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Foreword
I am very happy to know that Dr. C.U. Saraf, Ex. Scientist from NCL, Pune has written a book on

“Corporate Social Responsibility(CSR), Corporate Governance, Sustainable Development and Corporate
Ethics/Business Ethics”. I would like to congratulate him on this wonderful work which will be helpful for
the students of business management studying in India and abroad. This book covers the most of the
syllabus of the subject ‘Managing Sustainability’ suggested by Pune University and many other universities
in India. Therefore, this is a valuable work for the students of business management. The author has written
this book by carefully understanding the concept and described its actual benefits to the society. Today,
many companies have adopted specifically designed corporate social responsibility strategies and exhibit its
role in development of their enterprise. If you will observe carefully, you will find that in future, most
successful companies will be driven by a purpose and mission that go well beyond their business interests.
Rather than concentrating on commercial purpose and profits alone, they’ll be leveraging corporate
philanthropy to create inspiring values-based workplaces.

This book specifically discusses various issues in managing sustainability and you will observe that
author has provided all updated information with relevant examples to enrich their knowledge and
understanding of the subject. The author has described the importance of CSR activities with relevant
literature surveys. This book is providing information on CSR undertaken by various companies and its
benefits to corporate, adequate information on corporate governance and comparison of characteristics and
outcome of corporate governance. Along with this, the author has described different stakeholder theories
and group value approach in the book. The author has given critical thinking on three dimensions of
sustainable development with an addition of fourth dimension. It describes role of political leaders, policy
makers and party leaders in sustainable development.

The work also highlights sustainability actions taken by Indian multinational companies, small and
medium scale companies and their business commitment.

Finally, the book has covered many important issues in sustainable development in coming years. The
issues like protecting planet earth biologically and economically, maintaining ecological balance, green
products and eco-friendly technologies, corporate ethics, business ethics and corporate governance.

I am confident that this book will help the students, university and business school teachers and
corporate executives to understand various issues in corporate social responsibility and sustainable
development and they will find this as a most important source of reference.

Pune - 16.09.2016

Dr. B.V. Sangvikar



Preface
This book has been written keeping in view the requirements of the MBA General

Course Syllabus for the subject ‘Managing Sustainability’ prescribed by most of the Schools
of Business, Departments of Management of Universities in India.

The book has four chapters, namely:
1. Corporate Social Responsibility (CSR)
2. Corporate Governance/Business Governance
3. Sustainable Development
4. Business Ethics/Corporate Ethics

The purpose of writing this book is to provide up-to-date information and knowledge
on the above four units of the subject ‘Managing Sustainability’ in one volume for the
convenience of the students of MBA degree course. We believe, more than ninety per cent of
the syllabus portion has been covered in the book.

The four chapters have been further split into specific sub-topics of syllabi prescribed by
various Universities/Schools of Business in their Post Graduate MBA General degree course
and PGDMM.

The discussion under each sub-topic is expected to provide updated information and
knowledge to the students of this course with relevant examples to sensitize the students and
also enrich their management experience. For example, in Chapter 1 on CSR, I have
discussed in detail what exactly CSR is, given several definitions of CSR obtained from
analysis of literature survey. While explaining the importance of CSR for business
community, it was felt necessary to stress more on the sub-topic – Advantages and Benefits
accruable to corporate companies due to the CSR actions taken by them.

In Chapter 2, adequate information on various sub-units grouped under Corporate
Governance has been provided along with relevant examples. Also comparison that
distinguishes characteristics, necessity, and outcomes of Good Corporate Governance and
Bad Corporate Governance has been clearly brought out with relevant empirical evidences
obtained from published literature on the topic. Different stakeholder theories and groups
value approach has been meticulously discussed with appropriate examples in the relevant
Chapters 1 and 2.

Similarly, while thinking a little more on Sustainable Development, viz., in Chapter 3,
I thought in addition to the three dimensions of Sustainable Developments (Economic, Social
Development & Environmental Protection) described by the earlier researchers, it does have
one more – the Fourth Dimension. This is so because people and the business community in
industrialized countries, have now realized that unless there is a strong political
administrative power support, the Sustainable Development just cannot be achieved!
Because, now the stage has come that it is not feasible to achieve sustainable development
unless there is a strong will and power support from the policy makers to successfully
endeavour to achieve sustainable development, and that they are none other than the
politicians, the party leaders who constitute the very Government that rule the nation. I have



thoroughly discussed this aspect as the fourth dimension of Sustainable Development in
Chapter 3. I have made special acknowledgement of CSR work done and sustainability
actions taken by Indian multinationals as also by the small and medium scale companies as
their business commitment in Chapter 3. This heralds a message that there is an increasing
awareness about CSR and Sustainability Management among business companies in India as
well.

Under Chapter 3, the absolute necessity of making sincere and concerted endeavours
towards achieving Sustainable Development in 21st century to protect the planet earth,
maintain ecological balance so as to keep the planet earth biologically and economically fit
for living for humanity that is we and future generation has been stressed. Several historical
and scientific evidences of Ecological Footprint overshoot, caused in the last two decades the
world over, and with possible solutions to preserve the earth fit to live for human beings
have been thoroughly discussed. The author has stressed the need to inculcate the culture of
developing eco-friendly technologies, production and use of Green Products and Green
Services, Green Jobs and most importantly, (1) the dire need of canvassing to do Green
Marketing and (2) adequately changing our present lifestyle. It is evident that there is no
other alternative except ‘sustainable development’ to protect the life of our future generation
and make it live happily.

In Chapter 4, I have re-emphasized the importance and application of moral values of
ethical business principles created by our ancient scriptures such as ‘Bhagvad Gita’, Vedas,
etc., and their indisputable application to achieve Sustainable Business Growth for better
living of consumers that is for the good of people in the whole world.

I believe, the book will satisfy the needs of University and Business School Students of
MBA degree, PGDMM course, and that of the Corporate executives of 21st century. It will
serve as a ready reckoner to Corporate Executives.

C.U. Saraf
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1 Corporate Social
Responsibility (CSR)CHAPTER

What is Corporate Social Responsibility (CSR)?
It is expected that corporate business people undertake business activities to satisfy the needs of

consumers that is the society. Very True, Industrialization has increased our standards of living and
made our life more comfortable. For example, it has helped increasing agricultural output, vegetables
and fruits to eat, provided comfortable and fast transportation and communication facilities, medicines
and medical operation instruments, drugs and pharmaceuticals that are highly effective. Because of
rapid industrialization, employment opportunities have increased, medical diagnostic instruments,
hospitals, educational institutes, various scientific training and business training centers have been
opened. It has also provided a number of household appliances. Because of industrialization, we got
beautiful and comfortable air–conditioned, RCC/cement concrete houses to live comfortably. That is,
industrialization has made rapid economic development, revolutionized communication and
transportation facilities and living standards have improved. Not only this, but man can now visit
moon, mars and other planets. But, along with this, industrialization has created serious problems! We
have realized that environmental degradation due to different types of pollution in Air, Water, Soil and
the Biosphere has increased rapidly.

The problems such as Global Warming, depletion of Ozone layer, increased instances of health
problems (T.B., cough and cold, fever, cancer, asthma, neurological illnesses/disorders, disability,
serious eyesight problems, etc.) have rapidly increased the world over. And all this has been due to use
of non-eco-friendly industrial production processes, products, non-scientific waste disposal practices,
and also due to our changed lifestyle, eating and living habits. We have lost mental peace and real
satisfaction, we have forgotten humanity in business ethics. In other words, all this has converted our
biosphere and the planet earth into a place not fit for mankind to live on.

In this context, much of the blame has been given to industries in all sectors and not only to the
chemical industries, which, we think is a general understanding. In fact, rapid industrial developments,
in all sectors, use of pollution-creating production processes, the products and services that we use are
responsible for this debacle! Therefore, the time has come for the corporate/companies – the business
people to undertake business activities not only for profit maximization alone, but for betterment and
uplift of the society that is for the good of the people.

Industry – corporate companies (including SMEs) can no longer survive with the “environment
damaging image”. Now the companies/firms have to re-examine and improve their industrial activities
right from the nature of products they produce, manufacturing technologies they use, raw materials



2 Corporate Social Responsibility (CSR), Corporate ...

which they process (consume) to make the finished products, the services they offer (e.g. various
transportation, air conditioning services, etc.) and the way they advertise and market their products
and services.

The Environment Protection Agencies the world over including India, have realized this as the
essentials for good corporate entrepreneurship and governance practices. In fact, many international
committees on Corporate Governance have recommended and insisted that the companies should
publish a detailed report on the measures taken by them for preventing pollution and for environment
protection as a part of their business responsibility and publish it in their Annual Reports. Many well-
governed companies all over the world including India have developed, formulated their
“Environmental Policy” and have disclosed (made public) the measures they have taken for
preventing pollution, environment protection, and production activities they have undertaken for the
betterment and uplift of the society. It is evident from the CSR annual reports published by many
corporate companies in industrialized countries including India during the past 10 years. And this is a
very good thing that has happened. Research and development-oriented industries are now trying to
undertake business activities to produce the products and/or services using eco-friendly production
technologies which do not consume non-renewable natural resources such as Crude Oil, Fresh water,
Coal and other such minerals that are not regenerated by the planet earth.. They will thus and thereby
help preserve these natural resources as long as possible. Secondly, the corporate business people have
to search for and develop green products, green jobs and services that will help their employees,
customers, consumers, i.e. the members of the society to lead a satisfactory, comfortable and hygienic
life to live happily without any threat of serious pollution and pausity of essential raw materials such
as wood, water, and shelter to live that are essential for mankind. This is not an easy task. The
corporate alone can not do this single-handedly. The social bodies – the social activists have to
simultaneously do their sincere social work with dedication for the good of the mankind. And this is
how we look upon as the corporate social responsibility.

Why Corporate Social Responsibility is Important?
Corporate Social Responsibility (CSR) should be taken as any business and organization’s

primary objective (duty) that gives maximum benefits and comfort to the society by creating minimum
possible destructive impact on the society and the planet earth. CSR is also an ethical binding on
business people, which consists of ethical business practices and doing social welfare activities so as
to narrow down the gap between the rich and the poor.

Realizing the seriousness of the CSR issue, many companies in developed countries and
developing countries including India have recently established separate departments to plan,
implement, and evaluate the best practices of CSR they have undertaken, and incorporate them into
their organizations’ business objectives. For Example, the Tata group of companies, G.E. Foundation
the General Electric Company, Unilever, Proctor and Gamble, BASF, Infosysis, Godrej, Bajaj.
Mahindra & Mahindra, Dabur, Aditya Birla are some of the major business companies who have
actively implemented various CSR activities for doing something for the good of the people and the
environment.

Supporters of CSR strongly argue that in 21st century CSR will offer many advantages to the
business companies that undertake various CSR activities as their primary corporate social, and as
their ethical business responsibility.
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From the above discussion, the value of CSR in the present day’s businesses activities is
established. But it is equally important to measure the impact of the CSR activities that are
implemented by the business companies. There are three basic ways to measure the impact of CSR
activities. These are: Sustainability (achieving economic development by avoiding use of natural
resources as far as possible), Accountability (showing responsibility for one’s (business) actions
with justifiable logical explanation), and Transparency (true, clearly honest) as explained below:

Sustainability, Accountability, and Transparency
Sustainability: Sustainability of CSR activity implies that the natural resources/raw materials

used to produce the finished products can be and partly are regenerated by applying recycled
techniques or consuming those raw materials as minimum as possible. Like the soft drink industry that
uses plenty of water trying to maintain water tables through rain harvesting and recycling or by
developing and producing, on commercial scale, a motor car which Toyota claims to have produced
having low emissions, high fuel efficiency and about 90% recyclable recovery. The other example
could be that of a paper manufacturing company that destroys thousands of forest trees to make paper
pulp are replaced by replanting equal number of plant species.

Accountability: In this context, accountability means the business company undertakes complete
responsibility of the social, economical and environmental effects it might cause due to its business
activities and stands for the cost of damage it might have done to the society in general and to the
environment by overexploiting the natural non-renewable resources and creating serious pollution
problems.

Transparency: Transparency means the company reports the real impacts of its actions to all
stakeholders truthfully without hiding or misleading them in any manner, and making the reports
public in the annual general body meetings. The reports should include the details of company’s
business plans and product details – their uses and application, details of actions relating to purchase
of land, usage of the land it has made for carrying out business activities, i.e. construction of factory
buildings, offices, erection of plants and machinery, types and quantum of raw materials and services
the company has consumed, recycled to produce the finished products, disposal of waste materials,
risk management it has undertaken; statements giving real picture of profit and loss accounts. As also
the details of employment it has generated, welfare activities the company has planned and actually
implemented for its stakeholders and general economic development the company’s business has done
for the uplift of the society be included in the report.

CSR is Advantageous to Business Companies
The business companies of 21st century implementing CSR activities will certainly get several

social, financial, and technological advantages that may be of both national and international status.
However, not all companies will be benefitted by those activities equally because the benefits will be
dependent on the number and the type of CSR activities undertaken by them and the impact they will
create internally and externally on environment. Some major advantages that a company can get due to
the various CSR activities are highlighted below:

1. Improved financial performance: Empirical analysis carried out at the Harward University
showed that business companies that concentrated their business interest on the
stakeholders(employees, customers, suppliers) were able to achieve business growth by
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about four times and eight times generation of the employees more than the companies that
focused on the shareholders’ interest and profit maximization alone. (Andrew Crane and
Dirk Matten (2010)).
CSR commitments attract and retain employees: It is observed that companies
undertaking CSR activities are able to attract and retain their employees more than other
companies who do not take CSR as their commitment. This helps cutting down their labour
expenditure on recruitment and training of employees as their labour turnover is much less
than competing companies.

2. Enhanced goodwill and brand image in the society: It is established that a company gets
enhanced reputation showing concern to the society. When it provides satisfactory products
and services to the society, this helps increase company’s ability to generate goodwill and
capital. The studies conducted in this regard showed that company’s excellent relations with
community are more influential than getting strong shareholder returns in enhancing
company’s brand image in the society.

3. Companies with CSR commitment face (comparatively) less scrutiny: It is reported in
the literature that business firms with CSR commitments receive preferred treatment from
local and national government entities while granting licenses, operating permits, etc.

4. Long-term survival of any business: Companies constantly engaged in real and committed
CSR work obviously do innovation, research, and development work for the good of the
society that helps them in finding out newer and better business opportunities. Such
companies can develop newer, better and better than the best products and services that
create less pollution and consume less natural resources/raw materials that are not renewable.
Obviously, in such an eco-friendly business environment, many organizations can become
business partners to identify new approaches, new markets that deliver long-term business
benefits to both the company and the society.

5. Industrial risk management issues are now receiving increased attention by business
community the world over: Many corporations including SMEs are now broadening their
radius of risk to include wider and longer term risks to take care of social and environmental
issues related to their business actions. In India too its importance is receiving increased
attention by business companies from the social and environmental point of view. As
mentioned earlier, in India companies such as TATA Industries Corporation, Godrej,
Colgate, BASF, Cipla, Dr.Reddy’s Labs, RANBAXY, Unilever, Palmolive and many others
have and are enlarging their risk management areas particularly in view of Bhopal Tragedy
& Satyam Saga.

6. CSR generates goodwill and capital: It is obvious that the companies taking care of social
and environmental responsibility as their business ethical commitment easily gain access to
generate capital because of the high reputation and goodwill generated by them in the
society.

7. Reduced operating costs: Initiatives taken towards reduced use of highly toxic agro-
chemicals – pesticides, and efforts made to cut down the greenhouse gasses emission will
automatically improve environmental protection. Moreover, companies who reduce waste
disposal costs also gain additional income by selling recycled materials. Notable examples
in this context are – recycled plastic and rubber products, production of recycled use of
spent water, conversion of brackish water into potable water, car sharing, production of
hybrid cars, etc.
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Treat CSR as a Part of Business Commitment
The extent to which a business company considers itself responsible and executes CSR activities

that are in line with its businesses, determines the degree of its commitment for social responsibility.
The kind of social status and security people acquire, the social groups within which they live, itself
shows the quantity and quality of corporate social responsibility work accepted, and effectively
handled by the business company/ies in the surrounding areas of the society in which the business
company implements its business activities.

We are giving below some additional CSR benefits that are achievable by business companies
and expected by the public at large.

(a) Social responsibility can be expressed in terms of services provided by the company to its
inside and outside that is to its employees, the customers, and the people. It is reflected in
the belongingness and trust which the company’s employees believe, the happiness and
satisfaction they get through the wages, the facilities, progress opportunities for career
development, and comforts that they get from their company.

(b) Company’s social responsibility is judged by the degree of satisfaction received by its
customers from the use of the quality products and services provided by the company at fair
price to them.

(c) Governments and the general public want business people to add to the wealth and welfare
of the country without polluting the environment. One can say that the industrially
developed society and also people in developing countries now want that the manufacturers
of products, the producers of services, the researchers and scientists to develop eco-friendly
production technologies and services that would not over-exploit the natural resources and
pollute the environment any more. That the people now expect the business community to
protect the planet earth and environment so as to keep it fit for human beings to live on as
long as possible.

CSR Business Opportunities in Socially and
Environmentally Sensitive World

Under this topic we will discuss issues and opportunities for business in socially and
environmentally sensitive world.

As discussed in the beginning of this chapter, industrialization has brought economic
development. It has increased the standards of living of the people. It has made our life comfortable.
This is all true. But, along with the industrialization the business community has created serious
problems, viz., particularly that of the over-exploitation of the natural resources (minerals, rock-oil,
coal, fresh water, air, etc. which are not renewable). It has created unmanageable waste disposal,
created serious pollution problems in air, water and earth. All this has generated all kinds of diseases
from which we all now suffer.

However, in the last 10 to 15 years, the awareness about the environmental degradation both
among the business community and general public has grown the world over and in India. Most of the
blame has been labelled to industries wherein big corporations have been held responsible for creation
of most types of environmental problems such as global warming, depletion of ozone layer, creation of
serious pollution problems all over the world and increase in human health problems.
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In view of the above, the business community in many countries including India have now come
forward and taken the initiative to bear the social responsibility. The industrialists have become
innovative and are taking proactive measures for protecting environment with the help of modern
days’ innovative research work done by young and old scientists and technologists. They are now
making sincere efforts to develop production technologies for making products and services that
would create minimum possible pollution problems and by using such technologies that would not
over-exploit the finite natural resources beyond the natural regeneration capacity.

Business community of 21st century have the responsibility towards the society to meet its ever
increasing and changing needs of the growing population. They have to produce appropriate goods
and services, do social justice by creating comfortable jobs, giving comfort to the society by protecting
the planet earth and its biosphere.

This change in business community’s attitude and their policy of doing the business not
only for maximization of profit has and is creating several innovating business opportunities to
them and for the benefit of the society. Some examples of such business opportunities are
mentioned below:

(1) Goods and services based on technologies that do not deplete the natural resources (natural
gas and crude oil, water, minerals, air, and forest produce) and those which do not create
serious pollution problems are now the new business opportunities for doing the business of
the modern environmentally sensitive world.
Business community has already moved into businesses that have a better choice of
technologies which can reduce the damage that has been already done to environment. The
eco-friendly production technologies and green products and services can prevent further
damage to the environment.

(2) Business community the world over including India has now realized the advantages of
proactive steps taken towards Environmental Protection Act (EPA) and is improving its
environmental performance.

(3) The customers and social bodies of this century expect industrialists to use technologies that
would consume minimum natural raw materials, save maximum possible water, the
technologies that will create minimum possible waste material and thereby reduce its
disposal problems. By doing waste reduction in their production operations in the industry,
employing scientifically clean techniques for disposal of waste, the business people can
certainly generate positive public opinion and enhance their environment performance.

(4) The time has now come that the industrialists not only have to produce and market products
that meet the regulatory standards, but now they will also have to examine the lifetime
effects of their products and services by employing “green design” of their products and
enhance their public image by examining the entire life-cycle of their products. Examples in
this include development of automobile vehicles with less carbon emission, production of
hybrid cars, using car/bus sharing services. In fact, several automobile industrial firms have
successfully manufactured hybrid cars that recover and reuse the fuel by recovering more
than 90% fuel.

(5) To keep their environmentally conscious customers of 21st century happy, the corporate
companies have to ensure that their products, service packages, and processes are
environment-friendly. If this is not done, the consumer movement will compel companies to
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change their production processes and related business activities that prevent environmental
degradation. In advanced countries, there are several examples wherein the consumers have
pressurized business community to change their activities and processes that are
environment-friendly. (Andrew Crane and Dirk Matten (2010))

(6) It may be noted that the fear of incurring the cost of environmental damage and waste
disposal costs has risen as regulations in this regard have been tightened now all over the
world including India.

The Business Case for CSR Policy
We have described above some benefits that a business firm is likely to receive by undertaking

CSR activities. Under the topic ‘The business case for CSR policy’, we are going to discuss whether a
business company can formulate a business strategy that will help them to have financial, social, and
environmental benefits while undertaking CSR activities. The benefits for a business company
implementing CSR activities are bound to vary depending upon the nature and type of business and
size of the company. Some authors are of view that it is difficult to quantify the benefits as they are
not tangible except the financial ones. In our opinion, the CSR benefits can be measured, for example,
the number of schools, colleges or training institutes or medical centers a business company has
opened in the vicinity of its business operations, or the number of employment it has generated for
village youths in the production or marketing units in the rural area where it has started its business
activity can be counted. There are several literature references wherein the researchers have found a
correlation between social, environmental, and financial performance of business firms that have
implemented CSR activities while doing business operations to get financial returns on their
investment. However, while formulating CSR policy, a business company should not be looking for
short-term financial profits alone. To do this effectively, company’s CSR activity may be started
within the human resources, business development or public relations departments of an organization,
or it can create a special unit for reporting the company’s CSR actions to CEO or directly to the board
of directors.

A company’s business case for CSR will usually concern with the following
factors

(1) Appropriate Selection of Human Resources: A company’s CSR program can be taken
with an objective to recruitment and selection of deserving MBA graduate students
specialized in marketing and that too who are inclined doing social and environment-
friendly jobs in rural areas. It is observed that now competitive potential candidates often
express willingness to join firms whose CSR policy/program clearly spells out such HRD
policy that offers them ecofriendly service jobs particularly in rural areas. It becomes a
strategic advantage to the company to identify and select right candidates to do the right jobs.

(2) Risk Management: Risk management is a very important and delicate part of a company’s
CSR strategy. Reputations, goodwill and trust earned by the company can be ruined within
no time due to corruptions, cheating incidences, accidents or serious explosions if occurred
within the company. Such events immediately attract attention from courts, government
departments, media and public at large that quickly tarnish company’s goodwill and hard-
earned prestige, public trust which it has achieved by doing the right thing within and
outside the company for a long time. Therefore, companies of 21st century have to frame,
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and implement the risk management job with utmost care and precaution. Risk management
can never be taken lightly or neglected, otherwise the company will have to pay the price for
it and there are examples like Satyam fraud, Bhopal Tragedy and Enron, to mention a few.

(3) Marketing Differentiation: Companies now-a-days try their best to distinguish themselves
in highly competitive business by adopting unique selling practices which separate them
from competition in businesses. CSR can help in building customer loyalty based program
on distinctive ethical values. There are several examples where branded products, e.g Cotton
King, Hero Honda motorbikes, Maruti cars, Godrej consumer or Tata products are marketed
with a degree of difference. Service providing organizations can certainly sell their services
by building a reputation of belief, trust and integrity by providing 100% satisfactory services
to their clients.

(4) Motivate village people and authorities to get their favourable response for doing your
company’s business in their area. Business companies can take up programs on current and
sensitive issues like health and safety, diversity and/or the environmental protection issues
seriously. Such programs will help in generating respect and minimizing intervention by
government regulators and social organizations such as Environment Protection Agencies.
Companies involved in such socially important and sensitive issues can earn goodwill and
be recognized as good corporate citizen companies with respect to labour standards and
impact on environment.

CSR Strategic Policy for Obtaining Competitive Advantage
(Some additional points)

Literature survey on CSR shows that present day consumers expect companies of 21st century to
do business for the good of the people and simultaneously earn reasonable returns on the investments
made. They will respect businesses that will protect environment and preserve the earth habitable for
human beings to live long, and reward them for their efforts through higher purchase behaviour. As
mentioned earlier, many corporate companies in India have earned social goodwill and respect by
producing standardized quality products and services and offering them with 100 percent satisfaction
guarantees of performance to their customers.

Examples are: Mahindra and Mahindra, Maruti Suzuki, Forbes Marshal, Tata Motors, Bajaj Auto,
Hindustan unilever, Patanjali, Godrej and many others.

Some Guidelines for Achieving Competitive Advantage

Factors Influencing CSR Credibility
(1) Companies can devote funds to promote CSR activities in management training institutes.

They can train employees, sponsor them for higher studies for career development and also
to prepare teaching materials and courses in educational institutes. Such activities easily
convince people to propagate that a business company has also undertaken social
improvement responsibility along with its business for earning profit.

(2) In the 21st century, business community is expected to devote its research and development
efforts towards innovating and producing sustainable products and services suitable for very
low income people in developing countries so as to respect the norms of good citizenship.
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It is also implied that business firms can make investment for promotion of small-scale
industries to promote sustainable small scale businesses venture entrepreneurship.
Governments of developing countries will certainly support such a CSR activity by way of
providing incubation centre facilities. For example, in India Department of Science and
Technology or the Council of Scientific and Industrial Research(CSIR), New Delhi would
certainly encourage such an activity. In fact, they have opened incubation centers for
providing guidance to young entrepreneurs in their R &D laboratories such as NCL, Pune.
It will also help make ideal transfer of technologies towards achieving sustainable
development.

(3) Studies on CSR, corporate ethics, and social sponsorship indicate that company’s financial
performance has improved by undertaking social initiatives and sticking to CSR program for
the good of the society.

(4) Studies indicate that consumers will reward firms for their support of social programs, at the
same time the research results also suggest that consumers of environmentally sensitive
world will punish firms that are identified as insincere in undertaking social responsibility.

(5) We will come to know later in this book that stakeholders in any company are of different
types, their contributions are different and obviously expectations are different. They have
different ideas and opinions about how CSR values and practices should be implemented in
company’s business activities. It is therefore imperative that corporate governance of any
company should take cognizance and value different stakeholder groups’ inputs while
formulating their company’s CSR policy and by taking into account the size and talent of its
respective stakeholder groups.

(6) Researchers in their CSR study have identified some other advantages for companies that
are concerned to improve their performance. These are listed below:
(i) CSR activities can establish strong linkages between company’s Research and

Development work by developing new and better sustainable products and services
using eco-friendly technologies that will no longer deplete natural non-renewable
resources. This will establish a new pattern of investment for the business companies of
21st century.

(ii) That commercial firms who advertise their company’s sustainable products, by
persuading their customers and prospective buyers that time has come to use eco-
friendly products which will not pollute environment and help maintain hygiene of
planet earth, will be at an advantage.

(7) Research suggests that corporations could serve society more and at less cost and thereby
enhance their reputation, goodwill, and brand name in certain specific ways that have a
lasting effect. For example, companies that have offered solutions to prevent “Avian flu
attack (in Romania) which is a worldwide problem have enhanced their reputation and brand
name. Literature references show that companies that have taken such proactive actions
have been able to create high social impact by quickly developing and implementing
sustainable or systemic solutions which do not depend on ongoing charitable contributions.
In India there are many companies who have undertaken similar pro-active CSR actions (e.g.
Godrej Ltd., BASF Ltd., Ranbaxy Ltd., Dr. Reddy’s Labs, etc. to name a few)
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(8) Customers today value proactive action taken by business community. They treat social
initiative taken by a company a prior informational clue to make their purchase decisions.
This stimulates consumer beliefs, creates positive attitudes towards company’s business
intentions and the services it provides to them.

(9) Companies may take offensive decision in their business activities. That is, companies can
make CSR action commitments that will create a high impact on the society, and on
sustainable development. For example, refineries may boldly announce that they would
reduce carbon emissions from their operations by at least say 10-15% below the
internationally proposed base line, which is a more aggressive commitment than the
international standards. Such an offensive role adopted by a company will certainly give
substantial benefits from CSR actions implemented in an aggressive way advertising.

(10) Following are some other factors which influence the implications of CSR:
(i) Corporate credibility: Researchers have found that firms with the desire to be

recognized (perceived) as “doing good” for the people with their target markets may be
able to do so through carefully selected social initiatives. For example, undertaking
vaccination programs, help increasing anti-Aids awareness among the village people,
start education, health schemes as done by several business firms in India— such as
‘Bajaj, Mahindra & Mahindra, Tata Steel, Dabur India Ltd., and many others.

(ii) Corporate citizenship behaviours: Corporates can undertake social philanthropic
initiatives by donating money to help people in need. To ensure that the donation made
is properly used, company can operate this through an established reliable NGO who
undertakes this kind of job for doing real good work for the people, and that the
purpose of undertaking such social initiative is in line with the corporate’s business
objectives. That the investment made is not in any way utilized for profit maximization
of shareholders. (we all know about such scandals that ultimately tarnished company’s
image).

(iii) Professional development exists when employers provide employees with
opportunities to improve their work-related knowledge and skills to help build their
career (Hart 1994). To this we may add “and also involve employees in the firm’s CSR
activities” to ensure that they feel and believe that they are a part of the company and
that their contribution is well recognized by the management.

Bottom of the Pyramid
As said in the beginning, general awareness about corporate responsibility and protection of

environment has increased all over the world. There are significant implications for how one should
look at business opportunities in socially and environmentally sensitive world. Issues of an ethical
nature which could be the business closures, or continuing commercial production of banned or
hazardous material such as highly toxic pesticides, manufacturing tobacco cigars or cigarettes, or
consumer products, like Gutka that cause serious health problems, deaths or industrial pollution…etc.
All these demand a lot of research and development efforts for production of eco-friendly products
and services, clean and eco-friendly production technologies that will cause minimum possible
pollution in water, air, and earth. These efforts are expected from not only the scientists, technologists,
but also from corporates, businessmen and by the people of the developed and developing countries of
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the world. And this is what is expected to be achieved by the Triple Bottom Line (TBL) of
sustainability viz., Environmental, Economic, and Social dimensions of Sustainability.

With the notion of sustainability widely prompted by the governments, businesses, NGOs, Govt.
Research & Development laboratories and research institutes/organizations and academia, it is clearly
vital that we now understand its full implications and evaluate business practices according to their
performance and trade-offs between the different dimentions of sustainability.

However, to achieve genuine sustainability in any of the above mentioned three areas by any
business community alone is perhaps expecting too much. But sustainability can be achieved through
collective efforts by all, that is, those who are effecting and affected by a business.

The central idea of sustainability is to prescribe and implement new desired usages of natural
resources. With regard to renewable resources, such as wood, agricultural products, water, or air, the
key principle would be not to use those resources beyond their capacity of generation. With non-
renewable resources, however, such as coal, oil, minerals, metals and other key resources of modern
industry, the original rule of strict sustainability would suggest that none of these resources should be
used, if they would put future generations at a lower level of ability to meet their needs than the
present generation. With regard to oil or coal, the consequences are more severe, since resources such
as these will ultimately be depleted, it is suggested by some experts in the field that we have to be
extremely cautious about their use. Some have agreed that sustainability does not warrant stopping all
their usage at all. Other experts have proposed that we might use them by providing future generations
with eco-friendly technologies that would consume minimum level of these finite resources or reuse
them by employing recycling techniques.

CSR Relevance in the Present-Day Business Environment
The above arguments reasonably express the relevance of CSR in the present day business

environment. However, there are some different problems with regard to the accountability of
corporations, viz., (i) whether corporation is answerable for the consequences of its actions, (ii)
problems of various threats to the survival of mankind and its natural environment, (iii) problems of
conservation and management of water resources, (iv) the problem of democratic accountability i.e.
problem relating to transparency in the corporate decisions, policies, activities and their impacts –
whether they are acknowledged and made visible to the relevant stakeholders? (Andrew Crane and
Dirk Matten, 2010; A.C. Fernando, 2014)

Four-Part Model of CSR
The above discussion also brings out a point, viz., what is the nature of CSR in the present day

business environment?

In this context, the Four-Part Model of CSR developed by Carrol & Buchholtz(2009) addresses
the second important Question viz., what is the nature of corporate social responsibility? The model
depicts the corporate social responsibility that includes the economic, legal, ethical, and philanthropic
expectations placed on organizations by society at a given point of time. (see Fig. 1.1)
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4. Philanthropic Responsibility
desired by society

3. Ethical Responsibility
expecteted by Society

2. Legal Responsibility
required by society

1. Economic Responsibility
required by society

Fig. 1.1: Four-Part Model of CSR

The Corporate Social Responsibility (CSR) has four different aspects as depicted in the figure
(above) of a multi-layered pyramid. The four layers of the pyramid illustrate the different
responsibilities which a business company is expected to bear as its unsigned memorandum of
understanding contract with the nature, which may be called as Natural Social Contract. The broad
details of various responsibilities to be borne by any business company are briefly described below.

The pyramid depicts CSR as a multi-layered concept which differentiates four interrelated
aspects viz., economic, legal, ethical, and philanthropic responsibilities, to be borne by corporate
company. The CSR four-part multi-layered concept is explained below.

(1) Economic Responsibility: Shareholders make investment to start a business. Thus it is
logical that they expect financial benefits, which is known as Return on their investment that
is profit from business. The employees of the business firm give their physical and
intellectual inputs to run the business. Obviously they want safety, security, and fairly paid
jobs. Customers demand quality products and services and guaranteed performance and
satisfaction at a reasonable price. (All this is quite reasonable and acceptable. But the
primary responsibility of a business corporation is to survive in a competitive market as an
economically viable business unit, make satisfactory progress, and achieve this by taking a
competitive advantage. As such the business corporation has to balance all these
expectations of different stakeholder groups using its wisdom, experience, and management
expertise).

(2) Legal Responsibility: Any business that a company does is abided by the law, rules and
regulations framed by the system of rules recognized by the country. In other words, laws
are statutes—the penal code of respective country’s codification of society’s moral views &
values. Therefore, for a business company abiding by these standards it is necessary to obey
the governing law as its social responsibility. It is a must as all of us have witnessed in the
recent past several high profile companies in India and world over have been convicted –
declared to be guilty of criminal offence due to illegal acts they have done in their business
actions, or illegal strategies adopted by them to maximize profit and maintain their market
share.(e.g. Satyam, Enron)
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(3) Ethical Responsibility: In a way, ethical responsibilities compel or force voluntarily an
individual or a business company to do what is morally right, just, and appropriate in the
circumstances even when they may not be legally compelled to do so. Because the overall
awareness of general public about their moral rights has increased, companies now feel the
mounting pressure from consumers, employees and all other stakeholders, for example, to
cut down the greenhouse gas emissions, reduce application of hazardous and highly toxic
pesticides and or stop recommending over-dosages of synthetic/chemical fertilizers to
increase crop yield. All these practices have resulted, brought in tremendous unbearable,
unmanageable (i) Climate change and (ii) Caused serious pollution problems in air, earth,
and water. All these developments have now motivated industrialized countries the world
over including developing countries like India, Indonesia and others to take voluntary
initiatives so as to minimize these hazardous activities as far as possible to protect the
environment.
We can say that ethical responsibilities now demand companies to take voluntary CSR
initiatives and actions over and above what is economically and legally warranted.

(4) Philanthropic Responsibility: It is related to love, respect and honour to be shared with the
fellow human i.e. mankind. It means the corporate is expected to undertake activities that
will help improve the quality of life of employees, local communities and all other
stakeholders and the society in general. Such activities may include charitable donations,
building of recreational facilities for employees and their families, implementing workers’
education schemes, support for local schools, sponsoring arts and sports events, etc.,
According to the author (Mr. Caroll) (1991), philanthropic responsibilities are merely
desired of corporations without being expected or required i.e. making them less important
than the other three categories. If we look on the above statement against the industries Act
1948 and workers’ hygiene and safety practices being now practised in many countries
including India and other developing countries, then the statement made by Mr. Caroll
seems to be not convincing. Corporations are certainly expected to do and provide lot many
things for the benefit of the employees and society and this is now being done by
management corporations in developing countries the world over including India.
Thus we may say that Corporate Social Responsibility (CSR) is an unsigned Memorandum
Of Understanding (M.O.U.) between the business community and the society within which
it operates. CSR is about sustainable (everlasting) wealth creation– making products and
services that can be used socially and environmentally without any damage to them.
“Bottom of the CSR Pyramid” is also referred to as “Pyramid of CSR” by some experts in
the field. We have highlighted below some important statements made by them in this
connection to which we agree. Pyramid of CSR (Bottom of pyramid) stimulates corporates
to take proactive steps to implement CSR activities timely and effectively, preferably in
consultation with the experts and authorities in the respective fields relating to corporate
social responsibility.

That they undertake business activities that will produce and market only such
products/services that will give more comfort to their customers/consumers and not
cause any harm to their stakeholders and society and the environment.
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That the corporates will not do unethical business practices that will cause any harm to
their employees and stakeholders and deprive them of the opportunities to build up
their future career.

That the corporates will do their business operations as per the Industrial Laws and
Rules and Regulations, and will not do any operations that will cause any social unrest
either directly or indirectly. That the products and services produced and marketed by
the company will not cause any harm or hazards to the human beings and the
environment and they will make every effort to protect environment as stated in
Environment Protection Act.

The above statements lead us to the following –
(a) More expectations: Thus, we can say, “as a result of increased general awareness

about corporate social responsibility in the society, Modern SMEs are faced with new
expectations from citizens and consumers (citizens expect large number and fair jobs
and consumers expect good and reliable quality and satisfactory performance of the
SMEs products and services) that will not only satisfy their changing needs, but also at
the same time it will not cause any harm to environment. This is so because not only
the competition has increased in domestic but also in global markets in 21st Century.
Customers and people in general have become aware of their rights, Consumer
Protection Act.

(b) Investment Decisions: by individuals or by organizations are now made on the basis
of the moral creditability a company has to its name, and its magnitute of CSR
commitment that a company has/had promised and factually implemented for the good
of the people and protection of planet earth.

(c) Environment Concern: Pollution and degradation of the environment are the growing
concerns the world over. People talk about control of environmental pollution but the
effort in quantity and quality and seriousness in controlling the pollution – pollution in
air, water and earth–are not being made as warranted by the situation. Thus, people are
concerned about the sustainability of many commercial activities. There is an increased
concern about the environment protection and desire to hand over habitable planet-
earth to the next generation. Preserving ecology has become major concern to the
manufacturing and services providing companies.

(d) Role of Media: Media (print, audio, and audio-visual) have now come forward and are
playing a vital role to pursue business community towards implementation of CSR. As
a result, it has become very difficult for the large, medium, and even small companies
to hide their illegal, unethical, neglected pollution control and unhygienic activities. All
are now under the light of public scrutiny. It has become imperative for all the
manufacturing and marketing concerns to act as per the industrial laws, regulations,
and environmental protection laws.

Definitions of Corporate Social Responsibility (CSR)
A literature survey on the subject shows many definitions of Corporate Social Responsibility

(CSR) made by many experts. There is, it appears, no universally accepted definition of CSR.
Corporate Social Responsibility deals with several aspects and it’s rather difficult to coin one single
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definition that will include all of them. We are giving below selected definitions of CSR that we came
across in the literature.

(1) “Corporate Social Responsibility is the continuing commitment by business to behave
ethically and contribute to economic development while improving the quality of life of the
workforce and their families as well as of the local community and society at large”
(definition by World Business Council)

(2) “CSR is about how companies manage the business processes to produce an overall positive
impact on society.” (Mallen Baker)

(3) “Corporate social responsibility is undertaking the role of “corporate citizenship” and
ensuring the business values and behaviour which is aligned to balance between improving
and developing the wealth of the business, with the intention to improve society, people and
the planet”

(4) “CSR is a company’s commitment to operating in an economically, socially and
environmentally sustainable manner whilst balancing the interests of diverse stakeholders.”

(5) “Corporate social responsibility is the commitment of businesses to contribute to sustainable
economic development by working with employees, their families, the local community and
society at large to improve their lives in ways that are good for business and for
development.” (International Finance Corporation)

(6) “CSR is a concept whereby companies integrate social and environmental concerns in their
business operations and in their interaction with their stakeholders on a voluntary basis.”
(European Commission)

(7) “There is one and only one social responsibility of business to use its resources and engage
in activities designed to increase its profits so long as it stays within the rules of the game,
which is to say, engages in open and free competition without deception or fraud.” (Nobel
Laureat Milton Friedman)

(8) “Corporate Responsibility is about ensuring that organizations manage their businesses to
make a positive impact on society and the environment whilst maximising value for their
shareholders.” (Institute of Chartered Accountants in England & Wales) CSR is an
important agenda not only for large companies but an important force for Small and
Medium Enterprises also. Some argue that the SMEs are overburdened with lack of
resources, increased competition and rapid technological changes, and it may be unfair to
expect SMEs to take CSR. That SMEs are already doing CSR by way of creating and
securing jobs, providing products and services to society and paying taxes. SMEs are also
being recognized for innovation, entrepreneurial spirit, and competitiveness.

(10) “CSR Definition differs mainly due to the different perceptions and sensitivity of the
analysts. According to Lord Holme and Richerd Watts, “CSR is the effort to economic
development while improving the quality of life for the workforce and their families as well
as of the local community and society at large”. Our view is this definition is precise and can
be simplified. It can be said that Corporate Social Responsibility is a continuous effort to be
made by business community to ensure that along with economic development and
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maximization of profits through their business actions, the business community makes real
effort to protect the earth and the life of the people by not doing any damage to the earth.
Therefore, the social scientists say, “CSR is essentially a concept whereby companies
integrate social and environmental concerns in their business operations and in the
interaction with their stakeholders on a voluntary basis.”

Waddock has defined CSR as “The strategy and operating practices a company develops in
operations and its relationship with the impact on societies, stakeholders, and natural environment.
Every organization needs to find out its own way in managing its responsibilities” which is dependent
on the nature and the type of business it does. In simple words, Waddock’s definition of CSR
underlines the importance and magnitude of the formulation of the policy and framework the business
community has to take into account while deciding and defining their business policy for doing
business in environmentally sensitive customers of 21st century.

Corporate Social Responsibility Standards
These are basic guidelines that help business companies/organizations to successfully implement

by following certain standards. These are defined by National, International Social committees. These
standards are in a way, the predefined rules & procedures for organizational business behaviour with
regard to social and/or environmental issues that they have to deal with.

These CSR-Standards have become popular to use among the business communities because of
their simplicity and valuable guidance to corporates.

(1) These standards provide adequate guidelines to business companies, with options to
choose when to deliver social responsibility.

(2) There is stakeholders’ pressure to adopt these standards to live up to company’s
responsibilities.

(3) Because these guidelines help corporates to achieve competitive advantage over and
above other organizations as far as CSR implementation and their after effects are
concerned.

(4) Companies use these standards for their benefits. It helps organization to anticipate the
business risk.

Some Business Standards of CSR are briefly described here –

(1) Principle-Based Standards: These are broadly defined principles that provide firm’s
guidance in CSR issues.

(2) Reporting-Based Standards: These are comparable business performance standards’
indicators to corporations.

(3) Certificate-Based Standards: These predefine CSR targets to be achieved and help to
assess firm’s performance against the CSR targets through audits. It then becomes a
certified document endorsing firm’s business performance.
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CRUX of CSR
Having discussed what is CSR and its practical implications at length, we have, based on

literature references, summarized below what are the most important points concerning CSR.

(1) 21st century needs businesses for the benefits of the society which will not only satisfy the
needs of present population and protect the environment, preserve ecology, but also
maintain the planet-earth habitable for our future generations.

(2) That a business’ success and social responsibility being compatible, they will mutually
reinforce to opening up new business activities for the benefit of younger generation.

(3) That CSR will bring higher customer satisfaction and therefore their assured loyalty to the
business firm.

(4) More motivated staff will help companies to achieve sustainable business growth.
(5) Improved relations with local community and public relations therefore will create enhanced

reputation in the society. This will earn goodwill and attract capital.
(6) Entrepreneurial firms who are a part of global supply chain and their business partners will

exert pressure to conform to standards of social responsibility that are consistent with
expectations of their consumers, shareholders, and all other stakeholders of 21st century.

(7) As a result, now a number of companies’ resources are being adequately allocated to do
justice to CSR commitments. This has to be done by all the SMEs which is the dire
requirement of the time for habitable future.

Dimensions of CSR
Dimensions of CSR are both, internal and external. They are interrelated to internal and external

elements of Corporate Social Responsibility and they make a direct impact on sustainable
development as explained below.

1. Internal Dimension
It involves the activities related to internal environment of the firm, these are the activities,

operations that are related to internal environment of the firm. These are briefly described below.

(a) Human Resource Management – This is concerned with the behavioural aspect or what is
generally called company’s management policy with its employees. This is a very important
port-folio handled by the top management of the company. It deals with several aspects
concerned with right from the nature and size of different types of employees required and
recruited by the company including the company’s employee recruitment policy, the criteria
applied for determining the size, qualification, expertise (job specification) necessary for
doing a particular job, and whether it appropriately matches with the job description. The
salary structure designed should include: salary payment time, annual bonus, casual &
earned leave package, promotional, incremental opportunities offered, job security, future
educational schemes and further training to be provided, working conditions and other
facilities provided, including medical assistance, medical expenses re-imbursement,
workers’ safety and motivation to workers, etc. All these have a direct impact on the
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performance of employees and employee turnover in the company. If the employees are
satisfied and happy, the organization’s business performance will be surely high and the
business will be able to achieve sustainable growth.

(b) Health and safety at work – In this, health and safety at work needs special mention and
especially when workers are exposed to hazardous materials or chemicals and when the
workers work in potentially dangerous conditions such as for example, where production
temperature is very high, or atmosphere is toxic, accidents possibility due to explosion
(Examples in this case are Production of pesticides, explosive chemicals- such as Bhopal
Tragedy or Enron). If workers suffer physically or mentally due to such incidences, then the
employer/management is held responsible. This is applicable even when the
workers/employees are retired or they have resigned and joined some other organization. In
such cases, compensation has to be given to the employees/workers by the employer.

(c) Adaptation to change – Employer/Management is responsible to prepare the workers to
adapt to the changing working conditions that have now become dynamic due to rapidly
changing technologies, and business environment – e.g. automation and computerization,
simulation of technologies, knowledge management. The employer’s responsibility is to
properly train the workers/employees in such a way that they can adapt to the changes
smoothly internally and externally – in the outside world. Important aspect in this is,
whatever may be the change in the nature or type of job or working condition, it must be
slowly and convincingly introduced.

(d) Management of Environmental impact and Natural resources – Companies must be
very careful while utilizing natural resources such as air, water (from municipal corporations
or rivers which are shared resources), fuel, and earth even though the companies have
obtained necessary permissions, licenses and clearances. The corporates/industrial units
must use them judiciously. Also while disposing the industrial waste water or other solid
wastes, care must be taken that the river water or sea water is not polluted. The hazardous or
waste water, solid wastes must be properly treated, neutralized using scientifically approved
procedures and then disposed off as per Pollution Control Acts, Rules and Regulations.
There are examples that companies, particularly the S.M.Es., do not follow these regulations
fully during waste disposal at the workplace i.e. at the production, packaging, and dispatch
sections.

2. External Dimensions
These are related to issues outside the company’s premises.

(1) Local community: Company is a part of the local community & therefore it is expected to
provide jobs/services, to the local people. It should provide products and services to local
customers and contribute by paying local taxes or sometimes by creating basic civic
amenities, industrial townships such as; Tatanagar, Jharkhand, BARC, Bajaj, HAL & many
other townships.

(2) Business Partners/Suppliers, and Consumers: As discussed under the topic of business
ethics, the corporate is expected to be fair and honest in its dealings with suppliers/vendors
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and consumers/customers. They are expected to inculcate and practise an honorable code of
conduct amongst its business partners and suppliers/distributors as per the business contracts
signed between them.

(3) Human Rights: The Company’s record on human rights is very important for its positive
public image. Direct abuse of human rights is not affordable to any company. Also, the
corporate world would avoid and now cannot tolerate supporting an administration that has
a past history of human rights abuses.

(4) Global Environmental Concerns: Many large companies are notorious for their adverse
impact on the environment; many big companies are going out of their ways to prove their
environmental credentials. For example Chevron, British Petroleum and other fossil Fuel
companies constantly advertise their efforts to encourage the use of alternative clean fuels
and sustainable technologies. Also uses of technologies based on renewable natural
resources, recycling of water, air purification are very important directions/practices in this
regard (Andrew Crane and Dirk Matten, 2010).

Stakeholder and Relevant Theories
Before discussing the Stakeholder Theory, let us understand who the stakeholders in a business

organization are and in what ways they are affected by company’s business activities, and also how
the stakeholders affect the company’s business operations.

Stakeholder
A stakeholder is any group of persons who affect and are affected by the business action taken by

a company or a firm engaged in doing business activities to earn profit by providing products and/or
services to customers and general public/society that satisfy their needs. Stakeholders are employees,
customers, stockholders, shareholders, suppliers, vendors, bankers, governments, regulators, and other
social groups and of course the natural world – the environment without – whose support the
companies/corporates cannot survive.

There are different groups of stakeholders depending upon their nature, type and contributions
they make to company’s business and its growth. However, primarily, there are two basic stakeholder
groups, viz., Primary Group of Stakeholders and Secondary Group of Stakeholders as shown on the
next page. The classified lists of the stakeholders themselves clarify the very nature, type of
stakeholders and the kind of contribution they make to company’s existence and future growth of
business.

Stakeholder Theory
This theory deals with the rights, interests, and claims of persons and groups of persons

associated, who are affected and who affect a company’s business. These groups of persons are called
the ‘stakeholders’ of the company. The theory discusses the behavioural aspects, business ethics (what
is morally right and just in a business), the concept of stakeholders and their concern with the
company’s business and economic development as a whole.
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The stakeholders can be classified into Primary and Secondary groups.

Stakeholders of a business company

Primary Group of Stakeholders Secondary Group of Stakeholders

(a) Stockholders
(b) Shareholders
(c) Employees
(d) Suppliers
(e) Creditors
(f) Customers
(g) Clients, partners

(a) Consumers
(b) Customers-buyers/users
(c) Governments
(d) Judiciary
(e) Competitors
(f) Activists
(g) General public/society
(h) Political groups
(i) Trade Unions
(j) Associations
(k) Financial community/Bankers
(l) Environment (the natural world)

(m) The media

The survival of a company depends on the support given by the primary and secondary groups of
stakeholders. For example, if the employees of a company stop working, the financers - investors do
not invest money, the creditors do not make payment, the supplier, vendors do not supply material and
most importantly, if the distributors/dealers don’t stock the company’s products or provide services to
customers, or don’t pay for the purchases made, then the company just cannot survive.

Similarly, when secondary stakeholders for example, the customers do not buy the company’s
products and/or services, the government departments ban its production, competitors beat company’s
product performance on quality criteria and turnover goes down, and then bankers/financial
community do not advance loan, the society rejects company’s material due to adverse news/tarnished
image of the company’s name created in the people’s mind by the social media, then it becomes very
difficult for the company to run the business. Thus, we can say, the support of all stakeholders as a
whole, both primary and secondary is of critical importance for the very survival, and/or expansion of
its business. Nevertheless, the company must not take any business action that would harm the natural
environment or destroy it due to pollution or over-exploitation/consumption of its natural resources
and other raw materials more than its regeneration capacity. In this connection we must also underline
that any corporation’s business must not only be run in the interests of their owners’ and or
shareholders’ profit maximization. That company’s managers’ duty is not only to safeguard the
financial interests of the company’s shareholders or owners, but their duty is to see that business
actions taken by the company are not in any way harmful to the society and/or the environment.
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Thus, we can say from above discussion that the stakeholder theory, in essence, considers a
company as an input-output model which includes all internal groups–employees, customers, dealers,
government and society at large…… to the corporate mix as illustrated above. In this theory, the
stakeholder is defined as “anyone who has a claim or stake in a firm”. In a wider sense, a stakeholder
will mean any individual or group of persons who can affect or are affected by the corporation’s
business actions.

The important point to be understood in the stakeholder theory is that corporations are not
supposed to look after and simply manage the interests of their shareholders alone, but that there is a
whole range of groups of stakeholders that have a legitimate ‘interest’ in and ‘claim’ on the
corporation as well. Although the idea that forms the basis of the stakeholder theory is simple and
readily understood, there are different definitions in the literature which make it difficult to agree as to
who and what exactly a stakeholder means? However, we are quoting below some definitions given by
earlier researchers as reported in the literature.

Freeman’s Original Idea
Freeman’s (1984) Original idea about a stakeholder focused on any group or individual (inside or

outside of the company) who can affect, or is affected by the achievements of the company’s
objectives or actions taken by the company. To determine who actually can be considered as
stakeholders, Evan and Freeman (1993) stated that ‘stakeholders are those individuals who are
benefited from or harmed by and whose rights are respected or violated by corporate actions’.

As per Hill and Jones (1992), ‘stakeholders are the constituents who have a legitimate claim on
the firm, which gets established through the existence of an exchange relationship’, who supply ‘the
firm with critical resources (material, manpower, consultancy, or money) and who in exchange expect
its interest to be satisfied’ by the firm. Evan and Freeman further suggested two principles. The first is
the principle of corporate rights, which demands that the corporation has the obligation not to violate
the rights of others. The second is ‘the principle of corporate effect, which says that companies are
responsible for the effects of their actions on others’. In view of the above two principles, the
stakeholder has been defined by Andrew Crane and Dirk Matten (2010) as follows:

“A stakeholder of a corporation is an individual or a group which either is harmed by, or
benefited from the corporation; or whose rights can be violated, or have to be respected by the
corporation.”

The above definition clearly means that a stakeholder is an individual or a group associated with
a corporation’s business activities who is either benefited or may be at loss and that whose human
rights are either protected/cared for, or neither protected/nor cared for by the corporation. It is also to
be noted that the nature and type of business, the product/services produced, and delivered to the end
user differ from company to company and therefore, we can say that the chain of stakeholders differs
from company to company. It is diverse, and thus we can say that the nature and types of groups of
stakeholders differ from company to company, and even in the same company they are different
because of different tasks, situations or the nature of the projects which they handle. We may conclude
that using these definitions it is rather difficult to identify a specific group of stakeholders for any
given corporation in any given situation. However, some typical stakeholder groups are depicted
below.



22 Corporate Social Responsibility (CSR), Corporate ...

Stakeholders’ Business Management Models
We are giving below schematic presentations which show how the basic concept of relationship

between stakeholders and firm got expanded over the years and thereby how the moral responsibility
of the firm has increased in magnitude and intensity due to rapid technological & economical
development.

A preliminary simple ‘one stakeholder business management model’ of a firm run by an
entrepreneur is shown below in Fig 1.2. To start with, the entrepreneur does each business action by
himself alone. He is the founder, financer, technician, employee, worker, producer, marketer, salesman,
accountant and also a clerk of his own firm. The only stakeholder group he has is his firm’s
consumer/s who purchase the product or products produced by himself. Thus it’s a one man show and
the interaction takes place between the entrepreneur and his customer or a group of same or similar
customers as shown below in Fig. 1.2.

Entrepreneur Customer

Fig. 1.2: One Stakeholder Business Management Model

Figure-1.3 shows one of the traditional models of business management having four stakeholder
groups. In this, the firm to is seen at the centre and related to four stakeholder groups, viz.,
shareholders, suppliers, employees and customers/consumers. The shareholders provide the
capital/money to the firm to start the business. The suppliers supply the raw materials, processed or
semi-finished components to the firm. Employees use these resources, produce-finished products and
provide them to the fourth stakeholder group of customers/consumers who buy/purchase them to use
and satisfy their needs. It is obvious that the shareholders being the ‘owners’ of the firm and thus they
are the dominant powerful group among stakeholders on whose directives the business firm operates
to protect their interests.

Firm

Suppliers

Customers/

Consumers
Shareholders

Employees

Fig. 1.3: Traditional Model of Business Management Showing Four Stakeholder Groups



Corporate Social Responsibility (CSR) 23

Though the firm runs business as per the directives of the shareholders, there is a constant
interaction between the firm and the remaining three stakeholder groups.

Fig. 1.4 projects interrelationships between various stakeholder groups and the corporation. The
company formulated by owners and shareholders is at the center. Owners and shareholders provide the
basic resources – the financial capital (money, land etc.) to start the business activity. Suppliers,
vendors supply the raw materials, semi-finished products/intermediates, services and infrastructural
facilities that are necessary to start commercial production. Employees give their physical and mental
inputs to produce, and sell the products or services to the customers/consumers and generate funds and
profits – that is the return on the investment made by the owners and shareholders. All these activities
are planned and implemented by the management group which tries to satisfy the desires and
expectations of its owners and shareholders. The shareholders are owners of the company and they are
consequently the dominant group and dictate the orders to run the company in the manner and the
style they think is right. However, now the times have changed. Owners and shareholders have to
listen, involve the various stakeholders, particularly from within the company, listen to the demands of
the employees and also those of the other stakeholders particularly the environment protection
agencies, Govt. Depts. NGOs, etc. that are concerned more with the bad effects generated due to
business actions such as over-exploitation of natural non-renewable resources, the serious pollution
problems, and the climate change that have been created by the business operations.

The Corporation

Management

Suppliers,
Vendors

Local
Communities

Owners
Shareholders

Customers

Employees

Fig. 1.4: Stakeholders’ Business Management Model Showing Six Stakeholder Groups

Subsequently, as the business grows and the firm’s business activities expand, the firm alone
cannot handle them independently.

As a result, the business activities expand, the radius of interactive relationship between the
management and the stakeholders also expands by several folds of stakeholder groups. This takes
place because of rapid development of production technologies, introduction of newer, better and eco-
friendly technologies, introduction of newer green products and services in the market, and also due to
changing preferences of customers’ needs, choices of products, and the change in their lifestyle. As a
result of all this, business companies’ customer contacts, the number and types of their suppliers,
service providers are increasing now and the sphere of interactions between companies and their
stakeholder groups, their business partners gets further expanded.
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Fig. 1.5 shows the company at the center and it has interactive relationship with some eight
stakeholder groups, viz., Shareholders, Suppliers, Civil society Employees, Customers, Competitors,
Government, and R&D Organizations/Consultants. In this, shareholders are one group among several
others. The management has to bear the responsibility and take care of the interests and activities
carried out by all these stakeholder groups for and on behalf of the company. Here the company
represents the management or the board of directors formulated by the shareholders.

One thing to be noted here is: the business environment is dynamic and company is expected to
modify its business policy and its objectives that are fit for survival and to achieve sustainable growth
in the business. Agencies, the young generation of business partners are now putting pressures on
business communities and consumers the world over. Thus we can say that the concept of
interrelationship between the firm and various stakeholder groups is ever expanding due to rapid
techno-economic developments and it has now expanded into a global network.

In view of this, we can say that there can not be a particular type or a single group of
stakeholders that contributes to a firm’s success in business. The number, and types and value of
contributions made by different stakeholders differ. Again each stakeholder group interacts with many
different types of stakeholder groups.

Company

Suppliers

Civil
society

Employees

Customers

Competitors

Government

R&D
Organization
consultant

Shareholders

Fig. 1. 5: Stakeholders’ Business Management Model Showing Eight Different Stakeholder Groups and
the Company at the Centre

Corporate Relations with Shareholders and Stakeholders
(a) Corporate Relations with Shareholders: The corporate should ensure that its management

team provides necessary information and data to the shareholders and stakeholders as
required by law, rules and regulations and in accordance with the recommendations made by
authorized advisory and evaluation committees such as Cadbury, Greenbury, SEBI and
OECD and other committees appointed by Local, or Central Governments to look into the
affairs of corporate companies. In this connection and to maintain good relationship with
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shareholders and stakeholders, the following points emerge particularly in view of the
importance of stakeholders and that of shareholders recognized by the business communities,
social organizations, social scientists and economists the world over.
(1) That the managers have trustee relationship with shareholders and to act in the interest

of shareholders/owners of the company. This is so because a company comes into
existence due to the investment (financial) made by the shareholders, and the
corporation thus has its dominant obligation to the owners.

(2) That if a factory is shut down then most of the shareholders can sell their stocks than
most employees can find another job. They are in difficult financial situation. But since
the company then does not have any contractual relation with the employees, suppliers,
the researchers opined that the company does not have any ethical responsibility about
their well-being. In this regard our opinion is that the company does have a moral
responsibility to protect the interest of its ex-employees to the extent possible.

(3) As recommended by COS(Civil Society Organizations of Stakeholders) Committee, it
is necessary for the corporate governance and its management to regularly provide
company’s financial and non-financial quarterly, six monthly and annual reports to the
shareholders and concerned stakeholders without hiding any or giving any false
information about company’s business progress, and/or difficulties, risks or financial
loss, if any.

(b) Corporate Relations with Stakeholders:
(1) The company or companies exist because of the physical, mental and intellectual inputs

given by the different stakeholder groups. Without them the companies cannot survive.
Therefore, it is obligatory on the part the management that the stakeholders be given a
right and that they are allowed to put forward their opinions, suggestions while
corporate governance workframe is being prepared.

(2) That the corporate decisions relating to recruitment policies, policies concerning
promotions, awards to employees and other stakeholder groups are discussed and
finalized in consultation with the representatives of different stakeholder groups
seriously by the management.

(3) That the demands and/or claims of different stakeholder groups are different because of
their nature and value of jobs or inputs given by them. That the corporate & its
management will have to do balancing of the needs and expectations of different
stakeholder groups carefully keeping in view the availability and adequacy of various
resources especially the financial resources available at the company. This is a difficult
job. But a morally conscious and competent corporate governance can assign
appropriate importance and value to different stakeholder groups based on value and
quality of their job analysis and utility of each stakeholder group in doing the business
- we think.

(4) The management of the company will also have to analyze and resolve conflicts
between different stakeholder groups taking care that solution offered does not affect
their efficiency.
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Stakeholders’ Value Approach, Enlightened Stakeholder
Approach

The Balancing of Conflicting Interests/Objectives

Prior to discussing stakeholders’ value approach, it will be appropriate to highlight the opinions
expressed by earlier researchers on ‘Stakeholders’ importance’ in a corporation. They expressed a
view that ‘businesses’ should only be run in the interests of their owners/shareholders and managers’
only obligation is to the owners/shareholders. That managers have special fiduciary/trustee
relationship with shareholders to act in the interest of the shareholders. (Michael Jensen and Meckling,
2003). But this argument is not acceptable. True that because shareholders/owners are entitled to get
some returns on their investment, but it is also true that their business runs only because of the
physical and mental inputs provided by other stakeholders (mainly the employees, suppliers and
service providers) and therefore it is their legitimate right to gain appropriate financial and other
benefits for their survival and economic development that they deserve.

Moreover, if a business or production factory is closed down due to any reason, the
shareholders/owners can easily sell stocks far more easily than most employees find new jobs or
supplier/vendors do some other business (Sumantra Ghosal, 2005).

In view of this, the demand by shareholders/owners to protect their interests and assets by the
managers/directors is not justifiable only because they are appointed by them. Clearly, that the highly
speculative and mostly short-term interests of shareholders and/or owners should not override the
often long-term interests of the other groups such as employees, suppliers, customers, vendors or
service providers. In this regard authors Andrew Crane and Dirk Matten, (2010) have given an
impressive example. That the controversy around stakeholder versus shareholder is ongoing and flared
up publicly again in the financial crisis of the late 2000. That in this regard among the most noted
voices was the one of former General Electric CEO Jack Welch – a long-standing poster boy of the
shareholder value advocates – telling the Financial Times that shareholder value as a strategy ‘is a
dumb idea’ and that ‘your main constituencies are ‘your employees, your customers and your
products’ (Guerrera, 2009). The points discussed above are more than the evidence to prove that the
corporations survive and can progress because of valued inputs provided by different stakeholder
groups and therefore their claims are justified. That the stakeholders be given a right and allowed to
put forward their opinions, suggestions while corporate governance work-frame is designed and
business decisions are being taken by the corporation which may be related to a policy for recruiting
employees, their promotion, rewards, retrenchment, or business expansion, diversification or even
about the plant shutdown. To maintain workforce integrity, satisfaction and most importantly peace at
the workplace, a good governance should comply with these expectations of their stakeholders.

Balancing the Needs of Different Stakeholder Groups
Hill and Jones (2007) suggested that balancing the needs of different stakeholder groups is

advantageous in the long-run interests of company’s owners – its shareholders. However, it is true that
a company cannot always satisfy the claims of all stakeholders since the interests of different
stakeholders are different. Because the nature and value of the job, contribution made by different
stakeholders to the progress of the corporation’s business are different, their expectations may conflict.
Some may desire only to have monetary benefits whereas others may insist for rewards and awards for
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honour. But it is noted that all corporations may not have sufficient resources to accommodate such
varied expectations of different stakeholders. So companies will have to apply some logically
acceptable methodology to solve this tricky problem. In this context, Moichell et al. (1997) have
suggested three key relationship attributes that help to determine perceived importance or salient
features of different stakeholders. According to them, they are:

(1) Power: stakeholder group’s ability (we may say also capability) to influence organizational
action – business policy decisions

(2) Legitimacy: whether organization perceives the stakeholders’ actions desirable or proper
(3) Urgency: the degree to which stakeholder claims are perceived to call for immediate action.

As per Mitchell et all., managers (management) of corporation normally give greater
importance to those stakeholders who possess greater power, greater legitimacy and urgency
in achieving corporation’s goals.
Methodology suggested by Mitchell et al. is: stakeholders who possess only one of three
attributes will be classified as the least important stakeholders and recognized as the ‘latent
stakeholders’. Those who will have any two attributes will be classified as the ‘moderately
important’ and will be recognized as the ‘expectant’ stakeholders, and those who are in
possession of three attributes will be classified as ‘most important’ stakeholders and will be
recognized as the ‘definitive stakeholders’.
Since our subject of discussion is CSR and ‘Business Ethics’, we would like to consider at
least two more attributes that deserve inclusion in the criteria selected for identifying
important stakeholders (in different grades) to the corporation. Therefore we have added two
more viz., (4) ‘Innovative contributions made’ and (5) ‘Honesty, sincerity, and loyalty
shown by the stakeholders, as explained below:

(4) Innovative contribution made by stakeholder groups – like development of newer
technology that has put corporation’s name on the world map of Industrial Research and
Development work such as ‘hybrid car by Japan’s Toyota or ‘Vaccine to prevent or control
deadly diseases like ‘AIDS’, HIV which has social value.

(5) Honesty, Sincerity, and Loyalty shown to the corporation during crisis time. In any business,
there may be ups and downs due to several reasons – business recession, rapid technological
advancements, government puts sudden restrictions on a particular business, saturation in
markets, etc. In such crisis time certain group/s of stakeholders remain loyal to the company.
Their loyalty, honesty and integrity deserve some recognition.

Moreover, as seen earlier, stakeholders include employees, customers, suppliers, collaborators,
communities, government organizations/agencies, local bodies and of course company owners/
shareholders. Their expectation about financial, material possession and physical comforts, social
honour and status, social responsibility, individual and family happiness, etc. are bound to be quite
different and therefore its not that simple to categorize these stakeholders with the three, viz., power,
legitimacy, and urgency by correlating their inputs and expectations. It seems to be a rather difficult
job. Nevertheless, good and competent corporate governance can assign appropriate value and
importance to different stakeholder groups on the basis of job analysis and by deciding the degree of
their importance in achieving company’s business objectives and social expectations.
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Keeping this complexity in view, we have enlarged the number of criteria to ‘Five’ to be applied
for selection of what we may like to call as the “criteria for selection of Important Stakeholders of the
year” by the corporation. These are chartered as follows –

Criteria for Selection of Stakeholder/s of the Year
No. Attributes/criteria for

classifying Stakeholder’s claim
(a) = Number of Attributes

possessed by a Stakeholder at
a time and (b)= his/her Class

Recognition Awarded
to the Stakeholder

1. Power: Stakeholder’s ability to
influence organization/ policy
decision

(a) = Any ONE Attribute
(b) = Useful Contributor

‘IMPORTANT’
STAKEHOLDER OF
THE YEAR

2. Legitimacy: Whether
organization perceives
Stakeholder’s action desirable or
proper

(a) = Total Any Two Attributes
(b) = Extremely useful

Contributor

‘VALUABLE’
STAKEHOLDER OF
THE YEAR

3. Urgency: Degree to which
Stakeholder claims are
perceived to call for immediate
action

(a) = Total Any Three Attributes
(b) = Classified as Distinguished

and extremely useful
Contributor

‘PRECIOUS’
STAKEHOLDER OF
THE YEAR

4. Innovative Contribution by
stakeholder: Outstanding R&D
work e.g. Development of a new
& value added product & its
commercialization with
competitive advantage

(a) = Total Any Four Attributes
(b) = Classified as Extremely

useful and Special
Contributor

‘OUTSTANDING’ &
CLASS
ONE ’STAKEHOLDE
R OF THE YEAR

5. ‘Honesty, Loyalty and Sincerity
shown during difficult or crisis
time also

(a) = Total Five Attributes
(b) = Classified as Brilliant and

Admirable Contributor

‘EXCELLENT’
STAKEHOLDER OF
THE YEAR

Conflicts between Different Stakeholder
Groups/Stakeholder Democracy

We have seen that the demands of different stakeholder groups are diverse. They are very
dissimilar. We have discussed earlier that the stakeholder group which influences more and is capable
of creating a heavy impact on the corporation’s activity, its claims or demands are likely to be
accepted without any objection. That the stakeholder group which is unable to create any positive
impression on the management or whose absence will not be felt much, its demands are likely to be
neglected. For example, an efficient production workers’ stakeholder group if goes on strike for a long
time, then the management will immediately take care or do something to satisfy its demand
immediately. As against this, when a regular supplier is unable to supply the raw materials as
scheduled, then the company will try and pursue that supplier but certainly not worry much to care for
his supplies as there is always some new supplier waiting in the queue.

Also, it is true that expectations of the shareholders can clash with all other stakeholders’ interest
and expectations by default as we have discussed earlier in this chapter. We also see that shareholder
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would always want to receive higher dividend on his investment and look for an exponential rise in the
share price. As against this, an employee of the company, be it a production worker or even a manager,
will always expect more increment/rise in his salary, and yearly bonus and or other financial benefits.
Thus it’s true that the expectations of different stakeholder groups are bound to vary substantially.

This broader view of assigning appropriate value to different stakeholder groups for their
respective inputs that help the corporation to achieve its business objectives, has given a new role to
corporate governance. The management will have to play a dual role to settle a point of honour
between the shareholders and stakeholders and see that their legitimate interests are safeguarded. The
management will also have to balance competing interests of both parties without whom the
corporation just cannot survive. That the management will have to allow the stakeholders to ethically
participate in managerial decisions and particularly which affect their welfare and their rights. Such a
participation will give an opportunity to stakeholders to influence and control corporate decisions to a
reasonable extent. Ultimately it boils down to developing a model code of democracy corporate
governance that will regulate various rights of the stakeholder groups while protecting the financial
and administrative interest and expectations of the shareholders and owners because of whose
investments the corporation came into existence. As seen, now this sort of development has already
taken place in many parts of the world and it is certainly a good sign towards establishing stakeholder
democracy.

Towards the end of this discussion we would like to add the following matter obtained from the
literature survey. That now the corporation’s approach towards business ethics is becoming more and
more transparent, it appears that claims for more sustainability, accountability, and good citizenship
from companies can be expected as demands for a better accommodation, real cooperation to settle the
competing and conflicting interests of company’s various stakeholders. That the corporations, though
late, have realized that a company can survive now only if it cares for its stakeholders’ interests that
are legitimate. Thus, it can be concluded that in the coming years there will be a sensible and
meaningful ‘stakeholder dialogue’ or even say ‘stakeholder democracy’ (as put by Matten and Crane,
2005), and thus the companies will assign legitimate values to different stakeholder groups. (Andrew
Crane and Dirk Matten (2010)).

Agency Theory, Friedman’s Theory of CSR
Introduction: Relevant theories, viz., Agency Theory, Friedman’s Theory and Transaction Cost

Theory together are the principles that constitute the basic foundation of Corporate Governance
practices. These theories explain the very approach and expectations of owners and/or the shareholders
from the investments they make to start a business firm. Research workers like Michael Jensen and
Meckling and others have put forward their thoughts to justify what exactly and why business
community expects or desires to get maximum possible (financial) benefit from the business activity
they have undertaken by making financial investment. Whereas, some other research scholars like
Friedman and others advocate, and rightly so, as to how ‘maximization of profit ’ cannot be the only
objective of any business. They stress that over and above the financial gains, it is also a moral duty of
business community to take care of the society as their commitment viz., the Corporate Social
Responsibility – the CSR (that we have discussed earlier), and also their stakeholders.
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Agency Theory
This theory deals with the differences in the expectations of shareholders of a business company

and the agents that is the management of the company. The management is created by the shareholders
who are the owners – the principals of the company. The principals by virtue of their ownership,
decide the aims, objectives and goals of the company. As such the principals may except that the
managers that is the management of the company should protect the interests of owners as excepted by
them. But in practice, it may not happen that way. In many instances it is seen that the objectives of
the management are quite different from those of the principals i.e. owners of the company. This
difference in thinking and expectations of the management and principals of the company needs to be
removed to achieve sustainable growth in the business and that of the society. This can be done by
formulating an effective corporate governance that cares for business ethics and values of its principals.

Literature survey shows that Michael Jensen and Meckling developed Agency Theory which
advocates a typical corporate governance format. That is, the owners are satisfied with company’s
ownership with them and control over the company’s assets. Whereas the resources required to run the
company are in the hands of managers i.e. the management who need not hold any stake in the
company. The managers will act only as the agents of the principals – the shareholders or the owners
of the company.

As per this theory, the managers appointed by the principal owners of the company are their
agents and therefore they are expected to work under authority of them. This may, over a period of
time, develop a situation that the agents being human beings, may try to over-exploit the opportunity
to further their selfish motives, and achieve those by exploiting the business opportunities to fulfill
their ambition rather than safeguard the interests of the principal owners – the shareholders.

However, according to Adam Smith (2003), the principal owners/shareholders of the company
will handle this situation tactfully. They will normally appreciate the efficient work done by the
managers by rewarding them adequately and at proper time. This management tactic will motivate the
managers and their team members to protect the assets of the company – perhaps more sincerely and
honestly. In order to ensure this relationship formally, it is further ensured by entering into a standard
contract by and between the owner and the manager incorporating specific terms of performance of
the contracting parties. These terms and conditions are meticulously drafted and incorporated and
agreed and signed by and between the parties of the agreement. The contracts are well-defined in
terms of timing, scope, and redress of grievances arising out of non-performance by the parties.
However, it is opined by some authors that redress of grievances arising out of non-performance by
the parties are very costly and time-consuming to enforce because of the following:

(1) The view taken by Agency Theory is that directors and managers cannot be trusted to act in
the public welfare in general and particularly in the interest of principal owners/
shareholders. In fact they need to be monitored and controlled to ensure compliance.
Obviously such checks and balances mechanisms incur agency costs, which are seen in
expansion of board structures by way of inclusion of outside independent directors, which
further necessitates inclusion of independent directors concerned with audit, top
management remuneration, nomination of new directors and the ‘separation’ of the roles of
Chairman and Chief Executive Officer (CEO), i.e. separation of ownership and control
(Berle and Means).
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In this regard the view put forward by the developers of Agency Theory is that the roles of
CEO and Chairman of the board should be separated as it adds to the essential checks and
balances at the board level over the exercise of the executive function and reduces the risk of
domination by a powerful CEO to achieve self-interest rather than the interests of various
stakeholders. As opposite to this, some experts argue that one person as CEO and also the
Chairman provides single-minded leadership to achieve 100 percent competitive advantage
in the present day’s cut-throat business competition. Examples in this are some highly
successful companies in North America, Europe, and Australia. In India too about 54
percent of listed companies, do have Chairman/CMDs as Executive Chairman/CMDs. The
remaining 46 percent of the companies do have non-executive chairman in their boards and
are run by the Managing Directors/CEOs. (S.C. Das, 2012.)

(2) Managers normally have or they develop skills and knowledge which are usually not
available to shareholders. This information asymmetry between managers and owners/
shareholders may lead to the underspecification (underevaluation) of performance standards
for the managers.

(3) Monitoring is difficult as shareholders are not in a position to observe everything which a
manager does, and

(4) Redress of problems, even when detected, is difficult to implement because of the widely
dispersed nature of shareholders (as they are coming from different strata) and coordination
of their actions is costly! This inability to enforce contracts means concentration of ‘great
economic power’ into the hands of a few professional managers who themselves are not
significant owners of the companies they lead (run). That they – the managers serve as
‘agents’ for the public shareholders who own the company but do not manage it and the
risks associated with it, have become subject to potential conflict of interests between the
corporate managers and their owners (as opined by Smith and Walter 2006). But according
to many experts, these types of conflicts were anticipated and authorities (i.e. either at the
state or national level) had been implementing laws and regulations, which were intended to
limit corporate freedom of actions in areas where it might come into conflict with interests
of shareholders, and even general public. Even the media has been very active in bringing
out such conflicts and the need for better governance

(5) Eventually, the shareholders being not able to monitor the affairs of business in which they
had invested, they surrender their control to management (that is, directors and managers).

The internal mechanism of control to eliminate the above conflict can be that the corporate
relies on the expertise and the goodwill of corporate watchdogs to ensure that the managers
abide by the principles of maximizing efficiency. The other solution to the problem is
external mechanism of control. In this the behaviour of the managers is indirectly
constrained by the workings of a series of competitive markets that systematically punish
the company for deviating from efficiency maximization. (For example, maintaining the
delivery schedule time with 100% efficiency of supplies without a single rejection, and
working as a partner to the company (and not only as a supplier) by suggesting some novel
modification/s in the company’s product. (for example, developing novel feather touch
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device in digital temperature controllers, reduction in the size of a particular engine
protection unit (e.p.u.) and supply them to a multi-national company manufacturing diesel
engines to beat competitors as was tried by an established entrepreneur in Maharashtra,
India).

Friedman’s Theory of CSR
Milton Friedman’s theory of CSR mainly argues a point ‘whether the business corporations have

Corporate Social Responsibilities?’ He vigorously protested against the notion of social
responsibilities for corporations. This objection is mainly based on the following grounds:

(1) Before we decide what social responsibilities corporations might have, it is necessary to
define first what exactly corporations are and what is their purpose? In that context, it is
clear that corporations basically are not the same as individual people. Corporations are
created by a group of business people who decided to do some business activity to make
profit. Legally, Corporations are regarded as artificial persons. That corporations are
normally ‘owned’ by shareholders, but they exist independently of them, and managers or
directors have ‘fiduciary’ responsibility to protect the investment of shareholders.

(2) In view of the above, it is advocated that because corporations are regarded as ‘artificial
persons’, they have certain rights and responsibilities in the society, just as an individual
citizen has. That corporation holds its own assets and shareholders are not responsible for
the debts or damages caused by the business activities done by the corporation (if at all, they
have a limited liability), that the senior management is expected to hold shareholders’
investment in trust and to act as per the interests and wishes of the shareholders.

(3) Friedman further argues that since corporations are not human beings and therefore they
cannot normally and truly assume any responsibility for the actions they have taken to carry
out their business activities. That because corporations are formulated by individual human
beings, it is logical that those human beings are and should be individually responsible for
the actions of the corporation.

(4) Friedman’s next point is that as long as the corporations are doing their business within the
legal framework society has set up for business and as long as corporations abide by the law,
rules and regulations, the only responsibility of the managers of the corporations is to do
business and make profit and sincerely try and make business expansion to maximize the
profit, because the corporation has appointed/employed managers to complete their task. It
is further stated that acting for any other purpose means and constitutes betrayal of their
special responsibility to shareholders and depriving the shareholders of their business profits.
It would be taken as an act of theft and thus a moral crime. That is a manager’s
responsibility to act solely in the interests of shareholders.

(5) He further argues that social issues and social problems are the proper responsibility/
province of the state and not that of corporate managers. Friedman goes a step further and
makes a bold statement that it is not for the managers to decide what is in the best interests
of the society. That this is clearly a duty and responsibility of the government. That the
managers are neither trained to decide and/or achieve social goals. That they are also not
leaders or democratically elected politicians to do that kind of jobs.
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(6) Whether Corporation is morally responsible for its business actions?

In view of the above arguments, the logical point that emerges is, ‘whether a corporation can
be held morally responsible for the business activities it has carried out.’ The question is,
‘can a corporation actually assume its moral responsibility for the good or bad actions (right
and wrong) it has taken while doing its business activities?’

In this regard, the literature survey on business ethics generally supports that the corporation
is, to some extent, liable to be morally responsible for the actions it has taken (Joel Bakan’s
publications, 2004). That the business decisions taken by the corporations are taken by the
internal decision structure and that they are in-line with the predetermined goals of the
corporation which is, we can say, a collective decision. And as such majority of corporate
decisions cannot be assigned to any individual’s decisions and therefore, individual
member/director of the corporation cannot be held responsible for any decisions taken – it’s
a decision by the corporation.

The second point argued by Friedman which supports the moral dimension of corporate
responsibility is that every company does not have an organized corporate internal decision structure.
However, in such organizations, the business decisions are taken as per the prevailing values and a set
of beliefs of the organization which is generally regarded as right or wrong in the corporation –
namely, the organizational culture (G. Moor 1999). The organizational culture has a strong influence
on the individual’s ethical decision-making and behaviour.

In view of the above, we can come to the conclusion that business companies/corporations have,
to some extent, to bear the moral responsibility because though the corporation’s decisions are made
on the basis of collective decisions of the individuals, the corporation itself is constituted by
individuals. And therefore, the corporation is morally responsible for the actions taken to do its
business. (Andrew Crane and Dirk Matten, 2010).

We would like to add and emphasize here that the entrepreneurs, corporates have been able to do
their business because the society and the nature have allowed them to do their business activities.
And therefore, it is their moral responsibility and duty to protect the interest of the society and
preserve the assets and natural resources provided by the nature to them.
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