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From Friedman to today: A wide ranging ramble about CSR with some 

reference to South Africa.  

 

The presentation which I am going to be making today is based on a 2009 paper entitled: 

“Correlates of corporate accountability among South Africa’s largest listed companies” 

which I co-authored with Ven Pillay and Derick de Jongh.  

 

I must say that when I was originally approached to present this paper, I balked at the 

idea. As I said, this was a 2009 publication and it was based on data which were gathered 

in 2007. This seemed like a lifetime ago. My impression of myself back in those days 

was that I surely must have been young, naïve and filled with all sorts of optimistic 

claptrap. I had also just returned to academia from a six year spell in the mind numbing 

world of management consulting, so my thoughtful brain was anything but honed. And 

the fact that my research interests have moved away from general corporate social 

responsibility towards socially responsible investment didn’t help my anxiety.  

 

And so my initial reaction to the request to present on this was: no – let me rather present 

some of my more recent stuff. The seminar committee, however, was having none of that 

and quite politely insisted that the empirical CSR work be included. So I agreed and here 

I am. And I have to say that this has proved to be an interesting experience. Going back 

to a piece of work which was definitely not the best that I have ever participated in and 

trying to render it worthy of a presentation here today proved to be a very daunting task.  

 

After much deliberation, what I decided I would do then is to start out with a bit of a 

précis of the 2009 paper. To do this, I’m pretty much going to stick to the structure in 

which the paper was written: 

 Introduction;  

 Methodology;  

 Results and Discussion;  

 Conclusion.  
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As I’m doing this though, I’ll try and inject some critique of the work when it’s 

appropriate. And having done that, I’ll return to the conclusions and discuss whether they 

have any merit whatsoever. 

 

Introduction 

 

In terms of the introduction, I must admit when I reread it I was actually pleasantly 

surprised. If I were to write this again, I’m pretty sure that I wouldn’t really have changed 

very much. Here’s what we said: 

 

We started out by noting that there is a growing recognition that we have a sustainability 

crisis.  From here we moved onto the fact that this has prompted calls for everyone to 

step up to the plate and try and solve this crisis. Business (in the general sense) being one 

of the most powerful collective forces in society today was obviously never going to 

escape from this call. In fact without business’ participation, either voluntarily, or under 

coercion, it is pretty certain that we are never going to resolve the sustainability crisis. 

And we noted that this then has over the years led to the evolution of corporate social 

responsibility and various related concepts.  

 

From this we then moved on to noting that not everyone was (or is) a fan of emerging 

ideas of CSR. Enter Milton Friedman – Nobel prize winner; arch-libertarian; inspirer of 

dictators and other important people; and otherwise, a generally rather uninteresting 

character.  His position was simply this: “All this CSR stuff – communist plot!”  An 

unbridled attempt to constrain freedom and since freedom is good, CSR must be bad! 

Almost everybody in the CSR space will know his 1970 New York Times Article entitled 

“The Social Responsibility of Business is to Increase its Profits”.  Whether you love it or 

hate it, this is probably the single most important article ever published in the corporate 

social responsibility discourse. If you believe in citations, Google Scholar picks up 7711 

citations and counting. No other paper comes close. Archie Carroll’s conceptualization of 

CSR entitled “Corporate social responsibility evolution of a definitional construct” 
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which is typically the starting point for any attempt at defining CSR has been cited 

meagre 3300 odd times. 

 

In our paper we noted that the ultimate “moral” grounding for ideas which Friedman 

expresses could be traced to interpretations of the writings of Adam Smith, and 

particularly his famous “invisible hand” phrase. I must admit that with hind sight, I would 

probably not have implicated Smith in any way in this. I have seen citations of the paper 

which imply that we suggested that Smith was a rabid egoist. Obviously this is not true. 

His moral sentimentalism was really anything but rabidly egoist.  

  

Anyway, the point of presenting Friedman’s critique was simple. As we noted in our 

paper, it was Friedman’s critique which started advocates of corporate responsibility on 

what has turned into a 40 odd year obsession with developing counter theories and 

practical approached which might justify a broader notion of corporate responsibility than 

just increasing its profits (Walsh et al, 2003; Paul & Siegel, 2006).  

 

As we outlined in our paper, the outcome of all of this work has really been three ideas as 

justification – three rationales for corporate responsibility if you like: 

 In the first some cling to the dream that businesses should be socially responsible 

(beyond simply profit seeking) because it is simply the right thing to do. Or if you 

like, because we are all humans and as humans we fundamentally care about other 

humans so our collectives should also care about other humans; 

 The second holds that businesses will act in a socially responsible manner if they 

are forced to. This is where the institutional fields which we discussed in our 

paper come into play; 

 And lastly, there is the idea that businesses will act in a socially responsible 

manner beyond the pursuit of profit – in the pursuit of profit. This is the classic 

business case CSR or as we referred to them in our paper, marked-based motives. 

 

Interestingly, (and sadly this was not an insight which we included into our paper) if one 

reads Friedman carefully there is a quote which is rather infrequently cited in full but 
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which specifies these three rationales. It even endorses them! In describing the 

responsibility of corporate executives he states:  

 

“That responsibility is to conduct the business in accordance with their [the 

shareholders] desires, which generally will be to make as much money as possible 

while conforming to the basic rules of the society, both those embodied in law 

and those embodied in ethical custom.”  

 

Anyway, that is just an aside really. If anyone is interested in an evaluation of the 

fragility of the logic in Friedman’s paper, they should dig up Grant’s 1991 paper entitled 

“Friedman fallacies”.  

 

Getting back to the introduction in our paper, we then went on to examine market based 

motives and institutional fields in a little bit more depth. I’m quite please to say that we 

rather cynically didn’t bother with exploring the possibility that businesses might act 

responsibly just because it is the right thing to do. In my mind at least there is really not 

an awful lot of evidence to suggest that this is really an important driver of responsible 

corporate behaviour. 

 

Market Based Motives 

 

If we say that countering Freidman’s critique of socially responsible behaviour beyond 

profit seeking has been an obsession in the CSR discourse for the past 40 years, then 

there is really no doubt that the strongest sub-obsession has been the hunt for a business 

case for CSR. There is a massive body of literature examining relationships between 

corporate social performance and corporate financial performance. Some of this has been 

theoretical, probably most notably all of the work associated with Freeman’s Stakeholder 

Theory (Freeman 1984). One might want to throw in Porter and Kramer’s (2006) stuff 

too although it really is a derivative of Freeman’s stakeholder theory? 
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Much more work however has been empirical. We do after all live in a positivist world. 

Fortunately it is not necessary to review all of this because it has already been done, on 

several occasions in fact. Good examples include Griffin and Mahon, 1997; Waddock 

and Graves, 1997; Orlitzky, Schmidt and Rynes, 2003.  What do these reviews tell us? 

Well, Orlitzky and co’s review is perhaps the most statistically rigorous (it’s a formal 

meta-analysis) and it suggests that there is a positive relationship between behaving 

responsibly and corporate financial performance. It’s not particularly strong but it is 

there. Personally, however, I prefer the conclusion of the other two reviews which is 

really that sometimes there is a business case and sometimes there isn’t! This preference 

is really based on the fact that if you think about it, well, sometime there is and 

sometimes there isn’t. For example, a business case is generally strikingly obvious when 

it comes to resource use efficiency. It is much less obvious when it comes to paying more 

than the minimum required wages. 

 

And this was really what we settled on in our discussion of market motives in the paper. 

Specifically we said:  

 

“In light of this it is perhaps most reasonable to conclude that there is no general 

“law” that socially responsible corporate behaviour inevitably leads to good 

corporate financial performance. In other words, it appears that the market does 

not universally reward socially responsible corporate behaviour.”  

 

Institutional Fields 

 

This conclusion that sometimes there is a business case for businesses behaving 

responsibly and sometimes there isn’t then set up perfectly our next port of call: a 

discussion of institutional fields. Really what the sometimes-business-case speaks to is 

the now commonly acknowledged fact that markets are a lot less infallible than market 

fundamentalists would have us believe. Quite frankly, the “invisible hand” is scratching 

an invisible bum rather than ensuring that the general good is served by the pursuit of 

individual good. 
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And if markets don’t work universally, then the call by some authors to “reassert social 

control over the markets” (Utting, 2005, iii) becomes a necessity. If you like, we need a 

Hobbesean Leviathan - those “forces that lie beyond the organizational boundary” 

(Hoffman 1999, p.351). These forces include autocrats, legal frameworks, voluntary 

codes of conduct, and stakeholder awareness and activism.  

 

The Agency Problem 

 

Besides tracing these two major avenues of thought into the reasons why business might 

well behave responsibly (beyond just profit seeking), we also spent a bit of time talking 

about the so called “principal - agent problem” (Jensen & Meckling, 1976). I don’t really 

want to spend too much time discussing what we said here. Essentially this problem 

arises when the interest of executives (as the agents in the equation) are not aligned with 

the interests of their principals (usually shareholders). We are all aware of what can 

happen when this is the case. Enron is probably the most iconic example.  

 

In discussing this though we made an interesting error which is worth talking about. 

Specifically we said:  

 

“Mackenzie raises an additional dimension by noting that currently, most listed 

company shares are controlled by pension, insurance and mutual funds, and as 

such are owned by society in general (the “universal owner”).”  

 

Now those of you who are familiar with the socially responsible investment literature will 

quite quickly realize that what we are talking about is not at all the same as the notion of 

“universal owner” developed by Hawley and Williams (2000). Their notion had to do 

with the fact that the investment portfolios of large collective investment funds 

effectively included a slice of the whole economy. Accordingly, it ought not to make 

investment sense any of the portfolio’s assets to externalize cost because these would 

inevitably be picked up elsewhere in the economy and therefore elsewhere in the 



 8 

portfolio. What we were actually suggesting is that in many cases shareholders are 

inseparable from broader society. If this is the case, one might think of broader society as 

the principals of corporate executives. I think that this idea might be worth interrogating a 

bit more particularly in relation to our understanding of fiduciary responsibility. 

 

Of course we didn’t interrogate it in our paper. And so getting back to what we did say, 

the discussion of the “Principal-Agent problem” really drew to a close our introduction. 

I’ll just read the closing sentence because it I don’t think that I could paraphrase it any 

better:  

“In summary then, the discussion above presents a précis of the major theoretical 

movements and supporting empirical developments that have taken place over the 

past forty years towards developing an understanding of, and justifying business’ 

responsibility (or lack thereof) towards society.”  

 

So far, so good. But now we get onto what we actually did, and here things become a 

little bit more wobbly really. What we set out to do was explore some of these debates in 

the context of large South African listed companies.  

 

How did we do this? 

 

Methodology 

 

Well, we attempted to do this by exploring relationships between a measure of corporate 

accountability and a series of other corporate variables.  

 

Accountability 

For accountability, we used the 2007 Accountability Rating™ South Africa scores as 

published in the Financial Mail (November 16, 2007). The stated aim of this rating was to 

evaluate how companies account to their stakeholders for the socio-economic and 

environmental impacts of their core business. The rating data covered the 50 largest listed 

companies on the JSE. While the full Accountability Rating™ method was not made 
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publicly available, the method is described as considering all the major domains of 

standard business architecture including: strategy, governance, performance management, 

stakeholder engagement, public disclosure and assurance (Financial Mail, 2007; 

AccountAbility & csrnetwork, 2006). The evaluations were based on company published 

reports including annual reports, sustainability reports and web reports (AccountAbility 

& csrnetwork, 2006).  

 

Company Financial Performance 

 

For company financial performance variables, we used both market and accounting based 

measures. As a measure of market based performance we used the holding period return 

(Reilly & Norton, 2003) on company stocks for a five year period from 2002 to 2007. 

This is a very simple measure which is calculated as dividend income plus price change 

divided by the purchase price. Companies without a five year return history were 

excluded from the analysis. Beyond this ‘raw’ return, we also considered the standard 

deviation of the annual holding period returns over this five year period as a measure to 

the financial risk associated with the companies. We felt that treating raw return and this 

measure of risk separately rather than deriving a risk adjusted measure of return would 

deliver a richer interpretation of the data. After all several authors  (e.g. Graves & 

Waddock, 1994) have suggested that corporate accountability may be a mechanism for 

managing corporate risks, and that more accountable companies may be less financially 

volatile.  

 

In terms of accounting based measures of corporate financial performance, we examined 

return on assets in the same reporting year as the Accountability Rating.  

 

Data used for these variables were published in the 2007 Financial Mail Top Companies 

Report.  

 

Company Size 
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The relationship between company accountability and company size as represented by 

market capitalization was also investigated. This variable was again sourced from the 

Financial Mail Top Companies report (2007).  

 

Institutional Field Variables 

Variables which we used as likely proxies for institutional fields included:  

 industry sector;  

 other securities exchange listing/s in addition the their JSE listings. Here we had 

two sub categories: 

o companies with ANY other listing and 

o companies with a London Stock Exchange (LSE) listing specifically  

 geographical zones of operation, other than South Africa. Specific consideration 

was given to: 

o Companies with European operations; 

o Companies with US or Canadian operations; 

o Companies with operations in Australia or New Zealand 

o Companies with operation is Asia; and 

o Companies with operations in other African countries. 

 

 

The rationale behind industry sector should be quite obvious. Different sectors are 

differentially exposed to sector specific legislation, industry codes of conduct and indeed 

stakeholder pressures. For example in South Africa, the mining industry is exposed to a 

bunch of specific regulations most notably the Minerals and Petroleum Resources 

Development Act. It is exposed to a sector charter. And it is exposed to a lot of 

stakeholder scrutiny. It’s quite a different story in terms of the retail sector. Back in 2007 

there wasn’t even the Consumer Protection Act.   

 

In terms of different listings, listing requirements represent a crucial set of institutional 

forces governing listed companies. Assuming that there are variations in the listing 

requirements in terms of accountability from one securities exchange to the next, it is 
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possible to hypothesize that multiple listings might yield better accountability due to an 

additive effect.  

 

A similar rationale applies for companies operating in multiple geographical 

jurisdictions. These might promote better accountability due to an additive effect of 

variation in institutional expectations between jurisdictions. 

 

Executive Remuneration 

Finally, to investigate the relationship between company accountability and executive 

incentives, CEO base salaries and annual performance bonuses, and chairperson base 

salaries were extracted from the 2006 company annual reports. Companies that did not 

provide this data were excluded from the analysis.  

 

Statistical Analysis 

In evaluating the various relationships we used a generalized linear modelling approach 

in the SAS GLM procedure. We examined relationships for pairs of variables only. No 

attempt was made to develop multivariate models, or consider any interactions between 

variables.  

 

Problems 

That is what we did. Sadly there are some quite important difficulties with this. I’ll go 

through the two which really struck me as important as I reread the work with the benefit 

of five or six years of hindsight.  

 

Accountability and CSR 

The first is the issue of the Accountability Rating scores and what they might actually 

mean. As with many (most?) such ratings, the focus of the Accountability Rating was on 

process rather than on outcome. So in effect it measured (quite rigorously) how well 

companies managed (or at least claimed to be managing) their CSR issues. Now it is easy 

to jump to the conclusion that the better something is managed, the more responsible it 
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must be. We are after all conditioned to think that good management is by default good 

and responsible.  

 

Sadly, with the passing of time and the reading of countless sustainability reports I have 

accumulated a lot of cynicism. Certainly I have come to realize that good management is 

just as likely to involve managing how bad you are as it is to involve some sort of 

directed pursuit of becoming good. We can illustrate this with a simple example. Take 

Sasol. For years Sasol has been a winner or runner up in countless of CSR awards based 

on the evaluation of its processes. In the Accountability Rating in 2007 it was ranked 

second. However we also know that Sasol is the second biggest polluter in South Africa 

after Eskom. It was in 2007 and it still is. Back in 2007 when the Accountability Rating 

took place, Sasol emitted about 75 million tonnes of CO2 equivalents. And lo and behold 

in 2012 Sasol emitted about 76 million tonnes of CO2. For all of the wonderful 

management which is in place, on paper Sasol is still pretty much the same company it 

was in 2012.  

 

The problem in terms of our paper should be obvious. We had just gone through all of 

that introductory stuff about social responsibility and why companies might pursue it. 

However, if we break the link between what we measured and actual social 

responsibility, then we really are no longer playing in the space of thinking about why 

companies might behave responsibly anymore. That is the first relatively major problem 

with our study. I should point out that our study is certainly not the only study to have 

fallen into this trap. It’s an easy one to fall into, and there are all sorts of ways to justify 

your way out of the trap. Bansal (2005) presents some of these. But I have to say that 

none of them are really satisfactory.  

 

Time and causation 

The second rather important problem with our work has to do with time and causation. 

Remember that we made the claim that we were trying to explore the debates which we 

introduced in our discussion. Most notable amongst these was the raging debate between 

whether there might be a market based rationale for companies behaving in a socially 
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responsible manner, or whether some sort of external “force” (Leviathan) might not be 

necessary to ensure responsible behavior.  

 

In terms of the former of these, a market based rationale would really only work if we 

could find evidence that better CSR was causing better financial performance. In this 

regard, both our analysis and our data were inadequate. Our analysis was inadequate in 

framing the Accountability Rating as the dependent or response variable. Our data was 

inadequate in that our market based measures of financial performance preceded 

temporally our CSR variables while our accounting based measures were simultaneous. It 

stands to reason that better CSR in the future cannot be the cause of better financial 

performance in the past. And even the simultaneous accounting based measures don’t 

really provide a very strong basis for inferring causation.  

 

Of course, irrespective of the obvious weakness of our data and analysis, it must be 

acknowledged that actually trying to infer causation between a company’s CSR and its 

financial performance is always going to be a methodological quagmire. Does better 

financial performance cause CSR (slack resources hypothesis) or does better CSR cause 

better financial performance? Or is this just a plain old stupid question because CSR is 

not a single thing but a raft of actions?  

 

Thankfully, the exploration of the effectiveness of institutional fields does not suffer from 

quite the same frailty. Here we would be interested in seeing evidence that institutional 

fields are causing better CSR. Analytically, our framing of our CSR proxy
1
 as the 

response variable then becomes valid. And although our characterization of institutional 

field proxies happened at the same time as we measured the accountability rating, the 

proxy institutional field variables which we used are probably not likely to change 

dramatically over the period of a year or two. As such it is probably safe to say that the 

field for a company which was “measured” in this study was not likely to be particularly 

different to what that field would have been in the immediate past.  

 

                                                 
1
 Remembering of course the frailty associated with our chosen proxy 
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Results and Discussion 

 

And on that note, we come to the results which we presented. Given the methodological 

concerns which I have just outlined, I’m not going to spend as much time discussing 

these as I did in the paper. The basic results are presented in Table 1 below. They tell us 

that company size, market sector and multiple listings explain significant variance in the 

Accountability Rating. None of the other variables did.  

 

Table 1. Summary of F, p and n values for the relationships between Accountability 

Rating™ scores and other variables.  

 

Factor Variable F p n 

Financial Performance Holding period return (HPR) 0.45 0.5044 46 

Financial Performance Return on assets 1.98 0.1655 50 

Financial Performance Standard deviation of annual HPR 0.78 0.3809 46 

Company Size Market capitalization 19.01 <0.0001 50 

Institutional Field Sector 16.27 0.0002 50 

Institutional Field Other listing 10.28 0.0024 50 

Institutional Field UK listing 5.75 0.0205 50 

Institutional Field European operations 0.13 0.7201 45 

Institutional Field US / Canada operations 0.03 0.8704 45 

Institutional Field Australia / New Zealand operations 0.35 0.5555 45 

Institutional Field Asian operations  0.72 0.4007 45 

Institutional Field Other African operations 1.80 0.1865 45 

Executive Remuneration CEO base remuneration 2.46 0.1239 47 

Executive Remuneration CEO bonus 0.83 0.3681 46 

Executive Remuneration Chair base remuneration 1.71 0.1969 49 

 

After some discussion we concluded as follows in terms of institutional fields:  

 

“Although it is somewhat difficult to disentangle causal relationships from 

covariance, the correlations between Accountability Rating
TM

 scores on the one 

hand, and company size and the institutional field proxies on the other, together 

provide strong evidence of the centrality of a company’s institutional field in 

motivating socially responsible corporate behaviour.”  

 

There are no major problems with this conclusion. It is adequately cautious, and as we 

saw the data and the analysis actually lends itself to drawing this sort of conclusion. 
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In terms of market motives we concluded:  

 

“In contrast to this, evidence for the centrality of market forces as a driver of 

social responsibility is absent. The lack of any relationships between the 

Accountability Rating
TM

 scores and corporate financial performance measures 

suggests that, in this sample, profitability is unlikely to have been a driver of 

corporate accountability. The corollary to this is that profitability cannot be 

advanced as a reason for not pursuing accountability since there was no negative 

correlation.”  

 

This of course is really not well supported by the data or by the analysis. Actually our 

data and analysis would have been best placed to draw some comment on the so called 

“slack resources theory” which holds that financially successful companies will tend to 

have surplus resources which will allow them to pursue CSR because of their financial 

success. In this study there was no evidence for this.  

 

Conclusion 

 

Which all brings me to a point of trying to draw a sensible conclusion to this 

presentation. What we tried to suggest in our 2009 paper was this: if we want companies 

to behave responsibly, we have to force them to behave responsibly because we cannot 

rely on there being a business case for responsible behaviour. Now obviously, as I have 

just demonstrated, our analysis and data didn’t really support this conclusion very well.  

 

However, in spite of this “little” problem, I have to say that neither the passage of time 

since we wrote the paper, nor the inherent weaknesses in the paper that I have just 

described, have really shaken my belief that this conclusion is completely valid in 

general. You see, I think that Friedman was right, not necessarily in the “ought” sense but 

in the “is” sense. Friedman said that: “The Social Responsibility of Business is to Increase 

its Profits”. And all the evidence suggests that this is what businesses do whether we 
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think they ought to do otherwise or not. I can really not think of a single instance of a 

large business which consistently does anything responsible which they are not forced to 

do and which would interfere with profitability. And if this is the case, and if we want 

businesses to behave responsibly, then we really do need to impose rules on the game.  

 

Of course believers in “The”
2
 business case for behaving responsibly will argue that 

behaving responsibly does improve profitability. My counter to this is empirically 

grounded. This grounding however, is not the empirical work in this study. It is also not 

simply the accumulated empirical work on the corporate social performance vs corporate 

financial performance relationship. Rather it is based on the empirical falsification of the 

following deduction: If responsible behaviour is profitable (and irresponsible behaviour is 

unprofitable); and if businesses are actually pursuing profitability with at least some 

measure of efficiency; then we should simply not see socially irresponsible corporate 

behaviour. Empirically however, we observe countless aspects of business behaviour 

which really is socially irresponsible – excessive executive remuneration, pollution, 

labour exploitation …. Since the logic in the argument seems reasonable, there must be 

some difficulty with the premises. I really can’t see too much difficulty with the premise 

that there is a general pursuit of profit. And so I am led to conclude that responsible 

behaviour is not necessarily profitable. Add to this the ambiguous accumulated empirical 

evidence, and it seems to me that there must surely be fundamental flaws in the business 

case. 

 

In short, in 2009 we argued that if you want business to behave responsibly, you needed 

to force them to behave responsibly. And today I would present exactly the same 

argument. 

 

                                                 
2
 The universal business case 
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