




 ‘Business social responsibility should not be coerced; it is a voluntary decision that the entrepreneurial leadership of every company must make on its own.’
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Corporate Social Responsibility (CSR) began as a response to the perception that big corporations were reaping profit at the expense of stakeholders (the environment, society and employees) without providing any value to those groups (Friedman, 1970).  The Industrial Revolution saw a few companies begin to address the plight employees faced and the affect of business on wider society.  Professor Archie Carroll said that employee welfare programs in this era were begun to alleviate some of the problems created by business activities at the time, such as “labour unrest, poverty, slums, and child and female labour”.  However, Carroll points out these programs purpose were to improve worker productivity, not an altruistic betterment of workers lives (Carroll, 2008).  In the mid-twentieth century, society began to exert pressure on corporations to acknowledge some responsibility to offset the consequences of their activities on the environment and society. The Committee for Economic Development said that “business is being asked to assume broader responsibilities to society than ever before and to serve a wider range of human values”.  (Committee for Economic Development, 1971).  
The question of whether CSR activities should be compulsory, mandated by governments with reporting guidelines such as those required of financial statements of corporations is being debated.  Whole Foods Market co-founder, John Mackey is quoted as saying that “Business social responsibility should not be coerced; it is a voluntary decision that the entrepreneurial leadership of every company must make on its own” (Mackey, Friedman & Rodgers. 2005).  Mackey goes on to say that, as a Libertarian, he believes that “bureaucratic government solutions to social problems cause more harm than good and that government help is seldom the answer”.
Supporting Mackey’s view is a European Commission Green Paper (2001) which states that attempts to regulate CSR would be counterproductive, because  it would stifle creativity and innovation which drive the successful development of CSR (Commission, 2001).  Nobel Laureate and economist Milton Friedman agrees with Mackey that CSR should not be coerced.  Friedman states that a system based on private property and free markets (capitalism) enables people to engage with CSR without compulsion.  He says that it allows people to use their knowledge to ensure that each resource is used most efficiently, extracting the greatest value.  Friedman believes that by focussing on profits a company is then enabled to pay employees a higher wage and pay greater dividends to investors which allows the employee and investor to make contributions to society in the way in which that person deems best.  He says he vastly prefers this to a world where in which resources are distributed by governments or corporations (Mackey, Friedman, & Rodgers. 2005).  To support this, Friedman quotes Adam Smith from Smith’s book, Wealth of Nations:	
“By pursuing his own interest [an individual] frequently promotes that of the society more effectually than when he really intends to promote it. I have never known much good done by those who affected to trade for the public good.”
These sentiments are echoed in the debate by T.J. Rodgers, who agrees that CSR should not be compulsory or mandated by government.  He says that as a company focusses on maximising profits, the employees and shareholders can support social causes by donating to charity, supporting environmental causes or investing in the education of their children, who may go on to benefit society in greater ways.  (Mackey, Friedman, & Rodgers. 2005).
	Writing for Eco-Business.com, CSR Asia Chairman Richard Welford says that research of 300 reviewed academic publications has found that long-term profitability is enhanced in companies with sustainability strategies and that it would be foolish for any company to ignore this evidence.  He gives 10 reasons why governments should stay out of regulating CSR:
1. Government understanding of CSR is often poor and could result in bad policy.
2. Only the people running a business have the expertise to decide which CSR activities might improve efficiency and competitiveness.
3. Each business case for CSR will be different depending on the company’s brand and reputation.
4. Government regulation will stifle creativity.
5. The possibility of corruption in government.
6. Limited vision of governments (focussing only on national issues).
7. Limitation of the scale of impact of smaller governments.
8. Governments are unable to connect to individuals in the way that businesses do on a daily basis.
9. Political influences on agendas.
10. Businesses are more responsive and innovative than governments, less bureaucracy.
(Welford, R, 2015)
	Mackey and co-author Raj Sisodia, in their 2013 book Conscious Capitalism: Liberating the Heroic Spirit of Business,  make the case against regulation.  Free enterprise capitalism, they say, has created the most powerful system of social progress in human history, but the concept of capitalism has been distorted, leading to the prevailing idea that corporations exist solely for profit.  Instead, conscious capitalism will show that businesses are truly value creators that can raise humanity upward.  The book contends that business is “inherently good because it creates value, it is ethical because it is based on voluntary exchange, it is noble because it can elevate our existence, and it is heroic because it lifts people out of poverty and creates prosperity”.  In this view, free markets and free people co-exist for mutual benefit.  They state that humans are unique in that we are “hard-wired” to create value and trade with one another and where that has been allowed to happen, unencumbered, we have prospered.  Where these instincts have been suppressed, we have regressed. (Mackey, J. Sisodia, R. 2013)  The four pillars of conscious capitalism are:  higher purpose, stakeholder integration, conscious leadership, and conscious culture and management.  These elements form an integrated business philosophy that benefits all stakeholders.  They hold that most trade-offs between stakeholders are eliminated when business decisions are based on these principles.  (Schwabel, D. 2013)  There is mounting evidence that businesses engaging in conscious capitalism significantly outperform traditional firms financially, while promoting well being in other forms (Mackay, J. & Sisodia, R. 2013).  Academic studies and real-world business experience has shown that social responsibility programs bring profit, yet some business leaders are reluctant to integrate social responsibility into their business strategy, fearing it will negatively impact the bottom line.  Michel Porter and Mark Kramer identified “shared value” and argued that a business creates economic value for the business by addressing social problems that affect their stakeholders.  (Fink, C. & Whelan, T. 2016).  
	Sustainability reporting has become commonplace since 2013.  The value is that it allows companies to consider the impact of their activities on sustainability issues.  It enables them to be transparent to shareholders and other stakeholders about the risks and opportunities they face.  It provides a way to build trust among stakeholders, including investors and consumers and it helps a business improve (you can’t manage what you can’t measure). 
Governments have begun to promote CSR reporting to address corruption and bribery, violation of labour standards and human rights in the global supply chain.  EU companies involved in mining and extraction are now required to make transparent the payments made to foreign governments to combat corruption (Knudsen, J. 2018).  Also in the EU, Directive 2014/95/EU requires companies over 500 employees to publish reports on the policies they have relating to environmental protection, employee welfare, human rights, anti-corruption & bribery, and the diversity of board members (European Commission, 2014).  In the US in 2010, California’s Transparency in Supply Chain Act (CTSCA) and the UK’s Modern Slavery Act (2015) require companies to report on the steps they take to prevent modern slavery, child labour and human trafficking in the global supply chain.  However, these only require minimum reporting.  A study of 105 companies required to report under the CTSCA in the first year, it was discovered that 83% of firms reported their efforts to stop slavery and human trafficking, but the reporting was not detailed.  Only 4% of firms studied reported in any great detail across the five required areas. (Azizul Islam, M, 2018).  
	There are other problems with CSR reporting.  One main issue is the lack of a global standard.  Several bodies exist including SASB, GRI and IASB, making comparisons complicated.  This also presents a barrier to entry for companies which want to begin reporting says Tim Mohnin of the Global Reporting Initiative (GRI).  Mohnin also believes producing glossy 100 plus-page reports have little impact outside of the company that produces them.  He states that these reports are largely ignored by the investment community (Ethical Corporation, 2019).
	These sentiments are echoed by John Pabon, Founder and Chief Advisor in Shanghai-based consulting firm, Fulcrum Strategic Advisors.  Pabon says that while these reports add a layer of transparency, they are “bloated”, hard to read and cumbersome productions consisting of tables of data tracking many sustainability metrics.  He also points out that the standards are constantly being changed, seemingly, he says to “keep people on their toes”.  This does nothing to make the reporting more effective.  He suggests separating the reporting to focus on individual stakeholder groups, providing succinct stories which don’t read like reports at all.  These would be more visually led, rather than reams of data, perhaps as little as a couple of pages.  These could be video-based or delivered in a digital only format (to combat paper waste).  This, he says will heighten the impact of the reports (because people will actually read them) and increase the return on investment for the company producing the report. (Pabon, J. 2019)
	Tim Mohnin reported in 2017 that 90% of the 250 largest companies in the world were reporting on sustainability performance.  72% of all companies worldwide were using GRI standards.  45 countries and regions, including 35 stock exchanges had by then introduced reporting policies.  This, according to Mohnin, must have a positive impact, because if you measure something, the instinct is to improve upon the results.  GRI standards cover 33 areas of sustainability, however, companies are not expected to cover all areas.  Businesses should look at the areas and decide which are relevant to the company and its stakeholders and concentrate their reporting efforts in those areas.  (Hicks, R. 2017)  This addresses the concern raised earlier regarding governmental oversight, as it allows organisations the freedom to decide what applies to their specific activities.
	Other problems exist in sustainability reporting.  Measurement uncertainty exists where incompleteness of data or conversion errors (eg., calculating the units of methane produced from certain activities).  Differences in defining materiality means that some sustainability reporting is not taken seriously by investors.  In the US, in 2016, SASB notified the Securities Exchange Commission (SEC) that sustainability reporting is not generally done using the same standard for materiality as is required by federal securities laws.  SASB suggested changes to the tests companies undertake to determine risk of financial impact to more closely align sustainability reports with financial reporting standards.  
	Inconsistent reporting methods, “boiler-plate” reporting and “green-washing” are also major problems.  In 2017, there were four different reporting methods investors and stakeholders could access sustainability reports:  stand-alone reports, investor questionnaires, shareholder resolutions and SEC filings.  “Boiler-plate” reporting consists of unoriginal, generalised, non-specific language.  According to SASB in 2017, 40% of reports contained such language.  “Green-washing” refers to the practice of companies reporting primarily on favourable information or results.  This not only gives an inaccurate picture of the businesses’ activities, but can lead to cynicism and loss of faith in the reporting. (D’Aquila, J. 2018)
India became the first country to enact a law requiring companies to invest in CSR programs with the Companies Act, 2013.  Prior to this, only reporting was mandatory.  The Act requires companies with a net worth above US$70 million or an annual turnover of over US$140 million or net profit of over US$700000 to spend 2 percent of the company’s net profits over three years on CSR initiatives.  The Act allows for penalties for underspending and non compliance.  Spending on CSR initiatives increased from 2014 to 2018 by 47% in India (Shira, D & Associates, 2019).  Critics of the Act have said that it has imposed an additional corporate tax, without a transparent debate.  Corporation tax in India was already high in 2013, at 32.45%, compared to a global average of 24.09%.  This increase has the potential to stifle investment.  The Act has also been criticised from the political left in India.  These critics say that enforcement and penalties do not go far enough to ensure compliance and that CSR will remain mostly voluntary (Karnani, A. 2014).  
	Analysing the quotation from John Mackey and the research that was done, the conclusion reached is that I do agree that businesses should not be coerced into engaging with CSR activities.  The opinion that government regulation would have the potential to stifle innovation, and, as Mackey said, government intervention often does more harm than good (Mackey, J., Friedman, M. & Rodgers, T.J. 2005).  Government regulation often sets the bar at a minimum.  While this could mean that some companies that would have done nothing to alleviate the impact of their activities on the environment or society, it could lead to businesses aspiring to meet just these minimums, rather than pursue organically motivated activities which would exceed the standards.  Echoing Welford’s concerns, government regulation could stifle creativity, and possibly be motivated out of political, partisan aims.  As Welford said, it is the business people who have the intimate knowledge of their respective industries and can decide better which areas they should pursue.
	Reporting of CSR activities, I believe, is recommended.  However, I believe it should, again, be up to businesses to decide whether they report on their actions.  It is then up to consumers and investors to make the choice to support a business.  Consumers are increasingly concerned about the environment and the fair treatment of the workforce, and it is this concern which will lead changes in society and business practice.  It would be beneficial for businesses, consumers and investors, however, if there was one global standard in reporting, to alleviate confusion.  Reporting should be tailored to individual stakeholder groups, streamlined and available in different formats, depending on the detail required by the stakeholder (Pabon, J. 2019).
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