                                          Topic: Theories of Social Responsibility
1. The Stockholder Theory

Milton Friedman, “The Social Responsibility of Business Is to Increase Its Profits”

Classic libertarians defend profit maximization as the only legitimate goal of publicly held companies.

1) The social responsibility of business is to maximize profits.

a. In a democracy, citizens determine the laws that govern corporate behavior.

b. Business executives are the agents of shareholders.

c. The only common interests shareholders have is to maximize profits.

d. The obligations of executives of publicly held companies is to maximize profits within the law and without deception or fraud.

2) Any commitment to fulfilling social responsibilities other than making money is an illegitimate tax, or even theft.

a. Politically, this constitutes taxation without representation and is unjust.

b. Consequentially, corporate executives will be fired; employees and customers will go elsewhere.

3) Maximizing profits will produce the best overall consequences for society.

a. As such, private businesses should do the same.
Discussion

1)    The “stockholder view” holds that managers should always seek to maximize profits.  

       Proponents of this view make the utilitarian claim that maximizing profits will 

       promote the general welfare.  How, according to this view, will maximizing profits 

       promote the general welfare?  

2)    Critics raise a number of objections to the claim that the maximization of profits will 

       always promote the general welfare.  They argue that there are such things as 

       “market failures.”  For example, they argue that externalities provide examples of  

       efficiently functioning markets failing to achieve optimal results.  Common examples 

       of externalities would be such things as air pollution, ground water contamination 

       and depletion, soil erosion, and nuclear waste disposal.  The costs of such problems 

       are borne by parties (e.g., people downwind, neighbors, future generations) who are 

       not part of the exchange between seller and buyer.  How does the claim that 

       externalities constitute an objection to the claim that the maximization of profits will 

       always promote the general welfare?  Do you agree?  Why, or why not?  Explain.

Cases:

Case 1: The NYSEG Corporate Responsibility Program

The New York State Electric and Gas Corporation operates a program whereby those who cannot afford power and heat are subsidized.  Despite shareholder donations to support this program, the majority of more than $600,000 annual costs are born by the company and as a result shareholders receive lower returns.

Case 2: Outsourcing at Any Cost?

Fictional case concerning the company Galaxywire, a company that accepts loans, tax incentives, and grants to locate in Green Fork, IL.  Seven years later the company is thriving and decides to shut down the Green Fork facility and to outsource those jobs to India to reap savings of approximately $10 million per year.  Workers propose pay cuts and benefits reductions in an effort to keep the company in town. What should the company do?
Case 3: Merck & River Blindness

Merck develops a miracle drug for river blindness.  The people who need it cannot afford to pay for the drug at cost and governments and non-governmental organizations won’t help.  Merck decides to manufacture and distribute the drug for free.  The considerable costs are borne by shareholders.

Case 4: H. B. Fuller in Honduras: Street Children and Substance Abuse 

Street children in Honduras are sniffing Fuller glue and destroying their brains in the process.  Activists accuse Fuller of valuing profits over the welfare of children.  What are Fuller’s obligations?

Quiz Questions:

1) According to Milton Friedman in “The Social Responsibility of Business Is to Increase Its Profits,” the managers of a company may spend corporate money on charitable enterprises only when:

a. they are sure that doing so will increase profits.

b. they truly believe the cause to be worthy.

c. they have expertise in the area.

d. they have had a profitable year.

Answer:  A

2) T or F: According to Milton Friedman in “The Social Responsibility of Business Is to Increase Its Profits,” the managers of a company have an obligation to ensure that employees are treated with dignity and respect.

Answer:  F

3) T or F: According to Milton Friedman in “The Social Responsibility of Business Is to Increase Its Profits,” whether or not a company operates in a democracy is irrelevant to his view of corporate social responsibility.

Answer:  F

Essay Questions

1) Provide an exposition of the stockholder view of the corporation as defended by Milton Friedman.  What would Friedman likely say about the NYSEG Corporate responsibility program?  
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