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BUSINESS LEADERSHIP 
AND SUSTAINABLE DEVELOPMENT. 

A PERSPECTIVE OF CORPORATE SOCIAL
RESPONSIBILITY

Jeffrey D. Sachs, USA

Introduction

Why are we talking at all about corporate social responsibility?1

The topic has been around for decades, but there is something, if not
new, at least pertinent for us to be talking about. Not only are we in
the aftermath of the biggest financial bubble collapse in modern times,
but corporate corruption has been rampant in the United States and
in other countries. We know that many major corporations engage in
abusive behaviour, writing several trillion dollars of wealth off the bal-
ance sheets. Business ethics are being held up to scrutiny, especially
by the anti-globalisation movement, which is notably really an anti-
corporate movement. Whether or not it is completely misdirected or,
as I believe, mainly misdirected, it is nevertheless directed at the busi-
ness sector. 

‘Corporate ethics’ refers to the set of rules we would like to see the
business community adhere to that would have some good sense and
good performance for our societies more generally; not only for the
individual business, not only for the individual manager in the short
term, but for the long-term functioning of our societies. There is basi-
cally a market theory that says : ‘Don’t worry too much about this.’
It says : ‘Let business maximise its profits ; it will worry about
that. Others can worry about ethics, business will worry about busi-
ness.’ And, in the end, as Adam Smith told us 227 years ago at the
Wealth of Nations, ‘things will more or less work out alright.’ If you
ask what lies behind that theory, there are two elements that are
crucial. One is that managers of businesses maximise shareholder
value, that is what they do for a living. Second, shareholder value
maximisation leads to social value maximisation – the Milton
Freedman view. In summary, managers maximise market value,
and market value maximises social value, and so let managers be
managers.



1. When Managers Steal

I have to say there is a lot of truth in that, but unfortunately it is
not completely true. There is a lot of slippage in both parts of the
proposition, and it is in that slippage where we find most of the meat
of the subject that we are talking about today. One part of the slippage
is that there is a big difference between what managers do and maxi-
mising shareholder value. Why? Well, one good reason is that man-
agers sometimes steal from shareholders and therefore do not neces-
sarily operate in the interest of shareholders. They commit outright
fraud frequently, as has become quite apparent. Some of the largest
businesses in the United States (Enron, most famously) went down
in a flame of fraud because the managers were wildly stealing from
the shareholders by misrepresenting the balance sheets. 

Managerial governance, in general, is very hard to align with the
interest of the shareholders. For example, maximising shareholder
value does not necessarily mean maximising the value of minority
shareholder rights, which brings us to another kind of abuse: man-
agers steal from minorities to give to majorities. There are all sorts of
factional interests within companies and protecting minority share-
holder rights is not an automatic proposition. We know that maxi-
mising shareholder rights does not mean maximising short-run profits
to grab every moment of opportunity; reputation matters, the long-term
good will of the community matters, and the brand name matters.
Here is where individual ethics might directly translate into better
shareholder value, but unfortunately managers also have all sorts of
incentives to go after the short-term offer and not consider the long-
term. These problems create a gap between what the manager does
and what shareholders get that often results in scandalous headlines.

2. When Managers Buy Politicians

There is a second distinction that is even more important than the
first : the gap between the shareholder value and the social value.
Nobody with even the remotest knowledge of a modern economy
could any longer believe that profits, per se, are signals of social value.
However, that is the whole theory of capitalist free-market organisa-
tion: prices send the right signals, and a high price or high return dic-
tate where capital should go. In reality, there are huge gaps between
the private signals and the social values, and some are absolutely obvi-
ous. Among the most well-known is pollution like the emission of
carbon dioxide into the atmosphere, which leads to climate change,
including perhaps a drying of northern Italy’s climate. These so-called
‘externalities’ – gaps between private value and social value – are not
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captured in the private market values of companies. There are innu-
merable social goods that do not have a private market value, the most
important of which is the production of knowledge of various kinds,
especially scientific knowledge. If we left science purely to the mar-
ketplace, we would be nowhere. Fortunately, governments figured out
hundreds of years ago to serve as patrons of science because private
market returns could not do this. So, closing that second gap is also
absolutely essential.

Now where do corporate ethics come into this? It is true that if we
could narrow the gaps between private and social value, we would be
doing a much better job for our societies. Self-regulation is a delusion.
We need rigorous law and we need business people going to jail when
they engage in corporate abuse. We need to close the gap between
managerial responsibility and shareholder values more effectively
than we do. 

Public policy, not private action, must lead the effort to close the
gaps between social and private value. Free-market ideology will fail
unless, for example, it acknowledges that carbon emissions must be
taxed in order to stabilise the climate in a sensible way, since private
business has no reason to voluntarily cut back its emissions. There
must be regulation one way or another, through taxes or quantity
limits on emissions of toxins. If we could do all those things, we would
surely have a much better functioning society, closing the managerial
abuses and closing the gaps of private and shareholder value. 

So why do we not regulate well? Part of the reason is that we keep
finding new risks needing regulation. Nobody knew about carbon
dioxide twenty years ago, it is a relatively new scientific insight,
which is why policy is trying to catch up. In the financial arena, trans-
actions are more and more complicated to monitor. Derivatives and
off-balance sheet transactions have become more complex and are
therefore new instruments of evasion. But I do think that there is
another risk : abusive corporate power can translate into political
power, which is then used to create more corporate power. The politi-
cal economy of capitalism depends on the private sector maximising
shareholder value subject to proper regulation provided by the public
sector. But what happens when the private sector takes over the
public sector? It can create, as we have in the United States now, an
abusive system in which corporate power is translated into massive
campaign donations, which elects governments to enact laws to
improve corporate profits and not social value, further increasing cor-
porate power and potentially putting us on an explosive spiral. The
United States might really be on that spiral right now. 

The United States has never had larger inequalities in recent his-
tory and has never had the political system attended to the rich as it
does today. Despite massive budget deficits, the present administration
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chooses to vote new tax relief for the super rich. The real losers are
the social programs of the United States, like social security and
Medicare. What the public does not understand is that this adminis-
tration’s policies will starve those programs to death. What happens
in the United States is that the poor are told, ‘Well, it’s true that the
rich are going to get a hundred thousand dollars in tax relief, but
you’re still going to get fifty dollars,’ and the poor happily accept the
fifty dollars without realising that the hundred thousand dollars was
going to pay for their health insurance in five years. Massive corpo-
rate power is wielding too much political influence and controlling
the media with increasing concentration. This is, I think, the biggest
risk of corporate irresponsibility: campaign finance from the corpo-
rate sector, media monopolisation, lobbying and conflict of interest,
cronyism, perhaps even outright bribery. Halliburton, Vice President
Cheney’s business, has received five hundred million dollars of con-
tracts in the last two years in Afghanistan and Iraq for post-war
reconstruction. That is not healthy for American politics.

3. When Managers Distort the Truth

A third distortion is when business lacks transparency and dis-
torts the truth (for example, when the tobacco industry claimed for
years that its products pose no risks to the American people). Beyond
stopping internal abuse and closing the gap between private and social
value, a third requirement for corporate responsibility is having business
leadership keep its hands off public policy. Lobbying and cronyism are
turning the public sector into a vehicle for private sector maximisa-
tion, which drives the gaps between the public and private vastly
wider than they would be otherwise. Restraint of the powerful busi-
ness sector in the political arena is absolutely essential, and if it is not
self-restraint, then there must be mechanisms of restraint, such as
campaign financing laws. Other elements of corporate responsibility
in addition to not stealing from the shareholders, honesty in report-
ing, recognising social value and responsibility in the political sphere
include the following six aspects.

4. When Managers Promote Poverty Reduction, Justice and
Philanthropy

First, government policing can never work alone in enforcing the
laws, so industry groups need to have self-policing mechanisms along-
side like industry associations that are committed to ostracising, pub-
licising, heaping scorn on those who commit corporate abuse. 
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Second is the special set of responsibilities for multinational com-
panies that operate in poor countries. In general, foreign direct invest-
ment is one of the ways that poor countries can hope to get a little less
poor, so the anti-globalisers are completely wrong to say we should
stop foreign direct investment. However, when a business goes to a
poor country, it is almost certainly going to a weak government as
well, one that will probably ask for bribes and will almost certainly be
susceptible to them. The government will perhaps not care to regu-
late, but will almost surely not know how to regulate. When busi-
nesses go to a poor country, they cannot ethically pollute or dump
toxics simply because there is no law there. When you are dealing
with the poorest countries, governance is very fragile and therefore
self-restraint in business becomes more important. 

A third area is when businesses have monopoly privilege or
monopoly position, then the Milton Freedman theory cannot apply
and managing appropriately becomes imperative. One important
example is when companies operate under patent law and receive a
government grant of a twenty-year monopoly; that patent law system
works reasonably well to produce a lot of incentives for research and
development. However, at the same time it is keeping vital medicines
out of the hands of the poorest people in the world, who are dying
because they cannot afford to pay the patent-protected prices. The
pharmaceutical industry in the United States and Europe has not
been socially responsible in finding ways to combine the incentive
structure with the need to get medicines to poor countries. It is
indeed a lack of corporate social responsibility to continue caring
only about making temporary monopoly profits without recognising
the deaths that come inadvertently from that system. People are
being killed inadvertently by an industry failing to face up to new
and effective solutions to this problem in a timely fashion. Some com-
panies have done more than others, but the industry as a whole has
not done enough. 

A fourth area is private philanthropy. One of the great things
about giant American business in the last century is that some of the
biggest business leaders became great private philanthropists that
made a big difference in the world. The Rockefeller Foundation,
which John D. Rockefeller established in 1913, was truly one of the
most important, positive forces for scientific and social change in the
20th century. They discovered the vaccine for yellow fever, they
helped rid Brazil of malaria, and they helped introduce the ‘green’ rev-
olution to Asia, all through one foundation. These days Bill and
Melinda Gates donated 25 billion dollars of their own money to the
Bill and Melinda Gates Foundation, which is now the leading force in
global public health in the world, often spending much more than the
United States government or even the G8, which is both a shame on
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the G8, but also a great tribute to Bill and Melinda Gates. As part of
corporate social responsibility, albeit private social responsibility, is
that billionaires should give a significant amount towards social
purposes. 

A fifth area involves responsibility when government rules of the
game are complete. Milton Freedman is completely wrong, for exam-
ple, in the situation of a business that figures out that all the animals
in the lake where it produces are dying due to a compound that, in
our country, the Environmental Protection Agency does not know
exists. You are not breaking the law necessarily. Is there a social
responsibility to address that? Absolutely. It must be that when a
business executive sees a huge gap between private and social value
and a lack of regulation, then transparency and ethics and concern for
long-term value of the company dictate a response to the social values
and make the concerns known. The tobacco industry did exactly the
opposite. A large part of the asbestos industry did exactly the oppo-
site. Business must help close the private value and social value gap,
because it will never be closed on time by governance alone. Compa-
nies must stop claiming innocence in the face of insufficient legal
restraints. 

The sixth area is corporate philanthropy. Corporate philanthropy
is by definition limited in comparison to private philanthropy because
companies are not philanthropies and we should not remake them as
philanthropies. However, every company needs to have some limited,
well-defined philanthropic arm. It will improve its value in the short
term by improving reputation and relations with the community it
works in. In addition, it also is appropriate because it fills the
inevitable gaps between its performance and its social contributions. 

Finally, corporate responsibility involves public leadership by the
business community. It is not good enough only to not cheat on the
books, and it is not good enough to abstain from lobbying for abusive
privileges. It would actually be wonderfully helpful if leading business
executives who are icons in the world, are featured on covers of mag-
azines and who are on radio and television, also talked about social
values, talked about the needs to attend to the poor, talked about the
risks of globalisation, and talked about the needs to close the gap
between public and private values. The business community has lots
of credibility ; when Bill Gates speaks about public health (besides
spending money on it), you would be amazed how many others listen
because if Bill Gates is talking about children dying of malaria in
Burkina Faso, he probably is onto something. So the business com-
munity has to be a leader, also, in promoting values. Social values are
created by society – besides business leaders, we need baseball
players, artists and rock stars and others to be talking about social
values also.
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5. The Business Community Can Show the Way

Let me conclude with a couple of words about globalisation. There
are a billion people on the planet that are so poor that they can die any
day of their poverty. Even though we live with greater riches and
splendor than at any time in human history, the amount of desperate
poverty in the world is somehow considered normal. Three million
children will die this year of malaria, while it only requires USD 0.2 to
0.5 a dose to cure a bout of malaria. Three million children will die
because they do not have the necessary medicines. The communities
are too impoverished; the households cannot buy them; the govern-
ments are too poor to buy the medicines. Three million people will die
of AIDS. The treatment is more expensive, but it is only a dollar a day.
We are letting millions of people die and millions of children become
orphans because of a lack of a dollar a day. These people know that
people in our countries are living with the disease, and they wonder
why they will die without getting any help at all. People will die of
lack of food and inadequate nutrition. The point is not to say: ‘How
sad…’ The point is to ask what we are doing. 

At a minimum, ethics requires us to ask, ‘Is this necessary? Is that
the way of the world? Are the poor always with us?’ Or maybe, ‘Is
there something that can be done?’ When you look at it in this case,
there are actually solutions to these problems and they are not very
expensive. For much less than 1% of the income of the rich countries,
people would not have to die of poverty in the world. They will still
die and they will still be poor, but they will not be dying because they
cannot get a dose of quinine or because they cannot get treated for
their AIDS or they do not have enough food to eat. 

So for less than 1% of the income of the rich world, we could end
the scourge of poverty that is so extreme that it kills millions of people
every year. That is where I would like to see the business community
also stand up. It is not just the business community that is going to
spend the money. They cannot do it. It has to be all of us. But the busi-
ness community is working in these countries, seeing people dying
and taking it for granted and not coming back to tell us, ‘We’ve got to
do more.’ If we do more, by the way, for the poor in those countries,
maybe we will also be led to do more for the poor in our midst. And
maybe we will also be led to do more for our own good performance
and good behaviour. In other words, it will strengthen our hearts
while strengthening the world and keeping people alive. That indeed
would be a good thing.

NOTES
1 This text was delivered as a speech at the Accenture Foundation, Palazzo Clerici in Milan, Italy,

on 12 June 2003.
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