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Over the last decade, the strategic implications of corporate social responsibility (CSR) have become one of the most
important themes of research in the literature of business in society. While the understanding of a company has been
placed for years within the presumed conflict between shareholder and stakeholder, today the shift towards an integrated
approach is expected by various constituencies and driven by regulation. Thus, corporate governance (CG) focusing
solely on financial performance cannot be an asset for companies if detached from the assumptions of socially and
environmentally responsible business. CSR isolated from strategy and governance does not provide the fundamental
change towards integrated thinking and a transition to a low-emission, resource-efficient economy.

This article is based on a systematic literature review addressing links between corporate governance and CSR at the
company level. We indicate a radical reorientation in both concepts and reveal the corresponding evolution of the
theoretical view developing from agency theory towards enlightened shareholder value and a stakeholder-agency view.
Specifically, adopting two dimensions of strategic fit between CSR activity and the core business and formal
environmental, social, and governance (ESG) compliance, we propose a four-mode integration construct of a corporate
social responsibility and corporate governance (CSR-CG) relationship. We identify actions undertaken by a company in

the selected modes with respect to strategic focus, supervision, accountability, performance measures, and reporting.
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Strategies.

Introduction

Companies’ ability to grow and continuously develop is
determined by its social competences, ethical responsibility,
and environmental contributions (Hardjono, 2001).
Corporate social responsibility (CSR) and corporate
governance (CG) focus on similar dimensions of a firm’s
operation. However, both concepts have been developing
separately (Bhimani & Soonawalla, 2005), proposing
competitive views on how business should be done and what
goals should be achieved. The review of the existing
literature indicates that both concepts are still far from
providing answers to these questions; however, after years
of conflicting approaches, it is possible to identify mutual
links and synergies and offer a broader, more holistic view
on companies (Beltratti, 2005; Jamali et al., 2008; Kolk &
Pinkse, 2010; Jo & Harjoto, 2011; Salciuviene et al., 2016).
The research problem in this article refers to the
identification of the relationship and synergies between CSR
and CG at the company level.

A growing number of authors, turning to the origins of
the stakeholder theory that, as Freeman (1999; 2010) states,
are instrumental, currently call for the strategic approach to
CSR, defined as a concept of understanding the relations
between business and society. According to CSR principles,
social, ethical, and environmental aspects are integrated into
corporate strategies on a voluntary basis and in cooperation
with stakeholders. CSR offers a multi-dimensional view on
corporate performance, including financial, social, and

environmental components that lead to the creation of
shared value (Porter & Kramer, 2011) for shareholders and
stakeholders. CSR also identifies, prevents, and mitigates
possible adverse impacts of business (COM, 2011). It may
serve as a source of innovation or a competitive advantage,
become an element of corporate governance, and contribute
to firm value expected by shareholders.

CG is generally understood as a system by which
organisations are directed and controlled and which
determines the distribution of rights and responsibilities
among shareholders and managers, decision-making rules
and procedures (Tricker, 2012). In the broader context, CG
indicates who governs the company, specifically, who and
how decides about its investment, development, expansion,
and profit distribution (Mallin, 2004). It also represents the
division of power in the company and in the society,
indicating the purpose of the corporation and, as a
consequence, the prevalent model of doing business. CG
focuses on protecting investor rights, increasing
transparency, improving financial performance, and
maximizing shareholder value (Vogel, 2005; Dore, 2008).
Dividend payouts and sufficient return on investment are
seen as the main goals of the firm and the measures for
assessing the performance of executives.

As Elkington (2006:522) underlines, “it’s timely to
review the increasingly complex cross-connects between the
rapidly mutating governance agenda and the burgeoning
world of corporate responsibility, social entrepreneurship,
and sustainable development”. In addressing this call, the
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authors have presented various approaches. First of all, some
studies concentrate on explaining the influence of different
national CG regimes on companies’ CSR practices
(Aguilera et al., 2006; Jackson & Apostolakou, 2009; Prior
et al., 2008). Secondly, there is a number of research papers
on the influence of governance on corporate attention to
stakeholders addressing a single governance mechanism,
such as ownership structure (i.e., insider ownership,
institutional ownership, pension and investment fund
ownership, government ownership) (Barnea & Rubin, 2010;
Graves & Waddock, 1994; Johnson & Greening, 1999;
Prado-Lorenzo et al., 2009; Zahra et al., 1993), board
structure (in particular, the proportion of outsiders on the
board) (Ayuso & Argandona, 2007; Coffey & Wang, 1998),
compensation politics (Mahoney & Thorne, 2005) or
takeover protection (Kacperczyk, 2009). Finally, some
studies focus on explaining how CSR relates to good (or
poor) CG in general (i.e., understood as a particular set of
mechanisms) and the company’s performance (Harjoto &
Jo, 2011; Jamali et al., 2008; Jo & Harjoto, 2011).

The relevance of this paper refers to the call by
Elkington (2006) and addresses the discussion carried out in
the existing literature (Jamali et al., 2008; Kolk & Pinkse,
2010; Moon et al., 2010; Valackiene & Miceviciene, 2011;
(Harjoto & Jo, 2011) on the evolution of CSR (e.g., shared-
value approach, benefit-corporation concept) and the
development of corporate governance (e.g., enlightened
corporate governance, responsible corporate governance).

The objective of the article is to review the results of
existing studies and trace the modes of CSR and CG
integration at the company level. We review the literature to
examine the financial performance of responsible companies
(impact of CSR/sustainability strategies), search for
companies’ characteristics or institutional determinants that
drive the adoption of CSR, and identify the interactions
between CG and CSR standards and practice.

In addressing the objective of the study, we contribute
to the existing literature in three ways. First, we offer an
extensive systematic synthesis and review of the relevant
literature tracing the relationships between CG and CSR.
We indicate a radical reorientation in both concepts. CSR
initiatives advance from philanthropic programmes to
authentic strategies intended to regain the trust of society at
large and generate social change while simultaneously
creating value for shareholders. CG development calls for
greater accountability and extended fiduciary duty (Sacconi,
2006) with the respective change in supervision and
monitoring functions (Kurland, 2017).

Second, in analysing the existing literature, we reveal
the corresponding evolution of the theoretical view of links
between CG and CSR as developed from agency theory,
towards enlightened shareholder value, and leading to a
stakeholder-agency view.

Our third contribution derives from the proposed four-
mode framework, which mirrors the ongoing debate both in
theoretical and empirical studies illustrating modes of
correlation between CG and CSR. Specifically, we adopt
two dimensions, including, first, the strategic fit between
CSR activity and the core business strategy, and, second,
compliance with formal guidelines on disclosure. We offer a
four-mode CSR-CG integration framework and identify
actions undertaken by a company in the selected modes with

respect to strategic focus, supervision, accountability,
performance measures, and reporting.

Our findings indicate the dominance of two approaches
that either perceive CSR and CG antagonistically or view
CSR as a shareholder-value-maximisation  strategy
(enlightened shareholder-value approach). The mode of
integration and internalisation of CSR and CG remain on the
outskirts of the existing literature.

Research Method

To identify the relevant research for the analysis, we
used systematic review methodology. While selecting the
method, we consulted the methodology presented in
Tranfield et al. (2003).

The search was conducted within the Web of Science
for publications that had “corporate social responsibility”
and “corporate governance” in the topic field. The topic
field includes the title, keywords, and abstract in the
database. The chosen database is generally considered the
most comprehensive for scholarly work, includes the most
prominent journals in the field (Dahlander & Gann, 2010),
and enables the identification of the most influential and
recognised studies. The search was conducted on January
10, 2018. It included articles, abstracts, editorials, book
chapters, interviews, and reviews.

The search yielded 552 articles that served as the basis
for a bibliometric analysis in order to investigate the growth,
scope, and breadth of research combining “corporate social
responsibility” and “corporate governance”. For decades,
both concepts have been developing separately and it was
not until 2015 when the link between them started to be
intensively explored by scholars. While in 2001 there was
only one paper in this field published, between 2015 and
2017, nearly 300 such articles appeared in the most
prominent scientific journals. The topic has been discussed
in some of the leading peer-reviewed journals, just to name a
few: Journal of Business Ethics, Corporate Governance: An
International Review, Corporate Social Responsibility and
Environment, Journal of Banking & Finance, Academy of
Management Review, and Strategic Management Journal.

The next step focused on the identification of the most
influential studies in the area. Then, 50 articles with the
largest number of citations were selected from the final list
to serve as the basis for a thorough review of the literature
on the CSR-CG link. This approach is often used in
management literature to offer a conceptual framework of
insufficiently explored themes (Juscius & Jonikas, 2013). It
allows the identification of the mainstream studies in a given
field. However, such citation counts are biased towards
earlier publications and cannot identify more recent work
that will be influential in the future, which we acknowledge
to be the main limitation of our study.

Origin and Evolution of CSR and CG

CSR and CG are discussed in a substantial number of
studies in management literature (Salciuviene et al., 2016).
These concepts offer an understanding of the role of
business in society and economy developing at the macro,
meso, and micro levels. In the broader (macro) sense, CSR
and CG are outcomes of the balance between the political
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power of interest groups, dominant social norms, and
cultural patterns of socialising (Harjoto & Jo, 2011; Jo &
Harjoto, 2011). The context of institutional and regulatory
(meso) environments indicates how CSR and CG are
formally incorporated into the existing laws, codes of
conduct, and best practice (Mayer, 2012; Jamali et al.,
2008). Finally, at the (micro) company level, CSR and CG
provide practical solutions such as structures and
procedures regulating the functioning of corporate bodies
(board of directors, annual shareholder meetings),
empowering stakeholders and shareholders in decision-
making and providing standards for disclosure (financial
and non-financial reporting) (Beltratti, 2005).

The basic questions at the heart of CSR, relating to the
primary purpose of a firm and its role in the society, are as
old as business itself but still raise a lot of controversy. The
origins of the research in this area date back at least to the
1950s (Carroll, 1999). According to some of the first
conceptualisations, CSR was seen as a framework
encompassing a firm’s consideration of its economic
responsibility to investors and consumers, legal
responsibility to the government or the law, ethical
responsibilities  to  society, and discretionary
(philanthropic) responsibility to the community (Carroll,
1979). It incorporated the interaction between the
principles of social responsibility, the process of social
responsiveness, and the policies and programmes designed
by corporations to address social issues (Carroll, 1979;
Wood, 1991). However, it was not until the 1990s when
the field started to be intensively explored. The literature
concerning CSR is strongly atomised and does not allow
the formation of any coherent theory. Lockett et al. (2006)
describe CSR as knowledge in a continuing state of
emergence. It cannot be characterised by any dominant
paradigm, universal assumptions, or methods. There is no
consensus among researchers regarding the definition of
CSR, its basic principles, scope (van Marrewijk, 2003;
McWilliams et al., 2006), theory of origin (Frynas &
Yamahaki, 2016) and, finally, whether firms have any
other social responsibility than to maximise value for their
shareholders (Friedman, 1970; Karnani, 2011).

An in-depth content analysis of 37 CSR definitions
published between 1980 and 2003 (majority after 1998)
identifies five basic dimensions of CSR (Dahlsrud, 2008):
economic, social, environmental, voluntariness, and
stakeholder. Recently, CSR has been viewed as a concept
whereby companies voluntarily integrate social, ethical,
and environmental concerns into their business operations
and core strategy in close cooperation with their
stakeholders. It aims at maximising the creation of shared
value (Porter & Kramer, 2011; Matuleviciene &
Stravinskiene, 2016) for owners/shareholders and for other
stakeholders and society at large, as well as identifying,
preventing, and mitigating their possible adverse impacts
(COM, 2011). It is based on the traditional assumptions of
CSR (Carroll, 1979; Wood, 1991) and on the proposals put
forward by the authors of alternative approaches such as
corporate sustainability (Marrewijk, 2003), triple bottom
line (Elkington, 1997), corporate citizenship (Matten et al.,
2003) and shared value (Porter & Kramer, 2011). In this
context, CSR is understood as a business contribution to
sustainable development (Marrewijk, 2003).

CG has been studied from different perspectives that
offer alternative definitions, yet the understanding of what
it is appears to be more consistent compared to CSR.
Traditionally, CG has been defined as a set of constraints
managers impose on themselves or which investors put on
managers to reduce the misallocation of profits and
encourage investors to provide more funds ex ante
(Shleifer & Vishny, 1997) or as a framework of constraints
that determines the ex-post distribution of wealth
(Zingales, 2008). As compared to CSR, CG remains more
operational and formal in its nature involving
organisational decisions made at the senior level that
directly influence the incentives, motivations, and
behaviour of all employees, and which cascades through an
organisation (Larcker & Tayan, 2013).

CG has been focused on shareholder interest rooted in
the paradigm of maximising shareholder value embedded
in the principal-agent theory and the financial model of the
company (Vogel, 2005; Dore, 2008). These perspectives
view profit generation and increasing firm value for
shareholders as the main purpose of the firm. The conflicts
emphasized by the principal-agent theory (Jensen &
Meckling, 1976) identify governance problems of the
separation of ownership and control, giving rise to the
managerialist premise. In recent years, the understanding
of the goals and functions of CG has been redirected
towards a balance between the interests of various groups
and the extended time horizon of the company’s operation
(Mayer, 2012). Thus, CG should serve as a platform for
cooperation between different stakeholders and involving a
set of relationships between a company’s management, its
board, its shareholders, and other stakeholders. It “provides
the structure through which the objectives of the company
are set, and the means of attaining those objectives and
monitoring performance are determined” (G20/OECD
2015, p.9).

Integrating CSR and CG, the Conceptual Model

The existing literature attempts to track the patterns of
the mutual relations between CG and CSR (Huang, 2010).
Following the approach of a critical deductive analysis
offering a synthesizing approach to management and
governance (Baumgartner, 2013) we conducted a
systematic review of theoretical and empirical studies on
the interrelations, links, and interdependencies between
CSR and CG, analysing the 50 most cited articles as
categorised by Web of Science (Appendix 1). The
reviewed articles examine the financial performance of
responsible companies (impact of CSR/ sustainability
strategies), seek out the companies’ characteristics or
institutional determinants that drive the adoption of CSR,
and identify the interactions between CG and CSR
standards and practice. The literature referring both to
theoretical discussions and empirical analyses has been
evolving, however, not linearly, developing both concepts
and revealing different modes of correlation between CG
and CSR.

The synthesis of the reviewed empirical and
theoretical studies can be structured in the four-mode
integration of CSR and CG. The model uses two
dimensions of strategic fit understood as the relations of
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CSR activity to the core business strategy and formal
compliance, for example, in the adoption of formal
guidelines on reporting and transparency standards. As
antagonism,

shown in

Table

1, we distinguish:

instrumental legitimacy, instrumental strategy, and, finally,
integration and internalisation. The modes do not represent

a linear process of the development of a company approach
to CSR and CG, rather they document various options of
the strategic alliance of these two concepts as found in the

theoretical as well as empirical studies.

Table 1

Description of Corporate Social Responsibility (CSR) and Corporate Governance (CG) Integration Modes

Corporate social responsibility (CSR)

Corporate governance (CG)

Representative references
(in alphabetical order)

Antagonism

Altruistic CSR = CSR over-investment

Maximizing shareholder value, investment

c(i;:srcl:?'l;a:ion Negative CSR in social and environmental activity seen
p CSR not tied to business goals asa cost

Strategic/ None . .

executive focus Avoiding fines Financial goals

Board/ supervision
focus

Ignorance

Creating firm value

Accountability

Limited towards entities, not linked to
strategy

Towards shareholders, based on fiduciary
duty

Measuring the social benefits from

Arenas et al. (2004); Arora &
Dharwadkar (2011), Barnea &
Rubin (2010), Bondy et al. (2008),
Chih et al. (2008), Dam &
Scholtens (2012), Fisher-Vanden
& Thorburn (2011), Galema et al.
(2008), Guay et al. (2004), Heath
& Norman (2004), Lantos (2002),
Levy etal. (2010), Li & Zhang

executive focus

legitimacy, improving reputation

Financial goals

Board/ supervision
focus

Limited, balancing a firm’s negative
impact on society and the environment

Creating firm value

Accountability

Towards stakeholders

Towards shareholder, based on fiduciary
duty

Performance altruistic CSR Based on accounting and stock market (2010), Mahoney & Thorne
evaluation . ’ . measures (2005), Prior (2008), Renneboog et
Financial costs of negative CSR al. (2008)
Reporting Incidental news Financial reports
Instrumental legitimacy
General CSR activity driven by legitimacy and Social and environmental performance
description reputation seen as a driver for financial performance
Strategic/ Linked to business operations, attaining Aguilera et al. (2007), Garcia-

Sanchez et al. (2013), Gordon
(2007), Jackson & Apostolakou
(2010), Jamali et al. (2008), Khan
et al. (2013), Lattemann et al.
(2009), Shamir (2004), Sobhani et

value/ performance

Board/ supervision
focus

Compliance with environmental, social
and governance (ESG) criteria

Compliance, incorporating ESG criteria
into the formal evaluation of executives

Accountability

Towards stakeholders

Towards shareholders, based on fiduciary
duty

International Integrated Reporting

Performance Related to CSR/environmental measures Based on accounting and stock market al. (2009)
evaluation measures
Reporting CSR disclosure Financial reports

Instrumental strategy
General CSR closely related to corporate strategy, | Governance assuring strategic orientation . .
description supporting achievement of business goals | of CSR efforts Alguzll(f(;a; et:l. (ZQOg,éDI\QU|Iera et
Strategic/ Creating shared value, CSR/sustainable ?2'0(13) A)’mrr?:r:glgt al (ngi)
executive focus Creating shared value development (SD) with impact on firm Harjoto & jo (2011), Freeman &

Hasnaoui (2011), Harjoto & jo
(2012), Jackson & Apostolakou
(2010), Jo & Harjoto (2011),
Kacperczyk (2009), Kang & Moon
(2012), Lantos (2002), Lo & Sheu

executive focus

Creating stakeholder value

Creating stakeholder value

Board/ supervision
focus

Compliance, balancing ESG criteria to
strategic review and formal evaluation of
executives

Compliance, balancing ESG criteria to
strategic review and formal evaluation of
executives

Accountability

Towards stakeholders

Towards stakeholders, based on multi-
fiduciary duty

E’j{:;‘lcj)ari?oa:ce Council (IIRC) standards, Global aizes(ljj r(;r; accounting and stock market |(3223(7)?I,_I(\)lllecnhze(:()er; Z:.a(lé 538)13)
Reporting Initiative ( GRI) standards
Reporting CSR disclosure, combined reports Financial reports, combined reports
Integration and internalization
CSR integrated with corporate strategy
General and business model Governance balancing social,
description Economic, social, and environmental environmental, and financial performance
goals mutually reinforcing
Strategic/

Brammer et al. (2012), Fassin
(2005, 2012), Fassin et al. (2011),
Frynas (2008), Sacconi (2006),
Whelan (2012)

Performance Based on social, economic and Based on social, economic, and
evaluation environmental performance (tri-profit) environmental performance (tri-profit)
Reporting Integrated reports Integrated reports
Antagonism approach as “situations where the firm goes beyond

Antagonism mode is characterized by the conflict
between CSR and CG, revealing the contradiction in the
fundamental assumptions of these two concepts. In this
research stream, CSR is defined within an altruistic

The altruistic approach
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organisation’s philanthropic responsibilities, surpassing the
prevention of possible harm, regardless of whether or not
this will benefit the business itself (Lantos, 2002). Freeman
and McVea (2001) note that the separation of social and
environmental corporate activities from the core strategy
“has resulted in CSR being seen as ‘add-on’ luxury that
can be only afforded by the most successful businesses, or
as a damage limitation insurance, rather than as a core
element of the business strategy.”

CG in antagonism mode follows the underlying idea
that the “business of business is business”, emphasizing the
shareholder imperative and focus on maximising firm
value (Dore, 2008). Shareholders are tied to a company
with a special relationship that does not promise anything,
since the contract does not provide any guarantee of a
return on their investment or profit distribution.
Shareholder primacy driven by fiduciary duty stipulates
that the board of directors is legally obliged to maximise
shareholder value (Vermalen, 2009). As a result, value-
based management dominates while investment in social
and environmental activity are seen as unnecessary costs.

Within this mode, CSR is not tied to business goals or
used for improving performance but derives from non-
business-related activities (sometimes purely altruistic
ones) of managers and owners, leading to CSR over-
investment (Barnea & Rubin, 2010). For instance, altruistic
CSR activities may result from the pressures of
shareholder activists, whose mission is to represent the
social or environmental interests of various civil-society
groups and to stimulate ethical business conduct (Guay et
al., 2004). Additionally, Barnea & Rubin (2010) find that
insiders (managers and large blockholders) induce firms to
over-invest in CSR for their private benefit since it
improves their reputation as being good global citizens. In
such cases, CSR is viewed as a result of a conflict between
shareholders and an illustration of weak CG structures. In
fact, there is empirical evidence that corporate social
performance and good corporate performance are
uncorrelated (Bondy et al., 2008; Barnea & Rubin, 2010;
Dam & Scholtens, 2012). Although effective CG mitigates
the risk of negative CSR (violation of regulations and
standards), it also discourages positive CSR (proactive
stakeholder relationship management) (Mahoney &
Thorne, 2005; Arora & Dharwadkar, 2011). In other
words, it promotes the so-called “doing nothing wrong”
approach to social and environmental issues while
proactive engagement in CSR is perceived as an agency
cost. Fisher-Vanden and Thorbur (2011) show that with
less shareholder oversight, managers have more discretion
to make profound, voluntary environmentally responsible
investment, which, perceived as a value-reducing exercise,
results in negative abnormal stock returns. If managers try
to address the interests of all stakeholders (multiple
objectives), instead of pursuing the single objective of
value maximisation, they are left unaccountable. They tend
to divert the firm’s resources to pursue their own interests,
which ultimately shows up in the accounting earnings
(Chih et al., 2008). Similar results are provided by Prior
(2008), who finds that CSR is abused to garner support
from stakeholders and, therefore, provides an opportunity
for the entrenchment of managers who manipulate
earnings.

Since there is no consistent empirical evidence that
CSR investment supports a firm’s value maximisation
(Galema et al.,, 2008; Renneboog et al., 2008) and
companies as well as investors are expressing doubts about
the payoff from social performance (Levy et al., 2010),
CSR activities are either the result of institutional pressures
or an illustration of the agency problem (Renneboog et al.,
2008). Thus, as Heath and Norman (2004) argue, a strong
commitment to CSR is institutionally not feasible. The
history of political interference, in particular the
experience of social-democratic governments during the
1960s and 1970s, and their attempts to impose social
responsibility upon the managers of nationalised
companies (Heath & Norman, 2004) or more recent
evidence from Chinese state-owned companies (Li &
Zhang, 2010) present a number of warnings against the
reconciliation of social responsibility with effective CG.

Instrumental Legitimacy

Instrumental legitimacy mode is characterized by the
deliberative alignment of CSR and CG with the
assumption of the conducive character of links between
social, environmental, and financial performance. CSR is
instrumentally adopted in a more proactive way to attain
legitimacy amongst different constituencies in order to
generate profit and ensure the return on investment for
shareholders. Fleming and Jones (2013) argue that what
has come to be called CSR has become through positive
publicity and goodwill a key marketing and branding tool
for most large and medium-sized companies. In many
companies, social responsibility is limited to cosmetic
actions, the centrepiece of which are often glossy CSR
reports (Porter & Kramer, 2006). CSR activities have been
widely used to keep the civil (Fleming & Jones, 2013) and
political (Shamir, 2004) pressure down.

The purpose of the firm is still solely based on the

shareholder value paradigm (Charan & Freeman, 1980).
However, since isolating shareholders from other entities
proves to be ineffective for wealth creation (Mayer, 2012),
the evolution of CG allows social and environmental
efforts to be undertaken by the company.
The CSR activity is no longer viewed as an unnecessary
cost breaching the fiduciary duty. On the contrary, acting
in the interest of shareholders and striving for long-term
survival require satisfying stakeholder expectations.

Companies, for the purpose of building legitimacy
within their environments, construct stories about their
actions that correspond to social expectations but which
are often decoupled from the core business (Meyer &
Rowan, 1977). Aguilera et al. (2007) argues that
shareholders and managers may have instrumental and
relational motives to push for CSR and that in the Anglo-
American CG model, these motives are related mostly to
short-term benefits, in particular reputation and social
legitimation.

CSR efforts, including CSR disclosure, may serve as a
tool for attaining social fitness. This is particularly true for
companies in high-impact industries (Latteman et al.,
2009; Jackson and Apostolakou, 2010), in developing
countries (Jamali et al., 2008), especially in export-
oriented industries (Khan et al., 2013) or operating in
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collectivist and feminist societies where managers must
respond to greater social and environmental demands from
their stakeholders (Garcia-Sanchez, 2013). What is more,
there is empirical evidence from emerging markets that CG
guidelines and attributes such as board independence and
the presence of an audit committee play vital roles in
ensuring organisational legitimacy through fragmented and
separate CSR disclosure (Sobhani et al., 2009; Khan et al.,
2013). Gordon (2007) argues that the CSR movement in
1970 was one of the driving forces of the rise of
independent directors in the US.

Instrumental Strategy

Instrumental strategy mode is characterized by the
strategic synergistic links between CSR and CG based on
the underlying assumption of the interaction of social,
environmental, and financial performance. CSR is seen as
extending beyond the economic interests, although it aims
at their optimisation (Freeman and Hasnaoui, 2011). This
mode is derived from the influential theoretical framework
offered by stakeholder theory, assuming that managers
must formulate and implement strategies that satisfy all
stakeholder groups (Freeman & McVea, 2001). Freeman’s
stakeholder theory was driven instrumentally to create an
alternative approach (to the shareholder model) to strategic
management that would help managers deal with the
tremendous change going on in the business environment
(Freeman et al., 2004). As argued by Lantos (2002),
strategic CSR assumes the fulfilment of those
philanthropic responsibilities that will benefit the firm.
Recently, a growing number of authors convinced that
CSR should play a strategic role in business (Husted &
Allen 2007) show that its activity leads to innovation, cost
reduction, increased effectiveness, the best employee
retention, or increased attractiveness in the eyes of
investors (Porter & Kramer, 2011). Stakeholder
management, which is seen by many authors (Dahlsrud,
2008; Marrewijk, 2003) as an essential element of CSR, is
a strategic management process, which implies that the
interests of key stakeholders should be integrated with the
company’s basic goals (Freeman & McVea, 2001;
Matuleviciene & Stravinskiene, 2016). CSR based on
stakeholder management and linked to the core business
strategy enables firms to develop rare, hard to imitate, and
customer valued resources, such as ethical awareness,
ability to manage social and environmental issues and
relational resources (Husted & Allen, 2007). Aguinis and
Glavas (2013) argue that CSR activities that involve an
organisation’s core competences and integrate social and
environmental issues within a firm’s strategy, routines, and
operations, affect all employees and allows companies to
reach the goal of “doing well by doing good”. In this sense,
CSR aims to create shared-value, i.e., generating social
change and gaining a competitive advantage at the same
time (Porter & Kramer, 2011).

CG evolves towards the instrumental stakeholder
approach, shifting its focus to enlightened shareholder
value and backing it with CSR reporting (merely combined
rather than fully integrated reports). Following the
experience of the financial crisis (Krippner, 2005; Dore,
2008; Clarke, 2014), the fundamental assumption of

creating shareholder value as the dominant paradigm is
questioned. The negative effects of financialisaton such as
excessive risk-taking, short termism, and the dominance of
financial goals are blamed for causing instability and
increasing uncertainty in company operations. What is
more, empirical studies provide evidence that when a
company pursues CSR initiatives linked to stakeholder
preferences and allocates resources to these initiatives in a
strategic way, CSR initiatives have a positive effect on the
company’s performance in terms of both market-based and
accounting-based measures (Michelon et al., 2013). Lo and
Sheu (2007) find that companies with remarkable
corporate sustainability strategies are more likely to be
rewarded by investors with a higher valuation on the
financial markets. However, the positive valuation effect of
sustainability is reinforced by sales growth, which
indicates that for some, sceptical investors, good news on
sales growth may be proof of the firm’s strategic approach
to social and environmental issues and encouragement to
give it a higher valuation.

Good CG plays a vital role in ensuring that CSR
expenditures are profit-oriented and determines the
positive valuation effect of CSR (Ammann et al., 2011).
Firms with more effective governance are more likely to
engage in CSR activities to reduce a conflict of interest
between managers and investing and non-investing
stakeholders (conflict-resolution hypothesis). CSR utilised
as a conflict-resolution mechanism positively influences
operating performance and firm value (Harjoto & Jo, 2011;
Jo & Harjoto, 2011; Harjoto & Jo, 2012).

On one hand, Aguilera et al. (2006; 2007) point out
that it is in the continental and UK corporate governance
model that shareholders with a more long-term investment
perspective may be interested in CSR efforts compatible
with  long-term  competitiveness and  profitability
(employee welfare, high-quality products). Such a strategic
approach can be driven by mechanisms, like anti-takeover
protection, that decrease the pressure on short-term
performance (Kacperczyk, 2009), as well as ownership by
large shareholders interested in the long-term success of
the firms (Prado-Lorenzo et al., 2009). On the other hand,
Kang and Moon (2012) argue that to the extent that
countries move toward more liberal or shareholder-
oriented forms of CG, companies are increasingly adopting
market-oriented and competitive forms of CSR along
Anglo-American lines. This goes in line with the results of
empirical research conducted by Jackson and Apostolakou
(2010), who find, contrary to the predictions from neo-
institutional theory, CSR is rather a “substitute” not a
“mirror” of national business systems. Higher legal
protection for investors and low levels of institutional
coordination of business-stakeholder relationships drives
diffusion of voluntary CSR, perceived as a source of
competitive advantage, and CG based on the enlightened
shareholder-value perspective.

Integration and Internalisation

In strategic mode, companies start to engage in social
and environmental issues from their existing business,
strategy, or product lines and work on making them more
responsible (Dyllick & Muff, 2016). However, the
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underlying objective remains economic, as the company’s
CSR efforts are to support maximisation of enlightened
shareholder value. Strategic CSR is based on a win-win
assumption about business-society relations and as such
does not provide any guidance for situations where a win-
win solution cannot be reached (Frynas, 2008). Given the
complexity of social issues that usually involve a number
of different stakeholder groups with conflicting interests,
strategic CSR concepts only reinforce neo-liberal logic
(Crane et al., 2014). This usually leads to rather
incremental improvements and does not enforce any
radical changes in the company’s strategy and business
model (Visser, 2012). According to some researchers,
organisations will only be sustainable if the dominant
neoclassical model of the firm is transformed, rather than
supplemented, by social and environmental priorities
(Brown & Dillard, 2014; Thomson, 2015).

There is a growing need for a sustainable business
model (SBM), one in which corporate sustainability and
responsibility shape the driving force of the firm and its
decision-making (Boons & Ludeke-Freund, 2013), where
social, environmental, and business goals are not merely
combined, but integrated in the way they are mutually
reinforcing. Scholars in the field call for an integrative or
systemic approach focusing CSR activities on identifying
and tackling the root causes of a company’s present
unsustainability and irresponsibility, typically through
innovating business models, revolutionising processes,
products, and services and lobbying for progressive
national and international policies (Visser, 2012), but also
ethical management confined not only to the large strategic
issues but also applied to the small practical matters of
everyday business life (Fassin, 2005). Driven by this new
logic, companies go beyond creating value for direct
stakeholders and minimising the negative impacts of
business activities. Strongly sustainable firms start to
utilise their core competences and resources to create
positive environmental, social (doing good), and economic
(doing well) value throughout their value networks,
thereby sustaining the possibility that human and other life
can flourish (Upward and Jones, 2015). There is a
consensus that to find solutions to the most burning social
and environmental challenges the preferred mechanism is
the generation of innovation connected to new business
models (Boons & Ludeke-Freund, 2013).

CG shifts to this mode for a series of reasons. First, the
claim on primacy and the special rights of shareholders is
overruled (Mayer, 2012). Companies are viewed as a
constellation of cooperative and competitive interests
possessing intrinsic value (Donaldson & Preston, 1995).
Stakeholders make firm specific investments, which are
efficient in a given organisational context and cannot be
easily transferred to another company. Although
stakeholders are dependent on the company’s performance,
they are neither protected by CG reporting nor represented
by the board of directors (Mayer, 2012). A similar
argument is proposed by team production theory, which
questions shareholder primacy and addresses situations in
which individuals invest firm-specific resources to produce
a non-separable output and “may find it difficult or
impossible to draft explicit contracts distributing the output
of their joint efforts, and, as an alternative, might prefer to

give up control over their enterprise to an independent
third party charged with representing the team’s interests
and allocating rewards among team members” (Blair &
Stout, 1999).

Second, Sacconi (2006) gives a contractual foundation
to the concept of CSR, meant as an extended model of the
firm’s CG, based on the fiduciary duties owed to all the
firm’s stakeholders. He views a company as “the structure
of a multi-stakeholder firm, on the basis of the idea of a
constitutional contract, which satisfies basic requirements
of impartial justification and accordance with intuitions of
social justice” (Sacconi, 2006, p.259). By establishing the
basic context of the incompleteness of contracts and abuse
of authority, the author analyses how the extended view of
CG arises directly from criticism of the contemporary neo-
institutional economic theory of the firm.

Third, as Brammer et al. (2012) argue, corporations are
political creations that, in order to facilitate the
accumulation of capital, have received limited liability.
Thus, it is not simply a matter of how managers are to be
made accountable to shareholders as agency theory
implies, but a more fundamental issue of what
responsibilities society places on the corporation itself in
exchange for the legal privilege of limited liability.

In this mode, CG offers an important role in the
process of decision-making for stakeholders (Huang,
2010), identifying them as owners of fiduciary rights,
enriching the previous shareholder-focused approach
(multi-fiduciary model). The “synthesis of economics and
ethics” (Milton, 2010) and the convergence of CG and
CSR is mostly driven by the view that a board of directors
fulfils fiduciary duties and is responsible to stakeholders
for the company’s performance (Moon et al., 2010) or,
from the perspective of stakeholder reciprocity,
stakeowners, understood as the loyal partners, who strive
for mutual benefits and deserve a stake in the firm (Fassin,
2012). Therefore, the tasks of companies evolve to
formulate multi-dimensional corporate goals, increase the
accountability of directors to a larger group of economic
actors, and widen the measures of corporate performance
(Khan et al., 2013; Rao & Tilt, 2016).

This mode of CSR-CG can be already observed in
small businesses, where owners are the followers of the
principle of satisfying behaviour, rather than the
maximisation principle of the homo economicus approach.
Shareholder value, CSR, and ethics-related concepts are
not mutually exclusive, but rather mutually reinforcing
(Fassin et al., 2011). Other examples of CSR and CG
integration are benefit corporations, social-purpose
corporations, public-benefit corporations, or alternative
ownership, such as cooperatives (Bocken et al., 2014).
These new legal forms, known as impact-driven firms,
redefine the purpose of the business, balancing economic,
environmental, and social goals, restructure the
understanding of accountability towards stakeholders, and
redevelop the responsibilities of governance and
supervision (Kurland, 2017). Although there is an
increasing number of businesses implementing the
systemic approach to CSR and innovating their business
models in a radical manner, they are often small-scale,
niche initiatives. Whelan (2012) argues that the majority
of corporations still engage in CSR for instrumental
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reasons and a CG model that provides stakeholders with
similar voting rights to those that shareholders enjoy is
unlikely, at least to be widely endorsed due to concerns
regarding  self-dealing,  functional  differentiation,
efficiency, and capital supply. Another barrier to the
integration of social and environmental concerns in
business activity and CG are the deep-seated
misunderstandings and mistrust among various stakeholder
groups (Arenas et al., 2009).

As shown in Table 1, the CSR/CG integration mode
redevelops a company’s management and governance
practice. In general, the integration of CSR and CG
changes its nature from financial to balanced and increases
the time horizon of strategic goals, which translates into
considering the impact on society and the environment.
The identified CSR impact on governance and
management relates in a great sense to the works (Blair &
Stout, 1999; Kolk & Pinkse, 2010; Mayer, 2012)
suggesting the need to include social responsibility in the
CG agenda to address the deficiencies of short-term
thinking, which should demonstrate a revision of current
CSR models. The strategic focus shifts from shareholder
primacy toward the satisfaction of stakeholders (Mayer,
2012; Stout, 2012), which respectively reshapes the
perception of company accountability and leads to a
transition towards integrated reporting. The company’s
success viewed through the lens of market and financial
performance and maximizing shareholder value is replaced
with  sustainable development approach balancing
financial, social and environmental performance.

On the operational level, CSR is an additional aspect
to be covered by the CG structure, represented mostly by
the board monitoring it, and is to be incorporated in
company strategy as a result of the notion that business has
to respond to changing societal expectations. The CSR-CG
integration model leads to a reorientation of the board’s
work and tasks. The convergence between CG and CSR is
mostly driven by the view that the board of directors fulfils
fiduciary duties and is responsible to stakeholders for the
company’s performance.

Conclusions

Understanding the mechanisms that explain why and
how companies are driven to engage in CSR remains one
of the most challenging topics in management studies. The
literature attempts to track the patterns of mutual relations
between CG and CSR and searches for companies’
characteristics that drive their decision on engagement with
CSR. Some authors argue that setting a framework for
responsible business supported by relevant policies is an
important part of CG and that good governance is a
foundational requirement for CSR (Elkington 2006; Jamali
et al., 2008). Ho (2005) identifies CSR as one of five
dimensions of good CG and additionally proves that
conformance to the latter is positively correlated to
competitiveness. Other authors go further with this
assumption and suggest that companies with more
effective governance are more likely to engage in CSR in
order to reduce conflict between investing and non-
investing stakeholders and generate higher firm value for
shareholders (Harjoto & Jo 2011; Jo & Harjoto 2011).

While this finding is challenged in some studies (Bondy et
al., 2008; Barnea & Rubin, 2010; Dam & Scholtens,
2012), companies that score better in CG ratings tend to
declare higher social and environmental awareness and
engage in social and environmental activities, as well as
prove to be more ethical.

The objective of the article was to trace modes of CSR
and CG integration at the company level based on a review
of the existing literature. To pursue this goal, this paper
relates in a great sense to previous works suggesting the
need to include social responsibility in the formula of CG
and to address the deficiencies of short-term shareholder-
oriented thinking. The CG of today is viewed as more
complex to ensure that the checks and balances address the
issues raised by stakeholders and respond to the social and
environmental impact of business (Verdeyen et al., 2004;
Beltratti, 2005). Addressing the strategic role of CSR in
companies, the paper conceptualises the integration
between CSR/CG in a four-mode model. In our
framework, we distinguish the modes as antagonism,
instrumental legitimacy, instrumental strategy, and
integration and internalisation. The CSR-CG integration
framework outlines actions undertaken by a company in
the selected modes with respect to strategic focus,
supervision, accountability, performance measures, and
reporting.

Different modes of CSR/CG lead to the emergence of
various governance and evaluation structures. These modes
represent also the evolution of the conceptual framework
used to understand business and societal relations.
Specifically, the dominance of the agency view revealed in
the antagonism and separation mode redevelops into
enlightened shareholder value to explain instrumental
legitimacy and evolves towards the stakeholder-agency
view in the integration and internalisation mode.

The proposed framework illustrates that companies
differ in their understanding of their purpose of operation
and the definition of stakeholders they are accountable to.
The decision about the scope of business responsibilities in
terms of its impact on society and the environment remains
a company’s fundamental choice. It cascades throughout
the company in the form of governance structure, reporting
practice,  performance evaluation, and  further
organisational processes. Our model mirrors not only the
adopted conceptual frameworks for hypotheses building in
empirical studies but reveals also prevalent views on the
CSR-CG relationship at the company level. As long as we
observe the reorientation in theories of CSR and CG
towards a more integrated approach, the empirical
evidence fails to provide strong support for its adoption in
practice. Specifically, our analysis suggests the ubiquity of
the approach in which CSR and CG are antagonistic or
CSR supports the realisation of the firm’s primary goal,
which is the maximisation of shareholder value. The
review of empirical research suggests that the integration
and internalisation modes fail to mirror the business
practice of the links between CSR and CG. Thus, we argue
that the claim of shareholder-stakeholder strategic
integration appears to be, at least for now, an idealistic
concept in management.

While our study is limited to the most cited articles on
the CSR-CG relationship, it offers a synthesis and an in-
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depth analysis of the existing literature and formulates
theoretical implications. Our findings may be useful as a
springboard for further research, which should address the
seminal questions of determinants that encourage and
motivate companies to engage in the integration of
shareholder-stakeholder expectations at the strategic level.
Such determinants may refer to internal firm characteristics
(ownership structure, board composition and work,
incentive mechanisms, corporate culture) as well as the
environmental context (institutions, regulation, dominant
norms, and values). The identification of these
determinants would be of great value for both research and
practice because it would enhance our understanding on

here mostly dynamically emerging stakeholder
expectations. This could also serve as a practical tool for
managing CSR both at the company and national levels.
Failure to identify these determinants may result in the
failure to understand the factors that motivate and drive
CSR strategic adoption by companies. This may impair the
development of companies that appears to have stopped at
the instrumental legitimacy and strategic mode.
Consequently, the lack of understanding of the logic of
organisational response may be detrimental to the shift
toward sustainable business and society and hinder the
dialogue to solve the most critical problems of society and
the environment.

organisational responses to changes in the environment,
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