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Chapter 6. Social Responsibilities of Business and Business Ethics
Concept of Social Responsibility

Social responsibility of business refers to the obligation of a business to make decisions and take
actions that align with the objectives and values of society. Instead of focusing solely on maximizing
profits, socially responsible businesses consider the broader impact on society and aim to contribute
to societal aspirations while pursuing their profit interests. This perspective contrasts with the
conventional notion that business exists solely for profit maximization, emphasizing the importance
of considering the public good.

Broader Than Legal Responsibility:
e Social responsibility extends beyond legal obligations.
e Legal responsibility can be fulfilled through mere compliance with the law.

e Social responsibility involves voluntary actions by businesses, recognizing obligations not
necessarily covered by law.

Need for Social Responsibility:

e The ethical dimension: Social responsibility raises questions about what is morally right or
wrong in fulfilling a firm's responsibilities.

e Voluntary nature: Social responsibility involves voluntary actions by business individuals.
e Varied perspectives: Not all business people feel equally responsible towards society.

e Debate: Ongoing debate on whether businesses should assume social responsibilities or
focus solely on serving the interests of owners.

Corporate Social Responsibility (CSR) and Corporate Sustainability:

Corporate Sustainability: Corporate sustainability refers to the role that companies can play in
meeting the agenda of sustainable development. It involves a balanced approach to economic
progress, social progress, and environmental protection. The idea is to ensure that businesses
contribute positively to society while also considering environmental impacts.

Corporate Social Responsibility (CSR) Definitions: There is no single universally accepted definition
of CSR. Different definitions highlight the impact of businesses on society and the societal
expectations placed on them. Two notable definitions are:

1. European Commission: Defines CSR as "the responsibility of enterprises for their impacts on
society."

2. World Business Council for Sustainable Development: Defines CSR as "the continuing
commitment by business to contribute to economic development while improving the
quality of life of the workforce and their families, as well as the community and society at
large."
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CSR in India: In India, the concept of CSR is governed by Clause 135 of the Companies Act, 2013. Key
provisions include:

1. Applicability: Companies with an annual turnover of 21,000 crore and more, or a net worth
of X500 crore and more, or a net profit of X5 crore and more.

2. CSR Committee: Companies must set up a CSR committee consisting of board members,
including at least one independent director.

3. Spending Requirement: Encourages companies to spend at least 2% of their average net
profit in the previous three years on CSR activities.

4. Activities: Indicative activities are specified under Schedule VIl of the Act.
5. Location Specific: Only CSR activities undertaken in India are considered.
6. Exclusions: Activities exclusively for employees and their families do not qualify under CSR.

Conclusion: CSR and corporate sustainability emphasize the responsibility of businesses to go
beyond profit-making and actively contribute to societal well-being, economic development, and
environmental conservation. These principles are enshrined in various definitions and legal
provisions, including those in India's Companies Act, 2013.

Arguments for Social Responsibility:
1. Justification for Existence and Growth:

e Business exists to provide goods and services to satisfy human needs.

e Profit motive should be seen as:an outcome of serving the people.

e Continuous service to society justifies the existence and growth of business.
2. Long-term Interest of the Firm:

e Afirm'simage and prosperity in the long run are maximized when its highest goal is 'service
to society.'

e Members of society, including workers, consumers, shareholders, and government officials,
support businesses fulfilling their social responsibility.

e  Fulfilling social responsibility enhances the public image of the firm.
3. Avoidance of Government Regulation:
e Government regulations limit freedom, and businesses find them undesirable.

e Voluntarily assuming social responsibilities can help businesses avoid the need for new laws
and reduce government intervention.

4. Maintenance of Society:

e Laws cannot cover all circumstances, and dissatisfaction with businesses may lead to anti-
social activities.



e  Assuming social responsibilities helps maintain social harmony and prevents potential harm
to business interests.

5. Availability of Resources with Business:
e Business institutions possess valuable financial and human resources.

e These resources, including managerial talent and capital, can be effectively used to solve
social problems.

6. Converting Problems into Opportunities:

e Businesses, known for converting risky situations into profitable deals, can effectively solve
social problems and turn them into opportunities.

7. Better Environment for Doing Business:
e Asociety with fewer problems provides a better environment for businesses to operate.
e Addressing social needs proactively contributes to a conducive business environment.
8. Holding Business Responsible for Social Problems:

e Some social problems are created or perpetuated by business enterprises (e.g.,
environmental pollution, unsafe workplaces, discrimination in employment).

e Businesses have a moral obligation to getiinvolved in solving these problems rather than
relying solely on other social agencies.

Conclusion:
e Social responsibility provides businesses with a justification for existence and growth.
e Aligning with social goals enhances the long-term interests and image of the firm.

e Voluntary assumption of social responsibilities can help businesses avoid government
regulations.

e It contributes to the maintenance of social harmony, utilizes business resources for problem-
solving, and converts challenges into opportunities.

e Proactive social responsibility creates a better business environment and holds businesses
accountable for addressing problems they may have contributed to.

Arguments against Social Responsibility:
1. Violation of Profit Maximization Objective:
e Business exists primarily for profit maximization.
e Social responsibility may be seen as conflicting with the objective of maximizing profits.

e Profit maximization through increased efficiency is considered the best way to fulfill social
responsibility.



2. Burden on Consumers:
e Social responsibilities such as pollution control and environmental protection are costly.

e Businesses might pass the financial burden of social responsibility to consumers through
higher prices.

e Taxing consumers in the name of social responsibility is considered unfair.
3. Lack of Social Skills:

e Business people may lack the necessary understanding and training to solve complex social
problems.

e Social problems should be addressed by specialized agencies rather than businesses.
4. Lack of Broad Public Support:

e General public may not appreciate business involvement in social programs.

e Lack of public confidence and cooperation due to perceived interference in social issues.
Reality of Social Responsibility:

e Businesses have undergone a shift in attitude, realizing the need for social obligations
alongside profit interests.

e Genuine realization mixed with lip service is observed, emphasizing the survival of private
enterprise.

e Private businesses acknowledge the challenge of operating in a democratic society where
individuals have rights and can demand responsible conduct.

e Setting the house in order, changing outlook, and playing a legitimate role in society are seen
as essential for business success.

Factors Contributing to Social Responsibility:
1. Threat of Public Regulation:

e Demacratically elected governments act as welfare states and regulate socially
irresponsible businesses.

e  Public regulation threat encourages businesses to consider social responsibility.
2. Pressure of Labour Movement:

e Educated and organized labor movements have gained power, forcing businesses to
prioritize worker welfare.

e Policies of 'hire and fire' are replaced by a more responsible approach to workers.
3. Impact of Consumer Consciousness:

e Development of education and mass media has made consumers conscious of their
rights.



e Customer-oriented policies are adopted by businesses in response to a more
informed and empowered consumer base.

Development of Social Standards for Business:
e Businesses are no longer seen as entities solely focused on profit.

o New social standards expect businesses to serve social needs while conducting
economic activities.

Development of Business Education:
e Business education highlights the social purpose of businesses.

e Educated individuals become more sensitive to social issues as consumers, investors,
employees, or owners.

Relationship Between Social Interest and Business Interest:
e Businesses realize that social and business interests are complementary.
e Serving society well is seen as beneficial for long-term business growth.
Development of Professional, Managerial Class:

e Professional management education creates a class of managers with a different
attitude toward social responsibility.

e Professional managers prioritize satisfying multiple interest groups in society over
solely pursuing profit goals.

Conclusion:

Business is recognized as a socio-economic activity rather than a mere occupation.

Social and economic forces have transformed business into an institution that must reconcile
economic interests with societal demands.

Business is.acknowledged as an essential element of modern civilized society, contributing to
the general and specific social responsibilities of business.

Kinds of Social Responsibility:

1. Economic Responsibility:

Nature: Basic and fundamental responsibility of a business.
Objective: To produce goods and services that meet societal needs and sell them at a profit.
Discretion: Limited discretion as it aligns with the core function of a business.

Example: Manufacturing and selling products that fulfill market demands.

2. Legal Responsibility:

Nature: Obligation to operate within the laws of the land.

Objective: Adhering to legal frameworks established for the benefit of society.



e Discretion: Mandatory, as laws are designed for the welfare of the community.

o Example: Compliance with labor laws, environmental regulations, and business standards.
3. Ethical Responsibility:

e Nature: Involves behavior expected by society but not necessarily codified in law.

e Objective: To conduct business in a manner that respects societal values and norms.

e Discretion: Voluntary, as it goes beyond legal requirements.

o Example: Respecting cultural sensitivities in advertising, maintaining honesty and integrity.
4. Discretionary Responsibility:

e Nature: Purely voluntary obligations that go beyond legal and ethical expectations.

e Objective: To contribute positively to society without a legal or ethical mandate.

e Discretion: Entirely voluntary, based on the company's values.and.commitment.

o Example: Charitable contributions, community development projects, disaster relief efforts.

Social Responsibility Towards Different Interest Groups:
1. Responsibility towards Shareholders or Owners:
e Objective: Provide a fair return on capital investment and ensure safety of investments.

e Actions: Furnish regular, accurate, and comprehensive information to shareholders about
company performance and future plans.

e Example: Issuing timely financial reports, conducting transparent shareholder meetings.
2. Responsibility towards Workers:

e Objective: Provide meaningful work opportunities, create favorable working conditions, and
respect democratic rights.

e Actions: Ensure fair wages, respect the right to unionize, and prioritize worker well-being.

e Example: Establishing safe workplaces, respecting labor laws, fostering a positive work
environment.

3. Responsibility towards Consumers:
e Objective: Supply right quality and quantity of goods and services at reasonable prices.

e Actions: Ensure product quality, prevent adulteration, provide accurate information, and
maintain fair pricing.

e Example: Implementing quality control measures, transparent advertising, fair pricing
strategies.

4. Responsibility towards Government and Community:



e Objective: Respect laws, pay taxes regularly, act as a responsible citizen, and contribute to
community welfare.

e Actions: Comply with legal regulations, pay taxes honestly, engage in ethical business
practices, and contribute to community development.

e Example: Adopting eco-friendly practices, participating in community initiatives, adhering to
corporate social responsibility (CSR) guidelines.

Business and Environmental Protection:
1. Definition of Environment:

e The environment encompasses natural and man-made surroundings, including natural
resources, cultural heritage, socio-economic institutions, and people.

e Resources can be natural, such as land, water, air, fauna, flora, and raw materials, or man-
made, like socio-economic institutions and cultural heritage.

2. Deterioration of Environment:

e Industrial activities contribute to the deterioration of the environment, particularly in major
cities where emissions affect people's health.

e Pollution, the injection of harmful substances into the environment, results mainly from
industrial production, presenting challenges to minimize adverse impacts.

Environmental Degradation:

e Definition: The environment comprisesboth natural and man-made surroundings, including
resources essential for human life.

e Issue: Industrial activities contribute to environmental deterioration, leading to pollution and
health hazards, especially in major cities.

Pollution and Its Impact:

e Definition: Pollution involves injecting harmful substances beyond the environment's
assimilation capacity, causing risks to human health, environmental quality, and resource
damage.

e  Types of Pollution:
1. Air Pollution:
e Cause: Emissions from automobiles and manufacturing plants.
e Impact: Contributes to ozone layer depletion and global warming.
2. Water Pollution:
e Cause: Chemical and waste dumping into rivers, streams, and lakes.
e Impact: Threatens aquatic life and human health.
3. Land Pollution:

e Cause: Dumping toxic wastes on land.



e Impact: Renders land unfit for agriculture or plantation.
4. Noise Pollution:
e Cause: Noise from factories and vehicles.
e Impact: Health hazards, including hearing loss and mental disorders.
Causes of Pollution:

e Recognition: All sectors contribute to waste generation, including industry, government,
agriculture, mining, energy, transportation, construction, and consumers.

e Industrial Impact: Businesses are major contributors to environmental pollution due to
production, distribution, and consumption activities.

Need for Pollution Control:
1. Reduction of Health Hazards:
e Objective: Prevent diseases caused by environmental pollutants.

e Rationale: Pollution control measures support a healthier life and reduce the severity
of pollution-related diseases.

2. Reduced Risk of Liability:

e Objective: Minimize the risk of compensating individuals affected by released
pollutants.

e Rationale: Installing pollution control devices mitigates the legal risk of liability.
3. Cost Savings:

e Objective: Minimize operational costs associated with waste disposal and plant
cleaning.

e Rationale: Effective pollution control reduces the financial burden of improper
production technology.

4. Improved Public Image:
e Objective: Enhance public perception and reputation.

e Rationale: Businesses with eco-friendly practices gain a positive public image, seen
as socially responsible.

5. Other Social Benefits:
e Objective: Enhance overall societal well-being.

e Rationale: Pollution control leads to benefits such as clearer visibility, cleaner
surroundings, better quality of life, and purer natural products.

Business and Environmental Responsibility:



Reducuction of Health Hazards: Pollution control can prevent diseases caused by
environmental pollutants, supporting a healthy life.

Reduced Risk of Liability: Installation of pollution control devices reduces the risk of legal
liability and compensation claims.

Cost Savings: Effective pollution control programs save costs related to waste disposal and
cleaning processes.

Improved Public Image: A business that promotes environmental responsibility enjoys a
positive reputation and is perceived as socially responsible.

Other Social Benefits: Pollution control contributes to clearer visibility, cleaner buildings,
better quality of life, and the availability of natural products in a purer form.

Environmental Problems Identified by the United Nations:

The United Nations has identified eight major environmental problems that pose significant threats
to the natural environment:

(i) Ozone Depletion:

Issue: The depletion of the ozone layer in the Earth's stratosphere.
Causes: Release of ozone-depleting substances like chlorofluorocarbons (CFCs) and halons.

Impacts: Increased exposure to harmful ultraviolet (UV) radiation, posing risks to human
health, ecosystems, and wildlife.

(ii) Global Warming:

Issue: The rise in global average temperature due to the increase in greenhouse gas
emissions.

Causes: Burning of fossil fuels, deforestation, and industrial activities that release
greenhouse gases like carbon dioxide and methane.

Impacts: Climate change, rising sea levels, extreme weather events, and disruptions to
ecosystems.

(iii) Solid and Hazardous Wastes:

Issue: Improper disposal of solid and hazardous wastes, leading to environmental pollution.

Causes: Inadequate waste management practices, industrial waste, and improper disposal of
household waste.

Impacts: Soil contamination, water pollution, and threats to human health and wildlife.

(iv) Water Pollution:

Issue: Contamination of water bodies by pollutants.

Causes: Discharge of industrial effluents, agricultural runoff, and improper waste disposal.



e Impacts: Harm to aquatic ecosystems, threats to human health through polluted drinking
water, and loss of biodiversity.

(v) Freshwater Quality and Quantity:
e Issue: Decline in the quality and quantity of freshwater resources.
e Causes: Over-extraction of water, pollution, and changes in land use.

e Impacts: Water scarcity, reduced water quality, and impacts on ecosystems and human
communities.

(vi) Deforestation:

e Issue: Large-scale clearing of forests.

e Causes: Logging, agricultural expansion, and infrastructure development.

e Impacts: Loss of biodiversity, disruption of ecosystems, and contribution to climate change.
(vii) Land Degradation:

e Issue: The deterioration of land quality and fertility.

e Causes: Deforestation, overgrazing, and agricultural practices leading to soil erosion.

e Impacts: Reduced agricultural productivity, desertification, and habitat loss.
(viii) Danger to Biological Diversity:

e Issue: Threats to the variety and variability of life on Earth.

e Causes: Habitat destruction, pollution, climate change, and over-exploitation of species.

e Impacts: Loss of species, disruption of ecosystems, and potential consequences for human
well-being.

These environmental problems highlight the need for global cooperation and sustainable practices to
address the challenges posed by human activities on the planet.

Role of Business in Environmental Protection:

The role of business in environmental protection is crucial, given its impact on the environment
through production processes, resource utilization, and waste generation. Business enterprises have
the potential to contribute significantly to environmental sustainability. Here are key aspects of the
role of business in environmental protection:

1. Top Management Commitment:

e Business enterprises should demonstrate a strong commitment to environmental
protection at the highest levels of management.

e A commitment to creating, maintaining, and fostering a work culture that prioritizes
environmental protection is essential.

2. Enterprise-Wide Commitment:



e The commitment to environmental protection should permeate throughout the
entire organization, involving all divisions and employees.

o All members of the organization should be aware of their role in minimizing
environmental impact.

3. Formulation of Policies and Programs:
e Develop clear policies and programs focused on:
e Purchasing high-quality raw materials.
o Employing superior technology.
e Using scientific techniques for waste disposal and treatment.
e Developing employee skills related to pollution control.
4. Compliance with Regulations:

e Ensure compliance with laws and regulations enacted by the government for
pollution prevention.

e Adhering to environmental standards and regulations is crucial to avoid legal
repercussions.

5. Participation in Government Programs:

e Actively participate in government programs related to the management of
hazardous substances, cleaning polluted rivers, tree plantation, and efforts to
combat deforestation.

6. Periodical Assessment:

e Conduct regularassessments of pollution control programs to evaluate their
effectiveness.in terms of costs and benefits.

e This helps in making informed decisions and improving progress in environmental
protection.

7. Educational Initiatives:

e QOrganize educational workshops and training programs for employees, suppliers,
dealers, and customers.

e Share technical information and experiences to actively involve stakeholders in
pollution control programs.

8. Innovation and Technology:
e Encourage innovation in production processes to minimize environmental impact.

e Invest in and adopt technologies that are environmentally friendly and promote
sustainability.

9. Supply Chain Management:



e Work collaboratively with suppliers to ensure the sourcing of environmentally
sustainable raw materials and components.

e Implement sustainable practices across the entire supply chain.
10. Waste Reduction and Recycling:
e Implement measures to reduce waste generation.

e Develop recycling programs for materials that can be reused, minimizing the overall
environmental footprint.

11. Continuous Improvement:
e Establish a culture of continuous improvement in environmental performance.

e Regularly review and update environmental protection policies and practices based
on new technologies and evolving best practices.

Business Ethics:

Business ethics is a critical aspect that bridges the gap between individual goals and societal
expectations within the business realm. It revolves around the moral values, principles, and
standards that guide the conduct of individuals and organizations in the business domain. Here are
key concepts related to business ethics:

1. Origin of Ethics:

e The term 'ethics' originates from the Greek word 'ethos,' meaning character or the
prevailing norms and morals.in a society.

e Itinvolves establishing standards for human behavior based on societal norms and
ideals.

2. Ethics as a Moral Framework:

e Ethics.is concerned with distinguishing between right and wrong behavior in human
conduct.

e It represents the entire body of moral values that society associates with human
actions.

3. Linkages Between Individual and Social Good:

e The subject matter of ethics involves establishing linkages between individual good
and social good.

e Business enterprises, as products influenced by society, need to interpret and align
with societal values.

4. Definition of Business Ethics:

e Business ethics concerns the relationship between business objectives, practices,
and techniques and the welfare of society.



e |trefers to socially determined moral principles that should govern business
activities.

5. Examples of Business Ethics:

e Examples include charging fair prices, using fair measurement practices, providing
fair treatment to workers, and earning reasonable profits.

e Ethical business behavior aligns with actions that are upright and serve the interests
of society.

6. Higher Standards for Businesspersons:

e Businesspersons and politicians are expected to uphold higher ethical standards due
to their significant influence over societal resources.

e The responsibility they bear is a consequence of their role in making decisions on
behalf of society.

7. Importance of Ethics in Business:

e There is a global realization that ethics is crucial for the progress of any society and is
vitally important for every business.

e Ethical business practices contribute to improved public image, trust, and long-term
success.

e Ethics, coupled with profits, is essential for the sustained progress of both businesses
and societies.

8. Ethical Responsibility and Public Confidence:

e Ethically responsible enterprises develop a culture of caring for people and the
environment.

e This approach fosters a high degree of integrity in dealings with others, leading to
enhanced public confidence and trust.

9. Ethical Activity for Its Own Sake:

e Ethical activity is deemed valuable in itself, contributing to the enhancement of the
quality of life and work.

e It goes beyond legal compliance and is a cornerstone for the overall well-being of
individuals and societies.

Environmental Protection in India: Steps by the Government

India has taken several legislative and regulatory measures to address environmental concerns and
promote sustainable development. Here are some key steps taken by the Indian government for

environmental protection:

1. Enactment of Laws:



e The Constitution of India's directive principles of state policy emphasize
environmental protection.

o Key environmental laws include:
e The Wildlife Protection Act, 1972

e The Water (Prevention and Control of Pollution) Act, 1974 (amended in 1974
and 1988)

e The Air (Prevention and Control of Pollution) Act, 1974 (amended in 1974
and 1988)

e The Environment (Protection) Act, 1986
e The Forest (Conservation) Act, 1980 (amended in 1988)
e The Hazardous Wastes Act, 1989

2. Regulations and Administrative Orders:

e Administrative orders and policy guidelines have been established by the
government.

o The Department of Environment, Government of India, was created in 1980 to focus
on environmental issues.

3. Regulatory Bodies:
e Regulatory bodies and quasi-judicial authorities have been set up, including:
e National Afforestation and Eco-development Board
e National Wastelands Development Board
4. Closure of Manufacturing Units:

e Closure of manufacturing units in cities has been enforced as a measure to control
pollution.

e High Court orders, such as the one in Delhi, mandated the shifting of manufacturing
units out of the city and their closure.

e  Similar orders have been issued for the removal of foundries from Agra and the
relocation of manufacturing factories from Kanpur.

5. Environmental Education Programs:
e Various programs on environmental education are conducted to raise awareness.

e Seminars and initiatives aimed at creating awareness and managing resources are
organized regularly.

6. Environment Action Plan (EAP):

e The government has formulated an Environment Action Plan (EAP) to address
environmental challenges.



The EAP outlines strategies and measures for environmental conservation and
sustainable development.

Elements of Business Ethics

To foster ethical behavior within a business enterprise, several fundamental elements should be
considered. These elements contribute to creating a culture of ethics and integrity in day-to-day
operations. Here are some key elements of business ethics:

1. Top Management Commitment:

The commitment of top management, including the CEO and other high-level
managers, is crucial.

Strong and open commitment from leadership guides the entire organization toward
ethical conduct.

Continuous leadership is necessary for developing and upholding the.organization's
values.

2. Publication of a 'Code':

Enterprises with effective ethics programs define principles of conduct through
written documents known as the "code."

The code typically covers areas such as fundamental honesty, adherence to laws,
product safety and quality, workplace health and safety, conflicts of interest,
employment practices, fairness in selling/marketing practices, and financial
reporting.

3. Establishment of Compliance Mechanisms:

Mechanisms should be established to ensure that decisions and actions comply with
the firm's ethical standards.

Examples of such mechanisms include emphasizing corporate ethics in training,
auditing performance regularly for compliance analysis, and instituting
communication systems for employees to report incidents of unethical behavior.

4. Involving Employees at All Levels:

Employees at different levels play a key role in implementing ethics policies.

Involving employees in ethics programs is essential; small groups can be formed to
discuss important ethics policies and examine employee attitudes toward these
policies.

5. Measuring Results:

While it may be challenging to accurately measure the end results of ethics
programs, firms can audit and monitor compliance with ethical standards.

Regular discussions among top management and employees should follow the audit
results to determine the course of action.

Ground Rules of Ethics



In addition to the elements of business ethics, individuals, including business professionals, should
adhere to universal virtues to lead an ethical life. These ground rules include:

e Be Trustworthy: Demonstrate trustworthiness in actions and decisions.

e Have Respect for Others: Treat others with respect and dignity.

e Own Responsibility: Take responsibility for one's actions and decisions.

e Be Fair in Dealings: Practice fairness in all dealings and transactions.

e Be Caring Towards Well-being of Others: Show care and concern for the well-being of others.

e Prove to be a Good Citizen: Fulfill civil virtues and duties to contribute positively to society.



