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Foreword

The steadily growing concern with the nation’s social problems
that has been demonstrated by business and other major American insti-
tutions during the past five years is reflected in the history of this policy
statement. The study was undertaken early in 1966 by the Subcommittee
on Business Structure and Performance under the chairmanship of David
E. Lilienthal. As the subcommittee began its work, it expected to devote
its main attention to defining the economic objectives which a satisfactory
business structure might be expected to serve, and to recommend how
performance in meeting these objectives might be evaluated. After 1967,
however, the subcommittee gradually shifted its interest to the social
problems which might be ameliorated by the efforts of business, espe-
cially large, professionally managed corporations. In the course of this
change of emphasis Mr. Lilienthal went into government service and Ray-
mon H. Mulford became chairman of the subcommittee.

The shift in the subcommittee’s main interest came during a period
in which CED was giving increasing attention to social problems and the
importance of having both the public and private sectors make greater
efforts to deal with these problems. Our concern showed up in the 25th
Anniversary symposium of November 1967 on “Corporate Decisions for
Social Progress.” In summing up this symposium I had occasion to make
the following points—that business should do much more to meet social
needs, that we were not quite sure how to carry out this new business
commitment to social problem-solving, and that to get results business
and government would have to develop an effective partnership. For its
part, the Research and Policy Committee during 1968 and 1969 autho-
rized a series of policy statement studies in the social area, and the fol-
lowing policy statements were among those issued between February
1970 and March 1971: Reshaping Government in Metropolitan Areas,
Improving the Public Welfare System, Training and Jobs for the Urban
Poor, and Education for the Urban Disadvantaged.




The present policy statement, as well as those just mentioned,
must be seen in the perspective of the growing consensus in our society
that higher priority than ever before must be given to the nation’s social

problems. This statement also provides a perspective between two

extreme views that have been argued for many years. At one extreme
there has been the view—held much more strongly several years ago than
it is today—that the main function of business is to produce maximum
profits year by year. At the other extreme is the view that business,
whether it was the source or not, has a major responsibility for resolving
most of the social and environmental problems afflicting the nation. This
statement charts a path between these extremes. Our goal in issuing it is
twofold—to provide a useful guide to business enterprises in the difficult
task of finding their appropriate role in helping meet the social problems
faced by the nation; and, secondarily, to increase understanding by the
public and government of the efforts business is making to meet this chal-
lenge in an effective way.

The short Introduction which follows this foreword explains why
the Committee has addressed itself in this statement primarily to the
social rather than economic aspects of business responsibility and why it
has concentrated on large corporations. The Introduction also indicates
why the questions of corporate structure and of the business-government
interface, which are closely related to this statement, are not dealt with at
any length but have been left for future studies. )

I should like to extend the appreciation of the Research and Policy
Committee to all the members of the subcommittee which prepared the
statement, particularly to Chairman Raymon H. Mulford and his pre-
decessor David E. Lilienthal, as well as to the subcommittee’s advisors.
Charles E. Allen, Project Director, deserves special recognition for the
drafting of the statement, to which David C. Melnicoff and Harold F.
Mayfield had contributed in earlier stages of the subcommittee’s work.

Emilio G. Collado, Co-Chairman
Research and Policy Committee
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"X his statement deals with the social responsibilities of business
enterprises in contemporary American society. It is intended to con-
tribute to a clearer view of these developing responsibilities and to show
how business can best respond to the changing requirements of society.™ -

To focus sharply enough on such a complex and fluid situation,
the Research and Policy Committee has defined its frame of reference
in this way: '

e To address ourselves predominantly to the social rather than

the economic aspects of business responsibilities, although we

recognize that business serves society mainly through carrying
out its basic functions of producing goods and services and gen-
erating wealth that improves the nation’s standard of living.!

1/The economic performance of business has been treated 'in our earlier statement,
Economic Growth in the United States, a Statement on National Policy by the Re-
search and Policy Committee, Committee for Economic Development, updated and
reissued by the Program Committee (New York: October 1969).

*See Memorandum by MR, PHILIP SPORN, page 62.




e To concentrate on the large publicly-owned, professionally-
managed corporations which account for most of the country’s
productive capacity and which generally bear the burden of
leadership within the business community. Nonetheless, much
of what we say about social responsibilities applies as well to
smaller enterprises and to businessmen as individuals.*

e To consider the structure of corporations as it affects social
responsiveness and accountability, but not undertake a thorough
analysis of organizational matters which would require a study
in its own right.**

e Similarly, to treat business-government relationships as these
impinge on our central concern with social responsibilities, with-
out attempting a detailed analysis of the business-government
interface which would also necessitate a separate study.

e Finally, we have restricted our scope to the United States to
make the subject manageable, although we recognize that there
are international implications and interactions involved in the
social responsibilities and performance of American business
enterprises operating abroad.

Within this frame of reference, we have sought to set forth a
fresh and enlightened point of view about the role of business as an
important instrument for social progress in our pluralistic society. While
this statement emphasizes some general policies and new approaches
which seem to us necessary to achieving better balanced economic and
social development, it does not make specific recommendations for
action as the Committee normally does in its statements on national
policy. Primarily, this is an educational document which aims to provide
the background and perspective for the development of solid reasoning
and sound policy on the part of business, government, and the public.

*See Memorandum by MR. 8. ABBOT SMITH, page 62.
**See Memorandum by MR. PHILIP SPORN, page 63.
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B usiness functions by public consent, and its basic purpose is
to serve constructively the needs of society—to the satisfaction of society.

Historically, business has discharged this obligation mainly by
supplying the needs and wants of people for goods and services, by pro-
viding jobs and purchasing power, and by producing most of the wealth
of the nation. This has been what American society required of busi-
ness, and business on the whole has done its job remarkably well. Since
1890, the total real national product has risen at an average of more
than three per cent a year compounded, almost doubling every 20 years.
Even with a threefold growth in population and greatly increased taxes,
real disposable income per person has more than tripled and work time
has declined by a third over the past 80 years.

In generating such substantial economic growth, American
business has provided increasing employment, rising wages and salaries,
employee benefit plans, and expanding career opportunities for a labor
force, many of whose members are still subject to intermittent unem-
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ployment, which has grown to 83 million people. More than 30 million
stockholders—and some 100 million people who have life insurance
policies, pensions and mutual fund shares—have benefited over many
years from dividends and appreciation of their investments in business.
All other major institutions of society, including government, have
been sustained in substantial measure by the wealth produced by a
business system which provides a strong economic foundation for the
entire society.

Most important, the rising standard of living of the average
American family has enabled more and more citizens to develop their
lives as they wish with less and less constraint imposed on them by
economic need. Thus, most Americans have been able to afford better
health, food, clothing, shelter, and education than the citizens of any
other nation have ever achieved on such a large scale.

Business has carried out its basic economic responsibilities to
society so well largely because of the dynamic workings of the private
enterprise system. The profit-and-loss discipline continually spurs busi-
nessmen to improve goods and services, to reduce costs, and to attract
more customers. By earning profit through serving people better than
their competitors, successful business concerns have been able to con-
tribute importantly—through taxes and donations—to the financial sup-
port of public and private organizations working to improve the quality
of life. By operating efficiently, business concerns have been able to
provide people with both the means and the leisure to enjoy a better life.

Moreover, the competitive marketplace has served as an effective
means of bringing about an efficient allocation of a major part of the
country’s resources to ever-changing public requirements.

. Notwithstanding these accomplishments, the expectations of
American society have now begun to rise at a faster pace than the
nation’s economic and social performance. Concentrated attention is
being focused on the ill-being of sectors of the population and on ways
to bring them up to the general well-being of most of the citizenry.
Fundamental changes are also taking place in attitudes, with greater

emphasis being put on human values—on individual worth and the

qualitative aspects of life and community affairs.

Society has also become acutely conscious of environmental
problems such as air and water pollution produced by rapid economic
development and population pressures. And the public has become
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increasingly concerned about the malfunctioning of important com-
munity services such as those provided by the post office, mass trans-
portation, and some utility systems; about inadequacies in education
and health care; and about mounting social problems such as poverty,
crime, and drugs. o

There is now a pervasive feeling in the country that the social
order somehow has gotten out of balance, and that greater affluence
amid a deteriorating environment and community life does not make
much sense.

The discontinuity between what we have accomplished as pro-
ducers and consumers and what we want in the way of a good socicty
has engendered strong social pressures to close the gap—to improve the
way the over-all American system is working so that a better quality of
life can be achieved for the entire citizenry within a well-functioning
community. The goals include:

s eclimination of poverty and provision of good health care

e equal opportunity for each person to realize his or her full
potential regardless of race, sex, or creed

e education and training for a fully productive and rewarding
participation in modern society

s ample jobs and career opportunities in all parts of society

e livable communities with decent housing, safe streets, a clean
and pleasant environment, efficient transportation, good cultural
and educational opportunities, and a prevailing mood of civility
among people |

These goals for some years have been articulated, advocated,
and worked for by leaders in American politics, business, labor, and
education. Their efforts have produced considerable progress toward
most of the goals, and have contributed to the development of a broad
consensus in support of more intensive efforts to realize all of them more
fully, especially since the productivity of the economic system now
makes this feasible.

Today there are also newer forces at work—pressing for rapid
and, in some instances, radical changes in the social order. These
include a highly idealistic and restless generation of American youth;
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a cultural leadership class of writers, filmmakers, artists, and intellec-
tuals which is exerting considerable influence through communications
media, literature, theaters, and universities; and numerous citizens’
groups which are crusading for conservation, consumerism, black
power, and other objectives. Many of these movements tend to assault
the status quo and “establishment” institutions, which are viewed as
obstacles to social progress and as too rigidly orthodox.

More broadly, the sluggishness of social progress is engendering
rising criticism of all major institutions—government, schools, organized
labor, the military, the church, as well as business. In this context, the
large business corporation is undergoing the most searching public
scrutiny since the 1930’s about its role in American society. There is
widespread complaint that corporations have become cavalier about
consumer interests, have been largely indifferent to social deterioration
around them, and are dangerous polluters of the environment.

The interaction between protagonists of substantial reform of
major institutions and a generally concerned citizenry is producing
significant changes in public expectations of business. As evidence of
this, studies by Opinion Research Corporation during 1970 show that:

o Sixty per cent of the population 18 years and older still con-
sider that a main responsibility of business is to satisfy consumer
nieeds for more and better goods and services. Corporations get
good marks for innovativeness in developing new products to
improve the nation’s living standards. But twice as many people
think companies are not doing as much as they should to satisfy
consumer needs at reasonable prices as those who believe busi-
ness is doing a particularly good job for consumers. At the heart
of this dissatisfaction is the complaint that consumers are not
provided with sufficient product information to make wise
choices, and sometimes are misled by deceptive packaging and
marketing practices.

e Most significant, 60 per cent of the electorate also consider
that another main responsibility of business is to keep the en-

vironment clean and free of pollution. Public criticism has
increased to the point where 49 per cent do not believe corpo-
rations are doing as much as they should to improve the environ-
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ment, as against only 7 per cent who think they are doing a
particularly good job. Most of the public are not convinced that
companies are making any real progress toward solving their
pollution problems, and about 80 per cent favor closing plants
that violate pollution regulations. ‘

e Substantial percentages of the public also identify as main
corporate responsibilities such functions as hiring and training
blacks and other disadvantaged people (38 per cent); contrib-
uting money to support public education, health, and charities
(36 per cent); and helping to clean up and rebuild the ghettos
in big cities (29 per cent). Slightly more of the public is satisfied
with corporate performance in philanthropic activities than those
who believe companies should increase their contributions.

Over all, a clear majority of the public thinks corporations have
not been sufficiently concerned about the problems facing our society.
Two-thirds believe business now has a moral obligation to help other
major institutions to achieve social progress, even at the expense of
profitability.

The fact is that the public wants business to contribute a good
deal more to achieving the ‘goals of a good society. Its expectations of
business have broadened into what may be described as three concen-
tric circles of responsibilities.

The inner circle includes the clear-cut basic responsibilities for
the efficient execution of the economic function—products, jobs, and
economic growth.

The intermediate circle encompasses responsibility to exercise
this economic function with a sensitive awareness of changing social
values and priorities: for example, with respect to environmental con-
servation; hiring and relations with employees; and more rigorous expec-
tations of customers for information, fair treatment, and protection
from injury.

The outer circle outlines newly emerging and still amorphous
responsibilities that business should assume to become more broadly
involved in actively improving the social environment. Society is begin-
ning to turn to corporations for help with major social problems such as
poverty and urban blight. This is not so much because the public con-
siders business singularly responsible for creating these problems but
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because it feels large corporations possess considerable resources and
skills that could make a critical difference in solving these problems.
Indeed, out of a mixture of public frustration and respect for the
perceived efficiency of business organizations, there is a clear tendency
to look to corporations to take up the slack resulting from inadequate
performance of other institutions, notably government but also educa-
tion and health care in some measure. At the same time, the weight of
informed opinion seems to be that these tertiary areas are not the
responsibility of business in the first instance but that of the public
sector and/or other private institutions. Even so, there is growing sup-
port for a more self-conscious partnership between business, govern-
ment, and other institutions in some of these areas, most of all in urban
affairs.

These broadened expectations of business have been building up
for some time. This is indicated by the trends in public opinion over a
number of years, and by the resultant actions of government in respond-
ing to the public will through an increasing variety of measures to
protect consumer interests, to clean up the environment, and to enhance
equal opportunities for employment and career development in industry.
The evidence strorigly suggests that these are solid and durable trends,
not momentary frustrations or fads, and that they are likely to increase
rather than diminish in the future.

Public opinion trends, of course, are not the only criteria for
formulating sound business or public policy. Yet public opinion is a
basic consideration, and in democratic society it usually is determina-
tive over the long run, as demonstrated throughout the history of Ameri-
can business. ‘

Today it is clear that the terms of the contract between society
and business are, in fact, changing in substantial and important ways.
Business is being asked to assume broader responsibilities to society
than ever before and to serve a wider range of human values. Business
enterprises, in effect, are being asked to contribute more to the quality
of American life than just supplying quantities of goods and services.
Inasmuch as business exists to serve society, its future will depend on

the quality of management’s response to the changing expectations of

the public.*

*See Memoranda by MR. PHILIP SPORN, and by MR. SIDNEY J. WEINBERG, IR,
pages 63 and 64.
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"I he American business corporation, like the society in which
it has its being, is a dynamic and changing institution. The corporation
has gone through several major transformations and demonstrated great
adaptability to societal changes over the past century. Its remarkable
growth as an institution provides evidence of this fact. To survive,
expand, and prosper it has had to adapt and serve society well.

Corporations have developed beyond anything imagined by the
early economists. In Adam Smith’s day and in his mind, the typical
business establishment was that of the small entrepreneur who produced
a simple product or service in competition with a large number of
similar entrepreneurs.

American industrial enterprises on the modern scale had their
beginnings in the middle of the nineteenth century with the spread of
the railroad network and the steam-powered factory system. By the end
of the century, many companies that had begun as comparatively simple
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organizations devoted solely to manufacturing had expanded to become
vertical complexes embracing also the sources of raw materials and the
marketing of products.

Corporate Growth
and Responsibilities

During the twentieth century, corporations have grown enor-
mously in size and power as they have followed the economic logic of
complete integration from raw materials through all phases of manu-
facturing to the sale of products to the ultimate consumer. Many have
also diversified horizontally into related and sometimes distinctively
different lines of business, directed from a central management point.
And a great many American corporations have also expanded inter-
nationally to such an extent that they have become truly global enter-
prises. They find raw materials wherever these are least costly, process
them wherever it is most economical, transport goods great distances,
and sell in the most advantageous markets irrespective of national
boundaries.

Whether its size is dictated by the need for capital, mass produc-
tion and mass marketing, or other forces, the large corporation has
assumed a crucial role in the modern economy. The 500 largest Ameri-
can industrial corporations now account for nearly two-thirds of all
domestic industrial sales, and 120 of these have annual sales exceeding
$1 billion.

There have also been some notable failures as the profit-and-loss
discipline weeded out enterprises which had become so poorly managed
that they went into bankruptcy and were reorganized, or had ceased to
be socially viable as independent firms and were absorbed into more
efficient enterprises. |

Contrary to fears of an earlier era, the growth of large corpora-
tions has not restricted opportunities for small enterprises to start up
and flourish. Over the past 15 years, the number of proprietorships in
the United States, comprising individually-owned businesses and farms,
has increased from about 8 to 9 million, while active corporations have
increased from about three-quarters to one and one-half million.

Nonetheless, the large corporations are the dominant producers
in the industries in which they operate, and their influence is pervasive
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throughout the business world and much of society. Large corporations’
price and wage changes strongly influence the economic actions of other
companies—inside and outside their own industries. The leadership or
inaction of large companies and their representatives frequently sets
the pattern for the social performance of most of the business com-
munity—in terms of contributions to educational and cultural organiza-
tions, participation in job training and equal employment programs,
and improvement of the environment.

As corporations have grown, they also have developed sizable
constituencies of people whose interests and welfare are inexorably
linked with the company and whose support is vital to its success. The
constituencies include:

Employees—many major corporations have more than 100,000
employees, while some (G.M. and A.T.&T.) have about one million.
Employees are usually dependent on the corporation for their liveli-
hood, work satisfaction and career development, and often for much
of their social life. Conversely, many employees wield considerable
power within business organizations through their individual skills and
through their labor unions, and increasingly exert important influence
in community affairs.

Stockholders—many corporations have hundreds of thousands
of stockholders who are dependent on the company in varying degrees
for their income. The understanding and allegiance of these stockholders
is very important because by buying in or selling out they affect the
financial standing of the company in the market, its ability to raise
capital and acquire other firms, and its general reputation.

Customers and consumers—most corporations also have mil-
lions of customers and ultimate consumers who look to the corporation
for the products and services they want. Customers usually are not
dependent on a single source and their allegiance must continually be
courted. At the same time, the corporation can affect their purchasing
habits through advertising and merchandising. :

Suppliers—a major corporation has thousands of suppliers of all
sizes who, in substantial measure, are dependent upon it as an important
market. The purchasing company, in turn, looks to its suppliers not only
for quality products and services at competitive prices but often as a
source of technological innovation.

19.




Community neighbors—large corporations have operations in
numerous communities throughout most of the country, Many of these
operations are on a large enough scale in nonmetropolitan communities
that they have considerable effect on the hundreds of thousands of
people who live in or near such corporate facilities as mines, oil fields,
forests, manufacturing plants, and research laboratories. The very
appearance and tone of a small- or medium-size community, as well as
its economic well-being, is often greatly influenced by its dominant
industry. This is also true of cities as large as Seattle or Rochester.* In
this symbiotic relationship, the goodwill of the community is a positive
contribution to the morale and performance of the corporation and its
employees as well as a factor in the corporate image nationally.

In fact, the constituencies of large corporations have become so
sizable and diversified—encompassing millions of employees, stockhold-
ers, customers, and community neighbors in all sections of the country
and 1in all classes of society—that they actually constitute a microcosm
of the entire society.

Beyond its interrelationships with these constituencies, the corpo-
ration also continuously interacts with other important elements in our
pluralistic socicty. There are the competitors, both the producers of the
same type of product and others seeking to substitute new products,
vigorously striving to take away customers. There are labor unions,
sometimes competing with management for the allegiance, welfare, and
wages of employees, sometimes cooperating in the pursuit of produc-
tivity and other common goals, and generally exercising strong political
influence. There are a wide variety of inferest groups, continually moni-
toring what the corporation does in conservation, employment, and
other sensitive areas, and often agitating for specific changes in corpo-
rate behavior. There is education which has brought new kinds of
business talent into the corporation, fostering ideas and pressures for
change. There is the press and other media, alert to the news value of
David and Goliath confrontations and to its watchdog role of publiciz-
ing any shortcoming of corporate as well as governmental institutions.

There is government at federal, state, and local levels in its various

capacities as customer, scrutineer, regulator, and lawmaker; and, in all
instances, tax collector,

*See Memorandum by MR. GEORGE C. McGHEE, page 64.
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In relations with their constituencies and with the larger society,
American corporations operate today in an intricate matrix of obliga-
tions and responsibilities that far exceed in scope and complexity those
of most other institutions and are analogous in many respects to govern-
ment itself. The great growth of corporations in size, market power, and
impact on society has naturally brought with it a commensurate growth
in responsibilities; in a democratic society, power sooner or later begets
equivalent accountability.

The growth of corporate responsibilities has been reflected in
part by the growth of formal and informal constraints on the exercise
of corporate power. A considerable body of law and government regu-
lation has been developed to ensure that all corporations conduct busi-
ness ethically, compete vigorously, treat employees fairly, advertise
honestly, and so on. Corporations are also expected to behave in accord-
ance with social customs, high moral standards, and humane values. Not
all corporations have lived up to these standards, and increasingly the
public reacts very strongly against those in positions of great power who
are arrogant or insensitive to either their legal or social responsibilities.*

The New Managerial Outlook

As corporations have grown in ways that are visible from the
outside, they have also been developing internally in ways which are
not so obvious but are of great importance in shaping their role in
society. The internal developments can be described in terms of the
professional managers who have risen to the top in publicly-owned cor-
porations. These new managers have brought about significant and
continuing changes in corporate philosophy, organization, operations, .
and performance.

One of the most important changes is that the corporation is
regarded and operated as a permanent institution in society. Whereas
the proprietor of an earlier era saw his company as an expression of him-
self during his own lifetime and perhaps that of his sons, the professional
manager sees the corporation as an institution very much more endur-
ing than himself, an institution in which he plays a significant but tran-
sient role. In ascending to authority in a going enterprise, his aim is to

*See Memorandum by MR. FRAZAR B. WILDE, page 64.
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further the continuous institutional development of the corporation in a
very long time frame. His obligation, therefore, is as much to plan for
the future—for example, by investing substantially in long-range research
or in planting trees which will be harvested in 60 to 80 years—as it is to
improve the current operations of the company during what is usually
a comparatively brief term of office.* His obligation is also to improve the
qualitative aspects of the institution through the development of its per-
sonnel, the excellence of its performance, and its growing stature and
reputation,

As a permanent institution, the large corporation is developing
long-term goals such as survival, growth, and increasing respect and
acceptance by the public.* Current profitability, once regarded as the
dominant if not exclusive objective, is now often seen more as a vital
means and powerful motivating force for achieving broader ends, rather

than as an end in itself, Thus, modern managers are prepared to trade.

off short-run profits to achieve qualitative improvements in the institu-
tion which can be expected to contribute to the long-run profitable
growth of the corporation. **

The modern professional manager also regards himself, not as an
owner disposing of personal property as he sees fit, but as a trustee bal-
ancing the interests of many diverse participants and constituents in the
enterprise, whose interests sometimes conflict with those of others. The
chief executive of a large corporation has the problem of reconciling
the demands of employees for more wages and improved benefit plans,
customers for lower prices and greater values, vendors for higher prices,
government for more taxes, stockholders for higher dividends and
greater capital appreciation—all within a framework that will be con-
structive and acceptable to society, ***

This interest-balancing involves much the same kind of political
leadership and skill as is required in top government posts. The chief
executive of a major corporation must exercise statesmanship in devel-
oping with the rest of the management group the objectives, strategies,
and policies of the corporate enterprise. In implementing these, he must
also obtain the “consent of the governed” or at least enough cooperation

*See Memorandum by MR. MARVIN BOWER, page 63.

**See l\ggmoranda by MR. MARVIN BOWER and by MR. WILLIAM S. EDGERLY,
page 65.

***See Memorandum by MR, PHILIP SPORN, page 65.
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to make the policies work. And in the long run the principal constitu-
encies will pass judgment on the quality of leadership he is providing to
the corporate enterprise.™

Thus, recent generations of professional managers have been
opening up more and more channels of communication and participation
for various corporate constituences. Whereas the traditional manage-
ment structure was almost exclusively concerned with raw materials,
manufacturing, sales, and finance, the modern management group in-
cludes executives who give specialized attention to all the constituencies:
employees, stockholders, suppliers, customers, communities, govern-
ment, the press, and various interest groups.

Some new managers are concerning themselves with the role of
the individual in large, highly-structured organizations. They are experi-
menting with new ways of restoring more of the sense of personality and
craftsmanship that has been virtually extinguished in assembly-line
operations. And, in some instances, encouraging progress is being made
in enriching the jobs of blue-collar workers, fostering a spirit of team-
work, and bringing employees into fuller and more constructive par-
ticipation in the corporate enterprise.

Increasing attention is also being given to broadening the com-
position and enhancing the effectiveness of boards of directors, In some
instances, boards have been filled with cronies of the management who
rubber-stamped its decisions. The trend today is toward more indepen-
dent directors who take their fiduciary responsibilities seriously, bring
expertise and insights from different fields to bear on management, and
guide and audit the performance of the management group to optimize
the development of the company as a whole.**

These developments in the organizational aspects of the corpo-
ration are of major importance and deserve deeper analysis and greater
attention than can be given them in this statement. There is obviously
under way a quest for better ways of integrating the various interests of
major constituencies into the governance structure and processes and
of relating the entire enterprise to society. In a broad sense, therefore,
these developments are designed to make the corporation more respon-
sive to its constituencies and to the larger society—while maintaining the
managerial decisiveness that is required for efficient operations in the

*See Memorandum by MR. MARVIN BOWER, page 66,
*+See Memorandum hy MR. MARVIN BOWER, page 66.
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business world. Thus, the modern manager sees the corporation as a
social as well as an economic organization, functioning in the whole of
society rather just in the marketplace.*

All these developments are being greatly influenced by educa-
tion. It is most significant that today’s corporate leaders are the first
truly college-educated generation of business executives. A Fortune sur-
vey of the chief executives of the 500 largest industrial corporations in
1970 showed that some 44 per cent had postgraduate degrees, another
36 per cent had undergraduate degrees, 14 per cent had some college
education, and only 4 per cent had not attended college. The college
education of thee executives was almost equally divided among science
and engineering, humanities and social sciences, and business adminis-
tration. And their graduate degrees are equally diversified; about a third
in business administration, and another third in law.

The full impact of education is just beginning to be felt through-
out the managerial structure. Universities have been sending more than
20,000 MBA’s alone into corporations each year. And several hundred
thousand management people already in corporations are receiving
additional formal management training each year.

Modern professional managers have been exposed to concepts
of business and its relations with socicty that were not available to
previous generations. Today’s managers are also more involved in the
world outside their business establishments through contact with people
in many other sectors of society and through participation in public
causes. They have a far better perception than their predecessors could
possibly have had about society’s problems, how the company looks from
the outside, and how it impacts on society.

With the benefits of education and exposure, the modern manager
is able to see the life of the corporation in terms of both its social and its
economic ecology. A company functioning in the midst of a dynamic
society may be compared to a living organism striving to live and develop
within its environment. Relationships are extremely complex. The world
around is at once sustaining and threatening. Multiple causes and multi-

ple effects are continually at work. To be insensitive, even to subtleties,
could be disastrous. It becomes necessary for the corporation’s own exis-
tence that it be highly responsive to the environment in which it lives.**

*See Memorandum by MR. JOSEPH L. BLOCK, page 66.
**See Memorandum by MR, PHILIP SPORN, page 67.
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Enlightened
Self-Interest:
The Corporation’s
Stake
in a Good
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T he changes under way in the corporate institution and mana-
gerial outlook are significant. They are tending to bring about a con-
structive response to growing public insistence that business take on
more social responsibilities while continuing to improve the perform-
ance of its basic economic functions. This process of adaptation of
business structure and performance to the changing requirements of
society can be facilitated greatly by the development of a clearer cor-
porate rationale of the role business must play in the national commun-
ity—a role as a responsible participant determined to resolve any conflict
with humane values or the social environment*

The development of this rationale needs to deal with such ques-
tions as:

e Why should corporations become substantially involved in the

improvement of the social environment?

#See Memorandum by MR. ROBERT R. NATHAN, page 68.
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e How can they justify this to their stockholders?

e How can companies reconcile substantial expenditures for
social purposes with profitability?

® What are the limitations on corporate social responsibilities?

Some executives and economists argue that the business of busi-
ness is just business; that management has no right and no qualifications
to undertake activities to improve society, or to tax its constituents for
such purposes, since the general welfare of society is a governmental
responsibility. There are many who believe business should become
more involved with public problems but who are nonetheless concerned
that the assumption of broad social responsibilities could erode the
professional discipline of profitability and blur the accepted criterion of
corporate performance. The answer to these quite legitimate concerns
lies in a clearer perspective of business as a basic institution in American
society with a vital stake in the general welfare as well as in its own
public acceptance.

The Doctrine
of Enlightened Self-Interest

In classical economic thought, the fundamental drive of business
to maximize profits was automatically regulated by the competitive mar-
ketplace. As Adam Smith put it, each individual left to pursue his own
selfish interest (laissez-faire} would be guided “as by an unseen hand” to
promote the public good.

The competitive marketplace remains the principal method of
harmonizing business and public interests, because it has proved over a
very long time to be an efficient way of allocating economic resources to
society’s needs. Yet governmental intervention has been required to pro-
mote and regulate the conditions of competition. Government also has
intervened to guide economic activity toward major public objectives,

as determined by the political process, when these cannot be achieved

through the normal working of the marketplace.
The self-interest of the modern corporation and the way it is
pursued have diverged a great deal from the classic laissez-faire model.
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There is broad recognition today that corporate self-interest is inexor-
ably involved in the well-being of the society of which business is an
integral part, and from which it draws the basic requirements needed for
it to function at all—capital, labor, customers. There is increasing under-
standing that the corporation is dependent on the goodwill of society,
which can sustain or impair its existence through public pressures on
government. And it has become clear that the essential resources and
goodwill of society are not naturally forthcoming to corporations when-
ever needed, but must be worked for and developed.

This body of understanding is the basis for the doctrine that it is
in the “enlightened self-interest” of corporations to promote the public
welfare in a positive way. The doctrine has gradually been developing
in business and public policy over the past several decades to the point
where it supports widespread corporate practices of a social nature,
ranging from philanthropy to investments in attractive plants and other
programs designed to improve the company’s social environment,

In a 1935 amendment to the Internal Revenue Code, which for
the first time permitted corporations to deduct up to 5 per cent of pretax
income for charitable contributions, the doctrine was explicitly recog-
nized by the state. Since then it has been substantially refined through
corporate practice and sanctioned by the courts. In various decisions,
the courts have established the legality of corporate contributions for
social purposes that serve the interests of the firm as broadly defined,
even though they provide no direct benefits to it. In the 1953 landmark
A. P. Smith case, the New Jersey Superior Court upheld the right under
common law of a manufacturing company to contribute funds to Prince-
ton University. The court held that it was not just a right but a duty of
corporations to support higher education in the interest of the long-range
well-being of their stockholders because the company could not hope to
operate effectively in a society which is not functioning well.

The basic reasoning is simply that a corporate grant, say to a
department of engineering which will help to provide trained personnel
for the company, is no less appropriate than a payment to a supplier of
raw materials for inputs provided to the firm. Neither of these involves
an intrusion of management into an area beyond its legitimate concern,
and neither is in any sense a giveaway of the stockholders’ resources.

By the same logic, expenditures to help improve community edu-
cational, health, and cultural facilities can be justified by the corpora-
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tion’s interest in attracting the skilled people it needs who would not
move into a substandard community. Similarly, a corporation whose
operations must inevitably take place in urban areas may well be justi-
fied in investing in the rehabilitation of ghetto housing and contributing
to the improvement of ghetto educational, recreational, and other facili-
ties. In this case, of course, management must determine that these im-
provements are required to help make the company’s environment safer
and more acceptable to its employees and generally more conducive to
effective business operations.

Indeed, the corporate interest broadly defined by management
can support involvement in helping to solve virtually any social problem,
because people who have a good environment, education, and oppot-
tunity make better employees, customers, and neighbors for business
than those who are poor, ignorant, and oppressed.* It is obviously in the
interest of business to enlarge its markets and to improve its work force
by helping disadvantaged people to develop and employ their economic
potential. Likewise, it is in the interest of business to help reduce the
mounting costs of welfare, crime, disease, and waste of human potential
—a good part of which business pays for.!

The doctrine of enlightened self-interest is also based on the
proposition that if business does not accept a fair measure of responsi-
bility for social improvement, the interests of the corporation may actu-
ally be jeopardized. Insensitivity to changing demands of society sooner
or later results in public pressures for governmental intervention and
regulation to require business to do what it was reluctant or unable to
do voluntarily. Today, the public strongly wants the environment
cleaned up and Congress is responding by enacting stringent anti-
pollution measures which will require substantial technological and
economic changes in many industries.**

1/This is a moral proposition as well as a matter of self-interest. The corporation as a
legal person has the same obligation as all citizens to participate in and contribute to
the general welfare, and to treat human beings humanely. Many businessmen under-
stand this and act from moral impulses—“we should do this because it’s the right thing
to do”—without explicitly calculating self-interest. They implicitly recognize that the
corporation benefits from strengthening justice in the society. In civil rights, for

instance, some businessmen acted on moral grounds in pioneering fair-employment

practices long before this became legally required, in aiding black educational institu-
tions, and in going well beyond the traditional scope of corporate activities to combat
racial discrimination,

*See Memorandum by MR. MARVIN BOWER, page 69.
**See Memorandum by MR. ROBERT R. NATHAN, page 69.
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Public expectations are also expressed through direct citizen
actions. In recent years, a number of companies have been challenged
by racial, religious, and educational groups ready to divert purchases
and investments away from firms not doing their part to eliminate
barriers of discrimination in employment. Other companies have been
confronted by petitions, by publicity generated by groups of indignant
citizens, even by picket lines or more violent expressions of protest.

Experience with governmental and social constraints indicates
that the corporation’s self-interest is best served by a sensitivity to social
concerns and a willingness, within competitive limits, to take needed
action ahead of a confrontation. By acting on its own initiative, manage-
ment preserves the flexibility needed to conduct the company’s affairs in
a constructive, efficient, and adaptive manner. And it avoids or mini-
mizes the risk that governmental or social sanctions, produced out of a
crisis atmosphere, may be more restrictive than necessary. Moreover,
indiscriminate opposition to social change not only jeopardizes the
interest of the single corporation, but also affects adversely the interest
all corporations have in maintaining a climate conducive to the effective
functioning of the entire business system.

Enlightened self-interest thus has both “carrot and stick” aspects.
There is the positive appeal to the corporation’s greater opportunities to
grow and profit in-a healthy, prosperous, and well-functioning society.
And there is the negative threat of increasingly onerous compulsion and
harassment if it does not do its part in helping create such a society.

Redefining Stockholder Interest

As a practical matter, the doctrine of “enlightened self-interest”
applies to the stockholders of a corporation as well as to management
and other participants in the enterprise. Yet some additional attention to
this peint is warranted because traditional economic theory holds that
the stockholder’s interest is served only by corporate investment policies
which yield benefits that are fully recovered by the corporation, and
therefore maximize the market value of its stock. Many corporate expen-
ditures for social purposes—such as manpower training or urban renewal
—produce benefits which cannot be fully recovered because the worker
may move to another employer, or because environmental improvements
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also accrue to other businesses and to the public in general. Circum-
stances like these have tended to inhibit some corporations from expendl
ing funds for social improvements, especially when management doubts
that such actions can be reconciled with what is presumed to be the
“interest of the stockholder.”

However, the widely diversified nature of business ownership
today alters the interest of the stockholder as classically defined.> Nearly
all investors now hold equities in more than one company. Moreover, a
substantial and growing proportion of stockholder investment in busi-
ness is not through individual portfolios of a few stocks, but through
large investment media—such as pension trusts, mutual funds, and in-
surance companies—which invest regularly in hundreds of different
companies in different industries. Stockholders’ interests, therefore, tend
to ride with corporations as a group and with investment policies which
provide benefits to the corporate sector as a whole—in the form of im-
proved environmental conditions, a better labor force, and stronger
public approval of private business. That is, corporations as a group—
and singly as well, under reasonable assumptions—will earn more on
their invested capital, and stockholders will be better off if these broader
investment policies are adopted.*

Inasmuch as the business community as a whole clearly has a
vital stake in a good, well-functioning society, it can be argued that the
stockholder’s interest in the long run is best served by corporate policies
which contribute to the development of the kind of society in which
business can grow and prosper. Indeed, this long-range stockholder
interest would justify governmental regulation to bring about improved
environmental operating conditions—in, for example, pollution abate-
ment—if corporations singly or as a group cannot achieve such results
on their own.

Social Improvement
and Profitability

The positive perspective of enlightened self-interest provides the -

2/Henry C. Wallich and John J. McGowan, “Stockholder Interest and the Corporation’s

Role in Social Policy,” in 4 New Rationale for Corporate Social Policy, CED Sup-
plementary Paper Number 31 (New York: December 1970).
*See Memorandum by MR, WILLIAM H. ABBOTT, page 70.
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framework for reconciling social improvement with profitability. Chang-
ing public expectations and the urgent quest for a good society are be-
ginning to generate new demands for the kind of goods and services that
in many respects business is demonstrably well qualified to provide.
Some of these markets will come into existence fairly naturally, some
will have to be created by business initiative, and others will have to be
fashioned primarily by government. Altogether, they will provide sub-
stantial opportunities for business to profit by serving society’s new
requirements.

There are a great many social areas—such as housing, education,
manpower training, health, transportation, large-scale urban redevelop-
ment, and new cities—in which public pressures for improvement are
already strong enough to create profitable markets, or markets that can
be made profitable by a combination of greater business initiative and
more effective governmental incentives. As these new opportunities de-
velop, corporations with the entrepreneurial zeal to anticipate what the
public is going to want, instead of merely supplying what it has wanted
in the past, are apt to improve their profitability by discharging their
responsibilities to society. Environmental quality standards, for instance,
are creating large new markets for designers and producers of pollution-
abatement equipment and systems, and for manufacturing process and
technological changes that could eliminate industrial pollution at the
source. Public pressures for social improvements, and the resultant mar-
ket opportunities, will grow substantially over the next 30 years as the
country has to provide for some 75 million more people and an even
more highly urbanized population.

To respond to such opportunities, business must recognize that
the pursuit of profit and the pursuit of social objectives can usually be
made complementary. From the standpoint of business, profit can be
earned by serving public needs for social improvements as well as for
goods consumed privately. From the standpoint of society, public ser-
vices can be improved by enlisting the efficiencies of business organiza-
tions through the opportunity for profit. Thus, market incentives can
serve the common interest of business and society.

There are likely to be many areas of social improvement in which
the prospects for profit do not meet prevailing corporate investment cri-
teria. In such cases, corporations will need to reexamine the traditional
concepts and measurements of profit in the newer context. This may well
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involve, among other things, a substantial diversion of resources away
from private consumption into higher priority social improvements.*

Conversely, government will need to reexamine the comparative
advantages of public- and private-sector capabilities for getting the great
social tasks done as efficiently as possible. And government not only will
have to develop an adequate pattern of incentives for business to do its
part of the job in those social markets which otherwise would not be
sufficiently attractive but also in some instances impose penalties on
socially harmful activities.

Limitations
on Corporate Social Activities

Business establishments obviously cannot solve all the problems
of society, with or without help from government. Corporations are
necessarily limited by various internal constraints on what and how
much they can do to improve society. One of the conditioning factors is
corporate size and capability. A very large corporation with extensive
resources and skills is able to do a good deal more than a small company
which might have to stick exclusively to its traditional business to stay
alive in a highly competitive market. Even the large corporation must
give its main attention to its mainstream business to keep competitive,
and it will have to find the best balance between these basic requirements
and newer social market activities. Some companies may well find this
balance on the social side because their interests, technologies, and skills
are inclined in that direction. Others will not be well suited to do much
more than extend their main lines of business into social markets wher-
ever this is possible.

Cost-benefit considerations are a very important factor. No com-
pany of any size can willingly incur costs which would jeopardize its
competitive position and threaten its survival. While companies may
well be able to absorb modest costs or undertake some social activities
on a break-even basis, any substantial expenditure must be justified in

terms of the benefits, tangible and intangible, that are expected to be

produced. Since major corporations have especially long planning hori-

*See Memorandum by MR. WILLIAM S. EDGERLY, page 70.
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zons, they may be able to incur costs and forego profits in the short run
for social improvements that are expected to enhance profits or improve
the corporate environment in the long run. But the corporation that
sacrifices too much in the way of earnings in the short run will soon find
itself with no long run to worry about.

Thus, management must concern itself with realizing a level of
profitability which its stockholders and the financial market consider to
be reasonable under the circumstances. This means that substantial in-
vestments in social improvement will have to contribute to earnings, and
the extent of such earnings will be a major factor in determining the mix
of a company’s commercial and social activities.

This suggests that criteria need to be developed for the range of
profitability that will attract an adequate flow of corporate investment
into various social markets, To be effective, the opportunities for profit
should be reasonably retated to comparable opportunities in traditional
lines of business. In some cases, the risks might well be lower than in
commercial areas, because competition is less or the social market is
partially subsidized or guaranteed by government, and therefore the
profit level can be correspondingly lower.

It can be expected that corporate social activities via the philan-
thropic route will be circumscribed by public policy considerations.
Congress has established a ceiling of 5 per cent of pretax income on
deductible corporate contributions. This is not currently restrictive be-
cause the average level of such contributions is only about one-fifth the
allowable maximum, but it is a clear delineation of the scope of such
activities.*

Corporate philanthropy is also constrained in many cases by
management’s reluctance in making grants to substitute its own judg-
ment for the judgment of its various constituencies in society. Corporate
philanthropy necessarily refiects the value system of management. The
political process, in an imprecise but effective way, reflects the values of
all constituencies. In such instances, management may prefer that the
decisions be left to the political process in which all corporate constitu-
ents participate as well as management executives in their capacity as
citizens. Exceedingly good managerial judgment will be required to
achieve the right balance between the internal constraints on corporate
leadership and external social needs and pressures.

*Sce Memorandum by MR. GEORGE C. McGHEE, page 70.
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Clearly an alternative to philanthropy for supporting a social
activity that is not only of particular interest to management but also of
wide public benefit would be a new government program financed by
taxation. Corporate participation in financing such programs through
the corporate income tax amounts, at the marginal rate, to 48 per cent
of profits. The history of corporate philanthropy contains many cases
in which a social need was first met by philanthropy and later assumed
by government.

In helping to meet social needs, as for better education or equal
housing opportunity, companies may take the philanthropic route or
lend support to government programs, or both, In addition, some may
enter the business of providing the services needed on a profit-making
basis. Thus, corporate activities in the social area encompass the full

range from philanthropy through tax-supported government programs
to profit-making business.

34.
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of
Social
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As corporations recognize that their enlightened self-interest
necessitates more substantial efforts to help improve their social envi-
ronment, they are increasingly exploring and experimenting in new
terrain. This reaching out into new social fields is in an embryonic
stage, however. There is not sufficient accumulated experience to for-
mulate the kind of strategy and methodology that is generally employed
in the mainstream of corporate business.

Even so, there are patterns of corporate social involvement and
performance that are beginning to emerge. These patterns, along with
developments in business thinking and in social science research, can
facilitate the formulation of needed guidelines and principles with re-
spect to such questions as:

e What is the appropriate scope of corporate social involvement
from the standpoint of management—considering the limitation
of company resources, cost-benefit ratios, and good judgment
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about balancing the primary needs of the business with efforts to
help improve social conditions?

e What is the appropriate scope from the standpoint of society—
as judged by the comparative advantages in getting social prob-
lems dealt with by business corporations and by such other insti-
tutions as government, education, labor, private foundations,
and volunteer groups?

® How much of the task can corporations undertake on an essen-
tially voluntary basis under prevailing market conditions, and
how much will need to be facilitated by changes in the govern-
mental rules that govern the economic system?

e How can the social performance of business be evaluated?

Clarification of these issues would help society understand what
business can reasonably be expected to accomplish, and how it can best
be done. This could forestall exaggerated peblic expectations that cor-
porations somehow can and should solve most of the country’s social
problems, and thus prevent a backlash of resentment when business
performance falls short of unrealistic expectations. Conversely, clarifi-
cation would facilitate the process by which business could find its opti-
mum social role in a rational fashion. This would minimize the dual
danger of under-response and resulting public dissatisfaction, or of over-
response which could lead companies well beyond their competence,
bring about destructive rivalry rather than healthy competition with
other institutions, and stretch corporate capabilities so far as to sap per-
formance in the mainstream business.*

Spectrum
of Current Corporate Activities

The spectrum of aggregate business activities to improve society
covers, in widely varying degrees, ten major fields. The following is a

reasonably comprehensive list of the sorts of things being done by busi-

ness in the aggregate; each company must select those activities which
it can pursue most effectively.

*See Memorandum by MR, RICHARD C. GERSTENBERG, page 70.

36.

¥

Economic Growth and Efficiency

e increasing productivity in the private sector of the economy

o improving the innovativeness and performance of business
management

s enhancing competition

e cooperating with the government in developing more effec-
tive measures to control inflation and achieve high levels of
employment

s supporting fiscal and monetary policies for steady economic
growth

o helping with the post-Vietnam conversion of the economy

REducation

e direct financial aid to schools, including scholarships, grants,
and tuition refunds

e support for increases in school budgets

e donagtion of equipment and skilled personnel
o assistance in curriculum development

e aid in counseling and remedial education

o establishment of new schools, running schools and school
systems

o assistarnice in the management and financing of colleges

Employment and Training

» active recruitment of the disadvantaged

o special functional training, remedial education, and
counseling

e provision of day-care centers for children of working
mothers

o improvement of work/ career opporiunities

o retraining of workers affected by automation or other causes
of joblessness
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o establishment of company programs to remove the hazards
of old age and sickness

s supporting where needed and appropriate the extension of
government accident, unemployment, health and retirement
systems

Civil Rights and HEqual Opportunity
s ensuring employment and advancement opportunities for
minorities

o facilitating equality of results by continued training and
other special programs

s supporting and aiding the improvement of black educational
facilities, and special programs for blacks and other minorities
in integrated institutions

s encouraging adoption of open-housing ordinances
» building plants and sales offices in the ghettos

e providing financing and managerial assistance to minority
enterprises, and participating with minorities in joint ventures

Urban Renewal and Development

o leadership and financial support for city and regional plan-
ning and development

o building or improving low-income housing

e building shopping centers, new communities, new cities

s improving transportation systems

Pollution Abatement

» installation of modern equipment
s engineering new facilities for minimum environmental effects

» research and technological development

L
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o cooperating with municipalities in joint treatment facilities

o cooperating with local, state, regional and federal agencies
in developing improved systems of environmental management

s developing more effective programs for recycling and reusing
disposable materials

Conservation and Recreation

e augmenting the supply of replenishable resources, such as
trees, with more productive species

s preserving animal life and the ecology of forests and com-
parable areas

o providing recreational and aesthetic facilities for public use
e restoring aesthetically depleted properties such as strip mines

o improving the yield of scarce materials and recycling to
conserve the supply

Culture and the Arts

o direct financial support to art institutions and the performing
arts

o development of indirect support as a business expense
through gifts in kind, sponsoring artistic talent, and advertising

s participation on boards to give advice on legal, labor, and
financial management problems

» helping secure government financial support for local or state
arts councils and the National Endowment for the Arts

Medical Care

s helping plan community health activities
o designing and operating low-cost medical-care programs

e designing and running new hospitals, clinics, and extended-
care facilities

(continued)
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» improving the administration and effectiveness of medical
care

e developing better systems for medical education, nurses'
training

s developing and supporting a better national system of health
care

Government
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o working for the modernization of the nation’s governmental
Structire

o facilitating the reorganization of government to improve its
responsiveness and performance

s advocating and supporting reforms in the election system and
the legislative process

o designing programs to enhance the effectiveness of the civil
services

e promoting reforms in the public welfare system, law enforce-
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Corporate activities across this wide spectrum, notably in the
areas of social progress, break down into two basic categories. First,
there are purely voluntary activitics where business takes the initiative
and cxercises leadership. Next are activities induced by government
incentives, or required by law and regulations.

In this chapter, we examine those activities that are voluntary

in nature—ranging from those which are generally considered as philan-
thropic to those which are essentially profit-making ventures in social
markets.

40.

Voluntary Corporate Activities

Altogether, corporate contributions to “charitable and educa-
tional institutions” total nearly $1 billion a year. This represents a
doubling of such contributions in slightly less than a decade, generally
paralleling the rise in business profits and hovering around 1 per cent of
total pretax corporate income.

A survey of patterns of giving in 1968 by 401 major corporations
indicated that about 40 per cent of their contributions went to education;
a slightly smaller proportion to united funds, hospitals, and organizations
collecting for health and welfare; about 7 per cent to civic causes; about
5 per cent to cultural activities; and the remainder to miscellaneous
groups. The emphasis has been shifting toward education, and in smaller
but increasing amounts corporate grants are also flowing toward cultural
and civic projects, such as symphonies, little theaters, libraries, and
Tuseums.

A number of corporations, especially larger ones, have taken
steps in recent years to systematize and facilitate their philanthropic
activities. Many have established contribution committees with secre-
tariats specifically assigned to survey worthwhile projects, evaluate
results of grants, and prepare annual contributions budgets. A large
number, well over 1,500, have established company foundations to
devote continuous and more professional attention to the philanthropic
area, and to stabilize the flow of donations—e.g., during the economic
downturn of 1969-71—by separating foundation resources from year-
to-year fluctuations in corporate earnings.

A survey of more than 1,000 small, medium, and large corpo-
rations in 1967 showed that 92 per cent were making financial contribu-
tions to education, health, and welfare. The major corporations, which
set the pace on most social fronts, actually lag behind smaller companies
in philanthropy—averaging only about 0.66 per cent of their pretax
income in 1968 as compared with 1 to 3 per cent for small concerns and
the maximum allowable 5 per cent for several companies.

The greatest voluntary involvement of companies, of course, has
always been in the local community where business support for social
improvement programs is so traditional that it is generally taken for
granted. Of more than 1,000 companies surveyed in 1967, 83 per cent
reported that they made gifts of equipment and talent to community
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enterprises; 87 per cent said they encouraged employee participation in
community service organizations, with most of them giving formal
recognition for employees’ public service; and 75 per cent also encour-
aged employee service on public boards and commissions.

Even in national problems such as racial discrimination, a com-
pany’s concern usually is focused on the local community. This is true
not only of smaller concerns, but also of major national corporations.
As businessmen have come to realize the high costs and damaging effects
of discrimination on nearly every aspect of society, many of them have
directed the influence of their corporations not only to eliminating dis-
crimination at the workplace but aiso in providing community leader-
ship in solving this corrosive social problem.

Some companies have refused to build plants or offices in areas
with restrictions on open housing until these were eliminated. As Robert
D. Stuart, Jr., the president of Quaker Qats, put it:

We expect to make a positive social contribution, as well as an
economic contribution, wherever we go. Specifically in the area
of race relations, we expect the communities we locate new facili-
ties in to offer equal opportunities comparable to those we offer
in our own employment.

Thus, prior to our decision to locate a major food plant in Dan-
ville [II1.] two and a half years ago—and of course Danville was
interested in attracting new industry—we advised the city fathers
that passage of an open-housing ordinance would impress us as
an indication of the city’s intent for social progress. The ordinance
passed, and two days later we approved location of a new plant
in Danville.!

Increasingly, voluntary corporate activities are also taking the
form of cooperative action. Cooperation among firms has the advantages
of pooling their talents, spreading the costs and risks of social improve-
ment efforts, integrating these efforts and enhancing their effectiveness.
These are a few examples:

® Under the auspices of Plans for Progress, some 37 clusters of

companies have been formed to distribute help among predom-

1/As stated in an editorial, “Something Socially Constructive,” American Banker (Oc-
tober 9, 1970), p. 4.
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inantly black colleges. Representatives of each cluster of seven
or eight companies meet regularly at their “adopted” school and
provide assistance in a multiplicity of ways: funds for specific
projects, donation of equipment, consultation on technical prob-
lems, visiting lecturers, and summer positions for teachers.

e Two New York City corporations have established a profit-
making venture, Construction for Progress, which is building
about $6 million worth of low-rent apartment units in ghetto
areas as turn-key projects. So far, construction has cost about 15
per cent less than it would have under governmental sponsorship,
has been completed in one-third the time, and the first building
has been sold to the New York City Housing Authority at a
reasonable profit.

® On a larger scale, 30 leading companies in the Greater
Hartford (Connecticut) region have established The Greater
Hartford Corporation to plan and direct development of the
750 square-mile metropolitan area. As a profit-making operating
organization, a development corporation is raising $30 million
for the acquisition of land to produce a new community out of a
North Hartford ghetto area as the first stage in a $3 billion
regional development plan.?

® The life insurance industry has pooled its resources to provide
some $2 billion in capital for long-term loans at low interest rates
for redevelopment of ghetto areas.

Even so, the over-all pattern of voluntary individual and cooper-
ative corporate activities to improve the social environment is quite
spotty and not really substantial, either in terms of the magnitude of the
nation’s problems or of the business resources that could be applied to
them. These voluntary efforts need to be expanded and intensified. Vol-
untarism is a power that has always contributed a great deal to the
improvement and functioning of our pluralistic, democratic society. It
should be utilized to the fullest extent possible by the business commu-

2/Hartford business leaders took this initiative not only because the cost of community
services was rising rapidly but also because the quality of services was declining to the
point that business would be most seriously affected unless a new and effective com-
munity life-support system were created.
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nity in discharging its responsibilities to society, By exercising greater
initiative and leadership, business can be more effective in shaping the
future development of its social environment. In this way, business can
guide change and enhance its operational scope and flexibility, rather
than lapse into the constricting role of a rearguard defender of the status
quo.*

Asserting the Initiative

Business enterprises have demonstrated many of the qualities and
capabilities that appear to be critically needed in the solution of many
of the country’s social problems. They often possess comparative advan-
tages over other institutions in such respects as innovation; technological
competence; organizational, training and managerial abilities; and cer-
tain performance characteristics and disciplines. These comparative
advantages could be more fully employed in relevant social areas, such
as those in which corporate resources and experience can make a par-
ticular contribution or those with which the company has some logical
connection,

Business itself could promote greater involvement in various
ways. Top management, for example, could provide stronger leadership
within many corporations to develop the policies and climate that
would stimulate employees, especially young managers, to apply their
interests and skills to relevant social as well as conventional business
matters. The additional duty could be more widely and explicitly recog-
nized as a normal, rather than extracurricular, part of managerial
responsibilities, and as an essential ingredient for managers aiming to
equip themselves for broader executive responsibility. Managers at all
levels could be encouraged and given adequate incentives to seek out
relevant social market opportunities for the corporation.**

The corporation itself can be organized for the systematic explor-
ation and development of social markets as a risk-taking, profit-making
entrepreneurial line operation. This requires not just the addition of
stafl specialists but also the development of new programs which are

buiit into the main structure of the organization and its operating pro-

cedures. The restructuring might start by organizing a corporate “public

*See Memorandum by MR. E. SHERM AN ADAMS, page 71.
#*+See Memorandum by MR, GEORGE C. McGHEE, page 71.
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business” group under a top executive with adequate staff and funds.
Such a group would research social market opportunities as vigorously
as conventional markets, and would develop a strategic plan for capital-
izing on these opportunities—the corporate resources that would be
required, the priorities, the extent of company and of any intercompany
involvement, the requirements if any for governmental incentives, and
the results to be attained.

'To mobilize the resources and skills required to deal with social
matters that are too large and costly for any single company, major cor-
porations might also exercise greater leadership in industry and trade
associations, and in developing new consortium arrangements. So long
as no restraint of trade is involved, these cooperative activities are per-
missible under the antitrust Iaws. If trade restraints may be involved,
corporations should compete in social as well as any other markets
unless in particular instances the public interest is clearly better served
by specific governmental exemptions. In such cases, the government
could permit the cooperative development under proper supervision of
major new technological systems that are urgently required and cannot
reasonably be produced by individual company efforts.

The possibilities of consortium arrangements should especially
be explored on a more imaginative and vigorous basis. The consortium
method enables corporations to form groups of companies which include
all or most of the firms that would benefit from specific social improve-
ments—such as improving educational, medical, and cultural facilities
in their communities. In this way companies could recover the benefits
completely or substantially enough to justify the group going ahead with
a project which would not seem worthwhile to a single company or to
only a few companies.

The consortium approach could also minimize competitive dis-
advantages, within reasonable antitrust constraints, of more substantial
corporate expenditures or investments in larger-scale social improve-
ments. In retrospect, corporations probably could and should have taken
more initiative, individually and cooperatively, to abate industrial pol-
lution prior to the onset of progressively more stringent governmental
controls. Voluntary action on an equitable burden-sharing basis would
have demonstrated business” willingness to accept and act on its social
responsibilities to the fullest extent possible, would certainly have alle-
viated the problem, and would have defined more clearly the point at
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the employee reaction to increased executive compensation and divi-
dends. Conversely, more objective and accurate information about the
business could enable these and other constituent groups to play a more
constructive role in helping optimize the results for all those who have
a stake in the enterprise.

Most important, the development of improved social indicators
and measurement techniques would aid management in finding the
most appropriate corporate role in social improvement, determining the
correct strategy, evaluating the results, and justifying its actions to its
constituencies. At present, many businessmen and economists are hesi-
tant about corporations moving into social activities because neither
social requirements nor corporate capabilities, actions, and results can
be quantified with the exactness of commercial activities. Correspond-
ingly, corporate constituencies and the larger soclety lack adequate
means for judging what the corporation is really accomplishing in efforts
to improve its environment.

The mounting public demands for better social performance
necessitate corporate goal setting and performance measurements—in
much the same way as the PPB (planning, programming, budgeting)
system is being developed and applied in government.* There is little in
the present accounting and reporting systems of corporations that
enables anyone to determine whether corporations have well-formulated
sets of goals for social performance, or to measure the extent of progress
toward realization of these goals.

The first step is to formulate corporate goals, not just for the stock-
holder constituency in financial terms but also for all constituents in as
definitive terms as possible, and for the relevant scope of corporate
social activity. For example, it should be possible to establish reasonably
tangible goals with respect to pollution abatement on the basis of air
and water quality standards and criteria projected threc to five years
ahead. Similarly, goals with respect to employment and advancement of
minorities can be projected without great difficulty.

The second step is to utilize the advanced methodologies which
are beginning to emerge to develop means for measuring corporate

performance in meeting its various goals. Some of this may not be as ~

difficult as it seems. The biological oxygen demand (BOD) load of

4/This subject is being covered in a forthcoming CED Statement on National Policy,
Improving Federal Program Performance.
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effluent on receiving waters is now being measured precisely as are an
increasing number of other pollutants, and these measurements can be
related to goals previously determined.

The third step is to report to the corporate constituencies and the
interested public the definitive measurements of performance toward
established goals. These clear objective evaluations of actual corporate
performance will be more credible to the public than general rhetoric
about how well the company is living up to its social responsibilities;
they will also be much more meaningful than expenditure data alone.*

By operating in a goldfish bowl of reporting progress toward
goals, a management veering too far in pursuit of one constituency to
satisfy its interest at the expense of another is likely to be brought into
check by those whose interests are slighted. In the laissez-faire system,
it was the unseen hand that was counted on to lead the pursuit of selfish
private interests into realization of the public good. In the alternative

system suggested here, it is the visible hand that is expected to achieve
the same result.

*See Memorandum by MR. FRANKLIN A. LINDSAY, page 73.
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5.

A
Government-Business
Partnership
for
Social
Progress
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A\s business exerts greater initiative and ingenuity in exploring
social fields, there is gradually evolving a new kind of partnership with
federal, state, and local governments that holds great promise for the
future. Governments, pressing against the limits of what can effectively
be accomplished through public agencies, have been turning increasingly
to business and other private organizations for help in carrying out
public functions.

Beginning in the 1960, the federal government encouraged
business to perform an increasing variety of social tasks that had been
regarded as almost exclusively governmental responsibilities, such as

training disadvantaged persons, rebuilding the ghettos, helping blacks

and other minorities establish their own enterprises. Inasmuch as busi-
ness could not be expected to undertake many of these social tasks
mostly at its own expense, government has sought to provide sufficient
inducement to get the desired amount of business participation. Thus,
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more liberal F.H.A. and veterans loans and rent supplements have been
applied to create a better market for private construction of housing for
low-income families. Contract subsidies are being used increasingly to
induce corporations to employ and train disadvantaged people who
normally would not have been considered qualified for jobs.

This tendency, sometimes called “privatizing” the public sector,

reflects growing governmental and public acceptance of four important
propositions:

e That the goals of American society can be realized only
through a massive, cooperative effort of government, industry,
labor, and education. Increasingly it is felt that the cooperative
participation of the private sector is required not only for national
defense and space exploration but also for advances in health
care, improvement of education, and elimination of poverty.

e That government’s basic role through the political process is
to determine the nation’s goals, set the priorities, develop the
strategies, and create the conditions for carrying out the work
most effectively to the satisfaction of the public.

» That business, with its profit-and-loss discipline, has an espe-
cially significant role in the actual execution of social programs
because it is a proven instrument for getting much of society’s
work done and because its top executives, with their diverse
management capabilities and their involvement in community
affairs, are normally well fitted to deal with today’s socioeco-
nomic problems.

e That the incentive for profit is the only practicable way of
unleashing the power and dynamism of private enterprise on a
scale that will be effective in generating social progress. Social
consciousness and good citizenship, while important prerequi-
sites, cannot realistically be expected by themselves to bring
business resources to bear on the country’s social problems on
the massive scale that is needed. To achieve this, government
must create the market conditions that will induce business enter-
prises to apply their operational capabilities to those public tasks
they can carry out more efficiently than other institutions.
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This clarification of the most suitable and effective roles for
government and business—and, indeed, for other institutions such as
education and labor*—is fundamental to the development of a viable
national strategy for achieving the level of social progress that the public
is demanding. It involves a substantial change in patterns of institutional
responsibilities which have developed since the 1930’s but are now
clearly inadequate to the country’s needs. Government at all levels
seems likely to function best as a market creator, systems manager, and
contractor of social tasks rather than as an actual operator of every kind
of public service.

Governmental Incentives

The most desirable and effective form of governmental action
to get business to contribute its dynamism to appropriate social areas is
to create adequate markets in which private enterprise can compete as
vigorously and efficiently as it does in consumer markets. This is the
best way to bring the full force of market dynamics into play in the
social and public service sector, and to achieve the drive for productivity
and performance that is so conspicuously lacking in many of these sec-
tors today. Moreover, the creation of competitive markets will minimize
the risk of a social-industrial complex developing along lines of the
so-called military-industrial complex.

The housing field offers a good example of some of the ways in
which government can provide the additional incentives to create a
market and induce the entrepreneurial thrust of business to achieve
- desirable social results. Eli Goldston, president of Eastern Gas and
Fuel Associates, has described the effects of incentives in two large
F.H.A. rehabilitation programs in a Boston ghetto:

The principal incentive to private involvement in the first . . .

program is rent supplements. The government assumes that a

tenant can afford 25 per cent of his income for rent and makes
up to the landlord the difference between this figure and the

*See Memorandum by MR. THOMAS B. McCABE, page 73.
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“economic rent” that must be charged to return a reasonable
profit under the F.H.A. formula.

In the second program, . . . the profit opportunity to the devel-
oper comes through F.H.A. mortgage loans at 3 to 3% per cent,
which lower the fixed charges of the projects. This makes pos-
sible quite low rentals and creates an attractive business op-
portunity in apartment rehabilitation. Here the tenants are
expected to pay the full “economic rent,” which, of course, is at
arate approved by the F H.A.

[As a result,] the F.H.A. has enlisted private developers in the
complete renovation of almost three thousand dwelling units
within less than one calendar year . . . to bring . . . one of every
seven Negro families in a rapidly declining city area out of
deplorable substandard housing and into thoroughly modernized
dwellings.

Government could create major new markets not only in such
areas as urban redevelopment and the building of new cities, but also
in mass transportation, medical services, education, and many munici-
pal services. The market-creation technique essentially is to bring about
adequate demand conditions to attract competitive sources of supply.
This can be done by pooling demand, when government, for example,
assembles an entire land area required for urban renewal; or by en-
hancing purchasing capabilities, as in the case of subsidies to home
buyers; or by providing credit and profit incentives to suppliers such
as home builders.

The potential of competitive markets in municipal services is
illustrated in a 1970 study by the New York City administrator’s office.
The study recommended that “the Department of Sanitation should
gradually be reduced in size and scope and the private cartage industry
be given the opportunity to expand . . . This would stem and even
reverse the increase in taxes that have been spent to support an in-
efficient department.” The New York study says that private cartmen
can collect refuse at $18 a ton while paying taxes and making a profit,
whereas the sanitation department’s cost is $50 a ton. Similar New
York City studies show correspondingly sharp increases in costs in
many other municipal services with little or no increases in efficiency.
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Government is beginning to search for more innovative and
effective educational methods. In 1970, the Office of Economic Op-
portunity initiated a $6.5 million experimental program with six private
business concerns. Entitled “performance contracting,” its goal was to
raise the reading and mathematics skills of some 28,000 disadvantaged
students in 16 states. To receive any payment at all under the OEO
performance contract, a participating firm must raise a child’s achieve-
ment at least one full grade level. For this it will receive $110 per child.
Since the firm provides all its own equipment and educational materials,
to break even it must improve a student’s ability by one and a half
grades, or about three times the normal progress made by a disad-
vantaged child. The companies are using a variety of innovative tech-
niques: teaching machines, revised curricula, incentive payments, and
time off for students as well as teachers.

Also in 1970, the Banneker Elementary School in Gary, Indiana
became the country’s first public school to be operated by a private
concern, Under a contract with the Gary board of education, Behavioral
Research Laboratories of Palo Alto, California, has taken over the
school, organized and staffed it, paid rent on the building, and provided
all learning materials—for $800 per student, which is Gary’s cost per
pupil. At the end of three years, the firm will refund the fee paid for any
of the 840 black students who have not been brought up to or above
national grade level norms in all basic curriculum areas (about 75 per
cent have been below such norms).

Hard-core unemployment is another social problem area where
incentives were instituted in 1968 to attract business involvement after
three decades of generally unsuccessful governmental efforts to train
and find jobs for disadvantaged persons. The federal JOBS (Job
Opportunities in the Business Sector) program, spearheaded by the
National Alliance of Businessmen, provides for Department of Labor
contracts with business enterprises to reimburse them for the special
costs involved in the extensive education and training required by unem-
ployed persons with little or no skill and experience. Through December
31, 1970 total hiring under the JOBS program had reached 610,000 of
which about 30 per cent was accomplished under contract subsidy. Some
309,000 of these employees remained on their original jobs at the end
of 1970, and many others left for more desirable jobs elsewhere.
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Future Development of Incentives

The evidence clearly indicates that many of the goals of Ameri-
can society can best be realized by developing a system of incentives
for private firms to do those social jobs which business can perform
better and more economically than other institutions. Indeed, the entre-
preneurial thrust of business—if encouraged, guided, and carefully
audited by government at all levels—may well be indispensable in
achieving a permanent solution to the urban and other socioeconomic
problems that have badly overtaxed the capacity of public agencies.

A more extensive system of incentives should be developed quite
carefully to ensure that the most appropriate measures are used to pro-
duce the desired action by business enterprise, that these are tailored
precisely to each situation, and that the results are evaluated by
competent agencies and accounted for to the public.

The most important specific incentives are:

Contracts

Government contracting for services and supplies in fiscal 1970
amounted to $48 billion or 25 per cent of federal government expendi-
tures. Most contracting was for military procurement, space exploration,
and research and development; and about 80 per cent of these contracts
contained incentives for performance to achieve preset cost or price
targets and include penalties for inadequate performance. There is also
a considerable variety and an increasing amount of contracting-out of
social tasks. The Social Security Administration, for example, contracts
with the nonprofit Blue Cross Associations, profitmaking insurance
companies, and other enterprises to serve as agents for the federal gov-
ernment in receiving claims from and making payments to hospitals or
doctors for services rendered to those covered by Medicare. The Veterans
Administration contracts for the services of civilian hospitals and physi-
cians for the dependents of military personnel in some circumstances,
and it contracts with private insurance companies for the carrying of
life insurance on veterans.

Cash subsidies

The federal government pays cash subsidies to a wide variety
of recipients, ranging from farmers to certain commercial airlines.
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As a form of subsidy, cash payments offer some obvious advantages
in that their cost is easily determined and controlled. They are admin-
istered readily because the recipients are clearly identified and subject
to loss of payments if they violate program requirements. Cash pay-
ments are also the only type of subsidy that is identified explicitly in
the federal budget and is subject to the discipline of the appropriation
process.

Loans, credit guarantees, insurance

Direct loans outstanding to the private sector at the close of fiscal
1970 amounted to some $51 billion in federal funds, Nearly $15 billion
of this represented housing loans, and most of the rest was for export
credit, agricultural credit and small business loans. Federal credit is
extended primarily to meet those needs “affected with the public interest”
which entail risk that limits the availability of private credit. A sizable
part of the housing loans are made to finance the construction of housing
in slum areas, where high economic and other risks discourage financing
by private institutions, and interest rates are held deliberately below
private credit charges. Similarly, credit guarantees, and mortgage and
other insurance are designed to reduce risk, facilitate financing, and
provide further incentive for business to undertake socially desirable
activities.

Tax benefits*

Tax incentives in the form of timing advantages include such
provisions as accelerated depreciation, current deductions for what
might otherwise be capital items (as in the case of research and de-
velopment expenditures), and soil and water conservation expenses.
Other measures which provide incentives through differential tax treat-
ment include such items as percentage depletion, capital gains, and the
investment credit (now discontinued). The benefits of the resulting
increase in investment and in economic activity tend to be widely
dispersed.

On the other hand, where the focus on desirable social goals is

much narrower, there may be some question as to the value of tax incen-

tives., Under these conditions, it may be difficult to use tax incentives
effectively because they cannot be applied specifically to individual com-

*See Memorandum by MR. ROBERT R. NATHAN, page 74.
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pany and job requirements, administered with the degree of assurance
required, or easily altered to meet changing conditions. Accordingly,
where these considerations are important it may be preferable to utilize
contractual incentives or direct subsidies to afford a greater degree of
control as to application and results. '

In developing a much more extensive system of economic incen-
tives so that business can and will undertake more of the nation’s social
improvement tasks, two guiding principles will be of special importance:

1. Greater business involvement should be induced only in those
areas of activity in which private enterprise is qualified to do a better
job than other institutions. In areas such as education, professionals
are certainly better qualified than businessmen to teach students. But
business can and should be encouraged to contribute its managerial and
organizational skills to strengthen the performance of educational and
other institutions when necessary, although not in any sense to displace
them.

2.The specific incentives provided to business should be pri-
marily contractual in nature, or in the form of subsidies reflected in the
expenditure side of the federal budget rather than in the form of special
tax incentives. The budgetary process is the best means for allocating
public funds among the full spectrum of competing public requirements,
since the allocation is subject to legislative and public scrutiny and
review. The process is increasingly being accompanied by performance
evaluation to determine how well the intended objectives are met. Its
integrity should be respected and it should be utilized to the fullest.

Governmental Controls
and Disincentives

There is also a wide variety of governmental controls, regula-
tions, and disincentives designed to influence the social performance
of business. Government contractors, for example, have been forbidden
to discriminate in hiring and in promoting blacks. This prohibition has
been extended under the Civil Rights Act to all employers of 25 or

* more persons. Another example is the extensive body of regulation

that has been developed in recent years to reduce air and water pol-
lution from industrial and other sources.
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These and other regulatory measures are essential in many fields
to insure that all businesses, not only the financially strong and more
socially responsible ones, act in accordance with the public interest.
While business should develop its capacities for self-regulation and
self-policing to the fullest extent possible, there are bound to be areas
beyond the effective reach of these self-imposed constraints which can
be regulated effectively only by government. This has proved to be the
case with various automobile safety features, initiated by individual
companies, which had to be prescribed as standard equipment through
federal regulations. And it has also proved essential in pollution abate-
ment where competitive pressures militated against an adequate
response from all industry. The business world has in some cases
responded better to environmental needs under a government system
of general regulations that apply to all competitors, cover all sources
of pollution including municipalities and agriculture, and distribute
the cost burden equitably.

On the other hand, administrative regulations usually cannot
deal neatly with the diseconomies involved in the environmental situa-
tion or with the complex trade-offs throughout the ecosystem.

The basic problem of environmental pollution is that clear air
and pure water have long been used as free goods. Clean air and water
have now become scarce commodities and should be treated as such.
In economic terms, this means putting a price on their use, much as the
market does with other scarce commodities such as labor and materials.

Administrative regulations have this effect by requiring expendi-
tures for the abatement of pollution to the extent necessary to meet
governmental standards. There is a possibility that a system of economic
disincentives—such as fees or taxes on specific pollutants like lead or
sulfur—might enable the market mechanism to bring about environ-
mental improvements at lower cost than exclusive reliance on regula-
tions. Such disincentives may als¢ in some circumstances have effect
more quickly than regulations, the enforcement of which frequently has
been exceedingly cumbersome and slow. However, the economic situa-
tion may often be so complicated and imperfectly understood that timhe-
consuming experimentation will be required to find precisely the right
level of taxation to achieve desired results, and difficulties are entailed
in adapting taxation to geographic differences in the need for control.
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New Forms
of Public-Private Enterprise

The converging of two trends—the business thrust into social
fields, and government’s increasing use of market incentives to induce
even greater business involvement—is gradually bringing these two
powerful institutions into a constructive partnership for accelerating
social progress. This emerging partnership is more than a contractual
relationship between a buyer and seller of services. Fundamentally, it
offers a new means for developing the innate capabilities of a political
democracy and a private enterprise economy into a new politico-
economic system capable of managing social and technological change
in the interest of a better social order. It by no means will be an
exclusive partnership, for other private institutions, especially universi-
ties, will also play very significant roles. Still, the government-business
relationship is likely to be the central one in the last third of the
twentieth century. *

More effective means must be found to harness the technology,
managerial capability, and efficiency of business in a large-scale organ-
ized manner to the capabilities of government and other institutions to
operate effectively on major socioeconomic problems. These problems
by their very nature require the best qualities and skills of both govern-
ment and business plus, in some respects, the knowledge and research
resources of universities.

New hybrid types of public-private corporations may need to be
developed to combine the best attributes of government (funds, political
capacity, public accountability) and of private enterprise (systems
analysis, research and technology, managerial ability) in the optimum
mix for dealing effectively with different kinds of major socioeconomic
problems such as modernizing transportation, rebuilding the cities, and
developing backward regions of the nation. Public-private corporations
not only could provide the essential framework for blending government
and business capabilities but also could contribute to the synergistic
effect that seems to be needed to solve problems that so far have
defied conventional attacks. Prototypes of these future public-private
institutions already exist. They include such organizations as Comsat

*See Memorandum by MR. WILLIAM S. EDGERLY, page 74.
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(Communications Satellite Corporation), Amtrak (National Railroad
Passenger Corporation), and the National Corporation for Housing
Partnerships.

More and different types of such institutions could be chartered
as needed by appropriate governmental entities: a city, state, group of
states in a region, or the federal government. The most important
characteristic of these public-private corporations would be the best
combination or mix of public and private resources to achieve desig-
nated objectives.

In general, government’s involvement might include:

e A major share of responsibility for financing through ap-
propriations, public borrowing, loan guarantees.

® Over-all planning so that the corporation’s activities fit sen-
sibly into the total environmental system in which it operates.

e Public accountability through a board of directors, partially
elected and partially appointed, whose tenure (perhaps seven
years) overlaps political terms to insulate the corporation from
political pressures.

As for business involvement, it might include:

o Managerial and operating responsibilities, harnessing the
entrepreneurial drive and managerial skills of the competitive
business world.

e Research and development, in which business has great ex-
perience with the kinds of technological systems research and
process/ product development that are most needed in social
improvement.

e Marketing, in terms of the public-private corporation’s distri-
bution of product and services to its customers and their con-
tinual adaptation to customer needs and tastes.

We welcome these developments. Management already is en-
gaged in the process of change and revitalization of the corporate
structure to improve economic and social performance and political
accountability to its constituencies and society.

The need now is for new, innovative business relationships with
government—federal, state, and local. Public expectations of more ef-
fective social action from both business and government are very great.
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We believe they call for renewed appraisal of the respective capabilities
and roles of both institutions, and increased creativity in defining rela-
tionships between them.,

Conclusion

We have sought in this statement to develop a clearer view of
the business enterprise as an integral part of our pluralistic society, and
as a full and responsible participant in the national community. We
believe this is the perspective required to sustain and promote the
essential economic functions of business, and to release the full produc-
tive and organizational capacities of the corporation for the benefit of
society.

We have also attempted to open up a vista of business pioneering
in new fields of activities, new societal responsibilities, and new cultural
achievements that will be a new frontier for business over the next
several decades. And we have suggested that responsible management
must have the vision and exert the leadership to develop a broader
social role for the corporation if business is to continue to receive public
confidence and support. We have suggested as well that there are limi-
tations to what business can contribute to social progress, and that the
kind of society we want can be achieved only with the full participation
of government and through major contributions from all our institutions
—in education, medicine, religion, labor, the arts, philanthropy, and
many other fields.

We believe business will respond constructively to this new chal-
lenge, as it has to many others in the past, and that it will contribute
significantly to the common task of greatly improving the quality of
life in the United States.
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