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Introduction: CSR is regarded as voluntary corporate commitment to exceed the explicit and implicit obligations imposed on a company by society’s expectations of conventional corporate behavior. Society’s basic order consists of both the legal framework and social conventions; it is always a representation of the society’s prevailing ideas and opinions. New, emerging trends cannot pass into society’s basic order per se; in fact they need to be promoted so that they might establish over time. Companies can support this procedure and in doing so, gain profits at the same time. Porter and Kramer (2002) call this win-win situation strategic philanthropy



Objectives: i. To understand how Corporations can benefit by operating with a long-term view of their organization and role in society rather than by focusing on just their own short-term profits. ii. To study the link between Corporate Social Responsibility and competitive advantage to generate value creation opportunities and have a win-win strategy. Academic Support for CSR CSR for businessmen The term CSR was first formalized by Bowen (1953), who stated that ‘it refers to the obligations of businessmen to pursue those politics, to make those decisions, or to follow those lines of actions which are desirable in the terms of the objectives and values of the society’. A decade later, several authors, including Davis (1960), Fredrick (1960), McGuire (1963) and Walton (1967) further developed the concept. However, these authors refer only to ‘businessmen’.



Agency theory In the late sixties, Davis (1967) enlarged the definition of CSR to include institutions and thus enterprises. This was a crucial development as the term businessmen implied that an enterprise’s owner was also its manager, and thus bore the cost of every social commitment personally. When CSR is expanded to include enterprises in their own right as legal entities, the attribution of the cost is not so easy. In the case of manager led enterprise, the managers’ who are the legal representatives of the enterprise do not bear the costs of social conduct; instead they decide to take these actions in their role as agents of the principals. This caused Nobel Prize winner Milton Friedman (1970) to fundamentally reject corporate social commitment. To borrow Milton Friedman's phrase, "the business of business is business." This belief implies that social issues are peripheral to the challenges of corporate management. The sole legitimate purpose of business is to create shareholder value. According to Friedman, managers are obliged by contract to shareholders and their primary task is to maximize enterprise value. They are



Maratha Mandir’s Babasaheb Gawde Institute Of Management Studies bound by the legal guidelines and the economic rules. Commitment beyond legal requirements to general social interest should not be undertaken. If managers want to work towards the betterment of society, they should do so as private individuals at their own expense. In Friedman’s argument the existing legal framework provides incentives that cause enterprises to act in a socially desirable way. Stakeholders’ theory Freeman and Reed (1983) developed the stakeholder’s theory. Previously only the effects of corporate actions on actual shareholders were considered, but under the stakeholders theory there are other groups whose needs should be considered as well, adding employees, customers and society at large. This insight focuses on the company’s external environment. According to the stakeholders’ theory, consideration of externalities and their impact on stakeholders is critical to the company’s current and future success. CSR and Strategy Goodpaster and Mathews (1982) see an analogy between the individual and corporation. That analogy they argue, makes it possible to project the concept of individuals’ moral responsibility- balancing rationality, self interest and altruism – onto corporations. Organizations, as entities made up of individuals should be no more and no less morally responsible than ordinary persons. The problem with the "business of business is business" mind-set is that it can obscure important realities. Social issues are not so much tangential to the business of business as fundamental to it. Social pressures often serve as early indicators of factors essential to corporate profitability: for example, the regulations and public-policy environment in which companies must operate, the appetite of consumers for certain goods above others, and the motivation of employees — and their willingness to be hired in the first place. Many scholars today including, Baron (2003) and Orlitzky, Schmidt, and Rynes (2003) present a broad view, arriving at the conclusion that the market rewards enterprises social activities. Porter and Kramer (2006) have highlighted several incidents throughout the mid 1990s showing that public valued CSR. Several authors (Badaracco, 1996; Brown and Dacin, 1997; Clark, 2000) have explored the relationship between public (consumers) and corporations. Carroll (1979) points out that the economic and societal interests of the firm are often intertwined like product safety is of concern both at the economic and social levels. Therefore CSR is in the best interests of the firm and can be considered as efficient management strategy, and can be a crucial factor in the company’s success. CSR a win-win strategy Porter and Kramer (2006) point out that most CSR efforts are not productive because they pit business interest against social interest. External pressures on firms tend to make them think of CSR in generic ways, instead of in the way most appropriate to their individual strategies. The possibilities of CSR actions depend heavily upon a country’s prevailing economic policy. Until recently, CSR was primarily a phenomenon found in USA and UK; India had not expressed much interest in the concept. These different attitudes are a reflection of differing economic views. USA and UK followed liberal economic policy prone to deregulation where as India under the socialistic influence was highly regulated. If CSR is a voluntary corporate commitment that helps to establish social trends and institutional demands, the differences in its level of importance for countries become evident. It is only when the society’s basic order binds companies to comply with social demands, that there is no necessity for CSR. The design of current institutions is the result of a reaction to social needs, but the delay between a change in social preferences and an accordant institutionalization creates a regulation gap and filling this gap can be sometimes more easily accomplished by companies than by government. Also the increasing globalization and the use of global public goods, along with the declining influence of national institutions, however is making CSR a more vital issue today. In the absence of global governance, cost savings in the short run need to be balanced against the potential risk to the company’s goodwill in the long run. Companies would benefit if they could consider filling this regulatory gap, rather than exploiting it. Social desirable conduct in such cases is not in conflict with Friedman’s profit maximization



Maratha Mandir’s Babasaheb Gawde Institute Of Management Studies presumption if an enterprise views its manager’s commitment as a long-term investment or all enterprises agree on closing the regulation gap and making it a collective commitment. First mover advantage A company must realize early on as to which social trend is gaining ground and is likely to be of major public interest so that it can take advantage of the situation to become a leader in the field or have more influence in the direction of future regulation. The later a company jumps on the bandwagon of a new trend, the less it has such a chance. The incentive to act pro-actively is to gain the first mover advantage. Companies that treat social issues as either irritating distractions or simply unjustified vehicles for attacks on business are turning a blind eye to impending forces that have the potential to alter the strategic future in fundamental ways. Although the effects of social pressures may not be immediate, companies should not delay preparing for or tackling them. Even from a strict shareholder perspective, most stock market value depends on expectations of corporate cash flows beyond the next three years. Individual or collective initiative Individual actions are actions where a single firm engages in socially responsible behavior benefiting both the society and its shareholders like when a cosmetic company offers products not tested on animals. There could be initiatives that are socially beneficial but hurt the shareholder value. In such a case initiative taken by individuals tend not to last, because the cost to the shareholder is too great. This winlose dynamic creates a barrier to individual corporate action. The solution to this is collective action. Automobile companies know that their future depends on their ability to develop environmentally safer forms of mobility. The entire industry can act collectively as in case of greenhouse gas emission contributing significantly to the society while avoiding huge imbalanced cost to shareholders of a single company. Collective problems can best be tackled through structural actions such as the establishment of an appropriate institution or common code of conduct as all the players are affected equally. Solving the win-win puzzle The decision making process is initiated by a social trend. This social trend has to be evaluated through strategic planning as illustrated in Fig1. If the trend is of a claim of only a marginal group and is liable to disappear quickly it should be ignored. However, if the trend is a claim of great public interest of increasing importance it should be further probed. If the government does not react to this trend of broad public interest, the company has an opportunity to step in and address the public concern. If none of its stakeholders are involved or interested in it the company should not engage itself. If however, stakeholders are involved or interested, the claim can have a direct or indirect effect on the company’s cash flows and this requires further analysis.
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Fig.1 Planning Process of Social Trends



. Importance of each stakeholder to the company depends upon the stakeholders’ influence on the company’s cash flow. The company must map all its known stakeholders’ influence on its cash flows to prioritize a stake holder’s importance Key stakeholders are those that have a direct contact with the company and comprise of most important suppliers, major clients and crucial employees. Although the company has to be aware of its minor stakeholders it does not need to pay much attention to them as their influence on the expected cash flows is not much. Companies need to keep an eye on emerging stakeholders like NGOs that may not have much current direct influence but may become key stakeholders in future if situation changes. Management’s decision criteria should be the net present value of the social investment very much similar to any other capital investment decision. If the net present value of future cash flows is positive, the social initiative (investment) should be undertaken. In making the decision concerning the new trend, individual commitment as against a collective commitment can give the company the first mover advantage (Jones, 1995). Socially desirable action improves the company’s reputation among customers and thus helps it to increase its market share (Werther & Chandler, 2005). Often such action of the enterprise sets new social standards and works as an entry barrier for potential competitors. Case Study ITC’s e-Choupal is a good example about the application of CSR as a win-win strategy. The initiative exemplifies how the Indian conglomerate has leveraged technology to support the development of rural India. It answers to the traditional constraints of the agrarian supply chain and has changed not only the business of farming but also the life of Indian farmer. Under this initiative ITC has set up small internet kiosks in villages that give farmers access to an efficient and transparent alternative to the traditional mandi for making their product It establishes a direct channel between farmers and ITC and has marginalized the role of middlemen that eat into value both for the selling farmers and the buying companies. Farmers can get a better price for their products, while the company enjoys the benefits of steady, cheap and high quality produce. Also the farmers can buy seeds, fertilizers etc from ITC at reasonable rates. The inherent business logic has made the effort far more effective than any other external programme. Access to information creates better purchasing power, and has begun to build



Maratha Mandir’s Babasaheb Gawde Institute Of Management Studies aspirations that have been identified as key ingredients of success by C.K.Prahalad. The e-Choupal clearly demonstrates how a large corporation can benefit the stakeholders - farmers, rural communities and its own shareholders through a dedicated and singular effort that recognizes market opportunities and increases the efficiency of the rural agricultural system.. Business decisions need not be intentionally altruistic, but empowering the community eventually creates wealth for a company both notional (through brand recognition) and actual (as profits). ITC by exploiting linkage of CSR and competitiveness in an industry has successfully balanced short-term profitability with long-term sustainability. A totally winwin strategy!



Conclusion: Companies’ do not function in isolation from the society around them. Their ability to compete depends heavily on the circumstances of the locations where they operate. The more a social improvement relates to a company’s business, the more it leads to economic benefits as well. In the long-run social and economic goals are not inherently conflicting but integrally connected. Corporations engage in socially responsible behavior precisely because it enhances shareholder value. They choose to undertake philanthropic activities because such activities create long-term goodwill and economic gains in excess of their price tag. Competitiveness today depends upon productivity with which companies can use labor, capital and natural resources to produce high quality goods and services. Firms must find opportunities in their communities to develop ideas and demonstrate business technologies, find and serve new markets and solve long-standing business problems. It is not charity but a strategic business investment. Individual or collective socially desirable are ways to practice CSR. If such actions move into the society they become part of the society’s basic order either as explicit legal standards or as implicit socially desired standards and over a period of time such implicit social standards become a part of the legal framework. It is in this aspect companies have an opportunity to do well by doing good. Partnership between private enterprise and public interest can produce profitable and sustainable change for both sides.
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