaders (or civil society leaders!) have to people
who are different from themselves, whether in terms of worldview, culture, norma-
tive priorities, or something else, the more likely they are (as are all of us) to view
them through a narrow, biased lens.’’ Because of the “in-group bias,” which all of
us have without being aware of it, we tend to favor valuations, opinions, or stereo-
typical judgments coming from those who are members of our professional silo or
societal group. Different people are paying attention to different parts of the reality
puzzle — and they act rationally with regard to their perceived realities and interests.
It would be convenient to presume that those who see the world differently act irra-
tionally — but it would not be at all helpful. In my experience, often the mere fact
that a corporate leader is physically present and part of the communicative com-
munity changes the atmosphere and outcome of a discourse. Standing up for what
one believes in, explaining one’s own points of view and defending legitimate inter-
ests as rationally as possible and in a convincing manner, is likely to make a huge
difference. In the best case it will lead to mutual personal and professional respect
and to negative stereotypes fading away in the presence of real people.
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o Talk explicitly about value premises and axiomatic assumptions

Paul Streeten pointed out many years ago that no one can be objective, prag-
matic, and idealistic all at the same time. A view presupposes a point of view based
on values and assumptions that are often kept implicit.’® To make value premises
explicit is a first step in better understanding differences in judgments about what
“the right thing to do” ought to be. To work in a slum in Southeast Asia or sub-
Saharan Africa for the improvement of primary health care of poor patients does not
per se make a human being morally superior to a manager in the C-Suite of a large
corporation. The two persons have different jobs to do, different goals to reach; they
draw their self-esteem from different achievements, and may have different value
hierarchies. And yet, both are needed at their places to do what has to be done; both
contribute to the common good, although in different ways. Creating a framework
where both kinds of competence can complement one another improves the likeli-
hood of being able to “tame” wicked problems.

However, someone who benefits from market mechanisms and financial incentives
will look at a corporate roadmap in a different way than someone who is confronted
with uninsured patients earning irregular and low incomes in the informal economy
and not able to pay out of pocket for the medicine that his or her child may need to
survive. Whether one likes it or not, these two prototypical human beings will, as a
consequence of their different life situations, have a different consciousness about
many things and make different axiomatic assumptions about “the market,” “the
necessity of corporate profits,” and “the government.” Different things seem “right”
and thus different courses of action are advocated. And yet, they are part of one world,
and if and when their life paths cross professionally they ought to be able to respect
each other as human beings. Making implicit value premises and axiomatic assump-
tions explicit, explaining the rationale of one’s actions and non-actions, will lead to a
better mutual understanding and in some instances pave the way for joint, innovative,
and socially intelligent solutions that one “side” alone could not bring about.

e Create transparency and explain complexity

Trust and therefore reduction of complexity can only develop in an environment
where someone knows the basic actors and understands what they are doing and
why. The larger a business enterprise and the more complex its activities, the higher
the need to explain what a company is doing and why — and what a company is not
willing to do and why. Sometimes this will have to be done by the President of the
Board, sometimes by the CEO, and sometimes by experts with “T-Intelligence,” deep
knowledge about specific subject matters combined with broad “orientation knowl-
edge” (and good people skills). They must make themselves available to explain the
not-so-easy-to-understand matters. Just as the journalists producing the science sec-
tions of great newspapers are able to explain complex matters in a language that is
understandable by “normal” people, corporate leaders must become ambassadors for
the causes for which they stand. They must be able to explain social, economic, legal,
technical, and transcultural complexity in a way that at least tames fears. Even sup-
posedly “simple” concepts such as market economics need to be explained and
understood to become acceptable by a majority of the population. Markets do not
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create distributional justice but in many cases disparities, and despite that they are the
basis for prosperity that so many people enjoy today, even in emerging countries.

The objectives of such communication (not information!) are similar to but not
the same as that of the “discourse ethics” suggested by Jiirgen Habermas,* in which
participants are engaged to talk and listen to each other as long as it takes for all to
“yield to the power of the better argument.” In a pluralistic interest society, it would
be an excessively idealistic demand to achieve consensus on all aspects of the pur-
suit of corporate activities. The goal of getting corporate leaders involved in ambas-
sadorial roles, in strategic communication and personal interaction, is to better
understand the societal context of their decisions and to be better understood.
Exposing competent, honest, and compassionate corporate leaders to public dis-
course gives the company a human face.

e Share dilemmas

Many complex questions do not have “yes or no” answers, and most complex
problems do not have “black versus white” solutions. Serious approaches to han-
dling complexity necessitate looking into all costs and benefits and all risks and
opportunities of all available alternatives and weighing several cost-benefit ratios
and risk—opportunity relationships with regard to their short-term and long-term
impacts. The eventual decision might well constitute a temporary “lesser evil”
instead of the best-ever solution, but, as progress is incremental, this will be good
enough in most instances. Such dilemmas have to be explained and shared with
stakeholders who feel they are affected by the decision. The handling of dilemma
situations has to be explicated, the underlying rationale made transparent.
Transparency and honesty are also needed in part to explain which of the many
stakeholder expectations can be met — and where the limits are and why.

An important part of the communication from the business side remains drawing
attention to the positive social and economic impacts of corporate activities, remind-
ing people of the value of innovation (so often taken for granted) and thereby putting
controversies over social and economic externalities into perspective. And if there
are annoying problems and inconvenient issues that cannot be solved with today’s
knowledge or under the given economic circumstances, one should say so: put them
on the top of the priority list and report back regularly on the progress made or the
obstacles found. Commitments in this respect (and all others) have to be honored.

Such interactions will not eliminate conflicts, and, as effective and innovative
solutions often result from a clash of opinions, they do not have to. Explaining one’s
stand and its background, however, can smooth and may reduce controversies.
Whenever differences cannot be reconciled, they can at least be put candidly on the
table and disputed, with the result that each side better understands what the other
side is talking about.

* Raise awareness about the opportunity costs of not acting

In many cases time and efforts invested by civil society representatives is focused
on shedding light on potential risks or unplanned side effects of potential (corpo-
rate) endeavors. The fact that there can be substantial risks from not doing some-
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thing is usually not part of the argument. Only fools, however, take risks for the sake
of risk-taking. Normally risks are taken in the expectation to reach a certain benefi-
cial objective. What is therefore needed in a rational decision process is a weighting
of risk and benefits. The “heuristics of fear”*® might lead to an overvaluation of
potential risks; the neglect of the potential benefits certainly leads to them being
undervalued. Many of them can only be measured many years later. Imagine if
today’s 7.3 billion people had to be fed with the agricultural technology and seed
varieties on the productivity level of the early 1950s. Or think of the progress made
in combating one of the deadliest plagues of modern history in the developing
world: contrary to popular belief, it was neither government nor academia that dis-
covered the principal medicines necessary to treat and prevent AIDS, transforming
it from an inevitably fatal illness to a chronic, manageable disease. Despite this
being one of the great success stories in modern medical history, it remains largely
untold.®! So the pharmaceutical industry’s insistence on intellectual property rights
remains a source of immense and in many cases moralistic criticism, and yet with-
out that protection, privately financed research would not take place.

e Strive for “inclusive” solutions

Creative solutions do not often result from an “either—or” approach. Especially with
regard to complex issues, successful approaches are often the result of a coevolutionary
process. If the right partners are chosen, such processes are carried by a spirit of col-
laboration that is more comprehensive than a balancing of each other’s interests and the
addition of individual efforts. Wherever this is the case, corporate leaders are likely to
benefit from a different set of skills, experiences, and resources from alternative actors
and their — from a corporate silo point of view — unorthodox ideas.

It is not my intention to portray cooperation with stakeholders from civil society
as the general new way of doing business, but from my field experiences it seems that
future business success, especially in the context of the 2030 Agenda for Sustainable
Development, is likely to be based to a much larger extent on collective action and
more extensive cooperation with actors from civil society. Similar to political coali-
tions, such cooperation is not an alliance forever, but it will in many instances be a
successful, innovative, and time-bound pact to solve a specific problem. The most
important precondition for success shared values, a common vision and a robust will-
ingness to collaborate despite all remaining differences to achieve a specific result.
There is no “one size fits all,” nor are there ready-made solutions. Successful partner-
ships depend on mutual trust, and that needs to be developed over time.

Explaining complexity, creating transparency, and sharing dilemmas is not only
valuable to the people for whom the communication is meant, it also benefits the
“communicators” as it forces them to (at least mentally) step out of their personal
and professional silo, to reflect their position on the issues at stake, anticipate con-
tradiction, and be introduced with arguments, worldviews, and values that they oth-
erwise would not get to know. They enter an immensely interesting learning curve
not open to those who stay “at home.”
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Part I'V: Putting Corporate Leadership in Context

People in modern societies have lost trust in a massive way, be it in business, gov-
ernments, churches, or other societal pillars. This loss results in high costs to society
as a whole and to the business sector in particular: a lack of trust that corporations
are working in the best interests of society constitutes an obstacle, or at least raises
the bar, for future corporate success. The demand for “more regulation” despite a
historically low trust in government should be a reason for grave concern of corpo-
rate leaders.

Ideological arguments are not helpful here: the discontent and lack of trust did
not appear out of the blue, nor did it develop overnight. “Something” has gone
wrong with capitalism and the business models driving it in the past few years. A
performance pattern that was sufficient to earn trust in the past is no longer suffi-
cient to earn trust today and in the years to come; operational excellence and com-
peting with integrity no longer suffice; societal expectations on business are in
transformation globally.

But capitalism is not immutable — all -isms are socially constructed. Capitalism
has changed before and will change again: it is “only what capitalists believe and
do. And it changes when the bulk of capitalists start doing something different.”®?
Corporate leaders are hugely important actors in this reform process. The collective
mode of behavior in enterprises depends to a decisive degree on corporate leaders —
on their values, their decision patterns, and their credibility.

In times of missing trust, the nature of corporate leadership becomes even more
complex. It includes on top of the conventional “operational responsibilities” (prod-
uct safety, social and environmental integrity, responsible supply chain, etc.) more
and more comprehensive “citizenship responsibilities” — “those that are more
socially oriented and not necessary part of normal business operations.”®* Citizenship
responsibility presupposes societal intelligence and competence. To build up trust,
corporate leaders will, to a much greater extent, have to listen to and learn to under-
stand the background of requests from “the people,” or at least from all stakeholders
of strategic relevance. They will have to participate in the public discourses of stra-
tegic importance to the company’s future and explain what the corporate activities
are, what its contribution to society is, and where the limits of corporate responsi-
bilities are reached if sustainable success is not put into jeopardy.

Great business leaders have always been recognized for doing the right things in
more than just economic understanding. The most admired leaders have always
contributed to the social capital and public welfare through more than just the accu-
mulation of economic wealth. Not to be misunderstood: economic success will
remain the most important parameter of managerial success. An excellent social and
environmental record achieved at the expense of economic success is not sustain-
able, nor does it serve society (and certainly not the responsible management) or
raise societal acceptance. So, again here, the search is on for the “golden middle.”

But then, requesting additional obligations from corporate leaders in response to
a theoretical analysis is not difficult at all. Considering the enormous workload of
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corporate leaders to successfully run a complex organization and cope with the
steadily increasing number of requirements from the regulation and compliance
aspects, does such an academic request stand a fair chance of being taken up? Why
should corporate leaders take on additional responsibilities and be exposed to addi-
tional risks? What is the return on their investment of time and personal exposure to
public debates?

These questions are very relevant as engagements along the lines discussed here
are likely to have, at least in the short term, a contingent outcome: Trust does not
come easily and fast. One accident or one case of misconduct from one irresponsi-
ble person in a 100,000-person workforce becoming public can expose corporate
leaders assuming an ambassadorial role to malicious remarks and cynical com-
ments. Die-hard corporate critics who have made up their mind about business
being part of the problem will feel confirmed in their negative judgments, and peer
business leaders who continue to define the business of business in a much more
limited way will feel assured in their positions. Leaving the convenience of one’s
own silo always creates inconvenient situations for those who dare to stand up for
their convictions. Taking up issues that others prefer not to discuss means always to
run the risk that one gives inconvenient discourses a personal face. And last but not
least: if the target setting and the performance evaluation remain focused on eco-
nomic parameters only, there are few if any incentives in the short term to become
involved in potentially risky societal issues. So there is a clear downside to adding
an ambassadorial role to the conventional leadership profile.

Leaders almost by definition must have the courage to do things differently and
dare innovative ways of acting. Corporate leaders accepting a more comprehensive
job profile are provided with opportunities to participate in the shaping of public
opinion with arguments that would otherwise not be heard. In this way they have a
unique opportunity to defend legitimate interests. But this aspect is probably still
too diffuse to be convincing to the majority of corporate leaders. The amendment of
the corporate leadership profile has to be put into context.

For business to master a societal transformation such as the one discussed here,
even the most courageous and bold corporate leaders cannot achieve much in isola-
tion. Strengthening our societies by creating a more trusting atmosphere is not just a
task for corporate leaders. Every one of us has a respective obligation, be it as con-
sumer, shareholder, or political citizen, to contribute to a stronger, more trusting
society. The societal intelligence and competence that we request from corporate
leaders has its equivalent in a citizen intelligence and competence for all of us.
Keeping critical distance, complaining and moralizing about others, is not sufficient
to make the world a better place. What is needed is a parallel development of civil
society leaders’ profiles: giving recognition to responsible and open corporate lead-
ers, donating reputation capital to their companies for superior socioeconomic per-
formance, and in all other possible ways making differential judgments and giving
incentives to those that act in line with one’s own values and convictions are impor-
tant facilitators and accelerators for the transformation process needed to create more
trustful societies. This intention includes also the willingness to pay extra for prod-
ucts that are made in a socially responsible and environmentally sustainable way.
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Differential judgment of different corporate societal performance as well as pub-
lic acknowledgement for corporate leaders who make a difference for society is very
important. It is not only a personal reward for the risks taken by those who define
corporate leadership in a more complex way; differential judgment and reputation
capital are an important incentive to other corporate leaders to act in the same way:
“[R]ecognition enhances a company’s reputation and appeals to customers; above
all, it attracts good people to an organization. As such, recognition triggers a market-
based reward for good behavior. In markets where profits are not possible, recogni-
tion is a proxy; where profits are possible, recognition is an added incentive.”*

Polls about trust in society such as the Edelman Trust Barometer and Globescan
find evidence that a more ambassadorial role for corporate leaders has a business
case and ought to be part of a “new architecture for earning trust.” It does not make
conventional managerial duties irrelevant; it complements them. The new architec-
ture is based on the expectation that companies act collaboratively to benefit society,
not just shareholders, and that they are transparent about their operations.

The future of the market system and the societal support of corporations shaping
it are to a substantial degree encapsulated in corporate leaders. It is they opening up
to a broader mission of business, it is they giving their companies a human face, it
is they adapting business policies to the new rules set by people in modern societies.
Defining corporate value creation in a broader way than just in terms of shareholder
value might be “out of the box” from the perspective of old-fashioned managers:
sticking to the old paradigm may let them stay inside their box but it keeps them out
of the modern world.

Initially there will only be a few corporate leaders actively developing and sus-
tainably investing societal competence for the benefit of trust building, and they are
likely to run into a headwind over what they do. But then, change always originates
from minorities and is always initiated by intellectual or spiritual elites and charis-
matic leaders who take the risk to challenge the status quo and test unchartered
territory. Great values, notes Romano Guardini, are always associated with a small
number.®

It is not the strongest of the species that survives,
nor the most intelligent, but the one most
responsive to change.

(Attributed to) Charles Darwin
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Chapter 3
Shareholder Primacy as an Impediment
to Corporate Social Responsibility

David Ronnegard and N. Craig Smith

Introduction

The Shareholder Primacy Norm (SPN) is the part of a manager’s legal fiduciary
duty that requires managers and company directors to make decisions on behalf of
the corporation which further the interests of shareholders. It has been treated as a
major obstacle to Corporate Social Responsibility (CSR) because it is said to hinder
managers from considering the interests of other corporate stakeholders besides
shareholders (Boatright 1994; Campbell 2007; Dodd 1932; Evan and Freeman
2003; Hinkley 2002; Phillips et al. 2003; Testy 2002). More recently, in light of the
2008 global financial crisis, the legitimacy of managerial focus on shareholder
wealth maximization has also been questioned from quarters not usually associated
with the advocacy of CSR (Financial Times 2009).

Although there are many definitions of CSR, the European Union (EU) has
advanced a widely disseminated definition of CSR as “a concept whereby compa-
nies integrate social and environmental concerns in their business operations and in
their interaction with stakeholders on a voluntary basis. It is about enterprises decid-
ing to go beyond the minimum legal requirements and obligations stemming from
collective agreements in order to address societal needs” (COM/2006/0136/final). It
is clear from this base definition that CSR can be at odds with the SPN, at least if
managers act to meet obligations to nonshareholder stakeholders (beyond legal
requirements and collective agreements) and in doing so are acting contrary to
shareholders’ interests. Accordingly, the legitimacy of the SPN is at the core of
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what has been called the “basic debate” in business ethics: whether corporations
should be managed for the primary benefit of shareholders or for a wider constitu-
ency of stakeholders (Agle and Mitchell 2008; Smith 2003).

The SPN most typically finds expression in shareholder value maximization
(SVM). If one starts from the assumption that the interests of shareholders lie in
maximizing their return on investment, then this results in a prescription to manag-
ers to maximize shareholder value; this does not necessarily preclude CSR, but it
does make it conditional on SVM. Accordingly, van Marrewijk (2003, p. 102) offers
five distinct and specific interpretations of CSR, of which his “profit-driven” inter-
pretation is clearly the most compatible with the SVM: “the integration of social,
ethical and ecological aspects into business operations and decision-making pro-
vided it contributes to the financial bottom line.” In contrast, his “caring” interpreta-
tion of CSR “consists of balancing economic, social, and ecological concerns,
which are all three important in themselves.” Similarly, Garriga and Mele (2004,
p- 53) identify four categories of CSR theories (instrumental, political, integrative,
and ethical), of which instrumental includes those theories under which SVM “is
the supreme criterion to evaluate specific corporate social activity.”

The SPN does not necessarily preclude attention to CSR that would not be maxi-
mizing shareholder value. If the interests of shareholders are primary, then their
interests will decide what goal the corporation should pursue, whether it is SVM or
something else. In this vein, Vermaelen (2011) has observed that absent a “business
case” for CSR, a company should make it clear in advance to investors that its
objective is not simply to make money but also to do good and thereby attract the
right investor clientele. He has proposed “CSR equity carve-outs” (e.g., Exxon
forming an alternative energy subsidiary that can attract investors interested in alter-
native energy for noneconomic as well as economic reasons).

Clearly, the legitimacy of the SPN has an important bearing on the goal of the
corporation and whether it should be a vehicle for the pursuit of shareholder inter-
ests (Friedman 2001; Jensen 2002) or for managing stakeholder interests (Freeman
et al. 2007, 2010). Walsh (2004, p. 349) has highlighted the critical importance of
this question: “Since the rise of the first corporations 2000 years ago, we have been
trying to develop a theory of the firm that explains and guides firm behavior... This
is arguably the most important theoretical and practical issue confronting us today.”
Events leading up to the 2008 financial crisis lend yet more weight to this claim.

The large-scale destruction of shareholder value accompanying the financial cri-
sis casts doubt on the extent to which managers in practice give shareholders pri-
mary consideration, at least in financial institutions. Former U.S. Federal Reserve
Chairman Alan Greenspan (2009) has recognized that the risk management of these
institutions rested on the premise that the enlightened self-interest of their managers
and owners would ensure their long-run health, and this premise clearly proved
false. Some commentators blamed the crisis on SVM specifically; Jack Welch, for-
mer General Electric CEQO, called it the “dumbest idea in the world” (Financial
Times 2009). Skapinker (2009), noting that people like simple stories, observed: “A
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common justification for the shareholder value movement was that it provided
managers with a clear view of what their purpose was. Suggesting that they serve
other stakeholders too... was held to be too vague and confusing.” Although multi-
ple explanations have been offered for the crisis, the legitimacy of shareholder pri-
macy certainly has come into question, as well as the system of regulation and
constraints on the pursuit of shareholder interests.

Long before the crisis, business ethics as an academic field was disapproving of
the shareholder primacy of the so-called shareholder theory of Milton Friedman,
who asserted that the social responsibility of business is “to use its resources and
engage in activities designed to increase its profits so long as it stays within the rules
of the game” (2001, p. 55). Instead, stakeholder theory (Freeman 1984; Freeman
et al. 2010; Phillips 2003), the dominant theory in business ethics, if not a paradigm
for CSR (McWilliams and Siegel 2001), views the primary purpose of the corpora-
tion as being a vehicle to manage stakeholder interests, with profit as one consider-
ation among others. Shareholder theory and stakeholder theory are not necessarily
incompatible, but is the SPN a dominant norm among managers? Should it be?

Descriptively, if shareholder primacy expressed as SVM (i.e., consistent with
Friedman’s shareholder theory) is the dominant model of practice, it is of little sur-
prise that CSR advocates are disappointed with corporate social performance and
charging companies with “greenwashing” (New Scientist 2010; Polaris Institute
2007). Accounts of the financial crisis included socially irresponsible and opportu-
nistic behavior contrary to society’s best interest, as we have long observed
(Campbell 2007). To a large extent, we know this model often predominates. The
view that the purpose of the firm is something other than maximizing shareholder
value has yet to gain widespread acceptance within the academy, let alone within
business (Jones 2010).

Arguably more interesting is the basis for the predominance of this model, where
it originates, and the conditions under which the alternative stakeholder model
might become ascendant. In answer to the prescriptive question, if the SPN
expressed as SVM is the better, more legitimate model, this has profound implica-
tions for CSR. This shift need not be understood as a death blow to CSR, but it does
mean that CSR should be seen primarily from a strategic perspective rather than a
moral perspective, and that CSR activities should be justified through “business
case” reasoning (Porter and Kramer 2006). Caring, synergistic, and holistic inter-
pretations of CSR (van Marrewijk 2003) would have little practical import in most
business contexts.

Thus, the purpose of this chapter is to explore the role of the SPN as a legal and
social norm for management. We maintain that it is mute as a legal norm while
operative as a social norm. Our analysis points to this conclusion, but we also pro-
pose three empirically testable propositions that would settle the matter more con-
clusively. We then identify a prescriptive research agenda from both normative and
instrumental perspectives with regard to the desirability of the SPN. Finally, we
suggest a research agenda for examining how the norm might assume a more dimin-
ished importance to further (nonshareholder) stakeholder interests.
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Explication of the SPN

We investigated the influence of the SPN on corporate behavior; in particular,
whether it inhibits managers from engaging in CSR. We first consider the SPN as a
legal norm in the common law systems of the UK and the USA. We maintain that
the SPN is no longer legally enforceable because of the business judgment rule as
well as legal enactments that specifically allow managers to consider the interests of
a wider group of stakeholders. Second, we consider whether the SPN is a social
norm among mangers. We maintain that even though normative pressures are
mounting on managers from several nonshareholder constituencies, the SPN is still
relied upon by managers because it is reinforced by the structure of corporate law
(i.e., the sole voting rights of shareholders), as well as systems of remuneration to
tie managerial incentives to shareholder interests. We conclude that although the
SPN has its origins in corporate law, the SPN today is not a legally enforceable
norm, but is still very much alive as a social norm among managers. Managers are
no longer legally prohibited from engaging in CSR, but the incentive structures that
guide corporate behavior are still geared toward shareholder primacy.

The SPN as a Legal Norm

Corporate law in the U.S. and UK, comprising both common law and statutory law,
is structured to ensure that corporations work in the interest of shareholders.
However, this primacy of shareholders has not been formally identified in statutory
law (Fisch 2006). Thus the SPN is a development of common law and debate about
its efficacy is as a norm stemming from judicial decisions. Common law provides
the clearest articulation of shareholder primacy in court cases specifying that man-
agers and directors owe fiduciary duties to shareholders and must make decisions
that are in their best interests (Smith 1998). The most famous articulation of the
norm comes from the 1919 case of Dodge v. Ford Motor Co., wherein Chief Justice
Ostrander said:

A business corporation is organized and carried on primarily for the profit of the stockhold-
ers. The powers of the directors are to be employed for that end. The discretion of directors
is to be exercised in the choice of means to attain that end, and does not extend to a change
in the end itself, to the reduction of profits, or to the non-distribution of profits among share-
holders in order to devote them to other purposes.

This fiduciary duty in part consists of a duty of loyalty and a duty of care to
shareholders (Clark 1985). “Loyalty” implies that managers should promote the
interest of shareholders but also that they should not put themselves in a position
wherein their interests might conflict with those of the shareholders. An example
would be if a director stood to benefit directly from a corporate contract. “Care”
implies that managers are expected to make decisions that ordinary, prudent indi-
viduals in a similar position would make under similar circumstances for the benefit
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of shareholders (Clark 1985; Paine 2006). The primacy of shareholders is manifest
in that they are, in the normal course of business, the sole corporate constituency to
be granted fiduciary protection by the courts (Fisch 2006).

Dodge v. Ford is often cited by advocates of shareholder primacy. However,
Cornell law professor Lynn Stout (2012) suggests that the case is widely misunder-
stood because it was primarily about the minority oppression of shareholders in a
closely held corporation (rather than a public corporation). The court found that
majority shareholder Ford had no right to disregard the financial interests of minor-
ity shareholders, the Dodge brothers. Furthermore, and perhaps most importantly,
Justice Ostrander’s remark was “mere dicta,” that is, a remark that was not neces-
sary to reach the court’s decision.

The judicial development of the SPN has a long history, dating back well before
it became operative in the courts in the 1830s (Smith 1998). Much current interest in
the SPN stems from the flourishing advocacy of CSR, with progressive legal schol-
ars, as well as business ethicists and corporate directors, viewing the SPN as a major
impediment to managers including the interests of stakeholders other than share-
holders in their decision making (Testy 2002). For much of the nineteenth century,
this analysis was probably correct. However, with the subsequent development of
the business judgment rule in common law and more recent statutory developments,
managers today have significant discretion in addressing nonshareholder interests.
Thus, Smith (1998, p. 280) concludes that “application of the shareholder primacy
norm to publicly traded corporations is muted by the business judgment rule.”

The business judgment rule is the presumption that directors have not breached
their fiduciary duty of care, so-called because it relieves the court of any duty to
make evaluations of the business judgment of a director. For example, if a board of
directors decides to donate a million dollars of corporate resources to the Japanese
Earthquake Relief Fund of the Red Cross, shareholders might try to sue the directors
personally for using corporate funds in a manner that does not further shareholder
interests. But the business judgment rule relieves the court from considering whether
the donation is a good business decision (and it might be, if favorable publicity were
to result): evaluating the quality of business decisions is difficult and this is not the
primary competence of the courts. In effect, the rule makes the fiduciary duty of care
unenforceable because courts will not consider the quality of business decisions that
would otherwise be the primary evidence for lack of care (Cohn 1983).

Shareholders rarely succeed in derivative suits against directors on claims of a
breach of care. It is generally only the duty of loyalty that courts will consider when
derivative suits are brought against directors. However, evaluating whether directors
acted in bad faith is also difficult to determine because most business decisions seen
as unfavorable to shareholders can be rationalized to seem reasonable at the time
they were made. Thus, courts primarily consider whether any self-dealing has
occurred when evaluating breaches of loyalty.

Fiduciary duties developed in common law have been explicitly defined by the
incorporation statutes of most states in the U.S. For example, the Model Business
Corporation Act (2002) prepared by the American Bar Association and adopted by
24 states (but not Delaware) says (Section 8.42: Standards of Conduct for Officers):
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“An officer, when performing in such capacity, shall act: (1) in good faith; (2) with
the care that a person in a like position would reasonably exercise under similar
circumstances; and (3) in a manner the officer reasonably believes to be in the best
interests of the corporation.”

Item (1) states the duty of loyalty, (2) states the duty of care, and (3) can be inter-
preted as referring to the SPN. Whether “the best interests of the corporation”
include nonshareholder interests is not entirely clear. Millon (1991, p. 228) writes
that “corporate law has avoided such puzzles by, for the most part, equating the duty
to the corporation with a duty to act in the best interest of its shareholders.” But this
does not per se exclude directors from considering the interests of nonshareholders.
In Delaware, where 56 % of U.S. corporations are registered (Eisenberg 2000) and
which is generally considered to have the most shareholder-friendly statutes, there
is no explicit statutory requirement that managers should only consider the interests
of shareholders in their decision making. Moreover, most states have adopted “non-
shareholder constituency statutes” that explicitly allow managers to consider the
interests of nonshareholder constituencies when making decisions (McDonnell
2004). Pennsylvania was first to adopt such a statute in 1983; states such as
New York and Nevada have followed suit (Delaware, however, has not). These stat-
utes do not require managers to consider the interests of nonshareholders, but they
make explicit that managers are not prohibited from doing so.

The American Law Institute’s (1994, p. 55) Principles of Corporate Governance
also provides considerable latitude for managers to act beyond the apparent dictates
of the SPN. Section 2.01 states: “Even if corporate profit and shareholder gain are
not thereby enhanced, the corporation, in the conduct of its business: (1) Is obliged,
to the same extent as a natural person, to act within the boundaries set by law; (2)
May take into account ethical considerations that are reasonably regarded as appro-
priate to the responsible conduct of business; and (3) May devote a reasonable
amount of resources to public welfare, humanitarian, educational and philanthropic
purposes.” This consensus document has been regularly cited and relied upon by
U.S. courts.

The UK has also seen the introduction of statutes that explicitly allow managers
to consider the interests of multiple stakeholders. The 1985 Companies Act stated
that directors must take into account the interests of employees when performing
their functions for the company and that this is to be regarded as a fiduciary duty
owed to the company. Under the 2006 Companies Act, directors are further required
to take into account the interests of other stakeholders such as suppliers, customers,
the community, and the environment. However, as in the U.S., the act does not give
nonshareholder stakeholders the right to challenge decisions of directors in court if
they feel their interests have not been taken into account. Although this suggests
directors still only have fiduciary duties to shareholders, they are now also at liberty
to take into consideration the interests of a wider constituency of stakeholders.

Thus potential common law restrictions on managerial discretion for considering
nonshareholder interests have largely disappeared; the SPN is muted by the business
judgment rule, and recent statutory provisions in most U.S. states and the UK
explicitly allow managers to consider nonshareholder constituencies in their
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decision making. We may then justifiably question the claim that managers are
legally bound to disregard nonshareholder interests that conflict with those of share-
holders. Progressive legal scholars and others are correct in pointing out the impor-
tance of the SPN, but not as a legal norm. There are good reasons to think that
managers follow the SPN, not because they are legally bound to do so, but because
the SPN is a social norm in the business community.

The SPN as a Social Norm

Anderson (2000, p. 170) defines a social norm as “a standard of behavior shared by
a social group, commonly understood by its members as authoritative or obligatory
for them.” We maintain that managers as a social group, both within and between
corporations, are generally guided by a social norm of shareholder primacy. Business
schools teach as part of the “Theory of the Firm” that profit maximization is the
purpose of the corporation in society and that it is the duty of managers to pursue
this end on behalf of shareholders as their agents (Gentile 2004; Goshal 2005).
Consequently, when their students get jobs in the corporate world they are working
to an implicit assumption of shareholder primacy—an assumption often reinforced
by compensation packages tied to the share price. Dobson (1999, p. 69) suggests
they “will have had drummed into them that the ultimate objective of all activity
within the firm is the maximization of shareholder wealth.” Various commentators
(e.g., Gardiner 2009; Holland 2009) have suggested that a disproportionate focus on
SVM by business schools was a contributory factor in the 2008 financial crisis.

There are signs of change. Four of five executives surveyed by the consulting
firm McKinsey (2006, p. 1) thought that “generating high returns for investors
should be accompanied by broader contributions to the public good.” However,
almost 90 % of respondents said they were motivated to champion social or environ-
mental causes by profitability or improving public relations. Although many execu-
tives think that they should consider the interests of nonshareholders, this appears to
mostly hold true when they do not conflict with shareholder interests and in particu-
lar when both go hand in hand.

Although the SPN is prevalent among managers, there may be other, potentially
countervailing norms. For example, championing CSR and environmental friendli-
ness may be emerging as a social norm among managers in many corporations.
Nonetheless, some surveys suggest that U.S. managers believe the law requires
them to maximize shareholder wealth and hinders them from pursuing interests that
conflict with shareholder interests (Gentile 2004; Rose 2007). Managers may
believe they are following a legal norm, but it would seem that they are following a
social norm which they believe is legal because of its pervasiveness in business.'
Nevertheless, we maintain that the social norm of shareholder primacy is reinforced
by the structure of corporate law, which is geared toward shareholder primacy:
shareholders exert control over the corporation primarily through their legal right to
elect and dismiss directors.
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The fiduciary duties imposed on managers in common law are the result of early
judicial depictions of their relationship with shareholders as one of trust (Berle
1931, 1932). Managers were considered trustees for the shareholders who were the
owners of the corporation. However, the corporation was legally separated from its
shareholders in the mid-nineteenth century and considered to own itself, whereas
shareholders were considered to own shares as a separate form of property (Pickering
1968). Despite the legal separation of the corporation from its shareholders in terms
of ownership, important features of the structure of corporate law that came with the
earlier depiction remained, both in terms of fiduciary duties and more importantly
in terms of voting rights of shareholders.

Because shares generally confer voting rights to shareholders, which gives them
the power to elect and dismiss the board of directors, there is a real sense in which
the directors of the corporation act as agents representing the interests of the share-
holders; quite simply, if they do not they may be dismissed (Kraakman et al. 2004).
Shareholders may not have the type of direct control necessary for a legal character-
ization of a principal—-agent relationship, but they do have sufficient indirect control
for that characterization to be made more generally. For example, the academic lit-
erature on agency costs typically describes managers as agents of the shareholders
(Clark 1985). Although the threat of dismissal/non-reelection to the board is real, it
should be acknowledged that it rarely happens in practice in large public corpora-
tions (Benz and Frey 2007). However, there are usually other incentive structures in
place that aim to align shareholder interests with those of top management; for
example, the issuing of shares or stock options and payment of bonuses tied to cor-
porate financial performance. Voting rights matter even in this context because it is
common practice for shareholders to approve top management’s remuneration by
voting. The legal power of shareholders to vote for the board of directors and their
remuneration helps perpetuate the SPN as a social norm, not as a principle of law
likely to be upheld in court.

Empirical Research Direction

Our preceding analysis of the SPN as a social norm suggests three empirically test-
able propositions:

1. Managers believe that they are legally obliged to primarily pursue the interests
of shareholders/owners.

2. Managers believe that their primary moral obligation is to pursue the interests of
shareholders/owners.

3. Managers work in the primary pursuit of shareholder/owner interests because (a)
they believe it is their legal duty, and/or (b) they believe it is their moral duty,
and/or (c) they fear being dismissed by the board if they do not, and/or (d) they
are incentivized by remuneration that is tied to shareholder/owner interests.

Propositions 1 and 2 are to establish the existence and basis for the
SPN. Proposition 3 assumes the existence of the SPN and explores the primary
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motivation for adhering to it. Empirical research addressing these questions would
serve to confirm that, as we strongly suspect, the SPN is in fact an impediment to
CSR. Nonetheless, regional variations regarding the role of the SPN should be
noted. For example, a study by Witt and Redding (2009) that investigates senior
executive perceptions of why firms exist, found that U.S. executives cited share-
holders as the primary reason for the firm’s existence whereas German and Japanese
executives placed more importance on employees and less importance on
shareholders.?

Establishing the descriptive reality of the SPN as an impediment to CSR is a
precondition for evaluating its prescriptive desirability in relationship to CSR. And
establishing its justifications is a precondition for evaluating how the SPN can be
attenuated on the assumption that this is considered desirable. We now turn to the
research implications from a prescriptive perspective.

Normative Research Directions

If the SPN (as a social norm) is a hindrance to CSR activities, a first question to ask
is how the SPN informs/affects the basic debate in business ethics between manage-
rial focus on shareholders vs. stakeholders. The normative debate between whether
managers should primarily focus on the interests of shareholders or broaden the
scope of interests that they pursue to include a broader group of stakeholders is usu-
ally couched in terms of stakeholder rights (e.g.: Crane et al. 2004; Gibson 2000;
Evan and Freeman 2003; Freeman and Phillips 2002). These rights tend to have
Kantian/deontological foundations of self-determination, of never treating anyone
merely as a means to an end, with the implication that stakeholders should partici-
pate in decisions that affect them. If we recognize that a major reason for the SPN
influence is that the structure of corporate law is geared toward shareholder primacy
because of the sole voting rights of shareholders, then the shareholder-versus-
stakeholder debate can be seen to turn on whether voting rights should be extended
to a broader group of stakeholders.

As mentioned, moral grounds, often couched in Kantian terms, have been put
forward for stakeholder participation more generally. Those arguments should
remain unaffected by a focus on voting rights as a participatory method. However,
by focusing on stakeholder voting rights this makes political philosophy particu-
larly relevant to the normative shareholder versus stakeholder debate. Business eth-
ics has long been considered a branch of applied ethics to the exclusion of political
philosophy, but some business ethicists are now advocating the importance of politi-
cal philosophy to the field (Kaler 2000; Heath et al. 2010; Moriarty 2005).

Political philosophy in part is concerned with issues of distributive justice, that is,
when a benefit (e.g., a resource/right) or a burden (e.g., a tax) needs to be distributed
among the members of a group. This understanding makes political philosophy a
particularly appropriate normative branch of philosophy for handling stakeholder
rights (including shareholders) rather than looking at the entitlements of individual
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stakeholders absent the group context. The relevance of political philosophy is fur-
ther enhanced when we recognize that all corporations operate in a political context
(i.e., within the borders of sovereign countries) that have the power to regulate the
just entitlements of stakeholders (e.g., minimum wages, antidiscrimination laws,
labor representation on the board of directors, voting rights for stakeholders). Thus,
political philosophy can either be applied to the corporation itself (organizational
justice) for devising fair distributions of voting rights, or the corporation is seen as
part of a national political context in which rules of fairness apply to all corporations
for which stakeholder voting rights may also be extended. If one draws on different
traditions within political philosophy, such as the Liberal and Libertarian traditions,
what are the analytical implications for the SPN as a legitimate norm of corporate
governance as opposed to extending voting rights to a wider constituency? How is the
SPN relevant to these political theories and would they endorse or reject the SPN?

Instrumental Research Directions

Another prescriptive perspective is whether the SPN or some alternative norm of
governance is instrumentally most desirable from the perspective of economic effi-
ciency. Economic efficiency requires that as much output as possible is produced
with a given set of inputs. The output in a market economy is economic value which
can be measured by consumers’ willingness to pay for the goods and services that
they receive. What norm of corporate governance will produce the most value for
the economy? The efficiency of a macroeconomic system is composed of the effi-
ciency of the corporations (micro-economic systems) within in it. Our question then
becomes: is the SPN or some alternative norm of governance encompassing a wider
constituency of stakeholders economically more efficient?

By considering the factors that perpetuate the SPN, such as the sole voting rights
of shareholders and remuneration that is tied to shareholder interests, one can inves-
tigate whether these are mechanisms that are economically efficient. Although
much more can be done, some arguments have already been put forward for and
against the efficiency of the SPN. For example, in favor of the superior efficiency of
the SPN (generally construed as SVM), Jensen (2002) has argued that economic
efficiency requires governance with a single objective function, profitability being
such an objective and that managerial remuneration should be tied to that objective;
Sundaram and Inkpen (2004a, b) have argued that control (and thus voting rights) is
best exercised by shareholders as residual claimants because they have the most to
gain from an efficient organization that produces a residual; and Williamson (1984,
p- 1215) has argued that public (i.e., stakeholder) representation on the board “would
come at a high cost if the corporation were thereby politicized or deflected from its
chief purpose of serving as an economizing instrument.” On the other hand, Freeman
has argued that corporate management according to stakeholder theory would be
more efficient. Freeman (2008, p, 18) observes that “If a business tries to maximize
profits, in fact, profits don’t get maximized, at least in the real world.” Freeman et al.
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(2010, pp. 11-12) say: “We believe that trying to maximize profits is counterpro-
ductive because it takes attention away from the fundamental drivers of value:
stakeholder relationships. There has been considerable research that shows that
profitable firms have a purpose and values beyond profit maximization.” The central
idea here is that members of an organization will not be sufficiently inspired or
motivated simply by an explicit goal of profit maximization.

Claims have been made both for and against the profitability of CSR (Peters and
Mullen 2009; Vogel 2005). If the SPN (as a social norm) impedes CSR more
research can be conducted on how the factors that perpetuate the SPN influence
corporate efficiency/profitability. In other words, do sole voting rights for share-
holders and/or managerial remuneration tied to financial performance lead to more
profitable corporations in the short or long run?

Research on How to Attenuate the SPN

If the foregoing prescriptive research concludes that the SPN is not normatively and/
or instrumentally desirable, we may then ask how do we attenuate it—and what do
we replace it with? Only by understanding the aforementioned factors that perpetu-
ate the SPN can we start to address how to temper it. We make the following sugges-
tions for research to explore the possibility of attenuating the influence of the SPN:

Legal Structural Extension of Voting Rights to a Wider Set of Stakeholders, or
Alternatively Removing Shareholder Voting Rights Legally extending voting rights
to all/some stakeholders or removing shareholder voting rights would remove the
SPN but would open up numerous other questions that need to be answered. If one
extends the voting rights to a wider group of stakeholders then who are the relevant
stakeholders? Are voting rights extended to stakeholder groups or to individuals?
How would stakeholders’ right to vote be administered in practice? Alternatively, if
one removes shareholders’ right to vote, then who decides who sits on the board of
directors? Who holds the board of directors accountable? Would there be any incen-
tive for firm owners to incorporate if it implies losing control over the corporation?

Legal Statutory Change Mandating Stakeholder Consideration Today, U.S. law
does not prohibit stakeholder consideration, but it does not require it either. UK law
does require it but does not give nonshareholder stakeholders the legal right to chal-
lenge the decisions of directors. A statutory change that mandates corporate stake-
holder consideration could be introduced that extends managerial fiduciary duties to
all/some stakeholders and allows them to challenge decisions in court the same way
as shareholders. This idea opens up numerous questions, such as who are the rele-
vant stakeholders and what managerial consideration can they legitimately expect??

Implementing Management Remuneration Incentives That Are Aligned with a Wider
Group of Stakeholder Interests Constructing remuneration incentives that are
aligned with stakeholder interests should be fairly straight forward per se, but unless
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stakeholders have some means of holding management accountable (such as expand-
ing managements’ fiduciary duty, or extending voting rights to stakeholders), then it
is unclear with what stakeholder interests that remuneration should be aligned.

Conclusion

The SPN is the part of the legal fiduciary duty of managers that obliges them to
consider primarily the interests of shareholders in their decision making. Yet they
are allowed to consider the interests of other stakeholders (but do not have a duty to
do so except under statutes specifically directing such an obligation) and, further-
more, the SPN is virtually unenforceable because of the business judgment rule.
Therefore, the view of CSR advocates that the SPN legally prohibits managers from
considering the interests of multiple stakeholders lacks credence. However, we have
maintained that the SPN is still very much alive as a social norm. Managers find it
in their best interest to please shareholders because of the shareholders’ legal right
to elect the board and dismiss its directors (even if this rarely occurs) and because
their remuneration is often tied to corporate financial performance. Managers wish
to please shareholders and keep their jobs, and these needs perpetuate the SPN as a
social norm. So long as shareholders have the sole right to vote for the board of
directors, then it seems likely that the SPN will continue to be an operative prescrip-
tion for managers.

We have suggested three empirically testable propositions to establish the exis-
tence and justification for the SPN as a social norm. On the descriptive assumption
that the SPN does exist, we have suggested prescriptive research directions of both
anorm