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Foreword

In the last few years, the world has watched, with bewilderment, the uprise of the
dark side of globalization. A global pandemic with devastating human and economic
consequences was followed by a cruel and brutal armed conflict in Eastern Europe,
with widespread implications that are yet to be fully uncovered. This is also the age
of misinformation, an age where democratic political systems face unprecedented
risks, and an era in which the wonders of technology have been transfigured, in many
cases, into serious threats to our well-being and our way of life. Basic human rights,
which we once took for granted, are being increasingly contested in many geogra-
phies. The depletion of natural resources and climate change are additional, and
perhaps the most emblematic, manifestations of this not so bright picture.

It is against this backdrop that, more than ever, responsible business practices and
ethical corporate behaviour acquire an unquestionable importance. Whether big or
small, every corporation must play its part in helping to turn this world—the only
one we have—into a good place to live. Regulation and supervision by public
authorities are welcome, and in many cases mandatory, but they cannot fully replace
the individual responsibility of market players in promoting transparency of pro-
cedures and good practices at the economic, environmental, and political levels. We
are all agents for good governance, social responsibility, and ethical behaviour. The
good practices of many are the only way forward to overturn the bad and damaging
conduct of a few.

Sensible and effective action requires knowledge. This is an undeniable truth in
any aspect of life, and social responsibility is no exception. In particular, academic
and scientific knowledge is fundamental to set the basis for an overarching and
rigorous understanding of the challenges faced by practitioners. Quality research on
corporate social responsibility and socially responsible investment is of extreme
relevance for society and must be stimulated. Fortunately, the last few years have
witnessed a proliferation of academic work in this field, what is a clear symptom of
how relevant it has become.

This book, Corporate Social Responsibility in a Dynamic Global Environment:
Sustainable Management in Challenging Times, is an extraordinary example of the
current vitality of research on social responsibility. Edited by Irene Guia Arraiano,
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Belén Díaz Díaz, Mara Del Baldo, René Schmidpeter, and Samuel O. Idowu, the
volume collects contributions of eminent scholars in the field, contributions that
have been presented in the Seventh International Conference on Corporate Social
Responsibility, Sustainability, Ethics and Governance, which took place in 2021 in
Lisbon, Portugal. The conference has been organized by the Lisbon Accounting and
Business School in partnership with the Global Corporate Governance Institute, a
prestigious international association engaged in the study and promotion of respon-
sible business.

viii Foreword

These are, no doubt, challenging times, and I believe that the best way to face
them is through the empowerment that science brings. The collection of studies in
this book provides the reader with an exceptional opportunity to approach the
knowledge frontier regarding corporate social responsibility, an opportunity that
no one engaged in the field will certainly want to miss.

Lisbon Accounting and Business
School, Lisbon, Portugal

Orlando Gomes



Preface

The COVID-19 pandemic that besieged our world in 2019 has affected our world in
an unprecedented way. It has changed the way we live and function; many things
will never be the same again. However, along with many critical and extraordinary
changes, a new normal has been triggered, thus eliciting the call for new behaviours,
competences, and capabilities to tackle uncertainty and renewed resilience.

Putting aside the havoc caused to lives and human existence, there are a number
of innovations that came to the fore because of the pandemic.

Many of these innovations have changed and continue to change our lives for the
better. A number of things are now done virtually by adopting new effective tools,
often digitally based, to manage works, relations, and contacts, which was not the
case before the pandemic. COVID-19 prevented us from holding the Seventh GCGI
Conference in 2020.

The conference held virtually in Lisbon in 2021 was a very successful conference
despite the absence of the physical interaction and networking which are some of the
essential features of international conference. Lisbon is hosting the 2024 face-to-face
conference; we intend to catch up with what we missed face-to-face in Portugal
in 2024.

This book has selected some of the best papers presented at the Seventh Interna-
tional Conference on CSR, Sustainability, Ethics and Governance held in Lisbon,
Portugal, in June 2021. The conference was held under the auspices of the Global
Corporate Governance Institute and hosted by the Lisbon Accounting and Business
School at Lisbon Polytechnic Institute, being the seventh international gathering of
this kind after successful events held in London, Nanjing, Cologne, Perth, Santan-
der, and Abu Dhabi in previous years.

It was an excellent platform to deliberate on global themes of corporate social
responsibility, sustainability, ethics, and governance in their various dimensions.

This event is one of the largest international conferences focusing on responsible
business with delegates from over 20 nations who have presented their latest
research and its practical implications for business, society, academia, and politics.

This publication collects 20 papers out of those presented at the conference that
have been peer reviewed.
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x Preface

This book explores the current state of corporate social responsibility from an
international perspective with the aim of sharing ideas and visions for a sustainable
future and to provide useful tips for academics, practitioners, and policy-makers in
the context of the 2030 Agenda for Sustainable Development of the United Nations.

The editors hope their readers would find the book interesting and that the
networks it has created allow all of us to continue generating contributions to achieve
responsible businesses in challenging times.

Lisbon, Portugal Irene Guia Arraiano
Santander, Spain Belén Díaz Díaz
Urbino, Italy Mara Del Baldo
Bern, Switzerland René Schmidpeter
London, UK Samuel O. Idowu
November 2022



Corporate Social Responsibility in a Dynamic
Global Environment: Introduction

In the context of the 2030 Agenda for Sustainable Development of the United
Nations, businesses should play an indispensable role alongside government and
communities to solve complex global challenges such as poverty, inequality, unem-
ployment, and climate change, contributing to the economic growth and interna-
tional development.

There has been growing awareness of the need to consider the ESG (environ-
mental, social, and governance) risks in the valuation of investments, not only
because of the greater social demand for an inclusive economic growth for future
generations but also because there is empirical evidence that shows a positive
relationship between profitability and ESG criteria.

The research on corporate social responsibility (CSR) and ESG has evolved and
become globalized over the last three decades. However, there are still many
unanswered questions and further research studies are needed to understand the
need for sustainability in business and society in general (Díaz et al., 2020).

The main objective of this book is to explore recent evidence about the impor-
tance of ESG on businesses, collecting experiences in different countries and
considering the importance of reporting and evaluating CSR practices. The 20 chap-
ters of the book from around the globe answer pertinent questions relevant to the title
of the book—Corporate Social Responsibility in a Dynamic Global Environment:
Sustainable Management in Challenging Times.

This book provides an insight into responsible business practices used by modern
corporate entities in Europe, Asia, North and South America, and Africa, the
continents where contributors of the 20 chapters included in the book are based.
The book has been fortunate to join 39 authors from 15 different countries. They are
all CSR scholars of repute and have worked in the field of CSR and its related
disciplines for a number of years; they are members of the Global Corporate
Governance Institute (GCGI) who attended the Seventh Conference in Lisbon,
Portugal, in June 2021. The views many of them have expressed in their chapters
are the results of their research studies on responsible business practices in the
relevant countries featured in the book. We hope you will enjoy and find the chapters
useful and understandable.
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xii Corporate Social Responsibility in a Dynamic Global Environment: Introduction

The book has been divided into four parts, each part focusing on issues relating to
responsible business practices in the aforementioned continents. Part I looks at
Business and Society in seven chapters. Part II focuses on CSR Experiences in
Different Countries in six chapters. Part III covers Corporate Governance in three
chapters. Part IV looks at CSR and Performance: Reporting and Evaluation in four
chapters. Let us now look briefly at each of the 20 chapters.

The very first chapter by Baldarelli and Del Bado two Italian scholars entitled
“Women: Beyond Social Responsibility and toward social innovation for a sustain-
able society. Lesson from the past” notes the contribution of women in developing
social consciousness and responsibility and preserving the social and cultural frame-
work of the society, through their direct involvement in managing activities aimed at
solving and preventing economic and social plagues. The research undertaken by
them adopts a historical perspective and is based on the analysis of an Italian
organization—devoted to maternal help and infant care—that since the beginning
of the nineteenth century was aimed at protecting illegitimate motherhood and
children. Their empirical study contributes to understand if women’s role was
mainly “hidden” or externally recognized and appreciated for contributing to pro-
mote social change in the internal and external context.

The second chapter by Rodriguez, Abreu, and Fonseca, three Portuguese scholars
of repute, analyses the development of Higher Professional and Technical Courses
(HPTC) in Portugal. These new cycles of non-degree higher education were created
and regulated by Decree-Law nº43/2014, 18 March, in response to the main higher
education policy objective of the XIX Portuguese Government Programme and of
the European Union 2020 Strategy, knowing that both promote economic growth
and job creation in Europe and Portugal. Rodriguez, Abreu, and Fonseca rely on two
different approaches. The first approach takes the form of a literature review, based
on the legal regime of the HPTC. The second approach takes the form of a
descriptive statistical analysis, using a questionnaire and the case study method in
a Portuguese public polytechnic higher education institution. The authors find that
these cycles improve professional education, both for the diversity of demand labour
in Portuguese firms and for the supply of qualified professionals.

Goto and Yokoyama, Japanese scholars, in chapter three focus on social enter-
prises which are business entities that simultaneously pursue objectives of both
economic goals necessary to continue the business such as sales and profitability
and social goals of resolving social issues. However, tension between economic and
social missions tends to occur; thus, multifaceted managerial solutions are required
so that both these approaches can be pursued simultaneously. These authors com-
paratively analyse companies implementing employment transition support
programmes, which are a welfare service for people with disabilities, to clarify the
issues facing employment transition support businesses in Japan and what “sort” of
management is being practised to simultaneously pursue both economic and social
goals.
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In the chapter entitled “Staying Legitimate in a Changing Climate: A Framework
for Studying Corporate Climate Change Communication”, Allam, a Romanian
scholar, focuses on another important issue of the ESG, the environment, and climate
change. The author states that it is imperative to deepen our knowledge of how oil
and gas companies communicate their climate-related stance and performance. With
this intention, Allam conducted an integrative literature review with the aim of
defining and positioning the concept of corporate climate change communication
and developing a conceptual framework that could be utilized to systematically
examine the presence and hierarchy of climate information on the companies’
websites, annual reports, and sustainability reports. This framework can be utilized
to study the presentation of such information; whether it permits stakeholder dia-
logue; which themes, stakeholders, and external performance criteria are mentioned;
and the extent to which the companies utilize symbolic and substantive legitimation
strategies.

Bidarra, Abreu, and Rosa, Portuguese scholars, present their chapter on “Sus-
tainable and smart living versus unworthy conditions”. In the chapter, they focus on
the legal concept of unworthy conditions for the citizen and rely on two analyses.
The first is theoretical based on the literature review of the energy performance of
building and the legal regime of the unworthy conditions of the sustainable living of
the citizen. The second is an exploratory analysis, supported on statistics of the
Agency of Energy. The results show that the European Union encourages the
Member States to use European funds and to ensure transition between unworthy
conditions and social inclusion, to improve the situation of housing for each citizen.
It not only reduces the carbon emissions that impact on climate change, but also
improves the energy efficiency of buildings that generates sustainable and smart
living based on the EU Directives. Furthermore, the energy performance certificate
demonstrates that more than one-third of citizens live in unworthy conditions. So,
the challenge of this research is demanding the awareness of better housing and
promoting the participation mechanisms, specifically emphasis on the (isolated)
elderly, which need to be strengthened on rural and mountain areas.

In the sixth chapter of Part I, Kikwike from Tanzania presents his chapter on
“Institutional Roles in promoting Corporate Social Responsibility in Tanzania”. In
the chapter, the author investigates the institutional roles played by the government,
non-governmental organizations, and community members in the wake of promot-
ing companies to indulge in corporate social responsibility in Tanzania. Kikwike
employs the case study design approach using data extracted from semi-structured
interviews with government officers and managers of non-governmental organiza-
tions and community members residing in places where companies operate. The data
covered the period between 2018 and mid-2020. The findings suggest that compa-
nies are influenced by institutions through coercion from institutions and some other
forms of provision of incentives, dialogue, awareness during registration, and some
form of directives, stakeholder meeting, and requests of their most pressing need.
Similarly, non-complying companies face some form of punishments to refrain them
from avoiding practising corporate social responsibility. There exists a poor



feedback mechanism between companies and community members residing in areas
close to companies’ operations.
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In the last chapter of Part I, Saha, Dharod, and Janagam from India take a look at
“Implications of Fluidity in Compliance Regime for India’s Compulsory CSR Law”.
In the chapter, the authors provide an in-depth review of the legal changes and
analyse their impact in Indian CSR space. In 2013, India introduced compulsory
CSR law. However, the authors state that, in reality, this law is yet to achieve its full
potential. One of the primary factors is the ever-changing and heavy regulatory
framework which shifted away from the original principles and acts as a structural
impediment to innovation and effectiveness. CSR rules are in a state of constant flux
with arbitrary (and at times) contradictory amendments and clarifications. These
changes lack guiding philosophy and long-term objectives, reflecting only short-
term political or policy imperatives. In fact, the entire framework of CSR laws was
again changed on 22 January 2021, with significant changes in CSR definitions,
implementation, reporting, and monitoring of projects. The authors conclude that
corporates have adopted a risk-averse bureaucratic approach to CSR which has
decelerated decision-making and impact. Over-regulation increases costs for com-
panies, pushing them towards traditional, risk-averse programs. Overall, it creates a
cautious environment where choices are made with the aim of avoiding bureaucratic
complications than using CSR as a tool for sustainable impact.

The very first chapter of Part II the one on CSR experiences in different industries
is focused on decent work (SDG 8) in the garment industry in Jordan. The global
garment industry is notorious for recurring labour scandals, and the garment industry
in Jordan has historically been no exception. In 2006, a report by an American NGO
revealed severe incidents of forced labour, sexual assault and harassment, excessive
overtime, and discriminatory wages. In 2016, international observers reported sig-
nificant improvements and comparably favourable working conditions. Holzberg
explores this progress conducting a case analysis of the Jordanian garment industry
with a focus on the perspective of suppliers. Pertinent questions centred on the
factors that enabled their decent work improvements and those that hindered further
progress. A crossvergence perspective served as the theoretical basis for the analysis.
This theory predicts that global and local influences interact at the factory level to
shape the work practices of suppliers. Accordingly, the results illuminate the
multiple-level developments needed to promote decent work in Jordan.

In the second chapter of Part II, Napiórkowska from Poland presents her chapter
on “CSR activities of retail chains operating in Poland”. In the chapter, the author
notes that the development of social responsibility of retail chains in Poland is
related to the rapid expansion of foreign enterprises in the Polish market, which
started at the end of the 1990s. Gradually, new store formats began to emerge, and
the growing competition was introduced by practices and rules of conduct adopted
by foreign retail chains towards consumers, as well as local communities and
suppliers. Literature shows that retailers’ CSR activities focus on four main areas:
environment, supply chain, employees, and society. However, these activities occur
with different intensity in each of the areas mentioned. Napiórkowska identifies the
intensity of CSR activities undertaken by retail chains operating in Poland in areas



selected on the basis of literature. She also indicates significant differences in these
activities between a group of retail chains with only Polish capital and a group of
retail chains with foreign capital, analysing a sample of 259 medium and large retail
chains operating in Poland.
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Pham, a Japanese scholar, is the author of the tenth chapter of the book. His
chapter entitled “University Social Responsibility: From the perspectives of Top
10 Universities in Japan” aims to (1) examine the USR’s current situation of top
universities in Japan and (2) assess the strengths and weaknesses of USR in these
above universities. The author analyses top 10 Japanese universities and considers
five dimensions of CSR: environmental, economic, social, stakeholder, and volun-
tariness. Pham concludes that to date Japanese universities, to some extent, have
engaged properly in social responsibility and sustainable development. Moreover,
these activities, projects, research, and implementations have also been announced
and reported in their website contents.

The eleventh chapter of the book by two Colombian scholars, Carmona-Garces
and Londono-Correa, focuses on “Institutionalization of CSR practices in nutrition”.
Sustainable development goals such as zero hunger and health and well-being set
targets related to the control of excess weight. Within the food systems approach,
there is an urgent need for the food producing industry to adopt responsible
practices. The Global Strategy on Diet, Physical Activity and Health includes the
action of the food producing industry among the strategies needed to support healthy
diets. The chapter argues that it is of interest to explore how corporate social
responsibility practices in nutrition could be approached from the new sociological
institutionalism theory, to undertake empirical research paths in this regard.

Madera del Pozo and Cassinello Plaza, two Spanish scholars, present their
chapter on “Do the ESG Factors affect a Bank Insolvency? A study applied to
Spanish Credit Cooperatives (Cajas rurales) between 2010 and 2015”. The authors
think that ESG principles will be factors to consider in the definition of the future
capital requirements of the financial sector although, previously, they consider
necessary to quantify the relationship between ESG risks and probability of default.
Madera del Pozo and Cassinello Plaza analyse the relationship between insolvency
and several explanatory variables that measure ESG risks in Spanish Rural Credit
Unions (credit cooperatives). The authors find that ESG variables related to equality
between men and women, efficiency in the use of resources, salaries per employee,
ATM network accessibility, and training expenses for employees have been signif-
icant for insolvency. On the other hand, equality within the board of director has not
been significant. Their model assigns greater probabilities of default to the credit
unions that make a worse management of ESG risks.

The final chapter of Part II entitled “Relation between internal social responsibil-
ity and job satisfaction in Serbian service companies” by Damnjanović from Serbia
concludes that there is a strong positive correlation between internal social respon-
sibility and employees’ job satisfaction. Therefore, the chapter suggests managers in
service companies to carefully plan and develop strategies for internal social respon-
sibility as the service industry is often characterized by poor working conditions and
workers’ depression.
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Moving swiftly on to the first chapter of Part III, the fourteenth chapter of the
book by Wong from Malaysia focuses on the evolution of Chinese corporate
governance. The chapter is crucial due to the lack of awareness in the foreign
investor community concerning the transparency and reliability of the second largest
economy’s governance policy. The literature review offered in this study not only
contributes to the expanding literature in relation to the Chinese CG model but also
further deepens the understanding of the governance issues concerning the busi-
nesses operating in China among the foreign institutional investors and foreign
corporate practitioners. This chapter sheds light on the latest development of Chinese
capital market and regulatory framework as well as CG perspective for managers of
multinational firms to evaluate their potential direct investment decision in China.
Also, a comparison of the characteristics of Chinese, Anglo-American, and German
models is furnished to the targeted audience. This comparison may be helpful for the
decision-making process of Chinese policymakers and regulators in relation to the
formulation of new codes, regulations, and policies in the future. The chapter
finishes drawing several avenues in connection with the future development and
improvement of Chinese CG.

Chapter 15 entitled “The Core Capital Approach to Board: A Case Study of
People’s Credit Banks in Indonesia” is authored by Rissy, an Indonesian scholar.
The aims of this study are to analyse the significant contributions of the core capital
approach as a theoretical framework towards People Credit Banks’ (PCB) board, and
practically, to evaluate the level of PCBs’ compliance with their board structures
based on their core capital, and to identify the barriers that prevent PCBs from
complying with the required board structures. The author applies a mixture of legal
doctrinal research and in-depth interviews with key participants from Indonesian
Financial Services Authority (IFSA) and the chairperson of National PCBs Associ-
ations. This research revealed that theoretically, the core capital approach provides a
useful framework as well as a strategic model that significantly contributes to the
establishment of a PCB board. However, practically, this research also indicated that
PCBs are not yet in compliance with their board structures due to several funda-
mental barriers. This study also sought to provide some recommendations to over-
come the barriers.

In the last chapter of Part III, Sachs and Mugova from the USA take a look at
“Lessons in financial governance from Bowen’s family systems model”. In the
chapter, the authors use Bowen’s family systems theory to understand financial
governance and governance relationships. Bowen’s eight concepts of family systems
are triangles, differentiation of self, nuclear family emotional process, family pro-
jection process, multigenerational transmission process, emotional cutoff, sibling
position, and societal emotional process. These concepts are discussed in light of
how financial information is shared in a business, how board composition affects the
oversight of financial operations, how leadership balances financial and operational
demands, and how the social interactions within the business interplay with the
macro social-industrial environment. For example, the authors argue that a well-
functioning family helps a family member develop into an independent adult.
Likewise, the effective business leader enables the financial department to develop



autonomy, allowing that department to provide meaningful, objective information
for business decisions. When this does not occur, problems can arise which affect
family stability and business efficiency.
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The final part of the book commences with the seventeenth chapter of the book
entitled “Mandatory non-financial disclosures: the state of art” by Eva Cerioni,
Alessia D’Andrea, Marco Giuliani, and Stefano Marasca. The authors discuss the
convergence in non-financial disclosures (NFD) regulatory provisions of different
countries. The analysis is focused on ten countries with reporting rates of sustain-
ability higher than 90%. The main results highlight that there are no similarities
between the different legislations. Most of the regulations have a flexible approach
leaving a wide margin of discretion to companies. Moreover, while it is true that the
NFD today finds a regulatory base in most countries of the world, each legislation
differs from the others. There are situations of convergence regarding the position of
the report. There is wide flexibility on the choice of framework; despite this, there is
de facto comparability in terms of adopted standards. The need for harmonization
can therefore also be refuted at a regulatory level, except for specific sectors or
groups of countries.

Moreno, Mañas, Montes-Pineda, and Fernández-Olit, scholars from Spain,
authored Chapter 17 entitled “Towards a novel approach to companies-stakeholder
relationship: Modelling IBEX35 long run value creation”. The authors analyse the
relationship between IBEX 35 companies with their stakeholders. Previous research
points out two relevant aspects for the long-run value creation in organizations with
CSR strategies. First, the existence of a stakeholder’s dialogue which allows build-
ing a joint materiality matrix. Second, the ability to manage interest groups, where
some relevant elements have been identified, such as the recommended proactivity
of organizations. These elements are completed by carrying out a qualitative analysis
of the best practices in the Dow Jones Sustainability Index (DJSI) companies.
Moreover, the authors consider the stakeholder approach and the renewed account-
ability standards to model he IBEX 35 long-run value creation based on the
relationship between companies and their stakeholders.

Chapter 19 byMatkevičienė and Jakučionienė from Lithuania analyses the role of
communication professionals as social change agents in times of crisis to achieve an
organization’s CSR/sustainability goals in collaboration with various stakeholders.
The authors argues that communication professionals, driven by the organization’s
values, take on the role of social change and CSR/sustainability “ambassadors” in
the pursuit of the organization’s corporate strategy, promoting and sharing sustain-
ability ideas and encouraging responsible actions by the organizations and external
stakeholders.

The actions of communication professionals are related to integrating the relevant
values into the organization’s activities and communication, promoting
CSR/sustainability initiatives, motivating the launching of activities, and engaging
actively in the implementation of CSR/sustainability activities. The authors conclude
that the role of communication professionals in CSR/sustainability can be seen in the
context of the organization’s system and culture for initiating and implementing
CSR/sustainability activities but is also determined by the communication



professional’s personal leadership and individual engagement in initiating sustain-
ability activities, finding CSR/sustainability solutions, and implementing activities
involving different stakeholders.
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The final chapter of the book by Monteiro, Cepeda, and Barbosa from Portugal
about the environmental information disclosure level aims to develop and analyse a
theoretical model which seeks to measure the relationship between environmental
certification, level of environmental information disclosure, and profitability of
Portuguese companies listed on stock exchange. The authors develop two Environ-
mental Disclosure Indices (IDA) to assess environmental information disclosure
level in companies’ annual reports and sustainability reports from 2015 to 2017.
Based on a sample of 30 Portuguese listed companies, results show that companies
are increasingly involved in responding to stakeholder pressures. In addition, they
find that IDA is a mediating variable in relationship between environmental certifi-
cation and profitability.

The 20 chapters of the book from across the globe in our view have made
immense contributions to improving our understanding about CSR and ESG and
have set up ideas for improving our world and achieving the sustainable develop-
ment goals.
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Women: Beyond Social Responsibility
and Toward Social Innovation
for a Sustainable Society. Lesson from
the Past

Maria-Gabriella Baldarelli and Mara Del Baldo

1 Introduction

This works aims to underline, using a historical perspective based on a research case
(Naumes & Naumes, 2006), the fundamental role of women in promoting social
consciousness, responsibility, and preserving the social and cultural framework of
the society, through their direct involvement in managing activities (and covering
different roles, such as entrepreneurs, managers, employees, and accountants) aimed
to solve and prevent economic and social plagues.

The main research question is: “Which was (and still is) the role of women in
orienting toward an authentic responsibility the mission, governance and account-
ability of organizations?” Accordingly, the empirical study helps to understand if
women’s role was mainly “hidden” or externally recognized and appreciated for
contributing to promote social change in the internal and external environment.

The theme of women’s contribution to CSR and sustainability, in terms of
implementation of strategies, action, and accountability tools, is relatively new and
now there are many gaps to fill in relative to several topics developed within
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emerging research strands such as CSR and governance; board composition and
gender diversity (Jamali et al., 2008); boards and strategy/decision-making and CSR
decisions (Krüger, 2009; Rose, 2007); and boards’ role and CSR reporting (Haniffa
& Cooke, 2005). Specifically, there are still few studies on board diversity and CSR
performance, board decision-making processes and CSR, and gender diversity and
CSR. Most are “black box” empirical studies and there is a dearth of in-depth
qualitative studies (Rao & Tilt, 2016).
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Departing from these premises, the study is based on the analysis of an Italian
organization (Istituto S. Giuseppe per l’Aiuto Materno e Infantile di Rimini) that
from the beginning of the nineteenth century played a key role in the local and
national context in protecting “illegitimate” motherhood and infancy (“illegitimate”
children) which represented from centuries a social and cultural plague in the
country. The mission, as well as the governance and accountability of this
organization—still existent and currently named S. Giuseppe ONLUS—was mainly
forged by women devoted “to take care” of the most fragile categories of people in
society. The institution was found by a woman and managed by women, and the
assistance provided by this institute was based on the voluntary and active partici-
pation and direct involvement of assisted mothers and women in general.

The selected institution represents a significant case (Yin, 1994) since for over a
century its business model has been capable of undergoing cultural, economic, and
social changes within the local (the province of Rimini) and national contexts (Italy).
Indeed, the institute generated an ante litteram “spin-off” setting up an independent
branch of health activity (The Little Hospital Regina Elena”). The latter was among
the first and innovative pediatric hospitals in Italy, and during the subsequent
decades, it was merged into the hospital of the town where it is still “alive.”
Moreover, the activities of the S. Giuseppe continue even today through the two
principal fields of social and social health assistance (residential communities, day
centers for minors, or semi-residential communities for the seriously disabled). It
created forms of care focused on the whole development of the individual
(Fondazione San Giuseppe, 2020).

The research design is structured on a deductive and inductive level and includes
a literature analysis about charismatic leadership, gender diversity, and CSR. The
case analysis focuses on the women’s role in acknowledging social trends and
generating changes in institutions, thus providing evidence of the impact of the
cultural (Baskerville, 2003; Hofstede, 1991) and social changes silently promoted by
women.

The reminder of the chapter is organized as follows: Sect. 2 depicts the theoretical
background, while Sect. 3 introduces methods and the case study. Finally, Sect. 4
discusses the main findings and draws up conclusion, in terms of insights and
implications for future research.
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2 Literature Framework

2.1 CSR and Gender: The Different “Universe” of Women

Literature on CSR and women has mainly addressed the relationship between CSR
and governance while focusing on the board composition, the board diversity, and
gender diversity (Jamali et al., 2008). Other research streams have inquired into the
link between boards and strategy/decision-making and CSR decisions (Krüger,
2009; Rose, 2007), while other contributions have deepened the boards’ role and
CSR reporting (Haniffa & Cooke, 2005). Other studies (Broadbent, 2016; Tilt, 2015)
identified several gaps and, among these, the lack of studies on board diversity and
CSR performance, the board decision-making process and CSR, and gender diver-
sity and CSR.

Recently, a “black box” empirical study on board composition and CSR, aimed at
inquiring into the role of diversity and gender in relation to strategy and decision-
making (Rao & Tilt, 2016), has been addressed to 100 listed companies in Australia
over 3 years (2009–2011), in order to analyze their reporting in annual reports and
reports on CSR (governance, employees, environment, community, products,
others) to consider ASX governance requirements. Moreover, the empirical study
has been enriched through an in-depth qualitative analysis relative to a sample of
chairpersons and board members (formed both by men and women) aimed to
understand their perceptions, orientations, and the value assigned to the role of
CSR, the board, and diversity. The differences that emerged from the interviews
addressed to the four chairmen and the three female board directors were not so
marked. However, “women told ‘stories’ to demonstrate commitment to CSR (. . .)
and appear much more animated and passionate about CSR and their company’s
contribution to CSR issues” (Tilt, 2015: 17), while men seem to be more “objective”
when it comes to their concerns about CSR. The same men assert that in their
experiences, women are much more concerned about CSR than them and admit that
“most men will do it because it’s good for the company, and most women insist upon
it because it’s good for the world” (Tilt, 2015:13). Nevertheless, they affirm that in
the participation of decision-making about CSR matters, they did not notice differ-
ences of opinion based on gender.

It does appear that the matter is not represented by the differences in women/
men’s opinions, but instead in the different approach; in other words, the men’s
approach to CSR seems to be “less robust.” In particular, both men and women agree
on the fact that CSR is necessary and important and that values and corporate culture
should not be a separate reporting stream; accordingly, they agree on the centrality of
a business culture, which permeates all sort of thinking and decision-making at some
level. Nevertheless, for women, CSR never represents a compliance, because CSR is
a “normal part of what they do” and this “female” perspective seems to be more
rooted and authentic. Moreover, the views of men on gender diversity do not seem
consistent because, although they consider it relevant, they also assert that the
presence of independent directors is not important. “The values associated with the



universal masculine and the universal feminine are different. The universal mascu-
line is characterized by hard, rational and objective values, the universal feminine by
emotion and more subjective values” (Broadbent, 2016: 6).
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Broadbent (2016) emphasizes the need to introduce the universal feminine into
accounting discourses and stresses the need for women’s voices to be heard since the
subordination of women’s views (included heir “emotional” and relational
approach) and voices is made apparent and real. Otherwise, the values of the
universal feminine for which women, rather than men, are socialized will (and
still) remain silenced (Broadbent, 1998).

The differences between the male and the female universe and its values (which
underlie it) lead to different approaches of social responsibility and especially
playing different roles in the development of projects and the concrete social
innovations like the case presented in the subsequent parts of the work.

2.2 Women’s Charisma and Leadership

The choice to use the frameworks about charisma and leadership is due to their
usefulness in the investigation of the case from a historical perspective. The start-up
of the Istituto S. Giuseppe was envisioned by two leaders who nurtured the embry-
onic idea to promote mothers’ assistance and infant healthcare assistance as an
independent activity. This idea derived from both Del Piano’s charisma, a doctor
who pushed him to help small children involving sanitary care, and Sister Soleri’s
charisma, a nun who decided to donate her family patrimony to provide money and
assets for the foundation of the “Istituto S. Giuseppe.”

The concept of charisma had been analyzed by Max Weber. Weber’s theory of
charisma refers to a certain quality of an individual personality by virtue of which he
is set apart from ordinary men and is treated as endowed with a sort of supernatural,
superhuman, or at least exceptional power or quality (Weber, 1947: 358–359). They
are people capable of turning problems into opportunities and resources thanks to
their ability “to see the world through different eyes.” Many points in common for
charismatic leaders are personal responsibility, vision, moral virtues, faith in per-
sonal commitment, shared social responsibility, and solidarity (Becker, 1998).

O’Brien (2013) puts forward interesting points of reflection through the analysis
of three charismatic leaders (Eugene Debs, Martin Luther King Jr., and Dorothy
Day) who have inspired and built social movements and institutions that played a
fundamental role in the construction of American democracy. The author highlights
the cultural and social impact of their charismatic message and addresses attention to
the resistance or favor encountered by the institutions they set up. In the first case,
Debs was an evangelist who promoted economic justice and democratic politics, a
supporter of popular protests, and a critic of half-way reform measure. Debs was
passionately committed to defending workers and overturning capitalist power
through industrial relations. Debs’ charisma arose from his ability to envision a
future of democratic participation and shared responsibility beyond conflicts. His



democratic idealism gave him solid ground to challenge prevailing class power, to
critique reforms dependent on elites, and to bear witness to democratic responsibility
by accepting jail rather than silence in the face of what he regarded as injustice.
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O’Brien also emphasizes the charismatic leadership of Dorothy Day, an Ameri-
can radical who supported labor, worked for human suffrage, protested against
World War I, and founded a catholic worker movement that in the 1930s resisted
efforts during the Spanish Civil war, then the World War II, and the Vietnam War.
Dorothy’s courage and compassion expressed deep faith and an ever-changing
spiritual life. Her love for the poor and the continuing search for constructive and
creative initiatives to meet human needs without violence and exploitation all bear
witness to the best aspirations of her country and her church. In her case, charismatic
leadership was associated with personal conversion, creative discipleship, and the
practice of hospitality. O’Brien highlights that all the analyzed leaders are charac-
terized by common traits: personal responsibility, solidarity, and both grounded in
visions of the belonging to the human family.

Moreover, the work of Walker (2006) concerns the empirical case below
presented, as it deals with Octavia Hill who was among the promoters of social
reform in the nineteenth century (1870) and active in philanthropy, during the
Victorian period. Her charismatic personality stood out (like Sister Isabella Soleri)
for the ability to propose innovational social reforms and for her methodical
approach to the work, which focused on order, discipline, and charity. She had
great business skills, precision, and expertise in organizational aspects of business
management and governance as well as officiating as accountant, treasurer, and
bursar. Such abilities and skills were used to improve the living conditions of poor
and socially excluded people and provided an example for others who followed her
path drawing on stewardship and trust (Walker, 2006: 175), fundamental qualities
for the S. Giuseppe Institute.

Walker’s work emphasizes the role of British women belonging to different
social classes in philanthropic and accounting functions: “During the nineteenth
century women argued that their prescribed functions in caring, moral improvement
and domestic management could be practiced in the public domain, thus offering
legitimacy to the application of feminine skills beyond the home” (Walker, 2006:
163 and 182). Indeed, it is precisely in the nineteenth century when the S. Giuseppe
Institute was set up that women began to understand how their abilities, including
their accounting skills, could be used “outside the home” and could therefore attain a
significant role in the social and public arenas.

Among the authors who have contributed to enrich this thread of studies, Bruni
and Sena (2013) have emphasized the role of charisma in social and civil life and
observed how charisma is often considered an element of divine nature limited to a
theological and Christian context and not appropriate to the economic and social
sciences. By contrast, the authors highlight how even in the work of Schumpeter
(1934) the root of charisma’s role in economics can be found, in which he makes a
distinction between innovators and imitators. The Schumpeterian message of inno-
vation reveals the importance of charismatic traits as innovation is a social reality
before being an economic one and the entrepreneur or company’s private affair).



Likewise, reading the work of Schumacher (1973) in this key, it is possible to
underline its influence on the cooperative movement, the social economy, and
value-based organizations, “good corporations” which integrate responsible com-
mitment into their own strategies (Opdebeeck, 2013).

8 M.-G. Baldarelli and M. Del Baldo

3 The Role of Women: Social Innovation and Charismatic
Leadership Through the History of the Istituto
S. Giuseppe and the Little Hospital

3.1 Methodology

The empirical research was based on the analysis of archival sources retrieved from
the Foundation “S. Giuseppe” (Atkinson & Coffey, 1997). These included the
correspondence written by the governing bodies addressed to congregations,
banks, and public municipalities, extracts of reports and partners’ meetings, and
board minutes, corresponding to the period between 1914 and 1950. These sources
were particularly interesting in order to understand the role of women at the various
managerial levels and in corporate governance. Concurrently, the analysis includes
the interpretation of financial statements and balance sheets, budget plans, and infra-
annual reports as well as the analysis of accounting documentation (invoices,
receipts of payment) and non-accounting data (technical reports).

3.2 The Historical and Social Context and the Pioneering
Approach of “Maternal Help”

The Istituto S. Giuseppe per l’Aiuto Materno e Infantile di Rimini played a pivotal
role in fighting social injustice linked to female discrimination that represented a
social plague and a form of poverty so widespread in the historical and social context
of the time. It was established in 1910 in reply to the lack of identity of the women,
mothers out of wedlock (“single mothers”) especially belonging to the poorest social
classes (Haynes, 2008a-b). This category of women was considered insignificant and
kept on the margins of society together with old and sick people who were consid-
ered “to be cancelled,” forcing them to entrust their children to “charity” institutions
(especially of a religious nature). The San Giuseppe “intervened” to tackle this social
plague.

The ability to “see,” i.e., to understand the urge of women discrimination, is
exactly the result of the sensitivity and intuition (Stein, 1996) of a woman (Sister
Giuseppina Soleri) as well as of the professional competence and humanitarian
dedication of a doctor (Prof. Antonio Del Piano) to protect “illegitimate” mother-
hood and “illegitimate” children (Del Piano, 1901).
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To better understand the social role of S. Giuseppe in fighting this social injustice,
one can mention that in 1890 over 21,800 charitable organizations (the so-called
Opere Pie) existed in Italy. They were a result of the charitable nature of civil society
through donations from wealthy families to the poor and needy (Servalli, 2013).
Subsequently, they extended their care to children, in particular to illegitimate
children and their mothers, like the Opera Pia “Istituto San Giuseppe per l’Aiuto
Matero e Infantile.”

Many of these charitable organizations had a religious matrix and were charac-
terized by the presence of women, like lay charity institutions. However, women
committed to charity and philanthropy and nuns, who were present in great numbers
in monasteries and in the various religious orders dedicating themselves to the
assistance of the sick and to the education of the children, did not have an external
and social role and were therefore discriminated against. Hospitals in the modern
meaning of the term were not widespread yet, nor was there specific attention to the
care of pregnant women, of newborn babies, and of children.

In Rimini, indeed, the Congregation of the Daughters of Charity of S. Vincenzo
de’ Paoli to which Sister Isabella Soleri belonged for years contributed to the health
and social policies of the city.

Under this national and local situation of social inequality toward women the
S. Giuseppe bases its charitable action and its mission.

3.2.1 The Pioneering Approach of “Maternal Help”

The Aiuto Materno was characterized by a pioneering approach aimed at social
causes and assistance compared to other similar and contemporary institutions. It
was able to fill the gap in the needs of poor and alienated children and mothers who
were so numerous and neglected. The prenatal and postnatal period, and the relative
problem of “exposed” 1 especially in the poorest sectors of society, was extremely
neglected and a source of prejudice and omissions. The charity and social health
interventions carried out by the existing charity foundations were mainly addressed
to education and only rarely to social and healthcare interventions. Before the
constitution of San Giuseppe Aiuto Materno only 3% of institutions showed atten-
tion, albeit disorganized, toward maternal help, but nothing had been thought of
helping mothers and recognizing illegitimate children. The effects of this gender
discrimination undermine(d) the survival of society. Such injustice derived from a
dominant culture (Kirkham, 1992; Lehman, 1992) which denied every social role to
illegitimate mothers and their children (Haynes, 2008b, 2008c; Kirkham, 1992).

1The term “Esposti” (“the exposed”) derived from a Roman custom which allowed fathers who
refused to acknowledge a newborn child the rite of “removing him from the ground” (hence the
word “raising”) which implied exposing the newborn to the public at the “columna lactaria” (the
Milk Column). For more detailed information about the history of the Esposti throughout the
centuries, see Freddi (2007), “The ‘Massacre of the Innocent’ continues, a never ending story: The
Tragedy of Illegitimate Children”: 24–30.



1

Such injustice was fought by the S. Giuseppe because a new identity was recognized
for women. Women were the receivers of the activity of the Istituto Opera Pia
S. Giuseppe per l’Aiuto Materno e Infantile, which helped them to raise their
children and with the establishment of the Ospedalino, to treat them giving dignity
to the condition of mother in her most critical period, before and after childbirth.
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The graphs which follow (Fig. 1) highlight the charity and social health inter-
ventions carried out by the charity foundations (“Opere Pie”) and their beneficia-
ries at the end of the 1800s.

The social scourge of the “vulnerable” took up 1.11% of the total number of
interventions deriving in particular from the religious sphere (Fig. 2).

The issue of infant mortality was a direct consequence of the discrimination
against women, since dignity and social legitimization were denied to the “single”
mothers. Prevailing culture and society imposed the abandonment to their destiny of
children upon the mothers, condemning the vast majority of them to malnutrition
and sickness.

The medicine for children was confused with infant care and started as a medical
specialty between the end of the 1800s and the beginning of the 1900s in Europe and
in America. Before then, the old foundling hospitals (i.e., in Florence, the “Spedale
degl’Innocenti”) housed babies abandoned by their mothers but lacked a health



structure.2 Children got sick and died in large numbers. Doctor Del Piano in 1908
stated “Perhaps we have not yet succeeded in establishing an adequate concept
regarding the social benefit of infant care (. . .) however the child represents the
future” (Chiadini & Freddi, 2008: 52).
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The Opera Pia S. Giuseppe was the first and only institution in Rimini to provide
organized protection based on scientific principles for illegitimate mothers and
vulnerable children by introducing a new approach to overcome this issue.

On the basis of data managed and supplied by the “Sisters of Charity”—who
served as treasurer—Prof. Del Piano highlighted the “performance” attained by the
Aiuto Materno: “Illegitimate children recognition rose from 27% to 86%, that
breastfeeding was possible for 90% of mothers assisted and that the mortality rate
in the first two years of life had dropped from 43 to 20%.”

On March 24, 1914, the President of Aiuto Materno wrote to the King of Italy to
obtain the recognition of the institute as a Charity Foundation. In her petition, Sister
Giuseppina Soleri explains that due to: “. . .the commendable effort made to ensure
the existence of the Aiuto Materno for the Country, expanding its activities to include
the custody of children until the age of three, and with a small hospital for sick
children, she was prepared to entrust to the Charity foundation her property of the
Palace in Rimini and a part of her family possessions.” A decree of the Kingdom of
Italy of November 8, 1915, constituted it as a Charity Foundation.

The reading of the institutive and accounting documents permits us to acknowl-
edge the role of the female members in its governance and management.

Firstly, women have been both ideally and actually the promoters as the Opera
Pia S. Giuseppe were set up thanks to Sister Soleri’s and other rich women’s
donations and to the fundraising activities held by women.

3.2.2 The Changing Role of Women During the Stages

Both Sister Soleri and Doctor Del Piano envisioned an innovative approach to
women and illegitimate children. As a woman Soleri was able to interpret the
needs of poorer and neglected women and children and provide an effective answer
and anticipate serious social grievances, which other institutions and companies
have not been able to express before. This social innovation was possible thanks to
her strategic vision, which provided the idea with the means to realize it, by way of
the donation of her family wealth that included buildings, goods, and financial
resources necessary to establish the activities of the S. Giuseppe.

Secondly, women were entrusted with both managerial and operational roles—
including that of accountants—and carried out numerous activities and functions.
Women were, also, the recipients of the services provided. The Opera Pia

2The Italian Society of Pediatrics was founded in 1898 and the first Italian pediatric congress dates
back to 1890. In 1886, the first university teachings of the specialization were introduced in Padua
and Florence, where in 1891 the Meyer hospital for children began work.



S. Giuseppe statute, approved in 1915, states: its main objective is to distribute food
to the poor mothers of the city and suburbs of Rimini, to enable them to nourish their
newborns, to supply milk, wet nurses, medical care, clothing and medicines to the
children (Art. 2).
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During the first stage of S. Giuseppe the female presence in the roles of president
and members of the board was fundamental: they served as patron (“patronesses,”
members of committees relative to different activities, responsible for internal and
economic management) and assistant director and advisors. Women also served as
external benefactresses and promoted fundraising through an intense relational
activity directed at awakening civil society and institutions to the issue (Maltby &
Rutterford, 2006; Walker, 2006; Wiskin, 2006).

In general terms, women had a strong impact on the institution’s strategic and
operative approach during the first phase of life of the institute (Baldarelli & Del
Baldo, 2016). The spread of typically female values (ability to listen, assist and help,
interact and communicate) oriented the investment choices and services qualifica-
tion. Consequently, women acted as the driver of the elimination of social injustice.

Unfortunately, starting from 1916 they lost their visibility because they did not
hold powerful roles any more, while maintaining “key” but subordinate roles.
Women were swallowed up and absorbed by operative roles; assisting mothers
acquire their dignity—upon which de facto all the activity of the institute was
based, while they were replaced by men in governance roles, thus highlights a
dichotomy: externally the assisted women acquire their dignity, while within
S. Giuseppe women (founders, presidents, and those occupying managing positions)
give way to men (Bell et al., 2002; Haynes, 2008a, 2008b). But despite women’s
ability to provide the necessary financial and human resources (Walker, 2006) they
were not present in “the control room” and a glass ceiling (Bell et al., 2002;
Ciancanelli et al., 1990) manifested. Indeed, from the end of 1916 the governance
radically changed, and the female members were reduced. This is due to the social
and cultural dominant construct, which generally discriminated against women with
regard to men’s power and social role (Hopwood, 1987). The board of directors
became the expression of the institutional power of the city, including the bishop, the
local bank, and the shareholders among whom few women were included, reducing
them to a sort of “pink quota” presence.

However, despite not being directly involved in governing the S. Giuseppe,
drawing from the writings and the reports of Doctor Del Piano we have analyzed,
an agreement with the “silent” leadership of Sister Soleri emerges in veiled form in
the reciprocal exchange and sharing of intuition and competence, which then finds
synthesis in the accounting evidence (Chapman et al., 2009). They both had a
profound reciprocal respect for each other. The traces of this fruitful synthesis
between Del Piano’s professionalism and Soleri’s leadership emerged in the official
recognition, which has been attributed to Sister Giuseppina Soleri, including the
silver medal for her merits to public health..

Indeed, in 1929 Del Piano introduced the position of female inspectors who had
an important role in the healthcare and assistance program, because they promote a
new culture of “taking care” of children. Their activities included weekly



consultations for mothers and newborns to provide them with notions of hygiene and
child raising, pediatric check-ups, monitoring mothers’ and children’s environmen-
tal conditions, and supporting clothing and food.
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Moreover, a key role was attributed to the nuns, being that the monastic order of
the “Daughters of Charity of San Vincenzo de’ Paoli” was historically devoted to
assist the poor and the sick. They were entrusted with educational activities, admin-
istrative services, and infant care.

During the period of 1917–1918, the number of children and mothers assisted
amounted to 350 and 76, respectively, and the mortality of children fell to 5.4%.
These figures are a clear sign of the institute’s role in fighting the external discrim-
ination suffered by women and fighting a social plague.

In 1920, the Opera Pia S. Giuseppe extended its activities to take custody of
children from the orphanage and provide assistance and health services until July
1925, when the Italian Regina Elena hospital was officially inaugurated.

3.2.3 The Foundation of the “Little Hospital”: From Assistance
to Health Care

The idea of establishing a hospital for women giving birth and infancy dates back to
those years of the constitution of S. Giuseppe: “As desired by Sister Isabella Soleri,
and thanks to her donation (she decided to donate her family heritage to establish the
Institute), the little hospital for sick children, called ‘Ospedalino Regina Elena,’”
started its activities on July 29, 1925.3 Assistance was supported by the nuns and the
nursing and auxiliary staff. The hospital services included children up to the ages of
six; birthing services for mothers of also legitimate children; and the maternity ward
under the protection of the National Charity Foundation for mothers and children
(Minutes of 23rd March 1927: 47).

The creation of this first gynecological and pediatric structure, which provided a
concrete and innovative answer to the healthcare needs of mothers and children—
that became part of the common sensitivity—deeply affected the evolution of the
hospital history of Rimini province and promoted growth in social justice and civil
society, thus guaranteeing the health of infants after having provided a social status
to illegitimate mothers. Indeed, the “Little Hospital” also welcomed all mothers,
giving healthcare dignity to all women giving birth, who at the time were paid little
attention. This represented an important step in the path against “external” women’s
discrimination, transforming discrimination into social innovation. In 1939, the L
obtained the qualification of specialized third category hospital both a pediatric and
general hospital.

3Del Piano (1927: 9). See also Minute of Board Meeting, of March 10, 1920; book of reports from
the Board of Director from September 24, 1915, to December 12, 1928, in the AUSL archive of
Rimini: 19–21.
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However, women’s role—particularly that of nuns—remained veiled because the
medical sector and more generally all professions were male-dominated (Walby,
1988). This discrimination stayed despite the fact that the consolidation of the first
nucleus of competence of nursing and midwifery was developed by nuns. After the
Second World War, they were the first in Italy to deal with the training of nursing
staff and they contributed to opening the “school for professional nurses” next to the
hospitals. The “Small Manual” written anonymously by a Sister of Charity was
adopted in the training schools attended by generations of students for about
30 years. Other innovative services concerned the use of heliotherapy and thalasso-
therapy to prevent children’s respiratory diseases. Such activities elicited the future
“tourist vocation” of Rimini, which is, till today, famous for its seaside tourism.

To briefly complete the history of the Little Hospital, we underline that in 1970 it
was classified as a provincial hospital specialized in pediatrics. It was then closed, in
the midst of many controversial opinions, between 1985 and 1988. Currently, the
San Giuseppe Foundation for Maternal and Child Aid Onlus continues the original
activities by offering services addressed to children and young people hosting them
in residential socio-educational and integrated semi-residential communities, ser-
vices for people with disabilities hosted in a daytime socio-health structure, and
residential service aimed at adolescents and neo-18-year-olds.

4 Discussion and Conclusion

The case of the S. Giuseppe Institute and the Little Hospital was analyzed to answer
the following research questions: “Which is the role of woman in orienting toward an
authentic responsibility: the mission, governance, and accountability of enter-
prises?” Is women’s role formalized and externally recognized? How do women
contribute to promoting change in the internal and external environment?

In the timeframes covered by the analysis, we highlighted various elements of
female discrimination. Indeed, in the first phase of its foundation (until 1916)
discrimination was the fruit of a social and cultural construct, still prevalent in the
twentieth century, which denied dignity and social legitimization to single mothers,
and it did not recognize (in the real sense of the term) the existence of their
illegitimate children, who were destined to death and marginalization and “saved”
just by “charity” association assistance (Haynes, 2008a, 2008b). Next to this “exter-
nal” discrimination, inside the S. Giuseppe, women played a central role and
participated in both governance and management functions. Almost paradoxically
the institute was the fruit of the discrimination against women, since its mission was
to tackle social injustice and the origins of the hospital are a consequence of this
mission.

However, in the second phase, the role of women becomes more marginalized, in
that they disappear “from the rooms of power,” occupied by men (chairmen,
directors, those in charge of accounting), even though they keep carrying on the
majority of activities (of management and of accounting recording). This



discrimination even goes on throughout the third phase, when the work of the
S. Giuseppe Institute and of the Ospedalino was formally recognized by the local
and national civil society for its struggle as regards the abandoning of children and
infant mortality, as well as for having initiated pediatric and gynecological hospital
services and triggered the profession of nursing.
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Despite this, the S. Giuseppe and the Ospedalino gave rise to innovative social
services (assistance to illegitimate mothers, education regarding breast-feeding
children, infant healthcare). Behind these choices (which the accounting data sum-
marize), the sensitivity and the competence of women are hidden (Stein, 1996). The
history of S. Giuseppe demonstrates how women’s dignity, recovered, and restored
to its social dimension, contributes to the betterment of the whole society. It provides
a strong example in that, more than other similar institutions of the time, it laid the
foundations for a radical innovation in managing assistance and healthcare assis-
tance for the benefit of women and children. Responding to a social injustice and
leveraging on women’s weaknesses, it developed internal competences which gen-
erated one of the first Italian pediatric hospital. It transformed a social injustice into
social innovation based on the active participation of women (Bell et al., 2002).

Data, coming from accounting and extra-accounting documentation, demonstrate
the economic and social value produced by the institution. They synthesize the
effectiveness and the adherence to mission and resume the wealth produced by the
economic activity, whose value is tied directly in with corporate values imbued with
sensitivity, professionalism, tenacity, and female foresight, geared toward satisfying
human needs. Through its activity, led by the female sensitivity, the S. Giuseppe and
the Little Hospital triggered a new corporate culture (Baskerville, 2003; Hofstede,
1991; Hopwood, 1987), unusual for that time, orientated to the protection of
childbirth and infancy and psychiatrically disabled. This generated an anthropolog-
ical culture aimed at reinforcing and guaranteeing the same foundation of human
survival and consequently corporate survival.

Women’s “filigree” emerges with the leadership of Sister Soleri, capable to
recognize the most urgent and deepest needs of others, using her personal resources
and wealth to give substance to the promotion of humanity. Her role was not limited
to philanthropy, but went beyond (Walker, 2006) anticipating essential social ser-
vices and promoting an epoch-making cultural change (Walker, 2006). The innova-
tions contributed to legislative changes, which allowed the setup of the Ospedalino’s
activities and the pediatric healthcare directed by Doctor Del Piano.

In summary, drawing from the charismatic leadership framework (Bruni & Sena,
2013; Bruni & Smerilli, 2014; Meindl, 1990; O’Brien, 2013; Weber, 1947), we
argue that the encounter between two charismatic personalities created a marriage
between charity in its purest form and modern social medical science, giving rise to a
range of innovative services that opened the way to a hybridization of public and
private services—an utopia for that time—and putting into effect individual and
collective well-being before the welfare state began.

About future perspectives of our research, attention should be redirected to
charismatic women and their role in today’s society. The need to tackle poverty



and marginalization, as well as current crises, requires a radical rethink in the socio-
economic system, lifestyles, and relationships in work dynamics that call for
rethinking women leadership as a resource.
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Higher Professional Technical Course
in Portugal: The Case Study
of the Polytechnic Institute of Guarda

Joana Sá Rodrigues, Rute Abreu, and Cecília Fonseca

1 Introduction

The chapter focuses on analysing students’ situation from the perspective of Higher
Professional Technical Courses (HPTC) (in Portuguese, Cursos Técnicos Superiores
Profissionais—cTeSP), in a Portuguese public polytechnic higher education institu-
tion, based on a research hypothesis (Hasanefendic et al., 2016; Jin et al., 2019;
Joensen & Nielsen, 2006). Professional and technical higher education, which can be
considered “non-university” tertiary education, is taught at “Polytechnic” Institutes
in Portugal. The research hypothesis refers to the understanding of how graduates of
HPTC contribute to the increase of employability and how they meet “the needs of
the economy and the regions in which they will be taught” and also “to the
investment of polytechnic education in short-term training” (MEC, 2014). Thus,
the aim of the chapter is to study the interaction between HPTC and the paths of its
students within a certain social and economic context characterized by specific
policies (UNESCO, 2016a, b). In this context, it is necessary to consider the
“emergence of new audiences for higher education, not only young people but
also adults, and young people from vocational secondary education”, with a view
to “increasing and diversifying the spectrum of higher education offer in Portugal
and, thereby, increasing the number of citizens with higher qualifications, thus
contributing to an increase in the national priority” (MEC, 2014). In this sense, the
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objective of this research is to present the case study of a polytechnic higher
education institution in Portugal, seeking to answer the following research question:
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• Are the HPTC responding to the objectives for which they were designed?

The answer to this question proves to be very important, as a way of understand-
ing whether actions at national level by the Portuguese Member State adapt the three
main priorities (EC, 2010) of the Europe 2020 Strategy, to their reality, as a way of,
in this specific case, contributing to the creation of smart growth through investment
in education.

Methodologically, this research relies on two different approaches. The first
approach takes the form of a literature review, based on the legal regime of the
Higher Professional Technical Courses (HPTC), considering that, according to
Decree-Law n° 43/2014 of March 18, the XIX Government’s Programme promoted
the HE policy to better adapt the educational offer both to the diversity of demand
and to the needs of the country for qualified staff (ILO, 2019; Reinhardt et al., 2011);
with a view to achieving the goals of the Europe 2020 Strategy, the percentage of
young Europeans with a higher education diploma should reach 40%. In this sense,
national data are collected on statistical studies at the level of HPTC, focusing
mainly on the continuation of these studies that concluded the courses. The inves-
tigated data will also allow us to understand whether the goals outlined by the
Europe 2020 Strategy were carried out by Portugal. The second approach takes the
form of a descriptive statistical analysis, using a questionnaire and the case study
method in a Portuguese public polytechnic higher education institution (Yin, 2018),
based on the information provided by this institution, which shows the financed
programmes and HPTC in general and the situation regarding the status of graduate
students, in the 4 weeks, 6 months, and at the moment (2021) after the conclusion of
the respective courses under analysis.

The chapter is organized as follows. Section 2 gives an overview of the Higher
Professional Technical Courses (HPTC), as labour input needed for a country’s
economic growth and development. Section 3 presents the methodology that was
used on this study. Section 4 introduces the empirical analysis based on a case study
of a Portuguese public polytechnic higher education, to understand the real path of
HPTC students. Section 5 offers an explanation about the obtained results. The last
section summarizes main results and presents the conclusion.

2 Literature Review

Currently, higher education institutions (HEIs) are critical actors in a knowledge-
based economy, being essential for the production, transmission, and dissemination
of knowledge (Elena & Sánchez, 2013, pp. 48). According to Rytmeiter (2009), the
centrality that knowledge and innovation assume in today’s societies has been
posing important challenges to Higher Education (HE) and its institutions, which
are not restricted only to the national level, but rather, and each more and more, they



tend to expand to the European and world context, where mobility and internation-
alization have been asserting themselves as essential pillars of development, both in
terms of their competitiveness and in terms of their sustainability. In this context,
some of these challenges are reflected in attracting more and better students, in the
development of new forms of teaching and learning, in teachers with more and better
qualifications, in the creation of highly relevant research structures, in the innovative
character of research developed, in the ability to transfer knowledge to society, in
improving the quality and performance of the institution, and in meeting the needs of
stakeholders (Rytmeiter, 2009).
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Recently, the concept of governance has been closely associated with corporate
governance terminology. According to Lourenço (2017, p. 9), governance is a
“terminology that derives from the English expression governance, which in the
Portuguese lexicon has taken on different designations (governo, governança, and
governação), represents a complex network of rules and instruments regarding
management and the supervision of organizations, integrating the external perspec-
tive in a broader perspective than the market perspective (Williams, 2014). With a
strong focus on the relationship between owners and executives, it has been the
subject of an intense debate following the changes made in the top management of
organizations, supporting conflict harmonization theories and regulations on gover-
nance principles and on control and supervision mechanisms”. Thus, it is understood
that governance is seen as the set of mechanisms and institutional practices that
legitimize the functions exercised by the top management of organizations (Board of
Directors), through the delegation of powers from the different entities that invest
resources in them: investors equity capital (owners or shareholders), foreign capital
investors (financial creditors), human capital investors (employees and managers),
and other investors from other resources (Oman et al., 2003).

According to Schultz (1963), the fact that in recent decades there has been an
increased awareness of human capital demonstrates the role of investment in edu-
cation to improve economic and social achievements. This contributes to the
strengthening of higher education and advanced training, which enables a quick
response to market needs and an increase in employability.

In this way, the European Commission faced with a recessionary economic
scenario and worsening social conditions instituted a new strategy: the Europe
Union (EU) 2020 Strategy, for the period 2014–2020. This growth and employment
strategy is based on policies whose main purpose is not only to restore the EU
economy but also to increase employment, productivity, and social cohesion, with
education and training being recognized as a key policy area in contributing to
Europe’s economic growth and social inclusion (Rodrigues et al., 2020). In general,
the strategy, “consisting of measurable targets and underlying proposals, aimed to
promote ‘smart, sustainable, and inclusive’ growth across the 28 EU member states”
(at the time of writing, the UK was a member of the EU) (European Commission,
2010). In terms of increasing employability, “policy makers have realized the
importance of investing in education and training as a way of improving the existing
stock of skills” (Humburg et al., 2013). As regards education and training, the EU
has set a double target to be achieved by 2020: one is to reduce early school leaving



rates to less than 10% and the other is more targeted at HE attainment—at least 40%
of 30–34-year-olds should have completed HE (EC, 2016; OECD, 2020). Thus, the
interrelationship between HE and the labour market has been considerably
reformulated over time. According to Tijdens et al. (2012), “the scarcity of skilled
workers has often been attributed, among other things, to the considerable gap
between educational systems and the needs of companies, or to the fact that learning
and training profiles are not suitable for current industry configurations.”
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It should be noted that the key targets include increasing HE attainment so that, by
2020, 40% of young people have successfully completed not only their HE studies
but also contributed to an increase in the population’s employment levels, invest-
ments in research and development (R&D) and innovation, the reduction of green-
house emissions, the reduction of school dropout rates, and also the reduction of the
risk of poverty, which implies directly or indirectly a better knowledge base in the
population. One of the flagship initiatives for the 2020 strategy is the “New Skills
and Jobs” initiative. Through this initiative, the EU aims to stimulate key stake-
holders to better anticipate changes in the skills needed for the future, to realize a
better matching between available skills and those required in the labour market, and
to bridge the gap between the worlds of education and work. Several practical
measures have been devised to help achieve these aims, such as the European
Vacancy Monitor, the Skill Forecasts undertaken by the European Centre for the
Development of Vocational Training (in Portuguese, Centro Europeu para o
Desenvolvimento da Formação Profissional—CEDEFOP), and the development
of a European Framework for key competences for lifelong learning in which the
key competences needed by all to succeed are outlined (EC, 2011).

This issue has already been underlined in the European Commission (2012)
Communication on “Rethinking Education: Investing in skills for better socio-
economic outcomes” (EC, 2012), warning that “investment in education and training
for skills development is essential to boost growth and competitiveness: skills
determine Europe’s capacity to increase productivity. In the long-term, skills can
trigger innovation and growth, move production up the value chain, stimulate the
concentration of higher level skills in the EU and shape the future labour market”
and that “European education and training systems continue to fall short in providing
the right skills for employability, and are not working adequately with business or
employers to bring the learning experience closer to the reality of the working
environment” (EC, 2012).

Thus, this call to countries to promote the development of Vocational Education
Training (VET) provision at higher levels. In accordance with EC (2016), member
states were explicitly requested to “develop or maintain post-secondary or higher
VET at EQF level 5 or higher, as appropriate, and contribute to achieving the EU
headline target of 40% with tertiary or equivalent education”, and to “promote
flexible pathways between VET, general education and higher education, and
enhance permeability by strengthening the links between them. To achieve this
aim, as well as greater participation in lifelong learning, participating countries
should accelerate the establishment and implementation of comprehensive national
qualifications frameworks based on learning outcomes”. As talent creation is largely



dependent on HE as this supply of highly qualified human capital feeds our labour
market and is of particular interest for knowledge-intensive sectors with a high
technological profile and operating in the global market, it justifies the fact that
VET at higher education level has been considered. In this sense, it has become
necessary to act at the level of diversification of the higher education offer.
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In the case of Portugal, Decree-Law No. 43/2014, of 18 March (MEC, 2014),
established the creation of a new type of short higher education training not
conferring a degree, short-cycle programmes of higher education/short-cycle tertiary
education offer situated at level 5 of the European Qualifications Framework (EQF)
for lifelong learning and also at level 5 of the International Standard Classification of
Education (ISCED)—the Higher Professional Technical Courses (HPTC)
(in Portuguese, Cursos Técnicos Superiores Profissionais—cTeSP) (MEC, 2014).
According to the present legal diploma, these study cycles are taught within the
framework of polytechnic HE and are composed of the following components: a
general and scientific training component, technical training component, and a work-
related training component, which is materialized through an internship—which
allows us to prepare students to enter the labour market (MEC, 2014). However,
these programmes may also provide a pathway to other tertiary education
programmes. These courses have a strong regional insertion, and are taught in
polytechnic HEIs, as well as in organic units of polytechnic HE integrated in
university HEIs (MEC, 2014). “The aim is thus to broaden and diversify the
spectrum of higher education on offer in Portugal and, in this way, increase the
number of citizens with higher qualifications, thus contributing to an increase in
national competitiveness. These courses will meet the needs of the economy and the
regions where they will be taught, and may also attract new audiences to higher
education, not only young people but also adults, and in particular young people
coming from vocational secondary education” (MEC, 2014). As these courses were
created to meet the needs of the economy and the regions where they are taught, they
are obliged to establish partnerships with companies and business associations in the
region. In addition, they can also attract new audiences to HE, not only young people
but also adults and young people coming from vocational secondary education
(MEC, 2014).

It should be noted that the training areas in which each HEI confers the profes-
sional higher technician diploma are defined by its legally and statutorily competent
body, taking into consideration the professional training needs at qualification level
5, namely in the region where it is located. This means that these courses are created
by the HEI in question and according to the needs of the region where they are
located. They are submitted to a creation registration process, which is then sent to
the General Directorate of Higher Education, which may promote visits to the HEIs
to make an on-site assessment of the satisfaction of the conditions; as well as to listen
to specialized entities in the area (MEC, 2014).

It is also informed that the following may apply to the HPTC: students who have
completed secondary education course or legally equivalent qualification; students
who have passed all the subjects of the 10th and 11th years of a secondary education
course, or of legally equivalent qualification, and have not concluded the secondary



Level of training

education course, and are considered apt by means of a capacity evaluation test to be
carried out by the HEI; those who have passed the especially adequate tests intended
to evaluate the capacity to attend higher education of those older than 23 years old;
and also holders of a technological specialization diploma, a professional higher
technician diploma, or a higher education degree who wish to undergo professional
requalification (MEC, 2014). In this context, it is important to analyse some national
statistics in order to understand the role of HPTC as an alternative access to
Portuguese HE. The data presented contribute to a better understanding of the
trajectories in HE of the students who enrolled in and completed the HPTC, by
analysing the variables academic years, areas of education and training, gender, and
the status of the graduates after the conclusion of the courses.
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Table 1 Number of students enrolled by training level, in Portugal, between the academic years
2014/15 and 2020/21

Academic year

2014/15 2015/16 2016/17 2017/18 2018/19 2019/20 2020/21

Total 349,263 349,969 350,895 372,753 385,247 396,909 411,995

ISCED 5 395 6430 11,048 12,780 15,423 17,409 18,128

ISCED 6 212,526 211,676 210,998 216,471 219,615 227,075 236,116

ISCED 7 117,272 119,079 120,138 123,050 129,119 130,661 134,206

ISCED 8 19,465 19,759 19,759 20,452 21,090 21,764 23,545

Source: DGEEC (2021)

Table 1 shows that although in the academic year 2014/2015, the demand for
HPTC (ISCED 5) was practically inexpressive, because it was the first year of
operation. In subsequent years, the growth in demand for this type of training
level is visible from the 2015/2016 academic year.

Table 2 represents the status of graduates of HPTC courses in the following
academic year, by education and training area of the HPTC, between the academic
years 2014/2015 and 2019/2020.

The analysis of Table 2 leads to the general conclusion, based on the National
Classification of Education and Training Areas (in Portuguese, Classificação
Nacional de Áreas de Educação e Formação—CNAEF), that the education and
training areas with the highest number of graduates, at national level, are “Business,
administration, and law”, “Engineering, manufacturing, and construction”, and
“Information and communication technologies”. The lowest number of graduates,
in all academic years under analysis, occurs in the areas of “Natural Sciences,
mathematics and statistics” and “Social sciences, journalism and information.” It
should be noted that, in relation to the academic year 2015/2016, corresponding to
the second year of operation of the HPTC, the areas of education and training were
more aggregated, so there was a higher number of graduates in the areas such as
“social sciences and law” (72) and “science, mathematics, and informatics” (51) and
a lower number in the areas of “agriculture” (3), “services” (4), and “arts and
humanities” (5). Regarding the academic year 2019/2020, to highlight that this



Graduates in HPTC

year CNAEF area Graduated in degree

(continued)
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Table 2 Status of graduates from HPTC in the following academic year, by education and training
area of the HPTC, between the academic years 2014/15 and 2020/21

Status of graduates in the following academic
year

Academic N.° Enrolled
Enrolled in
another level of
higher education

Not found
in higher
education

2019/2020 Agriculture, forestry,
fisheries, and veteri-
nary sciences

361 74% 1% 25%

Arts and humanities 438 47% 1% 52%

Business, administra-
tion, and law

931 53% 0% 47%

Natural sciences,
mathematics, and
statistics

59 63% 0% 37%

Social sciences, jour-
nalism, and
information

24 83% 0% 17%

Education 8 75% 0% 25%

Engineering,
manufacturing, and
construction

889 55% 1% 44%

Health and social
protection

639 69% 0% 31%

Services 641 55% 1% 44%

Information and com-
munication
technologies

801 59% 1% 40%

2018/2019 Agriculture, forestry,
fisheries, and veteri-
nary sciences

265 69% 2% 29%

Arts and humanities 437 43% 0% 56%

Business, administra-
tion, and law

824 53% 0% 46%

Natural sciences,
mathematics, and
statistics

80 69% 0% 31%

Social sciences, jour-
nalism, and
information

11 73% 0% 27%

Engineering,
manufacturing, and
construction

808 55% 1% 45%

Health and social
protection

463 64% 1% 35%

Services 615 53% 1% 46%

Information and com-
munication
technologies

678 59% 0% 40%
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year CNAEF area Graduated in degree

(continued)
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Table 2 (continued)

Status of graduates in the following academic
year

Academic N.° Enrolled
Enrolled in
another level of
higher education

Not found
in higher
education

2017/2018 Agriculture, forestry,
fisheries, and veteri-
nary sciences

285 72% 0% 28%

Arts and humanities 375 49% 1% 50%

Business, administra-
tion, and law

690 57% 0% 43%

Natural sciences,
mathematics, and
statistics

50 68% 0% 32%

Social sciences, jour-
nalism, and
information

14 93% 0% 7%

Engineering,
manufacturing, and
construction

727 56% 1% 43%

Health and social
protection

475 56% 1% 43%

Services 465 54% 1% 45%

Information and com-
munication
technologies

675 62% 0% 38%

2016/2017 Agriculture, forestry,
fisheries, and veteri-
nary sciences

289 71% 1% 29%

Arts and humanities 314 50% 1% 49%

Business, administra-
tion, and law

715 55% 1% 45%

Natural sciences,
mathematics, and
statistics

36 81% 0% 19%

Social sciences, jour-
nalism, and
information

10 80% 0% 20%

Engineering,
manufacturing, and
construction

570 61% 1% 38%

Health and social
protection

343 70% 0% 30%

Services 399 60% 0% 40%

Information and com-
munication
technologies

537 66% 1% 33%



Graduates in HPTC

year CNAEF area Graduated in degree

Sex

was the first year with HPTC graduates, in the area of “education”. Still at the level of
CNAEF areas, it should be noted that the highest percentage of students registered in
terms of continuing their studies, in the academic year 2019/2020, was in the areas of
“social sciences, journalism, and information” (83%), “education” (75%), and “agri-
culture, forestry, fisheries, and veterinary sciences” (75%). In general, the previous
academic years also recorded the same high percentages, in the above-mentioned
areas.
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Table 2 (continued)

Status of graduates in the following academic
year

Academic N.° Enrolled
Enrolled in
another level of
higher education

Not found
in higher
education

2015/2016 Agriculture 3 33% 0% 67%

Arts and humanities 5 20% 0% 80%

Social sciences, com-
merce, and law

72 56% 1% 43%

Science, mathematics,
and informatics

51 45% 2% 53%

Engineering,
manufacturing, and
construction

35 57% 0% 43%

Services 4 50% 0% 50%

Source: DGEEC (2021)

Table 3 Status of graduates from HPTC in the following academic year, by gender, between the
academic years 2014/15 and 2020/21

Graduates in HPTC Status of graduates in the following academic year

Academic
year

N.°
Graduated

Enrolled
in degree

Enrolled in another level
of higher education

Not found in
higher education

2019/2020 Male 2701 57% 1% 42%

Female 2090 59% 1% 40%

2018/2019 Male 2410 56% 1% 43%

Female 1771 56% 1% 44%

2017/2018 Male 2176 59% 1% 41%

Female 1580 57% 0% 43%

2016/2017 Male 1839 61% 1% 39%

Female 1374 63% 0% 37%

2015/2016 Male 119 51% 2% 47%

Female 51 51% 0% 49%

Source: DGEEC (2021)
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Table 4 Europe 2020 indicators - Portugal

Europe 2020 indicators

Annual value

2011 2019 2020

%

Employment rate, age group 20–64 75% 68.8 76.1 74.7

Early leavers’ rate of education and training 10% 23.0 10.6 8.9

Higher education rate 40% 26.7 36.2 39.6

Source: INE, Employment Survey—fourth quarter 2020 (2021)

Throughout the academic years under analysis, it is possible to verify the exis-
tence of a higher number of male CPETH graduates (Table 3).

Despite this, the percentage of those who continue their studies does not present
major differences when analysed by gender, and this is a trend that has been
maintained in recent years.

Finally, it is also important to analyse compliance with the Europe 2020 Strategy
indicators. Under the Europe 2020 strategy, five headline targets have been set for
employment, innovation, climate/energy, education, and social inclusion. These
have been associated with measurable targets that reflect the diversity of situations
between Member States, and progress is monitored through concrete and compara-
ble indicators. The targets for employment (increasing the employment rate to 75%
in the 20–64 age group) and for education (reducing the rate of early leavers from
education and training to less than 10% and increasing to at least 40% the proportion
of the population aged 30–34-year-olds with higher education) are monitored
through indicators from the Employment Survey (INE, 2021).

Table 4 presents the three Europe 2020 indicators analysed for Portugal. The
analysis of the progress indicators shows that, by 2019, Portugal had exceeded the
target of an employment rate of at least 75% (it was 76.1%) for 20–64-year-olds.
However, in 2020, because of the impact of the health crisis on the labour market,
that employment rate decreased by 1.4 percentage points (p.p.) relative to 2019, to a
total of 74.7%, failing to meet the target by 0.3 p.p. In 2011, Portugal was 6.2
p.p. away from that value (INE, 2021).

Regarding the objectives in education, Portugal has achieved one of the intended
values and approached another. By 2020, the rate of early leavers from education
and training was estimated at 8.9%, thus remaining below the maximum accepted
value for this indicator (10%) and thus meeting the target with a margin of 1.1 p.p. a
margin of 1.1 p.p. This value reveals a decrease of 1.7 p.p. in relation to 2019. In
2011, Portugal was 13.0 p.p. off target. In turn, the rate of enrolment in HE was
estimated at 39.6%, 0.4 p.p. away from the target for 2020, which had been set at
40%. This estimate corresponds to an increase of 3.4 p.p. from the value observed
in 2019.
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3 Methodology

Methodologically, this research relies on two different approaches. The first
approach takes the form of a literature review, based on the legal regime of the
Higher Professional Technical Courses (HPTC), considering that, according to
Decree-Law n° 43/2014 of March 18, the XIX Government’s Programme promoted
the HE policy to better adapt the educational supply both to the diversity of demand
and to the needs of the country for qualified staff; with a view to achieving the goals
of the Europe 2020 Strategy, the percentage of young Europeans with a higher
education diploma should reach 40%. In this sense, national data are collected on
statistical studies at the level of HPTC, focusing mainly on the continuation of these
studies that concluded the courses. The investigated data will also allow us to
understand whether the goals outlined by the Europe 2020 Strategy were carried
out by Portugal. The second approach takes the form of a descriptive statistical
analysis, using a questionnaire and the case study method in a Portuguese public
polytechnic higher education institution (Yin, 2018), based on the information
provided by this institution, which shows the financed programmes and HPTC in
general and the situation regarding the status of graduate students, in the 4 weeks,
6 months, and at the moment (2021) after the conclusion of the respective courses
under analysis.

4 Case Study: Higher Professional Technical Courses
of Polytechnic Institute of Guara

The Polytechnic Institute of Guarda (in Portuguese, Instituto Politécnico da
Guarda—IPG), the entity under analysis in this investigation, stands out for being
a polytechnic higher education institution under public law, consisting of four
schools: School of Education, Communication and Sport (in Portuguese, Escola
Superior de Educação, Comunicação e Desporto—ESECD), School of Technology
and Management (in Portuguese, Escola Superior de Tecnologia e Gestão—ESTG),
School of Health (in Portuguese, Escola Superior de Saúde—ESS), and School of
Tourism and Hospitality (in Portuguese, Escola Superior de Turismo e Hotelaria—
ESTH)—directly responsible for the development of training activities—and an
organic training, research, and development unit (in Portuguese, Unidade de
Investigação para o Desenvolvimento do Interior—UDI), which is responsible for
the institution’s research and development (R&D), knowledge transfer projects, and
applications for national and community programmes (Rodrigues et al., 2020).
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4.1 Data Analysis

Students enrolled in HPTC in public HEIs are considered within the framework of
the application of the funding rules of these institutions. The information was
collected to carry out the monitoring indicators to report to the European Commis-
sion, intrinsic to the projects applied for funding by the operational programmes:

1. Achievement indicator: characterizes the participant at the date of entry into the
operation

2. Immediate result indicator: reports to the participant’s status (at the level of
qualifications or employment), 4 weeks after participation

3. Long-term result indicator: reports to the participant’s status (at the level of
qualifications or employment), 6 months after participation

4.1.1 Population

The population of this study was the students and graduates of 13 HPTC, which are
financed by European funds, from IPG, who attended and/or completed their training
between the academic years 2014/2016 to 2018/2020. From the first phase of
collecting information, a population of 729 individuals was found who integrate
and / or integrated 13 HPTC from three IPG schools (Table 5). The data allow us to
conclude that the number of students decreased from 2015 (183) to 2016 (170) and
2017 (164), although it increased in 2019 (197). Regarding the student status in the
course, it was observed that 323 students completed the HPTC and 209 decided by
suspension and/or cancellation of registration (Table 5).

4.1.2 Sample

The sample consists of 202 students from 13 HPTC in IPG, labelled as (1) automo-
bile industry; (2) cloud, network, and data centre infrastructures; (3) communication,
protocol, and event organization; (4) computer applications development;
(5) cooking and food production; (6) cybersecurity; (7) electromechanical industrial
maintenance; (8) gerontology; (9) international trade and management; (10) moun-
tain sports; (11) renewable energies and energy efficiency; (12) software testing; and
(13) sound and image reporter. Therefore, it corresponds to a non-probabilistic
sample with a sampling error of 6%.

In terms of participation the population was contacted, by e-mail and telephone,
to take part in the study and to get informed of its goals. A voluntary participation of
202 students was obtained, representing a response rate of 27.7% (Table 6).

It should be noted that the response rate was influenced mainly by the existence of
out-of-date telephone contacts and e-mail addresses; the students’ lack of interest in
participating, which may be related to the pandemic situation (COVID-19) and the
period under analysis; as well as the extension of the questionnaire, but, in this case,
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HPTC

it was necessary to have all the information required under the operational
programmes. Those factors were identified as important obstacles to be considered
for the successful application of the questionnaire and, consequently, of the study.
Considering the response rate by sex it can be concluded that it is balanced
considering its representativeness in the courses. Furthermore, in the case of the
response rate for the 13 courses, it highlights that there were three courses with less
than 20%, namely electromechanical industrial maintenance, international trade and
management, and renewable energies and energy efficiency (Table 6).

34 J. S. Rodrigues et al.

Table 6 Distribution, by HPTC, of registered and graduate students

Population Sample Answer rate (%)

M F MF M F MF M F MF

Cybersecurity 40 2 42 9 0 9 22.5 0.0 21.4

Communication, protocol, and event
organization

18 46 64 6 13 19 33.3 28.3 29.7

Cooking and food production 46 38 84 15 9 24 32.6 23.7 28.6

Computer applications development 78 5 83 30 0 30 38.5 0.0 36.1

Mountain sports 53 15 68 19 3 22 35.8 20.0 32.4

Renewable energies and energy
efficiency

36 10 46 7 1 8 19.4 10.0 17.4

Gerontology 25 70 95 11 21 32 44.0 30.0 33.7

International trade and management 52 48 100 7 10 17 13.5 20.8 17.0

Automobile industry 20 4 24 4 1 5 20.0 25.0 20.8

Cloud, network, and data centre
infrastructures

15 0 15 4 0 4 26.7 0.0 26.7

Electromechanical industrial
maintenance

17 1 18 3 0 3 17.6 0.0 16.7

Sound and image reporter 28 22 50 7 8 15 25.0 36.4 30.0

Software testing 28 12 40 13 1 14 46.4 8.33 35.0

Total 456 273 729 135 67 202 29.6 24.5 27.7

Source: Self-elaboration

4.1.3 Results

About the sociodemographic characteristics of the 202 respondents, the data show
that 24.5% of the students that participated in this study are female and 29.6% male
(Table 6). Compared with the national data previously analysed (Table 3), the HPTC
of the IPG are also mostly attended by male students. Table 7 represents the age of
students at the date of entry into HPTC, and it is possible to observe that the
202 students who represent the sample under study have ages ranging from 18 to
53 years old, with the average of 21.9 years old.

To realize the status during the participants, information was organized by HPTC
(Table 8). It could be concluded that the majority (164: 81.2%) concluded the course
and similar registration, cancellation, and suspension occurred. In addition,
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considering the ratio between the number of students who completed and the total
per course, values were observed to be higher than 80% in the following courses:
sound and image reporter (100%), electromechanical industrial maintenance
(100%), gerontology (93.8%), software testing (92.9%), international trade and
management (88.2%), and communication, protocol, and event organization
(84.2%), and only automobile industry course (40%) had a value less than 50%.
Regarding the CNAEF areas, those with the highest percentage of completion in the
analysed period were arts and humanities, engineering, manufacturing and construc-
tion, health and social protection, and social sciences, commerce, and law.

Higher Professional Technical Course in Portugal: The Case Study of. . . 37

Based on the requirements inherent to each of the operational programmes under
analysis (Human Capital Operational Program, in Portuguese Programa
Operacional Capital Humano—PO CH and Central Region Operational Program,
in Portuguese Programa Operacional da Região Centro—CENTRO), it is
highlighted that only the students who do not hold a degree of academic qualification
in higher education (ISCED level 5–6) are eligible for financing, since students who
are already holders of this level of education (ISCED level 5–6) have already
contributed, in this way, to the national goals of higher education graduates or
equivalent, expected in the National Reform Program, therefore not showing a
second participation in this offer supported by PO CH and CENTRO. In Table 9,
it is possible to observe that most of the students in the present sample (n= 115) and
(n = 50) entered the HPTC through level 4 (post-secondary non-higher education)
and level 3 (secondary education), respectively. In this way, the authors confirm that
there are 16 students with a HE level.

Considering the main objective of the HPTC, it was intended to understand the
path taken by the participants in terms of their employment status at the entrance of
the course and after its conclusion, considering 4 weeks and 6 months after finishing
it (Graph 1). It should be noted that the following analysis after the end of the course
considered the total of 164 participants who completed the course, for 4 weeks after
finishing the course, and the 121 who completed and responded, for 6 months after
finishing the course. At the beginning of the HPTC, most participants (166: 82.2%)
were inactive; they were attending education, training, or in other situations. These
values have decreased when the same analysis is done for 4 weeks (81: 49.4%) and
6 months (82: 67.8%) after completing the course. The number of employees,
including self-employed and employee internal/external, increased from the entrance
(16: 7.9%) to 4 weeks (46: 28.0%) and 6 months (18: 14.9%) after completing the
course. Regarding the first job, it was observed that 10 (6.1%) participants obtained
it 4 weeks after completing the course and 6 (5.0%) only achieved it after 6 months.
Given the distribution of the unemployed in the sample, there was a decrease from
4 weeks (27: 16.5%) to 6 months (15: 12.4%) after completing the course.

Finally, the authors considered it equally pertinent to analyse the current profes-
sional situation of the students under analysis and, in this sense, the authors easily
perceive, through the Graph 2.

In Graph 2, most students (n = 79) are studying. However, it is also worth noting
the existence of student workers (n = 10), as well as the increase in the number of
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student employees (n = 57). Unfortunately, there is still a small proportion of
students who are still unemployed (n = 18).

40 J. S. Rodrigues et al.

Graph 1 Distribution, by HPTC, of employment status. Source: Self-elaboration

Graph 2 Distribution by
current professional status
of HPTC students. Source:
Self-elaboration

18

57
79

10
Unemployed

Employed

Student

Student worker

Source: Self-elabora on

5 Discussion

The research discussion, in the last few years, shows that IPG increases the number
of students in HPTC as a result of the growth of HPTC and evolution of the IPG
training offer since 2014, in which the evolution of the number of HPTC is the main
change in the last 2 years; HPTC diversifying its training action and collaboration
with entities in the region, qualifying human resources in strategic areas and
allowing their continuity for higher education level; and the increase of young adults
who look for enriching their already acquired knowledge, improve professional
performance, seek to increase higher qualification (in this case for student workers),



and look for new job opportunities, in some cases in emerging areas, for students
who are unemployed.
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Although, and to respond to our research question: “Are the HPTC courses
responding to the objectives for which they were designed?”—the data show that
most students tend to continue their higher education studies, in the 4 weeks and
6 months after the completion of their training, this option is valid but only in the
medium to long term, as they are increasing their knowledge and qualifications.
The HE rate was very closed to reaching the target for 2020 (40%) as we could see in
the analysis of Table 3. However, based on the questionnaire given to the students,
the perception is that there is a lot of difficulty in getting a job after the conclusion.
HPTC students are required, by law, to undertake internships in companies, specif-
ically 750 h of on-the-job training. The feedback from the students surveyed is that
companies in the region end up not hiring these students, which forces them to look
for work in another region of the country and/or, given the difficulty of finding one,
continue their studies to obtain a higher qualification. This makes the needs of
companies persist and forces the purpose of these courses to be reformulated in
terms of “responding to the needs of the region” and the supposed joint work that
HPTC should develop with them, not only in the context of internship, but also to
capture the human potential and young population.

Another aspect that makes us question whether the HPTC answer to needs of
regions where they are operating comes from a news item from Rádio Renascença,
from November 2021 (Radio Renascença, 2021), which alerts to the fact that
“Several business associations in the interior of the country warn of the number of
companies that cannot attract workers. There are many vacancies to be filled and
there are more and more. In some cases, it is already holding back investments,
preventing business expansion and causing a slippage in deliveries of orders and
works”. Rádio Renascença contacted almost a dozen business associations in the
interior and the answer is always the same: “there is a lack of people to work.” This
problem, which was previously confined to a few sectors of activity, is now
transversal, having worsened with the pandemic crisis. This is a problem that does
not only depend on the HEIs but also on the government, since, according to
Kosharskaya et al. (2021), “Institutional attitudes and public policies play a signif-
icant role in young people integration into the labor market.”

These new cycles of non-degree higher education were created to increase the
number of citizens with higher qualifications (OECD, 2012, 2015). Furthermore,
they will meet the needs of the economy and regions in which they will be taught,
aiming equally to attract new audiences for higher education, not only young people
but also adults and young people coming from secondary vocational education.
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6 Conclusion

In a society in which the capacity of human resources is one of the greatest riches, if
not the decisive factor for their development, the way each one behaves and acts
within the community becomes a determining element for individual achievement
and for successful citizen participation in collective life. The importance and rele-
vance of HE is attached to post-secondary training that allows students to acquire a
solid and broad-spectrum training. It is relevant that universities and polytechnic
institutes provide these broad-spectrum training courses, but at the same time
develop courses with thinner bands and with a great relationship with the realities
that are experienced in companies and in the world of the economy. It is in this
context, as Grilo (2021) mentioned, also with this study it can be concluded that
higher education institutions must have a remarkably close relationship with the
business community, so that the training to be acquired is in line with the needs of
employers, namely companies, which is where wealth is produced and the develop-
ment of a country is promoted.

Despite the considerable development of research in the fields of business ethics
and corporate governance, it should be noted that, to date, a comprehensive review
and integration of these areas have not yet been carried out at the level of HEI. HEIs
stand out for their predominant role as elite centres, responsible for sharing their
mission between teaching and research, which evolves from an essentially cultural
matrix, passing through a definition associated with the provision of services, as well
as the link established between HEIs and society, through the transfer of knowledge
and its role as a stakeholder. Thus, this chapter aims to contribute to calling for the
need to focus future investigations on business ethics and corporate governance at
the level of HEIs in general and, in this specific case, of Portuguese HEI.

Regarding the analysed case study, it is easy to observe the amount of training
available in the IPG, but it is questioned to what extent the vast training offer
corresponds to the needs of the labour market and to the region where the institution
is located. This reality is transversal to all Portuguese polytechnic higher education
institutions. So, based on the results, the need for a restructuring of these short-term
courses stands out. They have a general and scientific component, a technical
training component, and a training component in the work context (which takes
place through an internship); they function in accordance with the objectives for
which they are created. It is also important to emphasize that the training offer of a
polytechnic HEI is not a static, immutable reality; it must not only accompany the
evolution of the socio-economic fabric but also be an agent of social and economic
transformation.

Finally, it can be concluded that one of the most important results is the incentive
to the academic community, especially the Portuguese polytechnic HEIs, to promote
studies and annual reports on this theme. Another result is that these cycles improve
professional training, both because of the diversity of labour demand in Portuguese
companies and because of the supply of skilled professionals. Other result is that
these courses aim to substantially increase until 2030 the number of young people



and adults with relevant qualifications, including technical and professional skills,
for jobs, decent work, and entrepreneurship.
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As limitations of the investigation, we highlight the fact that, at the national level,
it was not possible to establish a comparison between these courses and their
employability, since the statistical data available are aggregated by the level of
education (higher education). It is urged that more studies be carried out on these
courses and that there be the possibility of disseminating them, so that it is possible
to analyse the employability rate, among other variables.

The analysis of Tables 2 and 3 highlights this problem, with the existence of the
category “not found in HE”, revealing that it is not sufficiently clarifying the
situation of graduates who are not studying, as it does not become noticeable nor
is there any indication that these students are employed or not. Even more so when in
the analysed decree-law, in its article 40°, the obligation of HEIs to ensure the
collection of information on the professional path of their graduates and the dissem-
ination of summary information about it is highlighted.
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A Study on Management Supporting
Employment of Disabled in Japan

Yuichi Goto and Keiko Yokoyama

1 Introduction

In recent years, interest in social enterprises, which are businesses involved in
solving social issues in many areas, has been increasing. Social enterprises are
business entities that simultaneously pursue objectives of both economic goals
necessary to continue the business such as sales and profitability and social goals
of resolving social issues. However, tension between economic and social missions
tends to occur (Doherty et al., 2014); thus, multifaceted managerial solutions are
required so that both these approaches can be pursued simultaneously.

This study comparatively analyzes companies implementing employment transi-
tion support programs (i.e., a type of work integration social enterprise [WISE]),
which are a welfare service for people with disabilities, to clarify the issues facing
employment transition support businesses in Japan and what “sort” of management
is being practiced to simultaneously pursue both economic and social goals.
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2 Review of Prior Research

Prior research on social enterprises has been accumulated, particularly in the USA
and Europe. However, as noted, there is no clear definition of a social enterprise as of
yet, and the definition continues to be debated (Wry & York, 2017). Thus, we cannot
say that the research to date has reached any particular consensus.

For example, the research conducted in the USA has focused on discussions
about the commercialization of nonprofit organizations (NPOs) and the solving of
social issues by corporate-type NPOs (e.g., Dees, 1998). Conversely, the research
done in Europe has developed along the lines of discussing how cooperative
associations and the like are grappling with the problem of social exclusion (e.g.,
Borzaga & Defoury, 2001). In the field of management studies in Japan as well,
research into social enterprises and social entrepreneurs has been proceeding with
social innovation as the keyword (e.g., Suzuki, 2014; Takahashi et al., 2018;
Tanimoto, 2006; Tanimoto et al., 2013). However, the studies in Japan cannot be
said to have been conducted sufficiently compared with the research done in the
USA and Europe on this topic.

With such background, on the assumption that tension exists between the eco-
nomic and social purposes of social enterprises, studies are being accumulated in the
USA and Europe with WISEs as study subjects to look at the optimal management
format for pursuing both purposes. In Japan, however, although WISEs have been
surveyed and researched in terms of social welfare, social policy, and sociology,
there has been almost no exploration in the field of management studies with the
exception of Fujii et al. (2013).1

Organizing the prior US and European research on WISEs by what they focused
on, we came up with the following four elements: (1) the tension between economic
purpose and social purpose, (2) the degree of recognition of economic purpose and
social purpose within the organization, (3) how management can surmount such
tension, and (4) economic outcomes and social outcomes. Prior studies include
theoretical and empirical research on one or more of these four elements. Specifi-
cally, they are the elucidation of the structure of (1) (e.g., Stevens, Moray, &
Bruneel, 2015), quantitative and qualitative studies of the relationship between
(2) and (3) (e.g., Battilana et al., 2015), quantitative study of the relationship between
(2) and (4) (e.g., Stevens, Moray, Bruneel, & Clarysse, 2015b), and theoretical
studies and case studies regarding (1) and (3) (e.g., Battilana & Lee, 2014; Cooney,
2011; Doherty et al., 2014; Pache & Santos, 2013; Smith et al., 2010), among
others.2 These studies have made partial clarification on the relationship between

1The study by Fujii et al. (2013) is limited to workers’ collectives, and it does not discuss
management practices.
2In addition, some studies examined WISEs or social enterprises from the perspective of institu-
tional logic (e.g., Jay, 2013; Mair et al., 2015; Santos et al., 2015; Smith & Besharov, 2019). In the
research from the perspective of institutional logics, research focuses on the sort of management,
organizational change, and the relationships between management and outcomes from the perspec-
tive of responding to multiple institutional logics.



the degree of recognition of management’s economic and social purposes in social
enterprises and organizational outcomes, verification that they tend to fall into
mission drifts, and identification of ways for management to prevent them.
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However, no case study has attempted to analyze all four of these elements. In
other words, there has been no adequate identification of specifically how manage-
ment should be for the simultaneous pursuit of both economic and social purposes at
social enterprises.

Therefore, this study makes comparative analysis focusing on all four of these
elements in Japanese WISEs, a topic that has never before been explored, and
clarifies the current status of managements that are simultaneously pursuing eco-
nomic and social purposes at Japanese social enterprises and the issues they face and
considers options for the future.

3 Research Methodology

3.1 Research Targets

As mentioned above, the employment transition support business in Japan is rela-
tively new and has not been sufficiently examined from the perspective of manage-
ment studies. Therefore, through comparative case studies, we would like to clarify
the way of management that pursued both economic and social purposes in Japanese
companies engaged in the transition support business for disabled persons.

This study compares two for-profit corporations: X and Y (hereinafter, Company
X and Company Y), which are involved in the employment transition support
business in Japan. Both companies focus primarily on employment transition sup-
port programs for people with mental disabilities and developmental disabilities.3

Table 1 provides an outline of both companies.
We decided to compare Company X and Company Y because we thought that in

considering the best management format for simultaneously pursuing both economic
and social purposes, a comparison and examination of these companies was appro-
priate for the following three reasons.

First, both Company X and Company Y started their employment transition
support businesses in 2012. As of March 2021, Company X was operating
80 employment transition support offices, while Company Y had 8 offices. While
Company X is executing a multi-branch strategy, Company Y is limiting its number
of locations. In other words, we can regard Company X and Company Y as having
different operating policies.

Second, both companies have above-average employment rates and job retention
rates after 1 year of employment; these are outcome indicators in the employment

3Although Company X accepts people with intellectual and physical disabilities, 70% of its users
are those with developmental and mental disabilities.



transition support business. In 2016, the national average transition rate to general
employment for people of developmentally disabled persons was 25.1%, and also,
developmentally disabled persons with a 1-year retention rate of 71.5%.4 Con-
versely, in the same year, Company X had an employment rate of 55% for its
users,5 with a 1-year retention rate of 76%. Additionally, Company Y’s user
employment rate was over 100% in 2016, with a 1-year retention rate of over
90%.6 Compared with the national average, both companies are achieving relatively
high employment rates and 1-year retention rates. Between them, Company Y,
particularly, realizes a higher outcome in terms of its social purpose of employment
of disabled persons by general corporations, which is the mission of the employment
transition support business.
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Table 1 Outline of Company X and Company Y

Company X Company Y

Organizational type Listed corporation Unlisted corporation

Main businesses Employment transition support Employment transition support

Establish date December 2011 September 2009

Launch date of business April 2012 October 2012

Number of offices 80 10

Office management Direct management Direct management

Third, both companies are running their employment transition support busi-
nesses as corporations. Among the companies offering employment transition sup-
port in Japan, only two are listed on the stock exchange, one of which is Company
X. Conversely, although Company Y is a corporation, it is not listed on any stock
exchange. Both are corporations, but their business operation policies are considered
different in that one is a public company, and the other is not.

Moreover, looking at their economic outcome, as of the end of March 2021,
Company X had total sales of 8.17 billion yen and an operating margin of 24.9%.
The situation was somewhat different for the other listed company engaged in the
same business, which had sales of 16.1 billion yen and an operating margin of
10.5%. Company X’s operating margin is thus very high.7 Meanwhile, although
Company Y is not open to the public, thorough investigation, we were able to
presume that its outcome is almost the industry average.

Both companies are achieving a certain level of outcome within the employment
transition support business. However, they differ in their business-operating format
and in the degree of their economic and social accomplishments. Thus, in our

4National Institute of Vocational Rehabilitation ed. (2017).
5This is calculated based on 20 users per day at each office, excluding offices opened in 2016.
6Company Y’s one-year retention rate in 2015 was 95%, and its retention rate has been at least 90%
every year since then.
7The other listed company also conducts programming education and Internet businesses, besides
providing employment support for people with disabilities and education for children with devel-
opmental disabilities. These other businesses constitute about 12% of the company’s sales.



opinion, by performing a comparative analysis of the two companies, through
identification of the optimal management format for pursuing economic and social
purposes at a corporation and where differences between them occur, we should be
able to obtain new knowledge about the type of management that can simultaneously
pursue both economic and social purposes.
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3.2 Analytical Viewpoint and Data Collection

As mentioned above, to the extent of our knowledge, there are no studies that
comprehensively and thoroughly analyze all the following four elements: (1) the
tension between economic purpose and social purpose, (2) the degree of recognition
of economic purpose and social purpose within the organization, (3) how manage-
ment can surmount such tension, and (4) economic outcomes and social outcomes.

This study, therefore, comparatively analyzed Company X and Company Y by
focusing on the aforementioned four elements.

Incidentally, a number of methods were used in this study to gather the data for
the analysis. Specifically, data were collected through conducting semi-structured
interviews of the companies’ executive teams and middle management and by
reviewing the companies’ websites, newspaper and magazine articles, and reference
materials provided. The interviews were conducted in 2018 and 2019, and each
interview lasted approximately 90 min. The data obtained from interviews were
transcribed into text data and used for analysis. And also, additional surveys were
conducted via email during the analysis.

The analysis of the data was carried out using the following procedure. First, each
author carefully read the textual data, focusing on the four elements mentioned
above, and extracted the relevant key concepts. Second, authors discussed the
interpretation of the text data and the validity of the kye concepts with each other.
In case of disagreement, the process of re-reading and discussing the textual data was
repeated until a consensus was formed among authors.

4 Case Overview

4.1 Employment Transition Support in Japan

In Japan, the employment transition support business is a welfare service for
disabled persons aged 18 and over who want to work at general corporations and
so on. This type of program was first set up under Services and Supports for Persons
with Disabilities Act and went into effect in 2006.8

8Services and Supports for Persons with Disabilities Act was revised to become the Act for
Comprehensive Welfare for Persons with Disabilities in 2012.
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Traditionally, the main providers of welfare services to persons with disabilities
were organizations such as social welfare corporations, but putting in effect the
Services and Supports for Persons with Disabilities Act allowed for-profit corpora-
tions to provide these services. However, since employment transition support is a
type of welfare service, the business is subject to various restrictions, including a
general 2-year limit on the total length of time that users can avail themselves of
these services, variations in basic remuneration depending on the capacity of daily
users per office, and Ministry of Health, Labour and Welfare regulations on pay
standards and the like.9

Since the 2006 enactment of Services and Supports for Persons with Disabilities
Act, many organizations have entered the employment transition support business.
The number of places of business offering employment transition support rose
approximately 5.5 times, from 603 in 2007 to 3301 in 2020. Moreover, as shown
in Fig. 1, in 2007, about 75% of the places of business engaged in employment
transition support were social welfare corporations, while 3% were for-profit corpo-
rations, and 13.6% were specified NPOs.10 However, by 2017, for-profit corpora-
tions had expanded rapidly compared with other organizational types to comprise
about 30% of the places of business engaged in employment transition support,
while specified NPOs grew somewhat marginally to account for 19%, while the
share of this business done by social welfare corporations fell to about 40%. In other
words, for-profit corporations have come to assume a key role in providing employ-
ment transition support services.

Since the enactment of Services and Supports for Persons with Disabilities Act,
many types of organizations have started offering employment transition support
services. However, not all of these organizations have been successful. The social
impact of the employment transition support business can be ascertained by the
employment rates and retention rates of disabled persons at general corporations,
which are the main objectives of these businesses.

As stated previously, the national average transition rate to general employment
for people of developmentally disabled person was 25.1% in 2016 and 26.4% in
2017, which was higher than in the past. However, the percentage of establishments
that have a 0% transition rate of people with disabilities to the general workforce is
between 30% and about 40% of the total, almost unchanged for nearly 10 years.11

9Basic remuneration in the employment transition support business varies depending on the
capacity of daily users. For businesses with 20 or fewer users, the rate is 804 units/day, and for
businesses with 21–40 users, the rate is 711 units/day (see Ministry of Health, Labour and Welfare
(2015c), Shogaisha no shuro shien ni tsuite [Employment support for persons with disabilities], and
Ministry of Health, Labour andWelfare (2018a), Heisei 30 nendo teichaku shien jigyo, hoshu kaitei
ni tsuite [FY 2018 revision of retention support businesses and remuneration]).
10The percentages by management type are not published after 2018, so the data until 2017 are used
Figure 1 is prepared based on Ministry of Health, Labour and Welfare (2008, 2010a, b, 2011, 2012,
2014, 2015a, b, 2016, 2017a, 2018b).
11Ministry of Health, Labour and Welfare (2017b), Shuro iko shien ni kakaru hoshu, kijun ni tsuite
[Employment transition support remuneration and standards].
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4.2 Summary of Company X

Company X was founded in December 2011 for engaging in employment transition
support for disabled persons. Company X launched its employment transition
support business in April 2012, and by the end of March 2021, it was operating
80 employment transition support offices. Moreover, the company went public in
October 2017.

Company X was established because its founding members were looking for an
opportunity to create a new business by zeroing in on the employment transition
support business to overcome the issues that had confronted NPOs and social
welfare corporations. They proactively adopted a corporate perspective in operating
this business and started the business with a view to developing it rapidly, efficiently,
and effectively. Although Company X’s founding members consisted of people with
management experience as entrepreneurs and executives, as well as people who had
work experience at companies, they did not include anyone with work experience in
the welfare sector.

Company X directly manages all 80 of its employment transition support offices.
When the company decided to expand nationwide, it considered it important to
standardize the quality of its services and improve the skills of those supporting the
employment transition and thus endeavored to develop manuals and other materials.
Moreover, to improve the support skills of those working at the company, Company
X implemented two types of training: training based on job grade and technical
(skill) training. Furthermore, it took steps in ensuring that the company’s philosophy
was stated during the training so that its employees would all share the company’s
philosophy and providing all employees opportunities to get together and increase
their sense of belonging.

Company X applies three numerical objectives that closely track the remunera-
tion of its employment transition support business: the number of users, the number
of people who were successfully employed, and the number of retainers. Conversely,
Company X thoroughly cuts its business operations costs. Specifically, this consists
of reducing indirect costs such as personnel and administrative costs at headquarters,
which do not directly affect user services. Company X has adopted the stance that
providing good support will enable it to gain new users. Therefore, Company X is
managed in a manner that its employees, instead of focusing on economic aspects
such as sales and profits, will strive to ensure that the quality of services for its users
does not deteriorate.

4.3 Summary of Company Y

Company Y was founded in September 2009, and it launched its employment
transition support business in October 2012. As of March 31, 2021, it was operating
10 employment transition support offices, mostly in the Tokyo metropolitan area.
Although Company Y is a corporation like Company X, it is not public.
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Until shortly before its starting employment transition support business, Com-
pany Y was engaged in the cities’ model businesses for the support of developmen-
tally disabled.

As Company Y went through the process of implementing its model businesses
for the cities, it found out about the employment transition support system, so it then
embarked on developing an employment transition support business. Company Y’s
founder has a child who has been diagnosed with a developmental disability, so the
founder became interested in developmental disabilities, and wanting to do some-
thing about it, decided to establish this business. According to the founder, at that
time, there was no awareness that this business was a social business. Moreover, the
founder of Company Y, although had experience working at a company, had no
management experience, work experience in the welfare sector, or acquaintances
involved in welfare-related endeavors at the time the business was established.

Company Y operates its business with the primary objective of providing good
support services that would lead to employment for persons with developmental
disabilities. Specifically, the company offers a wide range of elaborately prepared
programs, including the in-house development of more than 300 videos that teach
computer skills and other things necessary for employment and more than 100 types
of job training. Thus, Company Y has achieved high employment rates for its users.
However, Company Y has not set any specific numerical objectives for its business.
As stated previously, the employment transition support business is subject to many
restrictions. Therefore, the founder of Company Y thought that it would be mean-
ingless to set any specific numerical economic outcome objectives. Thus, the
company has been managed with an emphasis on getting jobs at general corporations
for persons with disabilities, which is the purpose of the employment transition
services business.

Like Company X, Company Y has various programs, such as off-site meetings
and company-wide social gatherings, to promote a shared awareness among its
employees. In recent years, Company Y began trying to reorganize itself as the
scale of its operations grew. However, the founder is placing more emphasis on
helping disabled persons, stating that it is more fun to be on-site to support than to
build management structures.

5 Comparative Analysis and Results

In this study, we conducted a comparative analysis of Company X and Company Y,
taking into account all of the above factors (1) through (4). As a result, six elements
that should be focused on social enterprises research, especially WISEs, were
clarified. Six elements are (1) industry characteristics, (2) entrepreneur team,
(3) value pursued, (4) strategy, (5) organizational management, and (6) economic
and social outcomes which are drawn in Fig. 2. Next, we follow the framework in
Fig. 2 to trace the interpretations of the case studies that led to the creation of this
figure.
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(6) Economic /
Social Performance

(1) Characteristics of industry

(4) Strategy

(2) Entrepreneur
Team

(5) Organizational
Management

(3) Value being
pursued

Fig. 2 Six elements and relationships

5.1 Characteristics of Industry

Two points can be mentioned as industry characteristics of the employment transi-
tion support business: (a) growth in the size of the market and (b) the presence of
structural tension between economic and social purposes.

(a) Growth in the size of the market

In Japan, the statutory employment rate of persons with disabilities is gradually
being raised,12 so that hiring of disabled persons is a managerial consideration for
many organizations, including for-profit corporations and the national and local
governments. Additionally, the number of people using employment transition
support services is increasing, with the base at 100 as of April 2008: 486 for persons
with mental disabilities, 160 for persons with physical disabilities, and 139 for
persons with intellectual disabilities, all at February 2015.13 As the hiring of persons
with disabilities is accelerating throughout Japan and more disabled persons are
seeking employment at general corporations and so on, which means that the market
for the employment transition support business is expanding.

12The statutory employment rate of persons with disabilities by for-profit corporation is being
increased incrementally, from 1.8% in 2008 to 2.0% in 2013 and then to 2.2% in 2018. Further-
more, starting in 2018, this rate is being set at a higher level for governmental bodies, with national
and local governments at 2.5% and prefectural boards of education at 2.4%.
13Ministry of Health, Labour and Welfare (2015c), “Shogaisha no shuro shien ni tsuite” [Employ-
ment support for persons with disabilities]
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(b) The presence of structural tension between the economic and social purposes

The employment transition support business is a so-called benefit provision
business, in that basic remuneration varies according to the capacity of daily users
and the remuneration units, the remuneration standards, and so on stipulated by the
Ministry of Health, Labour and Welfare. In other words, there is a maximum amount
of sales per office, so continuously securing the users will bolster sales and profit will
be determined by the level of costs. Therefore, the economic outcome (sales and
profitability) of an employment transition support business depends both on its
ability to attract and maintain users until the limit is reached (sales) and on its
costs (profitability). Therefore, getting users translates into getting sales, which
can easily lead to the moral hazard of cutting some corners on providing services
to disabled persons to increase the company’s profitability.

Meanwhile, the social outcome of the employment transition support business
can be ascertained by the employment rates and retention rates of disabled persons at
general corporations and other employers, which are the main purposes of this
business. As stated above, although the employment rate of people using employ-
ment transition support services has increased, many offices still do not achieve
disabled persons getting job. That is, many offices are receiving remuneration but are
not generating social outcomes.

From the preceding, we see that Japan’s employment transition support sector is
characterized by an increasing number of users and a growing market size. However,
since it is systemically difficult to increase sales and as profits are determined by the
cost of the services being provided, increasing profitability requires cutting costs that
could end up sacrificing the quality of the services being provided. This results in a
trade-off between profits (i.e., economic outcome) and service quality (i.e., social
outcome), so that a structural tension between economic and social purposes exists in
this industry.

5.2 The Entrepreneur Team and the Values Being Pursued

Both Company X and Company Y were founded by people with no practical
experience in establishing a company or working in the welfare sector. While
employment transition support is now the main business line of both companies,
the way that their business was founded was very different.

Company X’s founders consisted of people with corporate experience as founders
or management or with work experience at companies in industries outside the
welfare sector. That is, they had in-depth corporate management experience and
understood human resources requirements from the corporate perspective. These
people believed that they could adopt a corporate approach while offering employ-
ment transition support by employing people with practical experience in the welfare
sector to look at companies’ human resources needs from the perspective of a person
with a disability. Moreover, they regarded the fact that few of these businesses



existed as a business opportunity. In other words, Company X’s perception of the
employment transition support business was as a business opportunity that could
reap economic rewards while fulfilling a social need. Since the company was
established as an economic business opportunity, it is positioned as an economic
value-driven business concept.
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Company Y, conversely, was founded by a person with no experience of starting
or managing a company. Company Y was not established with the idea of being an
economic business opportunity. Instead, it was launched when model businesses
were being established to serve people with borderline developmental disabilities.
The founder recognized the employment transition support business when exploring
ways to connect individuals with developmental disabilities with jobs and searching
for a format that is possible within the company’s own managerial resources. In other
words, it is positioned as a social value-driven business concept.

5.3 Strategy

Besides the differences in Company X’s and Company Y’s business organization
formats, there were also differences in their operating formats.

Company X is primarily geared toward economic value while it also clearly
pursues social values. Specifically, Company X has developed general support
curricula for mass people with developmental disabilities and has lean operations
by keeping down its administrative costs. This can be observed by its efforts not only
to lower the operating costs of each of its offices but also to reduce its shared costs by
conducting multi-office operation. Moreover, although the company tries not to let
its employees be overly focused on economic aspects with numeric objects, it is still
run based on certain quantitative targets.

Meanwhile, Company Y is primarily geared toward social values. Its services are
targeted at persons with developmental disabilities, and it offers high-quality support
curricula. With this support curricula, Company Y has found employment for many
users over a short period. Thus, it has not set any numerical targets of economic
purposes such as the number of users, but it is instead being run with its major focus
on social outcomes.

The differences in the business management formats of Company X and Com-
pany Y are considered owing to the differences in the emphasis that each company
places on the values it is pursuing. As Company X regards the employment
transition support business as an economic opportunity, it places more emphasis
on the economic value of utilizing external resources, while Company Y has made a
business out of its concern for persons with disabilities, so it places more emphasis
on social value. Both companies are simultaneously pursuing both economic and
social purposes in employment transition support, but their value emphasis is
different. This emphasis on different values prescribes their operating formats.
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5.4 Organizational Management

The knowledge and experience of the two companies’ founders have influenced the
differences in the organizational management at the two companies. Since the
founding members of Company X had knowledge of and experience in launching
and managing companies, they established an organizational management structure
that is both rational and systematic. The founder of Company Y, however, did not
have any prior experience founding or managing a company. Moreover, since
Company Y has placed more emphasis on pursuing its social purpose of helping
persons with disabilities, assembling an organizational management structure was of
secondary importance. Furthermore, as the management team had not been com-
posed, we can say that the organization has been run in a somewhat ad hoc manner.
Thus, the knowledge and experience of the founders and the conditions whereby the
management teams were assembled have led to differences in the two organizations’
management formats.

5.5 Economic Outcomes and Social Outcomes

As stated previously, both Company X and Company Y continue to do business
while realizing the social purpose of finding jobs for the users of their services. Of
the two, Company X has realized a superb economic outcome, with an operating
margin of 26%. Meanwhile, Company Y has exhibited excellent social outcome,
with a placement rate of over 100% and a 1-year retention rate of over 90%. In other
words, in the employment transition support business, which is subject to institu-
tional restrictions, both companies are simultaneously pursuing both economic and
social purposes, but their emphasis is different.

6 Conclusion

6.1 The Significance of this Study

This study made a comparative analysis of Japanese WISEs on the four elements of
(1) the tension between economic purpose and social purpose, (2) the degree of
recognition of economic purpose and social purpose within the organization, (3) how
management can surmount such tension, and (4) economic outcomes and social
outcomes. This research topic has not been previously explored. Moreover, this
study identified the current condition of managements at Japanese WISEs that are
simultaneously pursuing economic and social purposes and considered options for
the future. Due to our analysis, we derived the characteristics of JapaneseWISEs that
should be considered and their relationship as the framework in Fig. 2.
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The theoretical implication of this framework is that when considering manage-
ment that simultaneously pursues economic and social purposes, we need to go back
and consider the composition of the entrepreneurial team and their perception of
business opportunities. In other words, the diagram shows that the emphasis given to
the values being pursued by the organization (i.e., economic and social values)
depends on the management team’s experience and expertise and how they perceive
business opportunities and that applying this to strategy and organizational manage-
ment can lead to unique outcomes. Although a relationship between entrepreneurial
teams and organizational outcome has been discussed in the field of entrepreneurship
research (e.g., Kobayashi, 2015), it has not been adequately covered in research on
social corporations or WISEs.

Additionally, through this study, we identified the following two points with
respect to the current state of and issues facing the employment transition support
businesses in Japan. First, the Japanese employment transition support business is
characterized by a susceptibility to moral hazard, so reconsideration needs to be
given to the optimal management format. Through the employment transition
support business, more than 20% of places of business are achieving a high level
of social outcomes in that they have transition rates to employment at general
corporations in excess of 50%. Meanwhile, many offices still have transition rates
to employment at general corporations of 0%. Japan’s employment transition sup-
port business is a benefit provision business; thus, structurally, it can earn revenue
even if it does not perform well. The ideal format for this industry and its manage-
ment needs to be reconsidered.

Second, we found that a variety of formats exist in the employment transition
support business. The subjects of this study—Company X and Company Y—
managed their businesses differently. Specifically, Company X is oriented toward
economic value, while Company Y’s operations are oriented toward social value, so
each company has developed its own strategy and organizational management.
Although employment transition support is a benefit provision business and there
are differences within this sector as to how much emphasis is placed on the economic
and social purposes, there are many ways for managements to simultaneously pursue
and achieve both purposes to a certain degree. Many organizations with various
organizational types, including companies, NPOs, and social welfare corporations,
have entered Japan’s employment transition support business, and the competition in
this business has become fierce. Therefore, organizations oriented toward economic
value need to regard their management skills as an inherent strength and work
toward enhancing their social purposes (i.e., social outcome). Conversely, organi-
zations oriented toward social value need to build management teams that recognize
management skills and to consider taking steps that will enhance their economic
purposes, bearing in mind that high-quality curricula will either be imitated or
standardized some time. To this end, they will need either to gain synergies by
expanding their scale or developing other businesses or to build a more innovative
business model.
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6.2 Future Issues

Several limitations were observed in this study. First, this study focused only two
companies involved in the employment transition support business in Japan. In order
to generalize and sophisticate the results obtained through this study, it will be
necessary to examine the increase in the number of companies. In addition, NPOs,
social welfare corporations, and other types of organizations are also active in the
employment transition support business. Therefore, there needs to be a comparison
of organizations that have developed this business using other organizational form or
a comparison that includes employment transition support organizations in other
countries and regions. Second, social issues are varied, and thus, the management
format that is best for the simultaneous pursuit of both economic and social purposes
probably varies as well. Therefore, studying and comparing organizations involved
with social issues such as poverty and the environment would probably be useful in
deepening our understanding of managements that simultaneously pursue both
economic and social purposes.
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Staying Legitimate in a Changing Climate:
A Framework for Studying Corporate
Climate Change Communication

Muhammad A. F. Allam

1 Introduction

Climate change and its many risks, most notably extreme weather events and rising
sea levels, is one of the most overarching issues of our times. It is a multifaceted
environmental issue that has roots and implications in the social, institutional,
economic, and technological aspects of human life (Pachauri et al., 2014). A
problem of this magnitude has the potential to disrupt established norms and societal
systems, including business practice and discourse.

With a great role in today’s economy, businesses fall under increased pressure
from internal and external stakeholders that expect higher levels of corporate social
responsibility (CSR) towards the society and the environment. In response, compa-
nies, especially those in polluting industries such as the oil and gas sector, tend to
increase their level of information disclosure to communicate their stance on envi-
ronmental issues (Frynas, 2009). This sector has presumably been granted a license
to operate, hence legitimized by stakeholders such as governments, other business
sectors, non-governmental organizations (NGOs), the media, and the general public.
On the other hand, some of these stakeholders have been recently challenging the
legitimacy of the oil and gas industry. Accusations included the irresponsible
business actions that harm the environment and contribute to the deteriorating of
earth’s climate, hence putting human lives at risk (Cai et al., 2012).

To respond to such pressure, counter negative image, and attain and retain
legitimacy required for long-term survival, oil and gas companies are more than
ever engaged in CSR activities on local and global levels. This is coupled with
communication strategies that promote these activities through different channels
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such as corporate websites, annual reports, public relations, CSR advertising, and
social media (Du & Vieira, 2012). Yet, it has been proven in some instances that oil
and gas companies are practising green-washing: a strategy adopted “to engage in
symbolic communications of environmental issues without substantially addressing
them in actions” (Walker & Wan, 2012).
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1.1 Research Problem

The survival and ongoing operations of oil and gas companies indicate a certain level
of legitimacy, that is, societal acceptance of their existence and operations. However,
products of these companies, when burned, are the main sources of greenhouse gas
(GHG) emissions, the main cause of global warming (NASA, 2017). Operating in
such a polluting and controversial industry, oil and gas companies are a main target
of criticism and must deal with an increased internal and external stakeholder
sensitivity (Du & Vieira, 2012) that presumably challenges their legitimacy and
thus threatens their survival. These stakeholders range from employees to media,
civil society, and the general public. From the corporate perspective, managing these
challenges might require resorting to substantive, symbolic, or a mix of these two
approaches to managing legitimacy (Woolfson & Beck, 2005). While substantive
management of legitimacy involves actual changes in structures or operations to
meet societal expectations, symbolic management is merely appearing to conform to
societal expectations.

The focus of many researchers was the study of the symbolic approach to
managing legitimacy of organizations in the oil and gas sector or in relation to
addressing climate change (e.g. Ferraro et al., 2015; Van Halderen et al., 2016;
Whiteman et al., 2013). While only a small number of studies have integrated both
substantive and symbolic management of legitimacy (e.g. Matejek & Gössling,
2014; Walker & Wan, 2012), this research answers the call for more studies in this
direction (Deephouse et al., 2016, p. 28). In addition, when communicating their
climate-related stance and performance, it is argued that companies do not make use
of the potential offered by the available digital tools.

1.2 Research Aim and Objectives

The aim of this study is to provide a framework through which we can deepen our
understanding of the extent and nature of climate change communication by oil and
gas companies on websites and in corporate reports.

Towards this end, this research seeks to achieve the following objectives:

1. To position corporate climate change communication within the sustainability
communication literature.
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2. To identify the relevant constructs underpinning corporate climate change com-
munication and utilize them to develop a conceptual framework by which it can
be systematically studied.

3. To develop a multi-level analysis approach to differentiate between the symbolic
and the substantive legitimation tactics and strategies in climate change
communication.

1.3 Research Method and Question

Climate change communication and legitimation of oil and gas companies are well
researched topics. Nevertheless, the celebrated deal on climate action in 2015,
known as the Paris Agreement, calls for new research to gain new insights on the
issue at hand, especially that the private sector, including oil and gas companies, had
a major role in “orchestrating” the agreement, which was criticized for having no
mention of GHG sources, nor how to stop exploration and use of fossil fuel (Spash,
2016). Hence the proposition that oil and gas companies’ engagement in the global
climate action efforts is aimed merely at legitimacy.

Thus, we identified the need for a conceptual framework through which the
aforementioned proposition can be tested and for studies to be replicated. To achieve
this, our contribution is the development of a framework to investigate how oil and
gas companies utilize websites, annual reports, and sustainability reports as tools of
climate change communication.

More specifically, this research answers the following question:
How can we systematically examine climate change communication by oil and

gas companies on their websites and corporate reports?
To answer this question, we utilize the integrative review method of inquiry for its

appropriateness to the aim of this study, i.e. generating a new framework (Torraco,
2005) and providing a definition of concepts (Souza et al., 2010). Integrative
literature review can address a mature topic, or an emerging one. Since corporate
climate change communication is a relatively new sub-field of research, our study
can be associated with the second type; that is, it will result in a “preliminary
conceptualization of the topic” (Torraco, 2005), p. 357).

The study’s research question has already provided certain limitation to which
literature can be included in the review. Accordingly, we took the following steps:

First, since this review is focused on a relatively new business practice, that is,
utilizing websites and corporate reports, we decided to initially include literature
from the past 10 years (2008–2017). After starting the review, it seemed we were
missing important earlier contributions, and so the period was expanded to 20 years
(1998–2017).

Due to the multidisciplinary nature of the topic of corporate climate change
communication, it was decided not to search on a specific journal or publisher, but
to utilize an academic search engine, that is Google Scholar.
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To decide on which keywords should be utilized for the search, more inclusion
criteria were deemed necessary. The criteria selection was guided chiefly by the
research question but also the initial readings done by the author to identify the
specific research problem. Thus, we chose to first include academic articles and book
chapters on corporate climate change communication. Then, we included literature
on corporate sustainability disclosure or CSR in the oil and gas industry. Lastly, we
chose to include literature on the legitimacy theory that tackles legitimation strate-
gies by organizations in controversial industries.

Second, based on the criteria identified above, we started the search process by
utilizing search filters for the specified dates and various combinations of search
terms that were further finely adjusted as the search process continued. Some of the
queries utilized are “corporate climate communication”, “corporate climate change
communication”, “corporate communication” + “climate change” + “oil and gas”,
and “legitimacy theory” + “legitimation strategies”.

Third, the author utilized purposeful sampling technique (Patton, 2002) to select
the relevant and important literature to be synthesized. The result was organized in a
spreadsheet highlighting the literature attributes (e.g. year of publication, title,
industry discussed, country, and topic).

Finally, a thematic analysis was conducted on the literature with a critical lens.
The analysis and findings are organized in the following sections from the general to
the specific, i.e. starting with the definitions of the broader discipline of CSR and
sustainability communication moving to one of its elements and the core focus of
this research, that is, corporate climate change communication. Then, the legitimacy
theory literature is discussed and integrated.

1.4 Relevance of the Study

This study has important implications for both research and practice. Communica-
tion practitioners can make use of the findings to better understand how companies
in controversial industries and of several sizes, ownership structures, and national-
ities deal with stakeholder pressure. More specifically, the study provides them with
a way of systematically studying how the oil and gas sector utilizes websites, annual
reports, and sustainability reports to communicate about climate change. This study
comes at a time when climate action is gaining momentum, with an unprecedented
recognition of the critical role that the corporate sector needs to play (Ernst &
Young, 2015), hence the necessity to understand corporate communication regard-
ing this issue.

It also offers insights on an under-researched area of corporate CSR, sustainabil-
ity, and environmental communication, that is, the use of corporate websites for
climate change communication by controversial industries. Identifying the position
of climate communication within the whole CSR, sustainability, or environmental
communication of the company will offer uncovered knowledge.
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2 A Conceptual Framework for Corporate Climate Change
Communication

The following section highlights the importance of reporting and communicating
corporate social and environmental stances and performances. It focuses on the
relations between corporates, the society, communication channels and their audi-
ences, the challenges they face, and finally the motivations for corporate sustain-
ability communication.

We then provide a detailed analytical review of the position of the climate change
issue within the reviewed literature and introduce a definition of corporate climate
change communication. Next, we reflect on the oil and gas industry mentions with
regard to their sustainability communication motivations and challenges. Finally, the
legitimacy theory is integrated as a useful approach to understand corporates’
motivations to communicate about sustainability in general and climate change in
particular.

2.1 Theoretical and Practical Definitions of Corporate
Sustainability

Studies of corporate social responsibility (CSR), corporate sustainability, and cor-
porate citizenship have often used the three terms to refer to the same practice. In
theory, it is beneficial for scholars to disagree and provide multiple terms and
definitions to the same concept with the purpose of enriching and advancing the
discipline, while in practice, the presence and usage of several terms to refer to the
same concept can result in challenging implications.

Providing an attempt to utilize a joint concept of CSR, corporate citizenship, and
sustainable development (CSR/CC/SD), Moreno and Capriotti (2009) suggest dif-
ferences but also stress similarities in the three concepts. Most studies, however,
have opted to use only one term to refer to the increased phenomenon of corporate
social, environmental, and economic (financial) reporting. For example, Adams and
Frost (2006a) have used sustainability, Ziek (2009) used CSR, albeit integrating
sustainability and citizenship as indicators of CSR communication, and to a much
lesser extent scholars have used corporate citizenship (e.g. Maignan & Ferrell,
2001).

Maignan and Ferrell (2001, p. 457) defined corporate citizenship as “the extent to
which businesses assume the economic, legal, ethical and discretionary responsibil-
ities imposed on them by their various stakeholders.” Considering the pressure
“imposed” by stakeholders, and the multifaceted perceived responsibility of corpo-
rates, this definition aligns and becomes a part of CSR, especially when we consider
the widely cited broad definition by Carroll (1991, p. 43), as he postulates that “the
total corporate social responsibility of business entails the simultaneous fulfilment of
the firm’s economic, legal, ethical, and philanthropic responsibilities”.
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On the other hand, the term “sustainability” provides new dimensions. In 1987,
the World Commission on Environment and Development (WCED) coined the term
“sustainable development” which refers to “development that meets the needs of the
present without compromising the ability of future generations to meet their own
needs” (Brundtland, 1987). In a business context, the term sustainability is often
used to encompass the environmental, social, and financial performance of a com-
pany that later came to be known as triple bottom line (TBL) (Elkington, 1997).
Borrowed from accounting, this refers to the last line in companies’ financial
statements usually representing profits, implying profitability from social and envi-
ronmental performances, in addition to the financial one. These three dimensions
mirror the three pillars of sustainability, known as the 3Ps: people, planet, and profit
(Elkington, 1997).

For the purpose of this study, the concept of sustainability is preferred to CSR for
the following reason. CSR is evidenced to provide companies with sought-after
eco-efficiency, through lowering polluting emissions, or recycling, practices that
have been proven to positively corelate with financial gains (Frynas, 2009; Walker &
Wan, 2012). On the other hand, CSR practices fail to provide sustainable develop-
ment, that is, managing not to compromise the health, safety, and well-being of
future generations (Frynas, 2009). This aspect of considering future needs is of great
importance for the debate around the urgency of climate action and energy transition.
Sustainability communication is as well more relevant than environmental commu-
nication, for climate change is considered a sustainability problem, not merely an
environmental (i.e. ecological) one (Newig, 2011).

In summary, disagreements and a variety of definitions of concepts in academic
literature are implicitly encouraged to advance the knowledge of certain disciplines.
However, in practice, it can create confusion and result in lack of standards, hence
possible loss of credibility. This is especially true when looking at the practice of
corporate sustainability. The blurry definitions may result in three challenging
implications: first, from the corporate internal perspective, companies’ confusion
not knowing which term refers to which practice might contribute to local and global
lack of reporting standards (e.g. in Finland; see Laine, 2005). It is then even more
difficult for management to define and communicate their sustainable performance
(Herzig & Schaltegger, 2011). Second, because of lack of standards, assurances, and
accountability, and due to the voluntary nature of corporate sustainability reporting,
corporates might resort to constructing their own preferred versions of sustainability,
which might lead to the socially undesired business-as-usual scenario (Laine, 2005).
Third, from a communication point of view, and from a stakeholders’ perspective,
receivers of the corporate sustainability messages might stand confused by the
variety of terms and definitions. This adds to their potential lack of technical
knowledge to understand, for instance, oil companies’ emission results (Cox &
Pezzullo, 2016).
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2.2 Motivations and Channels of Corporate Sustainability
Communication

Sustainability communication was not always as integrative as it is nowadays
(Herzig & Schaltegger, 2011). Corporate social reporting emerged in the 1970s,
following pressure on corporates by social movements, a decade later environmental
reporting came to existence in the late 1980s and early 1990s to tackle the environ-
mental problems perceived to be mainly caused by corporates (Herzig &
Schaltegger, 2011). In the 1990s, sustainability reports started to gain momentum
(Kolk, 2004). Today, communication is a “hot topic” within CSR and sustainability
research; its challenging nature has prompted Dawkins (2005, p. 108) to describe it
as “the missing link in the practice of corporate responsibility”.

Whether discussing CSR or sustainability, corporate communication is seen as a
vital element (Du & Vieira, 2012). When used effectively, sustainability communi-
cation informs corporate stakeholders of its CSR performance, likely resulting in
enhancing its credibility, reputation, and legitimacy, in addition to assisting in the
process of stakeholder identification (Deegan, 2002; Du et al., 2010; Maignan &
Ferrell, 2004).

Sustainability communication importance has not only been recognized by cor-
porates but can also be noticed in the increasing sustainability reporting by “industry
bodies and associations, government institutions, consulting firms,
non-governmental organisations and research institutions” (Herzig & Schaltegger,
2011, pp. 151–152).

Four recurrent themes found in the literature reviewed were the relationship
between corporations and the society, sustainability communication channels, chal-
lenges, and motivations behind such practice.

Companies do not exist in isolation from other members of the society, as one
conceptualization of CSR is “the construct describing the relationship between
companies and society” (D’Aprile & Mannarini, 2012, p. 48). This relationship is
often described to be metaphorically formalized in a “social contract”; that is, society
expects certain requirements from businesses, in exchange for granting them legit-
imacy or a “licence to operate” (Deegan, 2002; Du & Vieira, 2012; Steiner, 1972).
While corporations are positioned on one side of the relationship, the society at large
is on the other side; this can refer to individuals, e.g. consumers, investors, and
employees, or entities, e.g. governments, non-profits, and media (Maignan & Ferrell,
2004).

When discussing the roles of different types of stakeholders in the CSR domain,
the following two perspectives are usually considered. From the society perspective,
partnerships and cooperation are praised as tools of renegotiation of the social
contract with corporations (Hamann & Acutt, 2003). On the other hand, corporates
are collaborating with NGOs in developing their environmental policies (Pulver,
2007) while using collaboration with legitimate entities as a legitimation strategy
(Oliver, 1990).
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The role played by NGOs, especially environmental, has been vital in the
sustainability agenda. Mostly assuming a critical stance against corporate
unsustainable actions, they reported on various issues ranging from “environmental
violations, human rights abuses, detrimental impact on local communities, to
breaches of labour and safety standards” (Du & Vieira, 2012, pp. 413–414). Also,
they criticized and exposed green-washing practices (Pulver, 2007). According to
Dawkins (2005), NGOs are always looking for evidence of companies’ sustainabil-
ity claims. Therefore, NGOs are one of the most powerful stakeholders a corporate
must consider, when communicating their social and environmental performance.

Honouring their end of the social contract is not the only reason companies
engage in sustainability disclosure and communication. On the same side of the
spectrum of motivations lies management acceptance of accountability or responsi-
bility, that is, acknowledging the stakeholders right to know (Vaccaro & Madsen,
2009), thus gaining their support (De Roeck & Delobbe, 2012).

On the other hand, CSR and sustainability actions are often attributed to the
corporate need of attaining, maintaining, and repairing legitimacy, that is, future
survival (Dowling & Pfeffer, 1975) and long-term prosperity (Du & Vieira, 2012).
This motivation is usually associated with controversial industries such as oil and
gas, alcohol, and tobacco (Bhattacharya & Sen, 2004). These industries are under
external pressure by different stakeholders, mainly the media, NGOs, regulatory
institutions, and the public. In a strategic effort to counter and manage this pressure,
corporates opt to act socially and environmentally responsible, or at least appear to
do so (Ramus & Montiel, 2005), to allow them to continue their business as usual
(Palazzo & Richter, 2005), or for their new structures or operations to appeal to the
sociocultural norms and societal expectations (Dacin, 1997; Deegan, 2002).
Reflecting on the motive of gaining stakeholders’ support, this interplay of motiva-
tions is consistent with what Gray et al. (1995) postulated, which is the need to
consider the legitimacy theory and stakeholder theory as overlapping perspectives,
not competing ones.

Turning to corporate sustainability communication channels, the literature
reviewed provides accounts on the following facets: the link between the channel,
message, and receiver, in addition to the advantages, limitations, and challenges
faced when using web technologies for corporate sustainability communication.

As a crucial step in any communication strategy, identifying and utilizing a
variety of channels is advised for CSR messages to reach the target audience
(Dawkins, 2005; Du et al., 2010). Corporates have abundance of channels to choose
from; these include annual reports, social, environmental, and sustainability reports
(Gray, 2001), corporate websites (Moreno & Capriotti, 2009), CSR advertising
(Yoon et al., 2006), public relations, and social media platforms (Colleoni, 2013;
Dawkins, 2005).

Looking at practice, Esrock and Leichty (1998) found that 82% of their sample of
US Fortune 500 index used corporate websites to communicate CSR activities. This
and other studies suggest a growing utilization of the Internet and World Wide Web
(WWW) technologies for corporate sustainability communication, in contrast to the
formerly dominant form of using annual reports (Herzig & Godemann, 2010). Some



companies (e.g. Adidas and E. ON UK) have even abandoned the printed reports to
focus solely on e-reporting (Herzig & Schaltegger, 2011). Annual reports have also
evolved; McQueen (2001) observed that they now have two functions. The tradi-
tional function of regulated financial reporting and a new unregulated function of
public relations. In the same context, he argues that the audience of these reports
have expanded from merely shareholders to include employees, potential investors,
and the general public.
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Table 1 Functional characteristics of websites for corporate sustainability communication

Functionality Description and literature

Accessibility A medium to communicate to an international audience (Moreno & Capriotti,
2009)

Use of the HTML format (Herzig & Schaltegger, 2011)

24-h accessibility (Adams & Frost, 2006b; Herzig & Schaltegger, 2011)

Increasing information accessibility and comprehensibility (Adams & Frost,
2006b)

Interactivity Permits dialogue (two-way communication), feedback (to respond to questions,
concerns, and problems) (Esrock & Leichty, 1998; Kent & Taylor, 1998)

More active interaction with wide and diverse public (Adams & Frost, 2006b)

Mutual asynchronous forms such as mail-to functions or discussion forums
(Herzig & Schaltegger, 2011)

Mutual synchronous forms such as chats, audio, or video-conferencing (Herzig
& Schaltegger, 2011)

Value Exert agenda-setting function, thus avoiding gate-keeper function of the mass
media (Esrock & Leichty, 1998)

Reduced information costs (Herzig & Godemann, 2010)

Environmentally friendly (Adams & Frost, 2006b)

Multimedia Links to other information sources on the company or other organizations
(Herzig & Schaltegger, 2011)

Combination of different media elements such as words, figures, images, or
videos (Herzig & Schaltegger, 2011)

Capacity Permits large quantities of information than print reports (reporting is for
example no longer limited by the number of printed pages) (Herzig &
Schaltegger, 2011)

Provision of historical information (archives) (Herzig & Schaltegger, 2011)

Velocity Provision of real-time data and immediate updates on events and information
(Adams & Frost, 2006a, 2006b; Esrock & Leichty, 1998)

Personalization Integrated view for audience to select from (Herzig & Schaltegger, 2011)

Addressee-specific information tailoring and distribution (to meet various
technical and information needs) (Herzig & Schaltegger, 2011)

Individual access for stakeholders (Herzig & Schaltegger, 2011)

While reviewing literature, some patterns have emerged when discussing corpo-
rate websites as the main vehicle for sustainability reporting. These include func-
tionality characteristics, advantages, and opportunities offered by using the Internet
for corporate sustainability communication. For better presentation, and easier



further reference, we grouped these into seven themes (Table 1): interactivity,
velocity, accessibility, multimedia, capacity, personalization, and value.
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Besides, some researchers highlighted the challenges that might face companies
trying to utilize web technologies for communicating their sustainable actions. These
include the lack of standards, regulations, and assurance of web content, which
might result in a lower level of credibility (Herzig & Schaltegger, 2011). This
challenge results from the possibility to change web content very easily. Another
challenge being the digital divide (Herzig & Schaltegger, 2011), which, in my
opinion, is one of the most important factors considering it might largely affect
stakeholder engagement in countries where there is a high level of divide. Finally,
some stakeholders might still prefer to consume information the traditional way, that
is, printed reports (Herzig & Schaltegger, 2011).

Even though the potential and possibilities offered by the Internet seem to far
outweigh the limitations, in practice companies should resort to corporate websites
as one medium of sustainability communication that complements, or is rather
complemented by, using traditional means such as printed annual and sustainability
reports (Herzig & Schaltegger, 2011). In addition to their original content, websites
have the potential of widening the audience of these reports. Whereas printed reports
reach a limited audience, digital versions of these reports can reach an international
audience.

Beyond the challenges facing corporate sustainability pertinent to channels and
audience, corporate sustainability challenges arise mainly due to organizations
failing to achieve the goals of their economic, social, and environmental practice.
There is a great mounting pressure imposed by societal actors on corporations,
whether it is a governmental requirement, industry standard, NGO scrutiny, media
criticism, or internal powerful stakeholder engagement. Tackling the conflicting
interests of the widely diverse stakeholder groups is a challenge that requires an
integrative, not only communicative, approach. Herzig and Schaltegger (2011,
p. 166) offer a recommendation to corporations as they note that:

A well-managed, interdisciplinary team-based process seems to be required, one that
involves different departments, external stakeholders and possibly communication agencies,
as well as diverse competencies in identifying the sustainability issues that are most relevant
to both the company and society. Likewise, communicating these issues in a comprehensible
way and integrating sustainability reporting with other sustainability communication media
and the company’s more general corporate communications concept appears to be vital if
sustainability communication is to move to a higher level.

Thus, a corporate that utilizes several media for sustainability communication,
integrates it into the corporate wider communication strategy, and utilizes the same
integrative approach for identification and engagement with internal and external
stakeholders can expect better organizational performance and results.
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2.3 Corporate Climate Change Communication

When discussing climate change communication, one of two general perspectives is
usually considered, communication of climate change, or communication about
climate change (Newig, 2011). While the former takes an instrumental or managerial
view to inform and educate the audience about climate change, its implications, and
actions, the latter takes an analytical view and is more concerned with how societal
actors communicate about the issue. Although Newig (2011) did not mention
corporate role in either, we argue that corporate climate change communication
belongs to the about category, that is, corporations are societal actors that do not hold
the scientific evidence, as do scientists and environmental groups, which legitimize
and qualify them as a source of objective knowledge. Furthermore, corporates, as
political figures, utilize the power of interpretation when communicating their stance
and performance regarding climate change, therefore using their own logic and
frames instead of merely mirroring that of scientists.

. . .communication is a key element in societal strategies to cope with climate change.
(Newig, 2011, p. 119)

As mentioned briefly before, this chapter assumes the stance that climate change
communication is part of sustainability communication; thus, corporate climate
change communication is part of corporate sustainability communication. This
notion, although implicitly postulated throughout the CSR and sustainability litera-
ture reviewed (e.g. Escobar & Vredenburg, 2011; Livesey, 2002; Walker & Wan,
2012), has only been made explicit by Newig (2011), as he based his argument on
three characteristics of climate change that call for societal communication:

1. High level of complexity and uncertainty
2. No global consensus on goals to be achieved
3. Widely distributed efforts and capacities

This need for a global consensus on goals and call for societal communication has
resonated widely in the international political and governance forums. The highest
level of these is the United Nations (UN) that historically led the coordination of
global efforts to tackle the negative effects of climate change. As early as 1987, the
WCED report on sustainable development mentioned climate change as a global
threat requiring strategies for minimizing damage and coping with the risks imposed
(Brundtland, 1987). The following few years marked several UN resolutions
addressing multiple aspects of the phenomenon (Table 2).

Furthermore, the year 1988 witnessed the establishment of the Intergovernmental
Panel on Climate Change (IPCC), the world’s leading authority on climate change
(IPCC, 2013; The Royal Society, 2007). On the other hand, this period marked not
only the climate change debate gaining momentum in the international political
forums (Paterson, 1996) but also a first substantial intervention from the corporate
side in the form of establishing the Climate Change Working Group (CCWG) at the
International Petroleum Industry Environmental Conservation Association



Year Addressing the issue of

(IPIECA) in 1988 (Gale, 2015), and the Global Climate Coalition (GCC) in 1989.
While the former was concerned with voicing the industry stance to the UN forums,
the latter attempted to influence the public opinion by questioning the science of
climate change and challenging the need for action (IPIECA, 2007; Mooney, 2007).
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Table 2 Some climate change-related UN resolutions (United Nations, 1992)

Resolution
number

1988 43/53 Global warming

1989 44/206 Rising sea levels

44/172 Combating desertification

44/207 Protection of global climate for present and future generations of
humankind1990 45/212

1991 46/169

More recently, the need for global climate action is listed as number 13 out of
17 UN Sustainable Development Goals (SDGs) of 2016 (United Nations, 2015a).
The SDGs give the issue more salience than the preceding Millennium Development
Goals (MDGs) for 2000–2015 that included climate change as a sub-topic under
goal number seven, which was to “Ensure Environmental Sustainability” (United
Nations, 2015b). In the SDGs, climate action is not only tackled in goal 13, but it is
also central to other goals as well, including the following:

Goal 7: Ensure access to affordable, reliable, sustainable, and modern energy for all.
Goal 12: Ensure sustainable consumption and production patterns.
Goal 14: Conserve and sustainably use the oceans, seas, and marine resources.
Goal 15: Sustainably manage forests, combat desertification, halt and reverse land

degradation, and halt biodiversity loss.

In addition to politics and science, the role of the media in the climate change
debate is often highlighted. Weingart et al. (2000) discussed the development of the
discourse on climate change in three spheres: science, politics, and media. One more
sphere, or rather actor that Cox and Pezzullo (2016) highlighted as having a great
role in the broader environmental communication arena, is universities. For instance,
they noted that climate change communication is incorporated today in some
universities’ curricula.

Moving on to look at the role of corporates, or how the climate discourse is taking
place in the business sphere, it does not seem to be mentioned as much as other
actors or spheres. For example, Weingart et al. (2000) briefly highlighted how the oil
industry financed climate-sceptic scientists. Moreover, corporates, especially in
polluting industries, are heavily pressured by the new sustainability discourse
(Escobar & Vredenburg, 2011; Frynas, 2009). Consequently, they engage in sym-
bolic or substantive actions to address such pressure and manage their legitimacy
(Walker & Wan, 2012). Regardless of the real intentions behind these actions, we
argue that it is of great importance to consider the business sphere more often when
discussing climate change communication, and not only focus on the media, politics,



and science. This is of special importance given the increasing role of corporates in
shaping our experiences (Allen & Craig, 2016), and since the often hailed “Paris
Climate Agreement” adopted in 2015 involved unprecedented activity from the
private sector (Grossman, 2017).
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Even though corporate climate change communication was not discussed exten-
sively in the literature reviewed, one report was completely dedicated to how
companies report on their climate-related performance, that is, “The Corporate
Climate Communications Report 2007” published in 2008 by Corporate Register,
a portal of non-financial reports from different sectors and company types. In this
report, they study how Global FT500 companies disclose climate change data. The
report starts with a general discussion and moves towards performance disclosure,
activity disclosure, target-setting disclosure, assurances, and guidelines disclosure.
The report covers a wide range of sectors categorized into heavy, light, and service
industries while also covering a wide range of regions including North America,
South America, Europe, Africa and Middle East, Asia, Japan, and Australasia
(Corporate Register, 2008).

Interestingly, out of 39 oil and gas companies in the sample, 28 (72%) published
CSR reports. Of these, 71% had a climate-specific section in their reports. Of these,
64% had climate issues covered in the CEO introduction, and 18% stated manage-
ment responsibility for corporate climate action. While most industries were proven
likely to align with Greenhouse Gas Protocol of the Global Reporting Initiative
(GRI), the oil and gas were the second least likely to align with the protocol. When it
comes to setting SMART (specific, measurable, achievable, realistic, and time-
scaled) targets (Doran, 1981) to reduce emissions, less than 25% of oil and gas
companies set SMART targets, while 50% set no targets at all. About 10% of the oil
and gas companies had specific climate change assurance for their reports (Corporate
Register, 2008).

In summary, the report suggests that climate reporting has become a mainstream
business practice. The report also is one of the first to recognize the beginning of
“corporate climate activism”. This claim is backed by the fact that “companies have
the means in terms of global reach and capital, consumer loyalty and international
networks to effect change on a significant scale” (Corporate Register, 2008, p. 44).

Turning to another recurrent theme when discussing climate change communi-
cation, or the wider umbrella of sustainability communication, we now discuss the
presence, or lack thereof, of reporting standards, regulations, and external assurance.
Herzig and Schaltegger (2011) echo the differences between corporates in their
reporting motivations; following a certain level of guidelines can demonstrate
accountability or play a legitimizing role if minimum guidelines are followed. In
the same context, going green is distinguished from green-washing (Cox & Pezzullo,
2016). These two motives, we argue, cannot be seen in isolation from each other, but
rather as two ends of a continuum. An organization can achieve a certain level of
both goals by reporting their social, environmental, and financial performance
following guidelines and standards.

Sustainability reporting can be perceived as a green-washing activity. Thus, to
move away from such accusation, and for effective reporting, corporates need to



reflect an outside-in as well as an inside-out perspective (Herzig & Schaltegger,
2011), that is, explaining activities contributing to sustainable development and
corporate strategy, while responding to external expectations. Although Herzig
and Schaltegger (2011) did not specify what he means by external expectations,
and how it is different from the other perspective, he echoes Bebbington et al.’s
(2007) call for a true dialogue with stakeholders. Thus, stakeholder dialogue is
considered a measurement of corporate willingness to meet societal expectations,
hence acknowledging accountability.
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Tackling a global issue such as climate change, corporates need to consider two
different types of pressures; these are global and local (Escobar & Vredenburg,
2011). Since there are no enforceable standards—on corporates—agreed upon
globally, issues like climate change are tackled mostly by local and regional regu-
lations and standards; thus, multinational companies would respond only to power-
ful local and regional stakeholder pressure, giving little to no real attention to global
concerns (Escobar & Vredenburg, 2011; Oliver, 1991).

However, there have been many global voluntary standards tackling greenhouse
gas emissions, energy efficiency, and environmental communication, mainly devel-
oped by global standardization organizations such as the Global Reporting Initiative
(GRI) and the International Organization for Standardization (ISO). But very few
have developed a comprehensive framework for reporting on climate action and
related performances. Two of these are the Climate Change Reporting Framework
developed by the Climate Disclosure Standards Board (CDSB) and the Science
Based Targets (SBT) initiative developed by Carbon Disclosure Project (CDP),
World Resources Institute (WRI), the World Wide Fund for Nature (WWF), and
the United Nations Global Compact (UNGC).

In addition to standards and regulations, external criteria that corporates seek to
conform to include rankings and competitions (Herzig & Schaltegger, 2011). They
often aim to improve the practice of sustainability reporting and contribute to
standardization. Although a voluntary procedure, having a good ranking or winning
a reporting award in sustainability is a symbolic measure that contributes to compa-
nies’ enhanced image and reputation (Deegan & Carroll, 1993). As the competitions
often reflect stakeholders’ expectations (Herzig & Schaltegger, 2011), it is also likely
to influence organizational legitimacy. With regard to climate change, there is only
one award that is given to companies in special recognition of their “Corporate
Climate Change Communication”. In 2012, this recognition awarded by the Taiwan
Institute for Sustainable Energy was given to Taiwan Power Company for their
sustainability report (Taiwan Power Company, 2013).



Staying Legitimate in a Changing Climate: A Framework for. . . 79

Fig. 1 States of organizational legitimacy, based on Deephouse et al. (2016), pp. 33–34

2.4 The Legitimacy Theory: Symbolic and Substantive
Climate Communication

The legitimacy theory has been one of the dominant theoretical lenses, through
which researchers examined CSR, sustainability (e.g. Deegan, 2002; Du & Vieira,
2012; Matejek & Gössling, 2014; Walker & Wan, 2012; Welbeck et al., 2017), and
recently corporate climate change communication (e.g. Giannarakis et al., 2017;
Qian & Schaltegger, 2017; Van Halderen et al., 2016). In their meta-review of
legitimacy literature, Deephouse et al. (2016, p. 9) suggest the following definition:

Organizational legitimacy is the perceived appropriateness of an organization to a social
system in terms of rules, values, norms, and definitions.

They affirm the importance of societal actors’ perception of an organization in
assessing its legitimacy, hence the notion that it is not a universal concept, but rather
context-dependent (Barkemeyer, 2007). This is especially true when considering the
different outcomes of legitimacy. Historically, legitimacy has been characterized as
having a fundamental dichotomous nature (Deephouse & Suchman, 2008). There-
fore, an organization can be considered either legitimate or illegitimate, while
recently, organizational legitimacy can be assessed and placed on a continuum.

Most prominently, Deephouse et al. (2016) put forward four basic outcomes and
states of organizational legitimacy; these are accepted, proper, debated, and illegit-
imate. The main difference between the first two states is active evaluation by
societal actors. Accepted organizations that have been actively inspected by regula-
tors are deemed “proper” from the regulator and similar institutions’ perspective.
They could, however, be deemed “accepted” from the perspective of the consumers
who take the organization’s existence and operation for granted (Deephouse et al.,
2016). On the other hand, organizations can have the “debated” state when their
values or operations are actively questioned or challenged by some stakeholders.
Finally, entities that do not “pass” the active evaluation by a stakeholder, i.e. not
meeting stakeholder expectations, will be deemed inappropriate, hence



“illegitimate” as perceived by that same stakeholder (Deephouse et al., 2016).
Figure 1 illustrates the four states of organizational legitimacy.
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In this study, we adopt Deephouse and Suchman’s (2008) strategic perspective to
legitimacy, that is, emphasizing organizations’ ability to manage legitimacy towards
achieving their goals. Examples of these goals or “consequences of legitimacy”
include gaining market access, gaining stakeholder support, eliminating competi-
tion, improving financial performance, and gaining long-term survival (Deephouse
& Suchman, 2008). In managing their relationship with different stakeholder groups,
organizations use different approaches to extend, maintain, or defend their legiti-
macy. Ashforth and Gibbs (1990) highlight two main types of approaches: symbolic
management and substantive management.

Symbolic management, on the one hand, comprises the organizational practices
that aim at making acts “appear” consistent with stakeholder expectations. Substan-
tive management, however, represents actual changes in organizational goals, struc-
tures, or processes (Deephouse et al., 2016). Symbolic management has been
criticized because of its ability to “deceive” and “distract” from substantive issues
(Bundy & Pfarrer, 2015); nevertheless, both approaches are valuable, especially
when used together (Deephouse et al., 2016). We assume this approach and through
this research answer to their call for more consideration to the interplay between the
two management approaches for organizational legitimacy.

Communication strategy differs greatly according to the management strategy
chosen by the organization. If green-washing is only appearing to be responsible by
means of symbolic management, green-highlighting is utilizing both symbolic and
substantive approaches; “green highlighting combines talking the talk with walking
the walk” (Walker & Wan, 2012, p. 232).

Legitimating accounts are usually presented in the form of text (Phillips et al.,
2004), hence the central role of communication in managing organizational legiti-
macy. This aligns with our earlier characterization of legitimacy as a stakeholder
perception of the organization. While symbolism enables an organization to be
multiple things to multiple stakeholders (Kraatz & Block, 2008), it is the embodi-
ment of commitments that trigger the reciprocal commitment needed for organiza-
tional survival (Stinchcombe, 1997).

The text produced and distributed by organizations to manage legitimacy usually
takes the form of stories or narratives (Lounsbury & Glynn, 2001), through which
they strategically deploy rhetoric that aims at increasing the impact of the messages
conveyed (Suddaby & Greenwood, 2005). Thus, researchers investigating organi-
zational legitimation approaches have used methods of rhetorical analysis (Erkama
& Vaara, 2010), narrative analysis (Brown, 1998), discourse analysis (Phillips et al.,
2004), and framing analysis (Garcia & Greenwood, 2015).

Finally, based on the literature review, we offer the following definition for
corporate climate change communication: the production and distribution of infor-
mation on corporate performance and stance regarding climate change causes,
consequences, and solutions, to relevant stakeholders with the aim of gaining or
maintaining their support.
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2.5 The Conceptual Framework

Following the extensive literature review above, we developed a legitimacy-based
conceptual framework that can be organized as follows. Oil and gas companies are
operating in a controversial industry that is a major contributor of GHG emissions,
one of the main causes of climate change. They are facing increasing stakeholder
pressure, presumably challenging, and questioning their operations and existence;
hence their legitimacy state being “debated”. Motivated to survive, some companies
are driven by their acceptance of accountability and responsibility towards societal
actors, while others are driven by the mere aspiration to continue to exist and stay
relevant, that is, being legitimate.

Those accepting accountability adopt a business strategy involving substantive
management. This comes in forms of real changes in operations or structures of the
company that reflect stakeholder expectations. On the other hand, those merely
seeking legitimacy adopt a business strategy that involves symbolic management.
In doing so, they appear to be conforming to stakeholder expectations, with no actual
changes. A mixed strategy is possible; hence, a company can seek both account-
ability and legitimacy with different degrees.

This study utilizes the legitimacy theory as a lens through which we can develop a
better understanding of how oil and gas companies communicate their climate-
related performance and stance. To achieve this, the following four dimensions
should be considered.

Presence, Hierarchy, and Accessibility of Climate-Related Information

First, the presence of climate-related information on the companies’websites, annual
reports, and sustainability reports should be identified.

Presentation, Format, and Interactivity of Climate-Related Information

Next, how climate information is presented should be examined.

Content Characteristics of Climate Information

To have a more in-depth analysis and meaningful findings, climate content should be
examined based on the following: first, conformity to external criteria, including
regulations, standards, ranking, awards, and agreements. Second, the explicit men-
tion of stakeholders. Third, themes and topics discussed.

Legitimation Strategies

Finally, to identify the legitimation approaches utilized by the oil and gas industry,
the following is suggested. The content characteristics revealed in earlier stages, the
conformity to external criteria, the explicit mention of specific stakeholders, and the
inclusion of specific themes, will all act as the categories by which the legitimation
approach is deduced (Fig. 2).
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Fig. 2 Conceptual framework developed for the study of corporate climate change communication,
based on literature review

3 Conclusion

At a time when anthropogenic climate change is one of the greatest challenges facing
our planet, it is crucial for societal actors to engage in a meaningful and honest
discussion that is built on common understanding, two-way communication, and
willingness to change. This has recently materialized in a global momentum of
climate action. Towards this end, this chapter contributes new and important knowl-
edge to the climate debate. Theoretically, we offered, for the first time, a definition
and a conceptual framework for corporate climate change communication. The



concept was also positioned within sustainability communication after critically
discussing the differences with CSR.
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We performed an integrative review of a purposeful sample of the literature
published during two decades on CSR, sustainability communication, and their
link to organizational legitimacy. The developed conceptual framework is a prelim-
inary contribution to the emerging sub-field of corporate climate change
communication.

Future studies are encouraged to build on this initial attempt and empirically
utilize the framework to provide a deeper understanding of how corporates commu-
nicate about this overarching issue; whether organizations operating in controversial
industries merely disclose information on performance for symbolic legitimacy or
communicate their position to various groups of stakeholders with the underlying
belief of a social contract that ties them with multiple actors who can influence these
organizations’ survival.
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Sustainable and Smart Living Versus
Unworthy Conditions in Portugal

Sónia Bidarra, Rute Abreu, and Cecília Rosa

1 Introduction

The right to housing is a right fundamental enshrined in many universal/international
(United Nations, 1948), European Union (Council of Europe, 1961), and national
documents (AR, 1976). Housing can be defined as having a home, a safe place, from
which we are not at risk of being evicted and with access to appropriate health and
education services, as well as decent employment. It is a pillar of the stability and
security of a person or family. Having decent housing is universally considered one
of the basic needs of human beings (United Nations, 1976).

In Portugal, the Basic Housing Law, about housing conditions, in paragraph 4 of
article 9, promotes environmental sustainability, energy efficiency, fire safety, and
the reinforcement of the seismic resilience of buildings and privileges the evolution
needs of households and communities (AR, 2019).

Recognizing the importance of what we call “home” as the basis for other
fundamental rights, life in society, and physical and mental health itself, the WHO
defines healthy housing as one that provides a feeling of home, including a sense of
belonging, security, and privacy. Healthy housing also refers to the physical struc-
ture of the dwelling, and the extent to which it enables physical health, including by
being structurally sound, by providing shelter from the elements and from excess
moisture, and by facilitating comfortable temperatures, adequate sanitation and
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illumination, sufficient space, safe fuel or connection to electricity, and protection
from pollutants, injury hazards, mold, and pests.
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The WHO Housing and Health Guidelines (HHGL) can also have indirect
co-benefits for health. Improving thermal insulation, weatherization, and ventilation
and installing energy-efficient heating can improve indoor temperatures that support
health while also lowering expenditure on energy and reducing carbon emissions
(WHO, 2018).

Improving energy efficiency in housing is a great opportunity to promote eco-
nomic development, environmental stewardship, quality of life, and social equality.
Better energy efficiency reduces the pressure of energy use and climate change.
Furthermore, improving the energy efficiency of housing constitutes a climate
change adaptation measure by better shielding homes from adverse weather
conditions.

In accordance with Article 9 of the Treaty on the Functioning of the European
Union, Union policies on energy efficiency must be inclusive and, therefore, guar-
antee the accessibility of energy efficiency measures to consumers affected by
energy insecurity. Improvements in the energy efficiency of buildings are expected
to benefit vulnerable households, including those affected by precarious energy and,
where appropriate, those living in social housing. Member States may already
require the parties subject to the obligation to include social objectives in energy
saving measures in relation to energy insecurity, and this possibility should now be
extended to alternative policy measures and national energy efficiency funds and
made an obligation while allowing Member States to maintain full flexibility about
their size, scope, and content. If an energy efficiency obligation regime does not
allow measures for individual energy consumers, the Member State can take mea-
sures to alleviate energy insecurity using alternative political measures (European
Parliament and Council of the European Union, 2018a).

In this sense, the European Parliament and the Council of the European Union
(2018b) approved the Directive (EU) 2018/2002 on Energy Efficiency; the improve-
ment of energy efficiency along the entire energy chain will bring benefits to the
environment, improve the air quality and public health, reduce greenhouse gas
emissions, improve energy security by reducing dependence on energy imports
from third countries, lower energy costs for families and businesses, help reduce
energy insecurity, and will induce increased competitiveness, increased employ-
ment, and economic activity in general, thus improving the quality of life of citizens
(European Parliament and Council of the European Union, 2018b). Thus, in this
research, the authors verify, based on the data from the Energy Certification System,
the panorama of the national buildings.

Energy poverty is characterized by families that have access to inadequate levels
of essential energy services, due to high energy consumption, low household
income, inefficient buildings and appliances, and specific domestic energy needs.
It is estimated that more than 50 million households in the European Union live in a
situation of energy poverty.

This distinct form of poverty is associated with a series of consequences for the
health and well-being of people, with respiratory and cardiac diseases and mental



health, aggravated by low temperatures and stress, associated with inaccessible
energy bills.
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In 2018, about 34 million Europeans were unable to keep their homes warm
enough. To maintain a decent standard of living and health, adequate heating, air
conditioning, lighting, and energy conditions are essential to power household
appliances. Access to energy services is essential for social inclusion. Therefore,
the fight against energy poverty can bring several benefits, namely less health
expenses, reduction of atmospheric pollution, substituting inadequate heating
sources for the purposes for which they are intended, greater comfort and well-
being, and improvement of family budgets. Taken together, these benefits would
directly boost economic growth and prosperity in the European Union (EC, 2020).

In the data released by Eurostat, in 2019, Portugal is listed as the European Union
country where people have less economic conditions to keep their homes properly
heated, with 19.2% of the Portuguese people being in a situation of energy poverty.
Below Portugal are countries such as Bulgaria (30.1%), Lithuania (26.7%), and
Cyprus (2.01%) (Eurostat, 2021). The ability to keep the house warm is one of the
nine indicators, defined by Eurostat, structuring the living conditions of individuals
and families. It allows us to perceive situations of deficiency in relation to three
items, material deprivation rate, or at least four items, severe material deprivation
rate. The latter, in 2019, stood at 5.5% in the EU and 5.6% in Portugal.

The rate of severe deprivation of housing conditions, referring to the combination
of overcrowded housing and the existence of at least one of four problems: no
bathroom (or shower) or toilet installation inside the accommodation, water transfers
or rot windows/floor, or insufficient natural light on a sunny day, since 2013 through
2018 has decreased, but still located if slightly above the average UE28 (4.1 and 3%,
9%, respectively). As for the percentage of the total population living in a dwelling
with a leaking roof, damp walls, floors or foundation, or rot in window frames or
floor, Portugal has 26.9% while the EU28 (13.9%).

2 Literature Review

Emerging global challenges, such as climate change, loss of biodiversity, scarcity of
resources, migratory movements, demographic changes, pandemics, and rapidly
changing economies, have a direct impact at the local level across the Europe, and
can worsen disparities in our society.

This assumes the need for sustainable transformation highlighted by the 2030
Agenda for Sustainable Development of 2030, including SDG 3 to ensure healthy
lives and promote well-being for all age groups and SDG 11 dedicated to making
cities inclusive, safe, resilient, and sustainable, the New Urban Agenda, the Paris
Agreement, and the European Commission’s Ecological Pact. The Ecological Pact
aims to make Europe the first continent in the world with a neutral climate impact
and Europe has a strong responsibility as well as the collective capacity to achieve
this goal. The New Leipzig Charter provides a political framework for planning and



implementing these European and global agreements on an urban scale and also for
guaranteeing the availability of sanitation for all at the family level (SDG 6),
reaching the goals of renewable energy and energy efficiency (SDG 7), and taking
measures to mitigate climate change (SDG 13). The importance of the sectoral
approach was recently emphasized in the New Urban Agenda for sustainable
urban development established in Habitat III, in 2016. In the same year with the
Amsterdam Pact, the EU Urban Agenda dedicated to making cities inclusive, safe,
resilient, and sustainable was launched. And in 2019 the European Commission’s
Ecological Pact appeared, which aims to make Europe the first continent in the world
with a neutral impact on the climate and Europe has a strong responsibility as well as
the collective capacity to achieve this goal. The New Leipzig Charter provides a
political framework for planning and implementing these European and global
agreements on an urban scale. Urban transformation is based on the integration of
the social, ecological, and economic aspects of sustainable development.
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Adequate, safe, and affordable housing and energy supply must meet the needs of
different groups in society, including an aging and more diverse population, people
with disabilities, young people, and families. At the same time, the number of people
with complex housing needs in Europe is increasing, especially in the countries most
affected by the financial crisis. In Greece, for example, according to the latest survey
by the European Parliament, 36% of households suffer from a lack of energy, while
tens of thousands of them do not have access to energy and/or heating.

There is no doubt that the challenge is multifaceted, characterized by houses with
low energy efficiency, rising energy prices, and low incomes. Property owners and
suppliers across Europe face different challenges, from financing energy-efficient
renovations to providing additional services to tenants.

Energy consumption is a concern in many countries, both globally and at EU
level; countries have been called upon to take responsibility for strategies to limit
global warming. In this regard, the EU set the following targets in 2008: to reduce
greenhouse gas emissions by 20% (compared to 1990), increase the share of
renewable energy to 20%, and improve energy efficiency by 20% (targets it achieved
in 2018).

Energy consumption is a matter of sustainability, since we have a small percent-
age of the population consuming more than half of all the energy produced world-
wide; in addition to countries such as Portugal, they use countries outside the EU to
obtain fossil fuels (although in mainland Portugal, according to REN data, more than
60% of the energy consumed comes from renewable energies); there is yet another
concern: the weight of the energy bill in the annual total of housing expenses.

The Regulation of Thermal Behaviour Characteristics of Buildings (RCCTE),
approved by Decree-Law no. 40/90, of 6 February (MOPTC, 1990), was the first
legal instrument that in Portugal imposed requirements on the design of new
buildings and major remodeling to safeguard the satisfaction of thermal comfort
conditions in these buildings without excessive energy needs, both in winter and in
summer.

Member States should apply minimum energy performance requirements for new
and existing buildings, ensure certification of the energy performance of buildings,



and impose a regular inspection of boilers and air conditioning installations in
buildings; in this regard on December 16, 2002, the European Parliament and the
Council adopted Directive 2002/91/EC on the energy performance of buildings
(European Parliament and the Council of the European Union, 2002).
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The abovementioned directive aimed to promote the improvement of the energy
performance of buildings in the Community, considering external climatic condi-
tions and local conditions, as well as the requirements for indoor climate and
economic profitability. This directive establishes requirements regarding a general
framework for a methodology for calculating the integrated energy performance of
buildings; application of minimum requirements for the energy performance of new
buildings; application of minimum requirements for the energy performance of large
existing buildings that are subject to major renovation works; energy certification of
buildings; and regular inspection of boilers and air conditioning installations in
buildings and, in addition, evaluation of the heating installation when the boilers
are over 15 years old.

In Portugal, this directive would be transposed into national law through Decree-
Law n° 78/2006, of 4 April (MEI, 2006), which approved the National System for
Energy Certification and Indoor Air Quality in Buildings, of Decree-Law n°
79/2006, of 4 April, which approved the Regulation of Energy Systems for Air
Conditioning in Buildings, and Decree-Law n° 80/2006 of 4 April, which approved
the RCCTE (MOPTC, 2006a, 2006b, 2006c).

According to the Regulation of Thermal Behaviour Characteristics of Buildings
(MOPTC, 2006c), the country is divided into three winter climatic zones (I1, I2, and
I3) and three summer climatic zones (V1, V2, and V3), Table 1.

In the Region of Beiras e Serra da Estrela, we have eight municipalities in zone
I3-V2 characterized by the most demanding winter that they will see. In summer
check temperature ranges up daily. The areas of zone I3-V1 are Celorico da Beira,
Gouveia, Guarda, and Manteigas, where winter is much more aggressive than
summer. The municipality of Belmonte is in zone I2-V2, whose daily thermal
amplitudes, in summer, can be considered with average values. In zone I2-V1
area, it is the municipality of Fornos de Algodres, where the summer is mild, and
winter more demanding than summer. The municipality of Fundão is in the climatic
zone I2-V3, whose summer conditions overlap with those of winter, dry climates,
and high thermal amplitudes, with heating needs in winter.

These zones are important for determining the characteristics necessary for the
building to play its role in terms of thermal comfort, based on the reference data for
winter and summer.

The European Parliament and the Council of the European Union have
reformulated Directive 2002/91/EC, through Directive 2010/31/EU of May
19, 2010 (European Parliament and the Council of the European Union, 2010). It
establishes the requirements with regard to the common general framework for a
methodology for calculating the integrated energy performance of buildings and
autonomous fractions; the application of minimum requirements for the energy
performance of new buildings and new building fractions; the application of mini-
mum requirements for the energy performance of existing buildings, autonomous
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fractions and building components subject to major renovations, constructive ele-
ments of the building envelope with a significant impact on the energy performance
of the envelope when they are renovated or replaced, and technical building systems
when a new system is installed or when the existing system is replaced or upgraded;
national plans to increase the number of buildings with almost zero energy needs; the
energy certification of buildings or autonomous fractions; regular inspection of
heating and air conditioning installations in buildings; and the systems of indepen-
dent control of energy performance certificates and inspection reports (European
Parliament and Council of the European Union, 2010).
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Table 1 Distribution of municipalities of the Beiras and Serra da Estrela according to climatic
zones

Winter
Number of
degree days

Heating
season Summer

Project
external Thermal

climate (GD) (°
C days)

duration
(months)

climate temperature
(°C)

amplitude

Almeida I3 2540 7.7 V2 33 16

Belmonte I2 1970 7.7 V2 32 13

Celorico da
Beira

I3 2240 7.7 V1 30 12

Covilhã I3 2250 7.3 V2 32 13

Figueira
Castelo
Rodrigo

I3 2450 8 V2 33 16

Fornos de
Algodres

I2 2060 7.7 V1 31 13

Fundão I2 1990 7 V3 34 14

Gouveia I3 2440 8 V1 30 12

Guarda I3 2500 8 V1 31 13

Manteigas I3 3000 8 V1 30 12

Meda I3 2360 7.7 V2 33 14

Pinhel I3 2390 7.7 V2 32 15

Sabugal I3 2450 7.3 V2 33 16

Seia I3 2520 7.7 V2 32 14

Trancoso I3 2450 7.7 V2 32 13

Source: MOPTC (2006c)

The directive was transposed in Portugal by Decree-Law n° 118/2013 of
20 August (MEE, 2013), which also includes the Energy Certification System
(ECS), the Regulation of Energy Performance of Residential Buildings (REH),
and the Energy Performance Regulation of Commercial and Service Buildings
(RECS).

In the residential sector in Portugal, the quality of buildings and their comfort has
increased in recent years. The high consumption associated with thermal comfort
(heating and cooling) is where the lack of energy efficiency of houses and residential
buildings is reflected.
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The National Energy Plan and Climate 2021–2030, approved by Resolution of
the Council of Ministers n° 53/2020, (PCM, 2020a) includes measures to combat
energy poverty and perfect hedging instruments for vulnerable people. To this end, a
long-term strategy to combat energy poverty will be developed, with the main
objective of obtaining a diagnosis and characterization of the problem, developing
monitoring indicators, monitoring strategies, establishing objectives for reducing
energy poverty in the medium and long term on national, regional, and local scales,
and proposing specific measures to achieve these objectives, b as forms of financing.
After the implementation of this strategy in the short term, measures to combat
energy poverty will be defined and dimensioned, providing benefits that guarantee
the supply of energy to vulnerable citizens or providing support to improve the
energy efficiency of homes (PCM, 2020a).

In the context of transposition, Directive (EU) 2018/844 of the European Parlia-
ment and of the Council, of May 30, 2018, on the energy performance of buildings
and Directive 2012/27/EU on energy efficiency, for the national scope by Decree-
Law No. 101-D/2020 (PCM, 2020b).

In 2021, the Long-Term Strategy for the Renovation of Buildings (ELPRE) was
approved by the Resolution of the Council of Ministers no. 8-A/2021 (PCM, 2021),
which approves the Long-Term Strategy for the Renovation of Buildings (ELPRE).
The ELPRE foresees four packages of measures aimed at improving comfort and
mitigating energy poverty, increasing energy efficiency, local decarbonization, and
gradually increasing comfort. By 2030, the priority will be to improve comfort,
mitigate energy poverty, and increase the energy efficiency of 65% of existing
residential buildings, built before 1990 and which have the worst energy perfor-
mance. The measure extends, in 2040, to the remaining residential buildings built
until 2016, which will represent 100% of the national park of existing buildings in
2018. In non-residential buildings, with priority for public buildings, the strategy
foresees the intervention by 27% by 2030 and 52% by 2040.

3 Methodology

Methodologically, this research relies on two different approaches. The first is
theoretical analysis based on the literature review of the energy performance of
building and the legal regime of the unworthy conditions of the sustainable living of
the citizen. The second is an empirical analysis with an exploratory statistical
analysis, supported on database of the Agency of Energy (ADENE, 2021).
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4 Results

An Energy Certificate (CE) of a building or autonomous fraction is the document
issued under the National System of Energy Certification and Indoor Air Quality of
Buildings (SCE), which reflects the thermal and energy performance of the property,
classifying it as energy efficiency and associated energy consumption. The energy
class, Fig. 1, can vary on a scale from A+ (more efficient) to F (less efficient). It
compares the energy performance of a building or autonomous fraction under
current conditions with the performance that it would obtain under minimum
conditions, based on reference values or applicable requirements.

In the EC, proposals for improvement measures are presented in terms of energy
performance and indoor air quality and comfort, highlighting those of greater
economic viability, to reduce the energy consumption of the property and improve
comfort.

Under Order n° 15793-J/2013 of the Directorate General for Energy and Geology
(MAOTE, 2013) to determine the energy certification of residential buildings, the
energy class ratio (RNt) is used:

RNt=
Ntc
Nt

Fig. 1 Classification of
energy certificates by
classes. Source: ADENE
(2017a)



where N corresponds to the value of the annual nominal needs for primary energy

F R
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Table 2 Distribution of the
energy class in residential
buildings for housing

Energy class Value of RNt

A+ RNt ≤ 0.25

A 0.26 ≤ RNt ≤ 0.50

B 0.51 ≤ RNt ≤ 0.75

B- 0.76 ≤ RNt ≤ 1.00

C 1.01 ≤ RNt ≤ 1.50

D 1.51 ≤ RNt ≤ 2.00

E 2.01 ≤ RNt ≤ 2.50

Nt ≥ 2.51

Source: MAOTE (2013)

tc

[kWhEP/(m
2 year)] and Nt corresponds to the regulatory limit value for the annual

nominal needs of primary energy [kWhEP/(m
2 year)]. The annual requirement values

are calculated in accordance with the Energy Performance Regulation of Residential
Buildings (REH). To sort the buildings or separate fractions, a scale where each
range of values RNt is used corresponding to a power class presented in Table 2.

According to article 3 of Decree-Law n° 28/2016, the Energy Certification
System (ECS) covers buildings or fractions, new or subject to major intervention,
under the terms of the REH and RECS. When, however, a fraction already built is
not constituted as an autonomous fraction according to a constitutive title of Hori-
zontal Property (HP), it is only covered by the SCE from the moment it is given on
lease. Also covered by the SCE are all buildings or fractions that exist from the
moment of their sale, donation in fulfillment, or lease after the entry into force of this
law (ME, 2016). Since July 2008, all new buildings must have a valid certificate. In
the case of existing buildings, since 2009 they must have a valid certificate, at the
stage of entering the respective sale, rental, or lease contract. Of the energy certif-
icates issued, the largest percentage is for residential buildings 88.19% and 88.83%,
in Portugal and in the Beiras and Serra da Estrela Region, respectively.

Table 3 shows that the number of energy certificates issued by ECS to residential
buildings for housing, until March 23, 2021, in Portugal, was 1234.062, with the
majority (23.7%) relating to energy efficiency class D, the sixth on a scale of eight,
since the energy class ratio is between 1.51 and 2.00 kWhEP/(m

2. year). And
A + class is more efficient and F less efficient. A fraction that complies with the
minimum required by the current regulations will be classified in energy class B-.

Until that same date, 20,551 energy certificates for residential buildings had been
issued for the Beiras and Serra da Estrela region, with the majority (25.2%)
corresponding to the energy efficiency class F. Certificates with this classification
are higher in number in the municipalities of Figueira Castelo Rodrigo (159), Fornos
de Algodres (120), and Manteigas (115), which corresponds to 46.4%, 43.2%, and
41.5%, respectively. Of the municipalities of Beiras and Serra da Estrela, those with
the highest percentage of F-rated residential buildings are Figueira de Castelo
Rodrigo (46%), Fornos de Algodres (43%), and Manteigas (42%). In the case of
residential buildings, the highest percentage of energy certificates issued
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corresponds to buildings that already exist: 77.45% for Portugal and 78.52% for
Beiras and Serra da Estrela.
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As previously mentioned for residential buildings, they are covered by the SCE
when new, when subject to major intervention, or in the case of sale or lease after
December 1, 2013, of the same or fraction thereof. In Table 4, the authors analyze the
number of certificates issued for existing housing buildings, from 2014 to 2016, and
it has decreased and slightly increased in 2017, followed by a decrease until 2020. In
the Beiras and Serra da Estrela region, it decreased in 2015; compared to the
previous year, it increased until 2017 and until 2020 it decreased. This fact can
have its justification in the validity of 5 years of the CE for the case of housing
buildings that do not undergo major interventions or in the case of leases if the tenant
continues 5 years later and has not changed.

The certificates issued for existing housing buildings are in greater numbers in the
municipalities of Covilhã, Guarda, Fundão, and Seia, with 4625, 3071, 2011, and
1955 certificates, respectively, a fact that can be justified by the growing demand for
housing and since this certificate becomes mandatory (Decree-Law n° 118/2013)
(MEE, 2013) in case of sale or lease of the property.

The Regulation of Thermal Behaviour Characteristics of Buildings that estab-
lishes the rules to be observed in the design of all residential buildings and the air
conditioning systems without service buildings centralized so that the requirements
of thermal comfort, be it for heating or cooling, ventilation to guarantee air quality
inside buildings, or domestic hot water needs, can be met without excessive energy
expenditure. The pathological situations in the building elements caused by the
occurrence of surface or internal condensations are also minimized, with a potential
negative impact on the durability of the building elements and the quality of the
indoor air.

The Energy Pre-Certificate (PCE) is the SCE certificate for new buildings or
fractions in new buildings, as well as for buildings or fractions subject to major
interventions, issued in the design phase before the start of construction or major
intervention.

A concern of housing policies is undoubtedly the need to rehabilitate the aging
housing stock. In general terms, the certificates issued for construction projects are
greater in number than those issued for rehabilitation projects.

In the region of Beiras and Serra da Estrela, from 2014 to March 23, 2021, a total
of 834 certificates were issued for projects for the rehabilitation of buildings or
fractions for housing purposes (Table 5). The municipalities with the highest number
of these certificates were Covilhã (200), Guarda (154), and Seia (98).

During the licensing procedure of a building or permit building, it is not issued an
energy certificate, but a PCE which confirms that the project meets the requirements
imposed by the regulations. In practice, it corresponds to a “project certificate” since
it has an identical format and the same type of information as a certificate.

The certificates issued for construction projects (Table 6), in the region of Beiras
and Serra da Estrela, from 2014 to March 23, 2021, were 2607.

The municipalities with the highest number of PCEs issued for the construction of
buildings intended for housing were Covilhã (903), Fundão (428), and Guarda (364).
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1 6 2 5 2 3

1 1 2 2 3 – –

5 2 4 8 3 1 30

8 8 29 33 74 33 15 00

2 2 1 1

– – 4 2

3 8 7 8 20 13 9

– – –

1 1 3 2 1 3 1 2 14

1 5 3 6 5 17 16 3 56

3 1 7 12 9 9 10

2 6 4 7 1 21

The municipalities of Covilhã, Fundão, Guarda, and Trancoso are the ones with the
highest number of certificates issued for construction projects to the detriment of the
certificates issued for rehabilitation projects.
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Table 5 Distribution of energy certificates for rehabilitated buildings for housing project, 2014–
2021

Rehabilitated buildings for housing project

Total2014 2015 2016 2017 2018 2019 2020 2021

Portugal 225 435 728 1.013 1.065 1.102 1.141 255 5.964

Beiras e Serra da
Estrela

47 42 87 98 159 187 177 37 834

Almeida – – 19

Belmonte – 9

Celorico da Beira 7 –

Covilhã – 2

Figueira Castelo
Rodrigo

– – 4 – 10

Fornos de Algodres 3 – 1 – 10

Fundão 2 5 14 6 36 9 10 – 82

Gouveia – 68

Guarda 17 4 19 16 17 25 47 9 154

Manteigas 2 1 – 9 – 12

Meda

Pinhel

Sabugal – 51

Seia 8 5 11 10 19 16 23 6 98

Trancoso – 1 –

Source: ADENE (2021)

5 Discussion

Households in the European Union face the difficulty of having their homes heated
and paying their energy bills. Recognizing the need to combat the risk of energy
poverty faced by households that do not have the means to enjoy essential energy
services guarantees an adequate standard of living. Effective programs, such as
financing schemes that allow families to renovate their homes, can reduce the
amount of energy bills and help the environment. In 2020, the Commission will
develop guidelines to help Member States to address the issue of energy poverty
(European Commission, 2019).

In a study developed by ADENE, in July 2017, within the scope of the awareness
campaign on energy efficiency in private housing, it indicated that consumers spend
on average about €112.00 in the consumption of energy and water in the home.
Electricity is the source of energy that implies the highest expenses, followed by gas



9 7 5 5 10 2 5

3 5 4 4

and water. Many of the interventions carried out in the buildings are aimed at
increasing energy efficiency in housing, which translates into a positive impact,
namely in the relief of the monthly budget through the reduction of energy expen-
diture. As a result of the interventions, it is also worth mentioning the importance of
increasing thermal comfort in improving people’s health conditions
(ADENE, 2017b).
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Table 6 Distribution of energy certificates for new buildings for housing project, 2014–2021

New buildings for housing project

2014 2015 2016 2017 2018 2019 2020 2021 Total

Portugal 669 949 1.302 1.532 2.057 2.057 2.157 451 11.174

Beiras e Serra da
Estrela

238 384 289 446 357 436 403 54 2.607

Almeida 7 4 6 7 8 5 2 2 41

Belmonte 2 5 29 6 8 11 2 3 66

Celorico da Beira 4 9 11 9 3 7 4 1 48

Covilhã 77 183 34 188 90 161 158 12 903

Figueira Castelo
Rodrigo

– 43

Fornos de Algodres 2 4 7 10 10 5 10 – 48

Fundão 30 49 59 85 52 72 71 10 428

Gouveia 10 17 11 12 14 10 8 1 83

Guarda 21 28 49 39 63 99 60 5 364

Manteigas 1 4 – – 21

Meda 9 5 11 8 18 10 4 – 65

Pinhel 16 10 11 9 10 8 10 9 83

Sabugal 14 18 20 20 23 17 9 5 126

Seia 24 27 23 27 29 17 33 2 182

Trancoso 12 14 13 18 14 8 23 4 106

Source: ADENE (2021)

In Portugal, with an extremely old housing stock, the lack of sustainability of the
buildings means that people must use more energy to satisfy their needs, whether for
heating, cooling, ventilation, dehumidification, or natural light. This is reflected in
their expenses, but which for many become unaffordable.

According to the general statistics of the energy certification of buildings avail-
able on the website of the SCE, available by ADENE, the number of energy
certificates issued for day March 23, 2021, in Portugal was 1,234,062, with the
majority (23.7%) relating to energy efficiency class D, the sixth on a scale of eight,
which does not meet the minimum requirements required by current regulations.

This class arises from the classification of the thermal behavior of the building’s
housing elements, such as the roof, walls, windows, and floors. These will contribute
to energy consumption associated with air conditioning and thermal comfort in the
home. To achieve this comfort, you must consider the gains (in the summer) and heat
losses (in the winter) of the house.
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Based on climatic zones, in the region of Beiras and Serra da Estrela, the
15 municipalities are divided between zones I2 and I3 in winter and V1, V2, and
V3 in summer. Hence, this region is dominated by the severity of the winter because
the 12 municipalities belong to I3 zone. Eight of these are characterized by high
thermal amplitudes (I3-V2); only in one of the municipalities is summer more
pronounced than winter (I2-V3). For the region of Beiras and Serra da Estrela,
20.551 ECS had been issued for residential buildings, of which 5.182 correspond
to the class of energy efficiency F, characterized by the worst energy performance.

6 Conclusion

This research aims to bring the issue of unsustainability of housing to the discussion.
As part of the research developed in themes of sustainability and housing in the
framework of the master’s thesis in Integrated Systems of Management (Environ-
ment, Quality, Safety, and Social Responsibility). The subject of research about
housing is of great importance to the quality of life of the citizen that demands a
place to live that he or she calls home. It can have influence on our health, our
education, and our role in society.

The region of Beiras and Serra da Estrela has territories of different characteris-
tics, with higher altitude varying between 845 m in Almeida municipality and
1993 m in the Covilhã, Manteigas, and Seia municipality. This region corresponds
to about 7% of the territory of mainland of Portugal, with the smallest area being
Belmonte municipality with 118.76 km2 and the largest area Sabugal municipality
with 822.70 km2. Another important aspect is the age of building because the
preponderance of buildings aged, with the worst energy performance, in a region
mainly characterized by the severity of the winter.

If on one side the lack of quality of the air inside, or the absence of ventilation,
compromises the health, the lack of natural lighting affects psychologically. If there
was something that this pandemic brought, it was the change of our idea of home,
because of the time we have been forced to stay in it and how it was or not adequate
to our needs. It represented one challenge for everyone, but for those who have
housing needs, it was even more painful, such as in the case of most seniors who
were isolated, many of them in old houses and with little heat.

With a older housing stock and consequent low performance energy, Portugal
should be worth the policies of rehabilitation and improvement of efficiency energy.

The limitation of this research points out the challenge of the theme of certifica-
tion energy, with its terms and requirements without help. This scenario of difficul-
ties is compounded by the lack of economic capacity of households, especially of
elderly citizens. A household to be classified as a “financially deprived situation,” so
its average monthly income (RMM) must be less than four IAS, so the value is €
1715.60. In 2017, the RMM per household, in Portugal, is lower (€ 1474.17) than the
value of the household classified in “situation of financial need” (€ 1715.60). It can
also be seen that all municipalities in the region of Beiras and Serra da Estrela also



have lower values, with the municipality with the lowest RMM being Mêda (€
1071.58) and the highest RMM being Guarda (€ 1518.58).
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The first challenge of this research is demanding the awareness of better housing
and promoting the participation mechanisms, specifically emphasis on the (isolated)
elderly, which need to be strengthened on rural and mountain areas. The second
challenge of this research is in terms of demographics characterized by a low-density
population 33.6 persons per km2, in 2019, with the most worrying being Figueira de
Castelo Rodrigo (11.0) and Almeida (11.4) and Covilhã the municipality with a
greater number 84.2 people per km2.

This research is a second step of research project that aims to help the European
Union to encourage the Member States to use European funds and to ensure
transition between unworthy conditions and social inclusion. Indeed, this will help
to improve the situation of housing for each citizen, but it is a long road to the main
well-being of the citizen.
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Institutional Roles in Promoting Corporate
Social Responsibility in Tanzania

Ibrahim Ramadhani Kikwiye

1 Introduction

Corporate social responsibility (CSR) activities are confronted by various institu-
tions in the country in which both multinational enterprises and their local counter-
parts operate (Demir & Budur, 2019; Khan et al., 2021; Kim et al., 2018; Kumi et al.,
2020; Long et al., 2020). This chapter seeks to determine the roles played by
institutions in promoting or hindering the CSR activities. Selected company man-
agers are used to justify the contentions of institutions as playing roles in making
CSR practices. This study is performed in a developing country of Tanzania by
examining few and selected companies. Companies both multinationals and their
local counterparts operate to serve the purpose for which they were established and
thus contribute to the well-being of the stakeholders in various forms including CSR
(Detomasi, 2008). While companies do so, they interact in many ways with institu-
tions. These institutions impacting on the scale of operations, including those related
to CSR, are composed of the national government regulatory domain, non-govern-
mental organisations (NGOs), and community or beneficiary groups (Dentchev
et al., 2015). The interactions with institutions may in one way or another shape
the form and conduct of companies’ participation in CSR (Steurer, 2010). These
institutions are expected to create some form of roles in order to encourage and
provide a good CSR environment.

Governments do have powers and are an authority in providing polices and
strategies targeting socio-economic development (Wu & Davidson, 2011). The
governments are proponents of CSR because they derive from it benefits which
can revamp the welfare of their citizens in their country, and particularly it is
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important to the developing countries (Steurer, 2010). According to Albareda et al.
(2008), governments especially from the developing country contexts experience
development challenges which cannot be handled by themselves without the con-
tributions from companies in form of CSR. As such, governments play four roles of
mandating, facilitating, partnering, and endorsing in ensuring that CSR is practised
and companies become legitimate operators (Fox et al., 2002). Likewise, govern-
ment can play roles of regulating, brokering, warranting, and creating enabling
environment for companies to flourish and then practise CSR (Albareda et al., 2008).
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Similarly, government agencies have a role to play in making CSR a reality by
companies in developing countries. Government agencies provide checks and bal-
ances on operations, inspection, and setting and administering regulations which are
intended to deter any illegitimate practices of companies for stakeholders and
communities in general (Greenwood et al., 2002). Furthermore, community mem-
bers as a subset of institutions also play a role in making companies indulge in CSR.
According to Wu and Davidson (2011: 114), community groups “serve as an
unofficial watchdog and organisational whistleblower, ready to raise red-flag of
criticisms if the corporation strays onto a path or policy deemed inappropriate by
the group”. The community can as well use lobby groups and public outcry using
violent or non-violent means to make companies practise CSR (Yang & Rivers,
2009). And, finally, NGOs as a third sector exist to serve the interests of people
establishing it or the interest of the wider community (Michael, 2003). By working
on behalf of the society, NGOs can voice against any unwanted action(s) of the
companies and have the ability to put into effect the practice of CSR.

The institutional influences have become the cornerstone of CSR practices in
developed countries, while the same is not much documented in the context of
developing countries including Tanzania (Amalados & Manohar, 2013). There
exists a gap in the literature due to studies conducted previously not documenting
the roles of institutions in a fashion suggesting government, NGOs, and beneficiary
communities. Past studies have delved much on the institutions on a single basis
(Kumi et al., 2020). The study of Long et al. (2020) was oriented towards
establishing the role of government as the owner of some companies and its effect
in the relationship between CSR and firm financial performance in the Chinese
context. Demir and Budur (2019) studied on the roles of leadership ways and how
they interact with NGOs in CSR activities and findings showed that companies
which are oriented towards good ethical leadership experience institutional CSR
with NGOs. Similarly, Kim et al. (2018) studied on how beneficiary community
influences the CSR practices and found that they affect the practices of CSR
symbolically as well as practically. However, few known studies such as that of
Khan et al. (2021) in Pakistan, touched on the institutions in an integrated fashion. In
this study, Khan et al. (2021) found that peer pressure contributed greatly to
enforcing companies practising CSR. Despite the few exceptions, the concentration
of most studies on single institutional influencing mechanisms creates a vacuum in
understanding other institutional frameworks such as government, NGOs, and
community members in relation to practising CSR (Kumi et al., 2020). The chapter
aims at pointing out the roles played by the institutions in shaping the practice of



CSR in the context of Tanzania and fills the gap in the literature. Specifically, the
chapter seeks to address how the government organisations, NGOs, and beneficiary
groups play a role in ensuring CSR practice as well as understanding the repercus-
sions for companies which do not engage in CSR. In research questions one and two,
selected managers of companies are involved in justifying the roles of institutions in
practising CSR. Research questions three, To address the objectives, the chapter
raises three research questions as follows:
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Source: Author, 2021
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Fig. 1 Conceptual framework of institutional roles, CSR practices, and legitimacy theory. Source:
Author, 2021

Research Question 1. How the government plays roles in promoting companies to
practise CSR in Tanzania?

Research Question 2. How do NGOs and beneficiary groups play roles in promoting
CSR practices in Tanzania?

Research Question 3. What happens to non-complying companies with the institu-
tions of government, NGOs, and community members?

The research questions are answered through the use of semi-structured inter-
views with government officers, company and NGO managers, and community
members as well. The information through which the research questions are
answered was undertaken in the place of work and in the field for beneficiary
members.

The research questions feature the conceptual framework and legitimacy theory
in addressing the institutional pushes to practise CSR and become legitimate. The
conceptual framework is presented in Fig. 1.

The conceptual framework above exhibits a relationship between institutions and
companies in realising the practising of CSR. Without such interactions, the roles of
institutions become unavailable. Government play roles through regulations, rules,
and laws, while NGOs are the watchdogs through which communities at both local
and international levels can raise voice if the company is misbehaving and not
practising CSR (Wu & Davidson, 2011). Community members raise concerns



over the relationship which repels their recognition through CSR. Community
members can raise the voice and boycott the commodities or operations of the
multinational and/or local companies. While each player has its role to play, it is
of ultimate usefulness to have all actors active in ensuring that the multinational
companies and their local counterpart feel the pressure from all stakeholders and as
such they will be able to participate in CSR. The framework presents the players
(government, managers, NGOs, and community members) and how their integrated
roles provide more concerted repercussions. While companies surrender to institu-
tional roles, they ultimately become legitimate operators.
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The rest of the chapter is structured as follows. The next section is about
theoretical approach, while Sect. 3 contains literature review on the role of institu-
tions in CSR. Section 4 highlights the methodology used, and Sect. 5 contains data
sources and data analysis. Finally, Sects. 6 and 7 contain findings and discussions
and conclusion and recommendations, respectively.

2 Theorical Approach: Legitimacy Theory

The study was undertaken in the light of legitimacy theory which is defined as
“generalized perception or assumption that the actions of an entity are desirable,
proper, or appropriate within some socially constructed system of norms, values,
beliefs, and definitions” (Suchman, 1995: 574). The legitimacy theory focuses on the
government, agencies, NGOs, and community members as institutions enforcing
companies to be CSR responsive through peer pressure which ultimately targets
achieving of legitimacy (Khan et al., 2021). Companies exist to operate in line with
institutions’ expectations, hence achieving legitimacy and a licence to operate (Hah
& Freeman, 2014).

Similarly, legitimacy theory addresses issues pertinent to organisations, stake-
holders, and general society as they depend on one another (Patriotta et al., 2011).
The relationship that exist between companies’ operations on the one hand and the
regulatory agencies, NGOs, and community members on the other hand can be used
to determine the relationship that exists between them regarding the CSR (Moffat
et al., 2016). Companies are being legitimate because of the rights conferred to them
by society, when the policies and strategies of such company are congruent with that
of the government, agencies, NGOs, and the society in which they operate
(Magness, 2006).

According to Suchman (1995: 575), “organizations seek legitimacy for many
reasons, and conclusions about the importance, difficulty, and effectiveness of
legitimating efforts may depend on the objectives against which these efforts are
measured” by oversight bodies. That implies that application of the legitimacy
theory will depend on the condition facing the organisation such as that of regulatory
agencies, NGOs, and community members, and thus, it differs from place and place
and time to time.
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Moreover, legitimacy theory acts as a mediator when management faces prob-
lems with regulatory agencies, NGOs, and surrounding communities to make cor-
rections of their past mistakes by adopting legitimate behaviours (Magness, 2006).
According to Guthrie and Parker (1989: 343) although legitimacy theory is reactive
in nature, “it agrees that business operates in society via a social contract where it
agrees to perform various socially desired actions in return for approval of its
objectives, other rewards and its ultimate survival. It therefore needs to disclose
enough information for society to assess whether it is a good corporate citizen.”

3 Literature Review on the Role of Institutions
in Corporate Social Responsibility

3.1 Role of Government in CSR

Governments possess ultimate power and authority in terms of policies and strate-
gies targeting social and economic developments (Wu & Davidson, 2011). Conse-
quently, governments provide a good regulatory framework for companies to earn
profits and set guidelines that encourage more voluntary CSR (Steurer, 2010).
Governments, especially in the developing country context, such as Tanzania are
huge supporters of the CSR agenda as they derive benefits which can improve the
welfare of the people in the country (Steurer, 2010). Despite the fact that CSR
activities in most developing countries are voluntary in nature, regulations are used
as a mechanism to oversee and control them (Bartle & Vaas, 2007). As Albareda
et al. (2008) suggest, the challenges faced by governments in meeting community
demands cannot be handled by the state itself. It is important to acknowledge
government partnering with business organisations with the common goal of
improving CSR (Li & Miao, 2020).

Fox et al. (2002) suggested four roles of governments that are used to accomplish
CSR within the business community as mandating, facilitating, partnering, and
endorsing. Other roles according to Albareda et al. (2008) include regulating,
brokering, warranting, and creating an enabling environment for the companies to
realise their objectives as well as becoming legitimate and obtain a licence to
operate. When companies obtain legitimacy, they are confident to be supplied with
resources and achieve support of institutions (Pfeffer & Salancik, 1978). The
mandating by government refers to observing the minimum standards that busi-
nesses should abide by following laws and codes that are established by national
governmental systems (Dentchev et al., 2015). Facilitating means that the govern-
ment offers incentives to companies so that they become active in CSR matters. The
most common incentives that are offered to companies are tax incentives although
developing countries still face challenges to amend tax laws so as to take into
account charities as a reason for incentives (Saleh, 2019). In their facilitating role,



governments provide various encouragements to attract or motivate businesses to
become more compliant with practising CSR (Albareda et al., 2007).

112 I. R. Kikwiye

Similarly, the government can collaborate with companies through partnering by
integrating the skills and input of public and private sectors. Albareda et al. (2007)
and Steurer (2010) stress that partnering is used by governments to make collabo-
rations and agreements with companies and other stakeholders to undertake joint
programmes in order to improve social and environmental conditions. Even compa-
nies which fear being sidelined by not participating in CSR prefer to partner with the
government and other stakeholders (Blowfield & Murray, 2011). For instance,
governments have partnered in the PPP between state and private companies, mostly
involved in road infrastructure in Brazil (Griesse, 2007).

3.2 Roles of Other Institutions (Community Members, NGOs,
and Government Agencies)

As a subset of the civil society sector, community voice is another group that
influences multinational and local companies to practise CSR. According to Lin
et al. (2019), stakeholders such as beneficiary or community members are one of the
most important drivers of companies to indulge in practising CSR. The community
can voice its demands and play an essential role in the business decisions involving
CSR. The community might form coalitions of unemployed and redundant, con-
sumer groups, farmers and livestock keepers, environmentalists, human rights activ-
ists, health professionals, women and children, disabled people, and other minorities
formed by like-minded individuals to advance their claims towards a company
(Nazir & Islam, 2020). According to Wu and Davidson (2011: 114), community
groups “serve as an unofficial watchdog and organizational whistle-blower, ready to
raise a red-flag of criticisms if the corporation strays onto a path or policy deemed
inappropriate by the group”. According to Yang and Rivers (2009), communities
may also use various lobby groups in the company and sideline those not paying
attention to CSR in their surrounding areas. They view that a community’s voice
plays a significant role in influencing CSR practices by companies through public
outcry against them using violent or non-violent means (Melubo et al., 2019).

As an influencing mechanism for companies to adopt CSR practices; NGOs exist
to serve the interest of the few people establishing them or the interest of the wider
community (Michael, 2003). NGOs work on behalf of the society surrounding them;
they aim to influence policy-makers’ decisions to be included or represented without
becoming part of the management. In addition, NGOs have educational roles for a
wider number of stakeholders with whom they cooperate in areas of their speciali-
sation (Bebbington, 2004).

According to Bebbington and Farrington (1993), NGOs take part in some public
sector activities in order to highlight the inefficiencies and bureaucracy and to
encourage participatory development and enhance transparency. This calls for



immediate measures to address such conditions by providing goods and services and
CSR practices that see different organisations, businesses, and governments forging
new relationships (Griesse, 2007). Where this applies, some functions related to it
are taken over by NGOs to improve social standards (Beschorner &Muller, 2007). It
is important for the third sector to align CSR objectives rather than relying on
governmental efforts which are sometimes considered unsuccessful (Michael,
2003). Additionally, Collins (2012: 383) states, “governments; exercise control by
developing and enforcing rules and regulations, businesses provide goods and
services, and NGOs provide goods and services not met by governments and
businesses.”

Institutional Roles in Promoting Corporate Social Responsibility in Tanzania 113

Studies relating to institutional roles on CSR have increased in developing
countries generally. Long et al. (2020) studied the role of government intervention
in Chinese context and found that the involvement of government in an ownership of
companies decreases the relationship between CSR and performance. Khan et al.
(2009) in Bangladesh found that the government pressurises banks to practise CSR.
Another study by Shauki (2011) in Indonesia found that the government’s use of
incentives to induce companies to practise CSR was an essential element. Sobhani
et al. (2009) in Bangladesh found the government took major steps towards an
institutional framework by observing corporate governance and the stock exchange
markets. Xu and Liu (2020) as well studied the role of government promoting CSR
through incentives in China and the findings indicated that the politically connected
companies demonstrate better CSR than those without connections. Koku and
Gustafsson (2003) in Ghana found that the institutional framework of district
authorities, NGOs, and the local community was key to accomplishing environmen-
tal protection strategies. Matten and Moon (2008) studied a conceptual framework
for a comparative understanding of CSR and found that CSR was more induced by
use of incentives than regulations in the USA as opposed to companies in Europe.
Ararat (2008) in Turkey found that the government promoted CSR by mandating a
capital market board to establish inclusive guidelines that were then followed by all
companies listed on the Istanbul exchange market.

A study conducted in Australia and Hong Kong by Lin et al. (2019) regarding the
influence of stakeholders revealed that they used both cooperated and aggressive
mechanisms to influence companies to take part in CSR. Moreover, in the Chinese
context Li and Miao (2020) studied the role of collaboration of the government and
companies in the pursuit of CSR and found that both direct and indirect collabora-
tions enhance CSR practice. In the DRC, Maria and Devuyst (2011) found that
mining companies experienced problems with both central and local governments
that were not participating in environment protection and CSR. Additionally, Okoye
(2012) studied the role of government in relation to CSR in Nigeria and found that
there was less partnering with companies to protect the environment. In Kazakhstan,
findings show that the government was more involved in CSR on economic and
legal issues, while NGOs require businesses to focus on ethical and discretionary
issues (Mahmood & Humphrey, 2013). Furthermore, Tan (2009) studied institu-
tional structures in China and found that the government is not strong in enforcing
MNEs, while NGOs are very strong and pressurise the MNEs to adopt ethical



standards. Baughn et al. (2007) studied CSR in relation to environmental responsi-
bility in Asian countries and found that the level of awareness is high and determined
by economic development, political factors, and government influences.
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4 Methodology

This study is guided by multi-case study design through which interactions with
participants to gather information using semi-structured interviews were undertaken
(Yin, 2012). The multi-case study is “an in-depth exploration from multiple per-
spectives of the complexity and uniqueness of a particular project, policy, institution,
programme or system in a real life context” (Simons, 2009: 21). According to Yang
(2010), a case can take various dimensions such as individual persons, groups,
households, organisations, community, and/or nations. These multiple sources ori-
ented from different organisations of government, companies and NGOs managers,
and the beneficiary group.

The multi-case study design investigates the phenomenon by comparing the
chosen cases leading to an in-depth understanding of the subjective meanings
obtained from participants (Punch, 2014). This understanding is derived from the
interaction with participants from government officers, companies, NGOs, and the
local communities on how they play the roles in influencing the CSR practices. Each
particular organisation (government, company, NGOs, and beneficiary groups) was
treated as a single case and when combined they made up multi-cases (Bryman,
2016).

5 Data Sources and Data Analysis

5.1 Data Sources

The data for this study were obtained from participants from government officers,
companies and NGOs’ managers, and community members. Government officers
were selected based on their participation in decision making regarding the roles in
fostering CSR practices. Similarly, officers with responsibility of sanctioning the
conduct of companies against any social and environmental issues, which are core
activities performed in the name of CSR, were also involved making a total of four
interviewees from the government institutions. Similarly, NGOs were also selected
on the basis of participation in CSR activities through being watchdogs against any
social and environmental violations of companies (Fiaschi et al., 2017). Other NGOs
were involved in the data collection process as they are advisors regarding the
practices of CSR. This category made up a total of three NGOs interviewed. Finally,
community members or beneficiary groups living around companies’ areas of
operations such as mining sites and oil and gas extraction areas were also used.



The participants in this category were composed of four focus group discussions
from communities in mining and oil and gas production areas. However, their
contributions were more or less and therefore four best selected statements from
participants were used as evidence to support findings. The study selected purpo-
sively five managers from manufacturing, production, and bank and one director of
operations in oil and gas company, and they were interviewed so as to provide
supporting and/or opposing views of the institutions in promoting CSR. Four of
the six companies were multinationals, while two of them were local counterparts.
The evidence from company managers provides a basis through which the findings
of the roles of institutions in CSR in Tanzania would be robust.
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The data collection was done over a period of 2 years from 2018 to mid-2020
using semi-structured interviews with government officers, companies, and NGOs,
while beneficiary communities interacted using focus group discussion (Merchant &
Van de Stede, 2006). The interviews took place in the offices of the participants after
seeking consent to do so. The number of participants from government officers,
managers, and NGOs totalled 15, while three focus group discussions composed of
six to ten members (women, men, and youth) were interviewed to determine how
they play a role in influencing companies to practise in CSR. The composition of
focus group discussions was gender inclusive and age sensitive (Fawcett & Pockett,
2015).

The data were collected sequentially in participants’ offices and villages of abode
beginning with all interviews and thereafter focus group discussions followed. All
participants were given information in advance, and their consent was obtained to
undertake the research through official letters from the government (Gray, 2009).
The semi-structured interviews were in English, while the focus group discussions
were in the local language which was then translated into English by a researcher.
The two methods used interview guide, and all categories used similar questions to
allow comparisons from one interviewee to another (Flick, 2014). The time taken for
a semi-structured interview averaged 1 h and 10 min, while the time for focus group
discussions was more than 2 h and 30 min.

5.2 Data Analysis

All semi-structured interviews and focus group discussions were audio recorded
word for word and then transcribed using qualitative coding to determine the ensuing
themes (Paulus et al., 2014). Thematic analysis was adopted to determine themes
that were obtained from transcripts. Unwanted information was sorted and removed
to allow the obtained themes to be interpreted and classified according to their
similarities for generalisation purposes (Flick, 2014). The thematic analysis resulted
in many themes including incentives, dialogue, and awareness during registration,
directives, education, meetings, and request through letters, roles, punishments, and
directives. Other themes were fines and penalties, closure of business, court cases,



and fines. The themes that reflected the topic under investigation from SSIs and
FGDs were combined and put together for the presentation of the results.
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6 Findings and Discussions

The findings of this study are based on the objective of determining the roles of
institutions and beneficiary communities in promoting CSR practices in Tanzania.
The institutions are government and NGOs. The study determined the roles of
institutions in Tanzania in stimulating companies to be more willing to participate
in CSR practices. This section details how the government plays roles in ensuring
that the maximum benefits of CSR are achieved. The findings are presented below.

Research Question 1. How the government plays roles in promoting companies to
practise CSR in Tanzania?

6.1 The Roles Played by the Government

The roles of government are discussed in terms of incentives to encourage compa-
nies, rewards, and punishments for abiding by and violating companies as well as the
awareness of CSR during their registration process. Other roles of government
include the directives, dialogue with companies, and the awareness during registra-
tion and operations.

6.1.1 The Role of Providing Incentives to Encourage Companies to Be
More Compliant

The government discourages giving incentives to companies with the intention of
practising CSR. The officers feel that the incentives issue is dependent on policy
formulation. As long as there are no such policies guiding the conduct of CSR, the
government cannot indulge in incentives because companies are expected to partic-
ipate in CSR of their own accord. Similarly, another participant explained that
decisions related to incentives have to be made by the minister of energy and
minerals. The government office cannot be involved with giving incentives as that
is outside their domain of operations. The agency provides an advisory role only to
the ministry. To support the arguments, the principal officer from the ministry stated:

The government doesn’t give incentives, and we actually discourage incentives, but CSR
helps companies to get the social licence to operate. And the social licence is something the
company has to get from the community and not being imposed to them. It is the companies’
responsibility to ensure their presence are felt and accepted by the community. Government
Officer 1
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Giving incentives to the companies are a policy issue. The policy issues rely upon the
Minister to make decisions. Our office has advisory roles to the higher authorities regarding
matters connected with auditing which has something to do compliance and issue of advice
thereafter. Government Officer 2

The findings concerning government taking the role of providing incentives to
companies to be responsive to CSR reflect several prior studies such as those of
Matten and Moon (2008) and Xu and Liu (2020). Matten and Moon (2008) found
that the incentives are useful in attracting companies to participate in CSR instead of
using regulations in US-based companies. According to Xu and Liu (2020), CSR is
well practised by companies which are offered incentives in China. Regulations
alone cannot work out as most of developing countries including Tanzania still
experience voluntary CSR (Griseri & Seppala, 2010).

On the other hand, the only form of incentive that encourages companies to
participate in CSR is that they get tax exemption (Galaskiewicz, 1997). The gov-
ernment office responsible for registration and promotion investment in Tanzania
viewed that companies get tax exemptions on capital intensive expenditure when
they invest in Tanzania. This finding is consistent with Saleh (2019) who found tax
incentives as a catalyst for promoting CSR. The officer dealing with investment
matters stated:

We have no laws, and CSR is not mandatory. Companies do it on their own willingness.
Generally, we offer incentives to investors in terms of tax exemptions on capital intensive
equipment and machinery in the first years of their operations... They are tax exempt to
encourage their fully operations. Government officer 3.

6.1.2 Directives from the Ministries and Agencies

The directives from the government are connected to the mining and oil and gas
guidelines developed to give guidance on the need for companies to consider
communities through CSR in their operations (Babiak & Trendafilova, 2011). The
guidelines’ emphasis is on caring about social, economic, and environmental matters
for the communities. The guidelines give the directions on what companies are
expected to do without conditions as CSR is not mandated. The regulatory agencies
also share the guidelines with companies for the mutual benefit of the parties—a
condition at parity with legitimacy theory requiring appropriate role in society
(Palazzo & Scherer, 2006). Upon agreeing with guidelines, they become directives,
subject to implementation by companies (Campbell, 2006). From time to time, the
government follows up on whether they are being implemented or not. The govern-
ment officer stated that:

Yeah, at the Ministry we have the natural gas policy 2014 which gives policy guidance on
how CSR should be undertaken in the areas concerned. Government Officer 1

Similar views were provided by the government agency’s officer for having
directives given to the companies in mining and oil and gas sectors to guide them
in their operations. However, the agency ensures that there are consensus and
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agreement made about the contents which then become binding during their oper-
ations. The officer stated:

Yes, there are many directives given by this institution. The directives are then shared
between government agency and companies. On agreeing the contents, the directives
become legally binding, although we know CSR is not mandatory. We give them certificates
of compliance and if the company indicates that it will participate in CSR, then it will be
subjected to audit. Government officer 4.

In justifying the government’s agency regarding setting and giving directives
which are followed by companies, the companies provided supportive arguments
from a company in the oil and gas sector, which stated:

You must have an environment impact assessment (EIA) on hand before and during
operations. To ensure directives are followed, they hire consultants who go to the field
and see if operations are compliant with EIAs: CSR Manager manufacturing Company.

The findings on directive as an institutional role to participate in CSR are
consistent with that of Carini et al. (2018) who found that directives as a role must
be applied with care. The discussions and agreements between regulatory bodies and
companies in Tanzania are apt to the issues that may happen if directives are given
without consideration.

However, the guidelines have not been formulated to consider other sectors yet.
Once all sectors are aware of the guidelines, this will establish equal opportunities
for companies’ participation in CSR, albeit on different levels. The guidelines would
also consider wider stakeholder participation and engagement. The government
officer stated:

We expect to have guidelines and all companies will follow them when investing in the
country. The guidelines are formulated in consultation with local authority leaders and the
communities where discussion and agreement on CSR activities is made. Government
officer 3.

6.1.3 Dialogue with Companies

Dialogue is also useful in influencing companies to participate in CSR, especially
where laws regarding CSR are still lacking (Campbell, 2006). The participants
suggested that dialogue is provided on a limited scale since such a thing is new
and probably will become the norm in the near future. Dialogue takes place in the
course of investing in the oil and gas sector no matter how long the investments last.
The government officer argued:

When the companies come to invest in Tanzania in oil and gas; they are expected to
participate in CSR. Even if they are doing a project of three months they have to leave
something behind in form of CSR. Government Officer 1.

The government officer responsible for oil and gas in the ministry was probed
further to explain such participation in the dialogue, while the sector is still imma-
ture. His explanation indicated that the gas sector has been in operation for a decade



now compared to the oil sector, which is still at the initial stages of exploration. He
stated:

The oil and gas sector is not mature yet, but we had the activities since 2004 when we started
producing gas. The company operating in Lindi region offers scholarships to secondary
school students in that region. Government Officer 1.

6.1.4 Awareness During Registration and Operations

Some form of awareness is raised about CSR during the registration process of both
MNEs and local companies. The government office responsible for environmental
matters is tasked with the duty of issuance of procedures regarding the need for
companies to protect the environment. The influence becomes apparent when the
government office issues an environment permit as a go-ahead for operations,
whereas non-compliance becomes punishable (Christmann, 2004). The government
officer stated:

We give them guidelines on environmental matters during registration. But they should get
the environmental permits as a clearance of operations. Government officer 3.

However, normative influences are evidenced from mining companies using the
mining development agreements (MDAs) which specifies the role of companies
through CSR. With these agreements companies are made aware that CSR is part of
what they have to do (Campbell, 2006). The government officer concerned with
mining activities explained that the awareness is raised during discussions and
agreement on implementing CSR activities in their operations. He stated that:

The mining companies have (MDAs) which contain clauses on CSR. We agree with
companies to follow those clauses on what companies’ will do. We then enforce on the
implementation of the contents of the clauses. Government officer 1.

The companies provided justifiable evidence regarding their participation with
government and other institutions to deliberate on issues concerned with CSR.
Through these awareness campaigns, forums and consultations are conducted and
agreement reached out on what CSR should be given priority by recipients them-
selves instead of companies taking on initiatives on their own. The marketing
manager stated:

We have the open door policy for the community come to us whenever they have an issue.
Marketing Manager—Bank AB.
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We are issued with guidelines. If you are talking about social investment; these are issues in
CSR which have an impact assessment. Manager—Manufacturing company
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6.2 The Roles of NGOs and Community Members

Research Question 2. How do NGOs and beneficiary groups play roles in promoting
CSR practices in Tanzania?

This question details the roles of NGOs and community members in ensuring that
companies practise CSR. The findings are divided into two parts. Part one details
findings about the roles of NGOs, while part two contains the findings about the roles
of beneficiary communities in CSR.

6.2.1 The Roles of NGOs

NGOs as institutions and watchdogs for communities play a role in influencing
multinational and local companies in practising CSR for the well-being of the
society surrounding their operations (Arenas et al., 2009). These roles are described
in the form of incentives to encourage companies, the dialogue, the actions, and
whether or not the actions are helpful to deter violating companies from their
previous bad practices.

6.2.1.1 Incentives to Encourage Companies to Participate in CSR

NGOs offer incentives through involving other stakeholders to allow other organi-
sations in the similar industry or services to copy their practices (Guay et al., 2004) to
participate in CSR contributions, especially those directed at health services. The
NGO in the health sector developed a system which has been sub-contracted and
adopted by a public institution. The NGO manager supported the statements by
stating that:

We involve other stakeholders so that they can appreciate what we do. We participate in
charities, eyesight, health scams, test HIV/AIDS, diabetes, and blood pressure for free. The
National Social Security Fund (NSSF) adopted our system and implemented it in its
programmes. Project Manager: NGO 1.

Similarly, copying influence occurs due to NGOs’ involvement in rewarding
mechanisms to inspire and inform others to get involved in joint efforts and become
responsible. The initiative to provide rewards to companies that do well in CSR is a
big incentive leading to an increase in the scope of participation by many companies.
The NGO community relations manager stated:

We reward the company which does well in CSR. We have corporate award, which goes to
the best overall performing company in environmental reporting. Unfortunately, three years
ago no company won it based on our strict assessment criteria. We want companies to
preserve, protect and observe human and labour rights, fight corruption, and stop land
grabbing. Community Relationship Manager: NGO 2.
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6.2.1.2 Dialogue with Companies on CSR Matters

Stakeholder dialogue with companies is inevitable to inform what is going on in the
environment in which they operate and bring a consensus between antagonistic
parties (Campbell, 2006). As stakeholders, NGOs convene advocacy campaigns in
the areas of their specialisation (Radaelli, 2000) to discuss issues with community
members. The manager from the human rights department explained that companies
interact with NGOs through the sharing of research findings on the environment,
human rights, labour rights, and ethics in general. The manager stated:

We call upon the companies to discuss the research findings with them. We actually plan to
have a roundtable discussion with companies. We are in discussion with the Tanzania
Private Sector Foundation (TPSF) and corporations for wider participation. We use research
results to guide companies and if they are not in the meeting we expose the findings in the
media. Community Relationship Manager: NGO 3.

The contention of the managers regarding dialogue with companies was vindi-
cated by the production company manager that they do involve with the NGOs in the
pursuit of CSR. The manager stated that:

Most of the time the NGOs dealing with education and health services have been coming to
us asking for our involvement in CSR whenever they have projects for the communities.
Manager—Production company

This finding is in agreement with the connotation that there exists a barrier of
communication between companies and the communities to give room for them to
discuss matters affecting their lives as a result of companies’ operations. This is
supported by the study of Liao et al. (2017) who found a disparity between European
and Chinese contexts where the latter experienced low level of communication
compared to companies based in the former context.

6.2.2 The Roles Played by Beneficiary Community

The second part of the question illuminated the roles of beneficiary community
members in guiding companies in participating in CSR.

The beneficiary community brings another perspective of CSR which cannot be
obtained from the perspective of government and NGOs. Essentially, full participa-
tion of communities implies that decision-makers take concerns for their well-being
into consideration through practising CSR. Some communities have a limited series
of forums to air their grievances against and/or provide useful suggestions to
companies. Convening meetings with community members and other stakeholders,
such as companies, government, and NGOs, are central to the welfare of all parties.
When such gatherings are undertaken, their resolutions become a backbone in
accomplishing CSR practices (Brammer et al., 2012). Through this, a consensus is
reached to reduce any misunderstandings. The following are the roles through which
beneficiary community influences the companies to practise CSR.
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6.2.2.1 Stakeholder Meetings with Companies, Government,
and Communities on CSR

Stakeholder meetings and written messages rarely take place for members of com-
munities, though they are used to coerce companies to practise CSR (Høvring et al.,
2018). There is no agreement on how to utilise CSR, and community members
blame the government and companies for failure to compromise on priorities. LK
(female), aged 45 years, stated:

The meetings are confined within the council’s premises involving the company and the
community members. No emphasis on ensuring contributions goes directly to the intended
community. The money that goes directly to councils has no direct benefit to this ward where
the gold mine is located. We should have benefited before other wards and villages. (Focus
group 1: Mining).

In addition, the promised CSR contributions take too long to be realised by needy
communities. Accordingly, the village chairman, a male aged 41 years, stated:

They come and we discuss issues in the meeting and we tell them our demands. They ask us
write to write request and then obtain promises. If this happened in February, you will hear it
again in February next year. Recently we requested roofing material for school buildings.
They promised to contribute 150 iron sheets. (Focus group 3: Mining).

Another participant stated that the administrative hierarchy denies them the right
to take part in the forums. For effective communication with people at grassroots
level, the government should start meeting with stakeholders in those areas and
move upwards to the district, regional, and national levels. He also insisted the local
government call annual general meetings to discuss development issues, especially
those linked to important services complemented by CSR. RM, a young male, stated:

Based on the government administrative structure; we have District Commissioner (DC),
District Executive Director (DED), Ward Councillor (WC), Ward Executive Officer (WEO),
Village executive officer (VEO) and street administrators. For the government to be aware of
what people are in need should be initiated from the lower level. We need general meetings
with the gold mine so that we can sort out social and development issues facing
us. (Response of group 2: gold mining).

Efforts to interact with many stakeholders in order to hold dialogue fail due to
leadership challenges at all administrative levels of the government, including the
Parliament of Tanzania. When communities are ready and willing to provide their
opinions on how best to handle CSR, the government fails to play its part. A
participating member had personally visited central and local government at the
district level to ask them to allow community members to meet the inspection team
from the parliament of Tanzania. RM, a young male, stated:

Last year the Parliament committee for environment visited this locality. Instead of making
environment inspection and report to the Speaker of the Parliament; they ended up
inspecting the headquarters and machineries of the mining company only. Community
members were not involved because the process was manoeuvred by the DC. I personally
requested without success the DC and DED to ask the inspection team to come and see what
is actually happening on the ground. Yet they go to press and report how the investor takes
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care of the environment. So you see, if the inspection committee had come to people they
would have been well informed. (Focus group 2: gold mining).

Similar opinions were provided by members of the mining and oil and gas
sectors. The participants explained that local leaders do not attend the meetings
with community members in the local areas where companies operate. Even on
occasions when top officers from the government have arranged to meet people and
leaders, they simply do not turn up. The local community chairman, an adult male,
stated:

One day the resident commissioner for minerals informed us that he will come to meet
people of this locality. As leaders we invited the people and they attended. We waited there
for many hours. Unfortunately he went to the gold mine offices and later on left without
having met the people as promised before. Nowadays government officers from the ministry
visit the mine and go back without meeting people to see how we are treated by our
neighbour; the gold mine. (Focus group 1: gold mining).

A member of the oil and gas sector stated that they have had no meetings with
investors and/or government with the intention of forging relationships for the sake
of stakeholders’ well-being. Mr. MSW, an adult, stated:

We haven’t convened any meetings. We have many problems, as if the gas and other
resources are not coming from our region. (Focus group 1: Oil and Gas).

Apart from a lack of meetings with companies, government officers, and com-
munity members, the communities in which mining and oil and gas operate face
communication setbacks. This is due to a lack of response in regard to applications
they send to companies requesting some contributions towards the society. More
often than not, most of the applications are unsuccessful. According to the ward
executive officers, many applications have been sent and continue to be sent, but few
of them have been successful. The views from another FGD is provided by OM,
male and adult. He was concerned with a communication breakdown between
companies’ employees and the people around the company. He warned that having
no interaction creates a sort of hatred among the stakeholders. The following are the
responses from two focus groups. Mr. OM, an adult, stated:

In general, there is no meeting. We have tried to organize meetings and have ended in vain. I
talked to community officer to ask the company assist us in sports and he told me to discuss
the issue with the District Commissioner. Channelling all applications to District Commis-
sioner is also not appropriate because he is a human with sentiments and reprisals. We would
like our officers make everything transparently for the benefit of communities around. If this
does not change the level of hate between communities and two mining companies will
continue to rise. (Focus group 3: gold mining).

Mr. M, Ward officer and adult, explained:

It is true; we experience difficulties when we approach managers for assistances. You can
write an application letter stating your society needs, but at the end of the day no feedback is
provided. Recently, we had many projects for schools and laboratory. We requested
stakeholders for assistances by sending letters to them to complement citizens’ contribu-
tions. As well, we made application through the District Commissioner, and one company
has assisted us building two classrooms and a staff room. (Focus group 2: Oil and Gas).



The analysis of data shows that even if there is a communication breakdown
between companies and community members, there are few promises from compa-
nies which are either delayed or not accomplished at all despite frequent follow-ups.
The government officers prevent the communities from discussing CSR projects in
their areas. Communities surrounding mining companies plan and forward their
requests to the local government for funding. Due to lack of funds, the projects
remain uncompleted. It had been their expectation that the gold mine would provide
the funds for the implementation of these projects or construct the projects and hand
them over to the community members as CSR in the local areas. CN, a male, aged
36 years, argued that:

At the village office, we plan projects and write to the council for implementation each and
every year, but nothing comes out. (Focus group 1: gold mining).

There was another agreed project, which to date had not been fulfilled; according
to a group member the project is about youth empowerment through loans. The
participant blamed local government leadership for failure to initiate the project even
though the funds were issued by the mining company. The community requests are
followed up by reminders, which are not responded to in time. The following were
responses from focus group participants.

CN, male aged 36 years, argued:

I am a chairman of the youth group in the village. One day we went to a seminar which was
organized by the community relations officer. The seminar concluded that youth will be
empowered through loans. It is now three years since the seminar and we have not been
empowered. The fund was released but did not reach the beneficiaries. (Focus group 2: gold
mining).

RM, a young male, claimed:

They haven’t responded to any of the letters. Every time we put our requests in writing and
deliver it to the company, but they don’t fulfil their promises. The company brought the
suggestion box for people to write complaints about negative impacts of mining operations.
We have complained a lot, but they don’t collect the complaints. (Response of group 3: gold
mining).

Supporting evidence from companies regarding interaction with communities
show that managers who indulge in CSR have started contacting them through
their representatives and allow them to be part of the decisions of the most important
needs. The sales and marketing and business development manager and the director
of operations stated, respectively:

All supports we provide are normally initiated by the community members themselves.
Sales, Marketing and Business Development Manager.
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Beneficiary influence us. When they raise the need of support they conduct meetings, and
their meeting outputs are sent to us. We are normally invited in the meetings they raise issues
and we tell them the ways that we have to support them. Director: Oil and gas

The findings obtained from communities reflect the fact that there are problems
associated with communication between companies and stakeholders regarding
dialogues, convening meetings, and request letters. There is a barrier of
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communication, a situation that welcomes poor relationships. Companies have
always not acted promptly due to logistic and financial arrangements. Delayed
responses signal for the possibility of facing legitimacy concerns. And where
companies backtrack, many efforts may be needed to repair reputation at stake.
The results for community members are comparable to Mutti et al. (2012) i
Argentina, where CSR communication, dialogue, and involvement of communities
surrounding the companies’ areas of operations were limited.
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6.3 What Happens to Non-Complying Companies

Research Question 3. What happens to non-complying companies with the institu-
tions of government, NGOs, and community members?

The question seeks to determine the implications of companies which are not
compliant to the roles played by institutions and the beneficiary community. The
findings are based on the actions taken against companies which do not comply.

6.3.1 Actions Taken Against Violating Companies

The question was intended to establish whether or not the government institutions
take action against violating companies (Frumkin & Galaskiewicz, 2004). Some-
times companies are found guilty of violating social and environmental issues
intentionally. The government, through its institutions, abides with imposing fines
and penalties and sometimes halts the operations of the companies in question. The
agency’s officer stated:

From the environment act 2004, there is a provision which requires a person polluting the
environment to pay fees and spend money to rejuvenate the environment (technically called
polluter based principle). The company should rejuvenate the environment so that it will not
cause any side effects. Government officer 4.

A probe question was raised to the principal environmental officer to give
examples of fines, closing the operations, or the punishments imposed upon com-
panies. The officer responded that there are various actions where the intention is to
deter companies from those violations (Frumkin & Galaskiewicz, 2004). He stated:

Some companies have been ordered to close their operations because they are polluting the
environment in which community resides. Recently, a company polluted the environment by
producing excessive dust and its production has been suspended. Yesterday, another com-
pany in gold mining was stopped to produce because of polluting the environment. Two
other industries have faced the same sanctions in Morogoro region. Government officer 3.

A probe question was raised to understand whether the halting of operations is
temporary or indefinite. The officer explained that companies involved in the
violations have all been compliant and pleaded guilty. The companies’ mistakes



are not beyond repair and halting operations is normally temporary and no instances
have led to permanent closure. The officer stated:
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Normally for production industries we halt the operations until when the anomaly is
rectified. There are no instances where the closure has been indefinite. Closing the industry
implies that it has problems that cannot be corrected, something which is difficult to
experience. Government officer 1.

However, if the violations are repeatedly carried out there is a chance that a
company will be closed indefinitely. Closing the company is authorised by the
minister, but this is preceded by revoking the licence to operate. The punishments
imposed have been used as a deterrent to other companies in the industry or across
industries. The planning and development manager stated:

Yes, if the fault is done twice or more, the company will be closed. The policy provides that
if you are fined first, second, the third time will call for stopping or revoking the license.
Thus the company is ordered to pack things and go. The fines are not a good thing for a
company, and it gives a signal to other players in the market to take cautions not to
misbehave. Government officer 4.

NGOs, like the government, also take action against violating companies through
their advocacy campaigns to resolve misunderstandings between stakeholders
(Arenas et al., 2009). Legal and human rights NGOs file cases in the courts against
companies’ misuse of the environment and abuse of human, labour, and compensa-
tion rights. NGOs have also been defending for free cases in the courts on behalf of
community members whose rights are denied by the companies. In supporting the
disputes, the manager validated:

One gold company was involved in many violations to surrounding communities and we
filed a case in the local courts but it didn’t work. We transferred the case to London and the
court found it guilty and was fined. Still, we have many cases filed against companies’
misbehaviours, environment pollution and land grabbing. There is a Nyamuma case in
which peoples’ land was taken out for a game reserve without compensations. We won
the case and the land was retained. Recently, is Magamba case where investor grabbed land
from the small scale miners; we defended them and won. Manager NGO 2.

NGOs are also involved in resolving conflicts that ensue between governments
and companies, and companies and community members. NGOs normally work in
consultation with the government on issues related to private health sectors in
general as an action to end conflicts. She stated that:

There are many instances; we stand as an umbrella organization for the private hospitals. We
advocate for the private health sector on quality and inspection and have advised the
government not to close private hospitals once they find anomalies. Nowadays we collab-
orate with government in inspecting the private health facilities. If there is a problem we
discuss and agree to allow the hospital to operate while amending the shortcomings.
Manager: NGO 1.

However, depending on the nature of the NGO and the sector in which it is
located, it is unusual to see other NGOs participate in taking actions against violating
companies. The manager of an NGO stated that they play a part through educating
community members on various rights and CSR generally. He stated:
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Unfortunately, we don’t have the power to sue them. But we have a power to educate them
on their rights and make them speak on their own behalf. We call upon companies violating
the rights of citizens to stop operating in those parameters. Manager: NGO 3.

Finally, the study determined if the actions taken against violators are useful or
not; the NGOs alluded that the actions taken against violating companies are correct
in shaping the conduct of the companies and deter them from previous behaviours.
The punishments, including court rulings and fines, are incentives for good behav-
iour. The manager stated:

I think they behave; because they have given out huge amount of money. There are still
challenges in Tanzania because the court system is slow and companies have a lot of money.
When you take a case to court of law, it is really difficult to get through. Some companies are
being charged meagre amounts and they don’t bother as long as they have taken hundreds of
hectares of land. Community Relationship Manager: NGO 2.

Companies that support non-complying ones face serious actions against their
bad practices. The companies follow the directives given by the government and
government agencies, especially those in connection with environmental matters.
The government agency is determined to ensure there is environmental protection.
The manager stated that:

They are [government agencies] effective these days and if they give you directives they
allow a period of time to accomplish them and later you will be audited. If you are
non-compliant, you will be fined and can even close your operations. Manager—
manufacturing company

The findings regarding what happens to the non-complying companies do corre-
spond to the study of Arenas et al. (2009) who found that legal actions against
non-complying companies are taken along with fines and penalties being imposed on
companies who fail in the court cases. Being non-compliant in CSR means that the
companies involved would lose legitimacy as operators and in the end escalated
conflicts with surrounding communities may occur and jeopardise the scale of
operations and such losses may follow (Idemudia & Ite, 2006).

7 Conclusions and Recommendations

7.1 Conclusions

The study was undertaken to determine the roles of institutions in shaping the
conduct of CSR activities by companies in Tanzania. Based on the findings elabo-
rated above, it is concluded that the roles of institutions are a catalyst for companies
practising CSR. The government provides the roles in various forms such as giving
incentives, dialogues with companies to participate in CSR, awareness during
registration, and directives. Similarly, NGOs roles reflect those of government as
incentives and dialogues are also used by them in persuading companies to indulge



in CSR. Furthermore, beneficiary communities’ roles include use of meetings and
request letters to companies as a way to make companies undertake CSR activities.
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Regarding the companies which do not heed to practise CSR, they are confronted
in one way or another with stringent actions of government. Non-compliant com-
panies face punishments such as payment of fines and fees and closure of business
operations. NGOs deal with non-complying ones through court cases, fines, and
educating companies.

7.2 Recommendation for Policy and Future Research

7.2.1 Recommendation for Policy-Makers

To a large extent, the institutions involved in ensuring companies practise CSR seem
not to understand well the concept of CSR. Most of the community members cannot
differentiate between CSR and the legal obligations of companies to the extent that
they consider CSR contributions as compulsory and legally binding. They have no
or little knowledge that CSR is still practised on a voluntary basis in Tanzania as in
most of the developing countries and that companies have discretion to undertake it
or not. In fact, companies provide CSR just to be good citizens and become
legitimate operators, but when they do not do so, they are blamed by the commu-
nities and NGOs. There is a need, therefore, to provide training and awareness
initiatives to government officers, communities surrounding companies’ areas of
operations, and NGOs to understand what is CSR, its roles in meeting development
challenges, and how it catalyses good stakeholders’ relationship in line with the
bounds of legitimacy theory. The training and awareness campaigns could be
organised by government, companies, and NGOs on an individual or collective
basis.

Equally, even if companies provided evidence supporting their interaction with
community members through meetings and other forms of communications, it was
to a large extent refuted by most of the community members in the focus groups.
This situation is an indicator that all is not well with companies and stakeholders
surrounding their areas of operations. There is a need to convey some good com-
munications channels to do away with breakdown of information or the lack of
proper feedback mechanisms—which if not checked may erode the legitimacy of
companies to operate.

7.2.2 Recommendations for Future Research

The study is limited to the context of Tanzania. Therefore, there are still different
geographical contexts in which studies like this one can be conducted. Looking at
the context of African developing countries, the same studies could for example be
conducted in the East African region countries on a single or many countries basis to



determine and understand whether or not the same results can be found. Likewise,
other research design approaches and different data collection methods such as
questionnaires or secondary data approaches could be used to study the same or
other variables of CSR.
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Implications of Fluidity in Compliance
Regime for India’s Compulsory CSR Law

Debanjali Saha, Rinkesh Dharod, and Raj Janagam

1 Introduction

The joy of CSR is taken away under the law.—Mr. Noshir Dadrawala, CEO, Center for
Advancement of Philanthropy (N Dadrawala, personal communication, 6th June, 2021)

India has a unique position in the CSR world being the third country to have a
provision of “mandated CSR” under Section 135 of India’s Companies Act 2013
(Chatterjee & Mitra, 2017, p. 1). Section 135 (1) of the Act illustrated the following:

Every company having net worth of rupees five hundred crore or more, or turnover of rupees
one thousand crore or more or a net profit of rupees five crore or more during any financial
year shall . . . spends, in every financial year, at least two per cent of the average net profits of
the company made during the three immediately preceding financial years, in pursuance of
its Corporate Social Responsibility Policy—Ministry of Corporate Affairs (MCA),
2013, p. 87

At the 2016 UN Forum on Business and Human Rights, Dr. Bhaskar Chatterjee,
Director General and CEO of Indian Institute of Corporate Affairs (IICA) and hailed
as “‘Father of CSR in India,” had stated that India’s private sector had a lot of vitality
and innovation and the intent of the law was to “harness some of that through our
CSR process and help it to complement and supplement what the Government is
doing, then we can seriously upscale and update all our developmental efforts”
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(Chatterjee, 2018). This law was designed on “comply or explain” principle (Chat-
terjee, 2018). This was reflected in the law and rules drafted to implement the law
(MCA, 2014a).
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However, over time there has been a perceptible shift in this approach. The aim of
this paper is to highlight that with time the regulatory regime has become very
unstable and arbitrary, with constant changes which make identifying permitted CSR
activities a challenge. This is further compounded by two parallel trends:

1. Changing nature and increasing quanta of compliance required under the law
2. Additional rules and red-tapeism imposed by corporations themselves in terms of

what constitutes as CSR activity and the accompanying implementation process

This combination decelerates CSR activity in India making it expensive and
restrictive and stifles the possibility of harnessing vitality and innovation that was
at the heart of the law. Paradoxically, it facilitates use of CSR law to achieve short-
term political aims and/or legalistic creativity for misapplication of CSR funds.

2 Methodology

This study is qualitative in nature where the primary sources of information are as
follows:

a. Legal documents of Government of India
b. Expert opinion of Mr. Noshir Dadrawala, CEO, Center for Advancement of

Philanthropy
c. Experiential narratives of T-Social Impact Group (T-SIG)1

d. Articles, videos, and blogs of CSR consultants and area experts

Qualitative study was chosen because it was felt that, only through a detailed
analysis of the legal documents and available public documents and substantiating
those with T-SIG’s experiences, the fluidity of Indian CSR law, along with its varied
contradictions, can be properly analyzed. However, none of the companies have
been mentioned by name in the article due to confidentiality clauses with T-SIG.

1T-SIG, the official CSR cell of Telangana, has been initiated by the Department of Industries and
IT, government of Telangana. Surge Impact Foundation, a Section 8 nonprofit, acts as the project
management unit (PMU) to the department to manage this platform. The objective of the platform is
to make CSR interventions across the state effective and sustainable by connecting all relevant
stakeholders and creating synergies.
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3 Limitations of the Study

Although private companies reveal data to MCA, which is showcased at the National
CSR Portal, data for numerous companies is either nonexistent or contradictory.
Moreover, CSR implementation agencies are often bound by nondisclosure agree-
ments with companies. Furthermore, from T-SIG’s experience, multinational private
companies have shied away from nominating themselves for CSR Awards
conducted by the MCA to avoid the basic question “What is the company’s annual
CSR budget?” Hence, the core limitation of this study is the lack of information
regarding CSR activities of private companies.

Secondly, the second wave of COVID in India highly impacted the participation
of civil society organizations in this study. Although the researchers had intended to
approach CSR stakeholders like NGOs, companies, and retired government officials
for semi-structured interviews of 30–45 min, most of these organizations and
individuals were engaged in conducting on-ground emergency relief activities.
This paper would have been surely been enriched with responses of such
participants.

4 Evolution of CSR Regulatory Framework

As mentioned above, CSR law in India was brought in with a specific underlying
philosophy in mind. While the CSR spending was legally mandated, the whole idea
was based on the ‘comply or explain’ principle. This was referred to by Dr. Bhaskar
Chatterjee as the ‘Chatterjee Model’ (Chatterjee & Mitra, 2017, p. 1) which is
different from other CSR models because it is focused on the social developmental
agenda of the nation (Chatterjee &Mitra, 2017, p. 4). This model is relevant because
of Dr. Chatterjee’s role in the formulation of the ‘mandated CSR’ regime in India
whereby this model, launched in 2010 as CSR Guidelines for the Public Sector
Enterprises of India, gives an insight into the original vision and ideas that underpin
the CSR regime in India. Later Dr. Chatterjee was instrumental in ensuring that
Section 135 became part of India’s Companies Act 2013 and in formulation of the
rules therein (Mitra, 2017).

The following are the elements of the models as laid down by Chatterjee and
Mitra (2017, pp. 4–5):

1. A certain percentage of CSR spent to be done by large stable corporations.
2. Spending must be projectivized.
3. Spending must be beyond the core business areas of the corporation.
4. Areas of CSR activities must be in accordance with national priorities.
5. Activities must be outcome oriented and measurable with clearly budget allocated

and money spent quantified.
6. Results must be measured, reported, and audited with respect to accounts and

outcomes.
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7. CSR activities must harness the strength of the corporation with aid of civil
society.

8. CSR activities must be led by the board. Three board members including one
independent board member are to authorize and monitor CSR activities.

Moreover, the compliance would be achieved not by penal provisions but through
simple regulatory reporting by the stated principle of “comply or explain.” This is
explained as in case a company does not spend the mandated CSR amount in a
financial year, it is “called upon to provide an ‘explanation’ on its website and also in
the Annual Director’s Report. The government does not stand in judgment on the
quality or the validity of the explanation.” Penal provisions would apply only if no
explanation is provided (Chatterjee & Mitra, 2017, pp. 5–6).

There is an inherent contradiction in the design insofar that the law requires
spending of a certain amount of money by companies on CSR, but enforcement was
based on essential honor system of “comply or explain.” As enumerated in this
article, contradictions are part of the reason why the CSR ecosystem in India is
suboptimal. Additionally, the involvement of board leadership in planning and
implementation processes makes CSR very top-heavy.

5 Recent Changes in Framework

5.1 Basic Framework

“Mandated CSR” in India is part of its Companies Act 2013 which governs the
corporations in India. Section 135 of the law lays out the mandates that companies
meeting certain criteria have to spend 2% of their income along with implementation
modalities. Furthermore, areas in which CSR is carried out are laid out in Schedule
VII of the Act.

India is a common law jurisdiction and relies heavily on the principles of
delegated legislation. What this means is that the legislature generally lays down
the basic framework of the law and executive frames the details of the “rules” on
how the law is implemented. Many times, these rules not only provide the definition
of terms but also can substantially change or modify the way laws are implemented.

In the case of CSR, the nature of implementation of the law is determined by the
rules framed by the government for Section 135 and Schedule VII, and it is here that
we see all the changes, and changing nature of the law and its contradictions and
consequences play out.

Section 135 has itself been amended only three times, but rules governing it have
been changed multiple times. Case with Schedule VII is even more gregarious. The
entire schedule has been amended and even replaced multiple times by just changing
the rules. To add to these, there have been multiple circulars and clarification issued
by the MCA, which while not having statutory value are important factors to
consider as discussed below.
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5.2 Story of Schedule VII

As the authors have argued in an earlier paper, constant changes in rules related to
CSR activities have made it difficult to decipher the meaning and spirit of the law.
This has made genuine high-impact innovation in CSR difficult while making
questionable use of CSR funds easier with legalistic creativity (Saha et al., 2020).
Those findings have been further expanded here.

Schedule VII laid out the areas in which CSR activities are allowed. This section
has been amended over ten times (on an average, one amendment per year) (MCA,
2014b). In addition, the government has introduced multiple clarifications and FAQs
to clarify issues related to problematic drafting of Schedule VII. The most important
is the general circular No. 21/2014 (June 18, 2014) which stated that “...entries in the
said Schedule VII must be interpreted liberally so as to capture the essence of the
subjects enumerated in the said Schedule” (emphasis original). This point was
further emphasized by this curricular by including illustration like effective con-
sumer grievance redressal mechanism under the category of “promoting education.”
By allowing for such a nonstandard and arbitrary interpretation, it opens the gates for
similar such interpretation by others as seen below (MCA, 2014c).

Moreover, despite multiple changes, the categories of the schedule remain an
eclectic mix of very broad categories like eradicating hunger, poverty, and malnu-
trition and very specific subjects like listing specific govt. institutions like IITs which
can be funded for “conducting research in science, technology, engineering and
medicine aimed at promoting Sustainable Development Goals (SDGs)” (MCA,
2014b) (see Annexure I). In fact, this line is the only place where global standards
of SDGs are recognized. This mix has, in the authors’ experience, created great
confusion regarding the allowance of certain projects under the CSR law. Moreover,
in many cases, it has seriously restricted the scope of activities and even invalidated
some models, for example, in case of entrepreneurship/start-ups/social enterprises,
funding is only allowed to incubators already funded by the government. This means
nonprofit incubators unsupported by the government cannot receive CSR support.

Question arises then why such a situation exists. While there is little public
documentation or explanation for the reason of such changes, one of the reasons
for this instability can be routed back to the design of Schedule VII originating in the
“Chatterjee model.” The model clearly stipulates that CSR activities must be
conducted in “areas as laid down in accordance with the national priorities” (Chat-
terjee &Mitra, 2017, p. 4). This means that area of the CSR activities is to be decided
by the ruling government and not by corporations themselves. This also explains the
need for the existence of Schedule VII instead of globally accepted standards like
UN SDGs or allowing the corporations to define their own based on beneficiaries
and/or outcomes. While referring to the last point in original 2013 version of
Schedule VII which gave government power to add “such other matters as may be
prescribed” (Ministry of Corporate Affairs, 2013, p. 87), Dr. Chatterjee states,
“hence if the government in its enormous wisdom prescribes any other thing



(as permitted CSR activities) then we guys can take, if they don’t prescribe too bad”
(NGOBOX, 2013).
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Governments in democracy change. And priorities of the governments change.
This means that CSR areas of activities are subject to changes which are “reactive,
ad-hoc, arbitrary and do not consider any specific direction or underlying philoso-
phies” (Saha et al., 2020). Apart from poor drafting, the primary causes of the
changes are ever shifting and at times short-term political and policy priorities of
the government of the day. Also, changes are a way to be in the good books of the
government.

A good example of this is the category of entrepreneurship. Originally under the
heading of “social business projects,” it is now very restrictive and lines up with the
government policy of Startup India via schemes like Atal Innovation Mission (AIM)
(Department for Promotion of Industry and Internal Trade, n.d.). Under AIM, the
government has funded 59 new incubators (NITI Aayog, n.d.). In the long term, this
and other government funded incubators will also need CSR money. Thus,
restricting CSR to only government funded incubators allows for directing CSR to
meet government objectives.

More gregarious examples are of Statue of Unity and PM Cares Fund. State
Unity, a political project of the government and the largest statue in the world, is the
statue of Indian freedom fighter Sardar Vallabhbhai Patel. This was partly funded by
the public sector units including the Oil and Natural Gas Corporation and Indian Oil
Corporation with approximately US$ 19.84 million from their CSR funds under the
category of “protection of national heritage” (Indian Audit and Accounts Depart-
ment, 2018; Saha et al., 2020). The Comptroller and Auditor General of India (CAG)
pointed out “[c]ontribution towards this project did not qualify as CSR activity as per
schedule VII of the Companies Act 2013 as it was not a heritage asset” (Indian Audit
and Accounts Department, 2018, p. 75). However, when asked by CAG for expla-
nation, the companies mentioned that they relied on the “liberal interpretation” of the
said provision (Indian Audit and Accounts Department, 2018, p. 76). This phrasing
is derived from general circular No. 21/2014 (June 18, 2014) (Fig. 1).

The entire issue with the PM Cares Fund resonates with the arbitrary decision-
making and changes in Schedule VII to meet short-term government objectives.
With the start of the COVID pandemic, the central government created a PM relief
fund for COVID relief activities and via a clarification dated March 28, 2020,
declared contributions to it eligible for CSR (MCA, 2020a). At same time, via
another General Circular No. 15/2020 dated April 10, 2020, the government
declared that while PM Cares Fund is eligible for CSR, similar state government
funds like Chief Minister’s Relief Fund or State Relief Fund were ineligible for CSR
donations (MCA, 2020b).2 Realizing the circular was not adequate; the Schedule VII

2T-SIG, the official CSR cell of Telangana, has been initiated by Department of Industries and IT,
government of Telangana. Surge Impact Foundation, a Section 8 nonprofit, acts as the project
management unit (PMU) to the department to manage this platform. The objective of the platform is
to make CSR interventions across the state effective and sustainable by connecting all relevant
stakeholders and creating synergies.



itself was retrospectively amended to include PM Cares Fund as valid CSR funds on
May 26, 2020 (MCA, 2020c). Previously, similar funds created for other central
government projects like Swachh Bharat Kosh and Clean Ganga Fund have been
added to Schedule VII through amendments (MCA, 2014b).
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Fig. 1 PMO (2018)

These examples show that aligning CSR activities with national priorities has
allowed the ruling government to use CSR to fund its political priorities. Moreover,
this arbitrary approach also violates the principle of the model that CSR spending
should be in a projected mode (Rule 5.2, MCA, 2021 p. 15; MCA, 2014c).

Moreover, these constant changes have led to general confusion on interpretation
of the law and rules leading to issuance of multiple clarifications, circulars, and
FAQs since 2014. “Disaster Relief” was not even mentioned in the original schedule
and was introduced via circular dated June 18, 2014, and consequent amendments of
Schedule VII in May 2019 (MCA, 2014b, 2014c). Despite this, during COVID
crisis, the MCA has had to issue multiple clarifications on utilization of CSR funds
for COVID relief (at latest count 5), the last being on May 5, 2021.

Moreover, as stated in the earlier paper, “In a situation where laws and regulation
are constantly changing; are simultaneously vague and restrictive; along with being
driven by arbitrary political choices, is it possible to know what is the spirit of the

Circular made to the Contribution State Disaster Management Authority eligible, but in some
states, these authorities did not even have a bank account at that time.



CSR law? Is it even possible to know where the letter of CSR law stands and what is
the ordinary meaning of the text?” (Saha et al., 2020).
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5.3 Section 135: Rules, Intentions, and Confusion

While Schedule VII (with all amendments and clarifications) lays out areas or
subjects in which CSR activities can be undertaken by a company, Section 135 of
the Companies Act 2013 lays down the mandate for compulsory CSR and various
definitions and modalities for execution of the mandate (MCA, 2014d). Like Sched-
ule VII, this section and its rules have regular amendments and clarifications issued
by circular, though to a lesser degree. The Section itself has been amended three
times since its enactment, and rules have been changed six times till date (MCA,
2014d, 2014e, 2014f). The primary focus of this paper is these amendments and
most recent change to rules in January 2021 which significantly overhauls the rules
governing CSR implementation.

The original rules as laid out in 2014 mirror the “Chatterjee model” very closely
and are, in effect, translation of the model into a legal framework (MCA, 2014a).
However, this translation gave rise to questions and confusion. A good example of
this confusion is that based on rules in place at times in a Q and A session in 2014,
Dr. Chatterjee said that activities related to road safety do not fall under preview of
CSR activities (NGOBOX, 2014). However, in aforementioned Circular
No. 21/2014 dated June 18, 2014, by MCA, road safety is allowed as CSR activities
(MCA, 2014c).3

Moreover, the MCA has felt the need to issue detailed clarification repeatedly on
various issues, clearly highlighting that confusion in the minds of the stakeholders
[see, e.g., MCA 2014c, 2016, 2020b]. While some of the clarifications were needed
as some companies were clearly seeing if they can use CSR funds for other legal
mandate activities like expenditure under labor laws or land acquisitions, the core of
the confusion was in way the act was designed.

This was compounded by the fact that multiple times some clarifications were
contradictory. In the section on Apprentices Act, 1961, such issues are discussed in
further details.

3One thing to note is that while references have been made to Dr. Bhaskar Chatterjee, the aim of the
paper is not to be critical of him personally or his contribution. This is due to the nature of the
evidence as he is in many cases only public available source of aim, intention, and understanding of
the government when the law was formulated. He is of course not responsible for its subsequent
implementation and evolution.
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5.4 New Rules in Old Bottle

In January 2020, the rules were completely overhauled with more definitions laid
down for clarity. New rules related to assets created out of CSR funds, use of CSR
funds in multiyear projects, and allowing companies to “engage international orga-
nisations for designing, monitoring and evaluation of the CSR projects or
programmes” are also laid out (MCA, 2021, pp. 14–17). Most significantly, for
the first time, the CSR rules gave an exclusive definition on what will not be
considered as CSR activities (MCA, 2021, pp. 13–14; N Dadrawala, personal
communication, 6th June, 2021) which codified into rules some of the points of
clarification issued earlier including FAQs on CSR, General Circular No. 01/2016
dated January 16, 2016 (MCA, 2016). Although there is confusion among the
stakeholders regarding the new rules and their implications, the government is yet
to come up with clarifications (N Dadrawala, personal communication, 6th
June, 2021).

Some of the new rules which signify a massive shift from the underlying
philosophy of the 2014 CSR rules are as follows:

1. Nature of CSR: Originally it was emphasized that the CSR money was not
meant for government projects. This was reiterated by various actors including
Dr. Chatterjee and the Union Minister of State for Finance and Corporate Affairs
Anurag Thakur (NGOBOX, 2014; Press Trust of India, 2021). The aforemen-
tioned FAQ on CSR, General Circular No. 01/2016 dated January 16, 2016,
stated, “CSR should not be interpreted as a source of financing the resource gaps
in Government Schemes” (MCA, 2016). However, there was a slow shift away
from this toward inclusion of government schemes and funds in Schedule VII.
This has now been codified in form of rule 4 (1) (b) and (c) which allows CSR to
be undertaken by “a company established under section 8 of the Act or a
registered trust or a registered society, established by the Central Government
or State Government” or “any entity established under an Act of Parliament or a
State legislature” (MCA, 2021). Unlike NGOs, these entities are not required to
show any track record of previous work. These rules are also seen as an attempt to
prevent further controversies related to PM Cares Fund by allowing state gov-
ernments to procure similar funds as an appeasement policy (N Dadrawala,
personal communication, 6th June, 2021).

2. Even more importantly, the new amendments to the Companies Act in 2019
required that any funds not spent for 3 years be transferred “to a Fund specified in
Schedule VII” (Ministry of Law and Justice, 2019, pp. 6). Clearly the government
is looking at CSR funds as a source of financing to fill its own resource gap. As
Mr. Dadrawala puts it, “PM Care and Swacch Bharat and all that are an attempt
by. . . .the central government to kind of lay their hands on CSR funding”
(N Dadrawala, personal communication, 6th June, 2021).

3. Increase in compliance cost: The new amendments and rules have drastically
increased the rules of compliance and cost associated with it. Earlier the “main
thrust and spirit of the law is not to monitor but to generate a conducive
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environment. . . .Government has no role to play in monitoring the implementa-
tion of CSR by companies” (MCA, 2016).

However, currently, submission of annual action plans for CSR policies with
details like manner of execution, modalities of utilization of funds, implementa-
tion schedules, monitoring and reporting mechanism for the projects or programs,
and requirement of impact assessment, through an independent agency for large
projects, is required under these new CSR rules. The detailed reporting has also
increased with new reporting tables given in annexures of the rules (MCA, 2021,
pp. 15–20).

Also, any amount not spent in a financial year has to be transferred to a
separate bank account under “Unspent Corporate Social Responsibility Account”
and reported accordingly (Ministry of Law and Justice, 2019, pp. 6). New rules
also require certification by the Company Board and Chief Financial Officer or
any senior executive person that funds were “utilised for the purposes and in the
manner as approved” (MCA, 2021, p. 15). All these new rules are a clear shift
away from the original design of comply or report with minimal government
intervention which increases compliance costs. They also increase the risk of
legal consequences to companies and their office bearers (N Dadrawala, personal
communication, 6th June, 2021).

4. From explain to punish: As mentioned, both the Chatterjee model and old rules
were designed on the principle of “comply or explain.” In fact, under the old
rules, penalty was not imposed in case of simply noncompliance but only when
the noncompliance went unreported (MCA, 2014a, p. 8; read with Section 134 (3)
(o) MCA, 2013, p. 87). However, the 2019 amendment drastically shifted away
from these principles. It imposed not only a financial penalty on the companies
for noncompliance but also penalty and jail terms for responsible officers of the
company (MCA, 2019, pp. 6–7). After a massive uproar in corporate sectors, the
jail term provisions were not implemented (Financial Express, 2019; Business
Today, 2019). These were repealed in 2020 and replaced with modified pro-
visions of financial penalty for the company and its officers (Ministry of Law and
Justice, 2020, p. 6). In addition, as Mr. Dadrawala points out, new requirements
of audits carry additional risk of harassment and loss of license for accountants
auditing the activities (N Dadrawala, personal communication, 6th June, 2021).

Clearly these new rules represent a significant shift in terms of the nature of CSR
and associated regulatory framework which will increase cost and shift focus to
compliance. Many companies may find it more efficacious to simply donate the
money to various approved government funds defeating the entire purpose of the law
and converting it into a form of corporate tax. To quote Mr. Noshir Dadrawala, “As
companies proudly say, it is an additional charity tax that the government has
imposed upon us” (N Dadrawala, personal communication, 6th June, 2021).
Mr. Dadrawala also mentioned that there is a feeling among some corporates that
paying extra tax would be better than mandating CSR with its additional compliance
requirements (N Dadrawala, personal communication, 6th June, 2021).
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One of the reasons for this is that the original CSR law was designed in terms of
money spent on activities approved by the government and not in terms of impact or
beneficiaries. Dr. Chatterjee defined CSR with respect to hard cash spent by the
company whereupon “if it is not rupee measurable it is not CSR” (NGOBOX, 2013).
However, as Mr. Dadrawala pointed out, currently “CSR has been reduced to
arithmetic” (N Dadrawala, personal communication, 6th June, 2021). This not
only sidelines other elements of CSR like employee engagement and social and
environmental responsibility but also drives the regulatory regime in a penal direc-
tion. If the mandate is to spend money, then the unspent funds are seen as financial
impropriety and corruption. Requirements for penal provision follow as simple
derivation.

5.5 Entanglement of CSR with Other Laws

Increasing regulatory requirements and ad hoc changes in rules and contradictory
clarifications have meant that interaction of CSR with other laws lacks clarity. A few
of these issues are exemplified below:

1. Story of Apprentices Act: Question on whether CSR funds can be used for
requirement under Apprenticeship Act bounced repeatedly in government circles
including a referral to Prime Minister’s Office leading to multiple confusing and
contradictory clarifications (Saha et al., 2020). To summarize, multiple curricular
clearly stated that “Expenses incurred by companies for the fulfilment of any Act/
Statute of regulations (such as Labour Laws, Land Acquisition Act etc.) would
not count as CSR expenditure under the Companies Act,” directly referring to
Apprenticeship Act (MCA, 2014c, 2016). Yet since skilling and promotion of
apprenticeship was a policy objective of the government, the new circular issued
by the Union Ministry of Skill Development on March 11, 2020, allowed use of
CSR funds for apprenticeship under certain conditions (Ministry of Skill Devel-
opment and Entrepreneurship: Government of India, 2016; Ministry of Skill
Development and Entrepreneurship, 2020). However, it needs to be noted that
what was earlier a clarification is now rules. Rule 2(d) (vi) clearly states that the
“activities carried out for fulfilment of any other statutory obligations under any
law in force in India” (MCA, 2021, p. 14) cannot be considered as CSR activities.
It is not clear if the clarification related to Apprentices Act or any other clarifi-
cations issued before January 2021 are still applicable.

2. CSR-1 Form and IT Act: An interesting change in the new rules is the
introduction of CSR-1 Form which is mandatory to be filled by any organization
wishing to access CSR funds. This form is technically for registration with MCA,
thereby increasing the credibility of the organization (MCA, 2021, pp. 15, 20).
Hence, even though it increases compliance, the simple form brought clarity to
corporates and other stakeholders. However, the form was not mapped with IT
laws. The form requires that any independent nonprofit organizations have 12A
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and 80G certificates to be able to fill the form (MCA, 2021, pp. 15, 20). 80G was
not required earlier to access CSR funds. Moreover, as Mr. Dadrawala pointed
out, many organizations only possess 12A and not 80G, if they were not donor
dependent. Also, many charitable schools and hospitals do not fall under 80G but
under Section 10(23) of the IT Act. Similarly, research organizations have better
deduction under Section 35 of the IT Act. The compulsion of possessing an 80G
certification disables all these organizations from filling the form and, conse-
quently, receiving CSR funds from financial year 2021–2022 (N Dadrawala,
personal communication, 6th June, 2021). Clearly, more care must be taken in
drafting these compliance rules.

3. Foreign Contributions Regulation Act (FCRA): The FCRA 2010 regulates the
acceptance and utilization of foreign contributions by individuals, organizations,
and companies to Indian NGOs. The amendments introduced to this Act in
September 2020 disallowed multiple small and medium grassroots organizations
to accept funds from large FCRA mandated organizations which, in turn, have
CSR donors. Thus, collaborative social development work with smaller organi-
zations has come to a screeching halt.

In effect, arbitrary reduction in the utilization of foreign funds under admin-
istrative heads from 50% to 20% also deters capacity building of organizations.
This also means stifled research collaboration with international or national
partners for the larger NGOs. Furthermore, all FCRA NGOs across India were
mandated to establish FCRA bank accounts with the largest nationalized bank
(State Bank of India) in New Delhi wherein they will receive foreign funds to
ensure better transparency. Initially restricted till March 2021, these NGOs were
provided extended time (till September 2021) to open their accounts in light of the
COVID second wave. Although the ramifications of the FCRA Amendment 2020
on the CSR law are comparatively less, these amendments again increase com-
pliance costs for all stakeholders.

5.6 Corporate Bureaucracy and Deceleration
in Decision-Making Process

In light of strict compliance associated with the CSR laws in India, companies have
also initiated internal processes to ascertain proper utilization of the CSR funds.
However, such processes, often viewed as arbitrary and ad hoc, impose further
challenges to NGOs through long drawn out and risk-averse selection processes of
CSR projects. Two of the authors, as part of the official CSR cell of Telangana,
T-Social Impact Group, which acts as an intermediary between corporates, govern-
ment bodies, and civil society organizations to efficient CSR collaborations in
Telangana, have had experiences which attest to the bureaucratic processes of
corporates in addition to the ever-changing laws of the government. Multiple
companies have constructed internal criteria, in addition to the CSR laws, to select
an NGO partner and its project. These eligibility criteria often result in the



companies being left with a highly reduced pool of NGOs and, consequently, mostly
traditional CSR projects to select from. Corporate bureaucracy as experienced by the
T-SIG platform can be primarily divided into parts – (a) internal policies and
(b) decision-making processes. Some of these issues have been exemplified below:
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5.6.1 Internal Policies

Company A has two different business arms; say Company A1 and Company A2.
As part of their internal policies, the Executive Committee of the company refrains
the two arms from supporting the same NGO (even if the projects supported are
different). Thus, if a credible and impactful NGO is already supported by Company
A1, it cannot be supported by Company A2. Moreover, once the CSR project of an
NGO is selected by Company A, internal policy only allows for providing 15% of
the NGO’s income for the previous financial year as CSR funds. Hence, the
provision of CSR funds, in this case, is not related to the relevance, impact, or
costs associated with the implementation of the CSR project but to the size of the
NGO. Such policies, added to the legal requirements mandated by the government,
reduce the pool of NGOs from whom companies can select projects.

In fact, in a quest of working with multiple partners, some companies do not wish
to work with the same NGO, post completion of a 3-year CSR project. India’s CSR
law has never mandated till date that a company must work with new NGOs every
3 years, but this has become a norm among some multinational companies, as
experienced by T-SIG. Hence, evidently, not only does this approach hamper the
sustainability of ongoing projects and increase administrative costs of all stake-
holders but also shorten the list of eligible NGOs for companies.

5.6.2 Decision-Making Processes

Slow decision-making process with multiple levels of approval-seeking coupled
with innumerable rounds of conducting due diligence is another form of bureaucracy
to which NGOs are subjected to. In fact, attempts of companies to form CSR
committees and departments with personnel from social sector background have
largely remained ineffective in understanding the workings of the social sector.
Parekh (2021a) mentions, “(w)hen it comes to companies with a large manufacturing
footprint, a further layer of decision making is involved since most factories or plants
also have a local CSR structure, made up of plant leaders and support services at the
plant level.” Parekh elaborates how in conglomerates, defending the choice of a
particular CSR project is similar to defending a doctoral thesis by putting forth a
clear picture (Fig. 2) of the multiple approvals required to finalize a CSR project. She
delves deeper into how within each company, different verticals or departments such
as procurement team, legal team, company secretariat, and finance team also partake
in finalizing CSR projects, where each team prioritizes the well-being and compli-
ance of the company more than deliberating on the social impact of the CSR project.
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Fig. 2 Structure of CSR decision-making in companies in India. Source: Parekh (2021a)

They (corporate) therefore prefer to opt for the letter, rather than the spirit of the law,
focusing on compliance and risk avoidance and trying to transpose corporate processes,
templates, and contracts to social programmes. (Parekh, 2021b)

Even during emergency crisis periods such as COVID where ground realities are
dynamic and beneficiary needs are constantly evolving, companies have remained
true to their bureaucratic nature. Rather than expediting disbursement of CSR funds
to be swiftly utilized by grassroots organizations for immediate requirements like
food, ration, and protective gear, T-SIG has encountered companies who have taken
more than a month to disburse funds.

But as Mr. Noshir Dadrawala rightly mentions, the corporate bureaucracy is a
result of the “top-down approach of the CSR law” (personal communication, 6th
June, 2021) and cannot be seen in isolation. With increasing compliance on part of
the companies, it is understandable that the companies wish to be careful about their
CSR expenditure while reporting to the MCA. This leads companies to take extra
caution, and inadvertently, the NGOs are at the receiving end of this governmental
pressure.

On the other hand, for companies which are public sector units (PSUs), corporate
bureaucracy is evident through different methods. Through T-SIG’s experience, it
has been perceived that these PSUs primarily prefer to donate their CSR funds to a
trust or society registered under a certain government department, for example,
municipal corporation and healthcare or education departments. More often than
not, such CSR projects are halted midway or delayed due to multiple reasons such as
government bandwidth, change in government focus areas, or even change in
government officials. This, in turn, leads to issues related to project implementation,
reporting, and monitoring and even impact assessment which could be easily
negated if more PSUs worked with credible NGOs. In fact, the CSR expenditure



by PSUs on the Statue of Unity, as illustrated above, is the perfect example of how
PSUs fund government schemes and initiative through their CSR.
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5.7 Impact of Indian CSR on COVID Emergency

The structural issues in the CSR law and its reflection in the operation of the law
became abundantly clear during the first and the second waves of the coronavirus
pandemic in India. In the first wave, the obscurity of what constitutes as CSR activity
was primarily refrained to the debate of PM Cares Fund and CM Relief Fund. In
spite of all the upheaval created with the inception of PM Cares Fund and the
repeated right to information (RTIs) for transparency regarding the expenditure of
the funds, little action has been initiated by the central government (Jebaraj, 2020).
In fact, the Ministry of Home Affairs has exempted PM Cares Fund from FCRA,
while small NGOs have to follow all the rules even during COVID pandemic.

In the last few days of March, the Fund collected Rs 39.68 lakhs [US$ 53,927.92] in foreign
currency donations. There is no clarity on how much of this is from foreign donors and how
much from domestic donors. (The Wire, 2020)

However, in the second wave, with the new CSR amendments in January 2021,
the confusion was also expanded to which NGOs could receive CSR funds. The
mandatory CSR Form 1 removed any NGO who had not registered with the MCA,
outside the ambit of receiving any CSR funds, thereby removing a huge quantum of
NGOs from consideration. Even in the case of receiving foreign funds, many NGOs
who were in the process of opening a bank account in SBI, New Delhi, were left in a
lurch. With the pandemic showcasing its ugliest form in the country’s capital and the
consequent lockdown of Delhi, many NGOs were in a limbo. Although these NGOs
had a preexisting network of companies with a corpus of foreign funds, the techni-
cality of not having a bank account in the government specified bank deterred these
companies from donating foreign funds to the NGOs. Most of these NGOs had to
resort to platforms like Give India for foreign fundraising and pay an additional 5%
administrative charges to receive funds even though they possessed FCRA
certification.

Another issue highlighted by Mr. Dadrawala (personal communication, 6th June,
2021) was not considering donation of products by manufacturing companies as part
of the CSR laws. The CSR law in India focuses strictly on utilization of CSR funds to
be considered as CSR activity.

It does not consider cases where manufacturing companies can donate their
products as part of relief efforts as legitimate CSR activities. This creates a round-
about loop where companies disburse funds to NGOs to procure their own products
and then distribute them. In any crisis where time is of value, this process can be
reduced if companies’ product donation to NGOs was considered as CSR activity.

Through Surge Impact Foundation’s experience of working on-ground during the
second wave of COVID, similar experiences of delay and slow decision-making



processes were faced while fundraising for emergency CSR projects. Company B
had agreed to finance a COVID CSR project to provide protective gear to the youth
of a slum area in Hyderabad, Telangana, who are acting as frontline workers on April
26, 2021. The project was to be implemented by Surge Impact Foundation and costs
US$ 3,721.77. Consequently, the due diligence process was initiated whereby the
NGO submitted all relevant documents and declarations. However, till June
21 (57 days), the CSR funds were not disbursed even after multiple follow-ups.
One of the main reasons for this was the normal process of finalizing a CSR project
being followed during emergency crisis situations. Instead of understanding the
immediate on-ground requirements, Company B was primarily involved in ensuring
that all compliance rules and regulations were followed. By June 18, 2021 (the funds
were yet not disbursed), the requirement of such protective gear for the youth was
not valid with the number of COVID cases reducing in the city. Upon inquiry
regarding the utilization of the agreed upon CSR funds for another pressing issue
(like the payment of hospital bills for COVID patients from below poverty line),
Company B mentioned that as per the company’s internal policies, the funds cannot
be directed for any other cause and only the location of project implementation could
be revised. As a result, instead of directing the funds to be utilized in a more efficient
manner, $ 3,721.77 could strictly be utilized for the procurement of protective gear,
even if its requirement had become redundant.
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In such emergency situations, the duty of the government is to make rules and
regulations more lenient to ensure that civil society organizations can work in
tandem with the government bodies to provide relief. Even Mr. Noshir Dadrawala
mentioned, “Financial Years 2020–2021 and 2021–2022 were not years for imple-
mentation [of new rules of CSR laws and FCRA] but years to be benevolent”
(N Dadrawala, personal communication, 6th June, 2021).

6 Conclusion

Thus, one can conclude that CSR in India suffers from double bureaucracy which
seriously hobbles its impact. At one end, an unstable regulatory regime and increas-
ing government compliance have made CSR expensive and burdensome for the
stakeholders. The regulatory framework suffers from arbitrary choice made with
short-term objectives which make innovation difficult but do not curb questionable
use of CSR funds. As argued in the paper, this partly arises from the inherent nature
of the Chatterjee model which defines CSR in terms CSR funds spent on government
priorities. This enables arbitrary behavior and red-tapeism on part of the govern-
ment. For a country that is looking to showcase ease of doing business, mandated
CSR with heavy and penal regulatory framework is discouraging. However, it must
be reiterated that while all models have limitation, the core issues in India’s CSR
regime arises from political and policy decisions made by the power that be to not
only exploit the limitation of the model but also consciously or unconsciously move
away from its underlining philosophy.
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On the other hand, private corporates have also created their own internal policies
and eligibility criteria for the selection of NGOs and CSR projects. Although these
measures can be traced back to compliance issues and reporting of companies to
MCA, the ultimate burden falls on the NGOs who have to justify their organizational
structure and administrative overheads along with the relevance of their project and
its intended outcomes. Already under the strict surveillance of the government, the
additional legal documents sought by companies restrict numerous small and
medium-sized credible NGOs from entering the CSR arena.

One solution would be to go back to the original principle of “comply and
explain” while redefining CSR in terms of impact using international standards
like UN SDGs which will reduce scope of arbitrary changes with short-term goals.
Furthermore, compliance should be kept at minimum. The government should see
CSR as a force multiplier for social development and not as a source of financing
where its sole role is to provide a clear and stale regulatory framework. Companies
and civil society organizations must be provided with necessary freedom to innovate
and harness the strength for social impact. This will also reduce the cautionary
approach undertaken by companies to finalize their CSR projects, thereby reducing
the second level of bureaucracy faced by NGOs. A more sensitive, collaborative, and
responsive approach to rule-making would be a good place to start.

Lastly, there is need to explore whether the compulsory CSR is even the most
efficient way to achieve the underlining aims, given the tendency of the government
to treat CSR as a revenue source.

Annex I

Healthcare Entrepreneurship

As in act
passed by
parliament

(v) Combating human immunodefi-
ciency virus, acquired immune defi-
ciency syndrome, malaria, and other
diseases

(viii) Social business projects

February
27, 2014

(i) Eradicating hunger, poverty, and
malnutrition, promoting preventive
healthcare and sanitation, and making
available safe drinking water

(ix) Contributions or funds provided to
technology incubators located within
academic institutions which are
approved by the central government

March
31, 2014

For “promoting preventive health care”
read “promoting health care including
preventive health care”.

October
11, 2019

(ix) Contribution to incubators funded
by central government or state gov-
ernment or any agency or public sector
undertaking of central government or
state government and contributions to
public funded universities, the Indian

(continued)
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Healthcare Entrepreneurship

Institute of Technology (IITs), national
laboratories, and autonomous bodies
(established under the auspices of the
Indian Council of Agricultural
Research (ICAR), Indian Council of
Medical Research (ICMR), Council of
Scientific and Industrial Research
(CSIR), Department of Atomic Energy
(DAE), Defence Research and Devel-
opment Organisation (DRDO), 7
[Department of Biotechnology
(DBT)], Department of Science and
Technology (DST), Ministry of Elec-
tronics and Information Technology)
engaged in conducting research in sci-
ence, technology, engineering, and
medicine aimed at promoting Sustain-
able Development Goals (SDGs)

August
24, 2020

(ix) (a) Contribution to incubators or
research and development projects in
the field of science, technology, engi-
neering, and medicine, funded by the
central government or state govern-
ment or public sector undertaking or
any agency of the central government
or state government
(b) Contributions to public funded
universities; the Indian Institute of
Technology (IIT); national laboratories
and autonomous bodies established
under the Department of Atomic
Energy (DAE); Department of Bio-
technology (DBT); Department of
Science and Technology (DST);
Department of Pharmaceuticals; Min-
istry of Ayurveda, Yoga and Naturop-
athy, Unani, Siddha and Homoeopathy
(AYUSH); Ministry of Electronics and
Information Technology and other
bodies, namely, Defence Research and
Development Organisation (DRDO);
Indian Council of Agricultural
Research (ICAR); and Indian Council
of Medical Research (ICMR) and
Council of Scientific and Industrial
Research (CSIR), engaged in
conducting research in science, tech-
nology, engineering, and medicine
aimed at promoting Sustainable
Development Goals (SDGs)
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Promoting Decent Work in Global
Production: Lessons Learned from
the Jordanian Garment Industry

Britta Holzberg

1 Introduction

In 2019, the International Labour Organization (ILO) found that despite CSR
improvements, the current rate of progress is insufficient to achieve “decent work
for all” (SDG 8) by 2030 (ILO, 2019). In particular, the global garment production
network has been highlighted as a prime case of corporate social irresponsibility
(Luque & Herrero-García, 2019). Many garment workers encounter excessive and
forced overtime, pay below living wages, health and safety concerns, repression of
collective bargaining rights, discrimination, and sexual harassment. One strategy to
support the enhancement of CSR efforts is based on the analysis of cases in which
significant decent work progress has been made. Case studies foster understanding
of how complex factors interact in a real-life environment (Yin, 2009). In this paper,
the case of the garment export industry in Jordan is examined, where significant
decent work improvements have been realized, although the end goal has not yet
been achieved (Better Work Jordan, 2019b; Business and Human Rights Resource
Center, 2018; Kolben, 2019).

The current paper builds on previous research regarding Jordan. Early articles
highlighted the precarious working conditions in the garment export industry and
linked them to the trade regime (Kolben, 2013), the dominance of migrant labor
(Francoise De Bel-Air & Dergarabedian, 2006), and the questionable economic
viability of the industry (Domat et al., 2012). Jordan had no natural competitive
advantage in garment production, little experience in garment exports, and few
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qualified garment workers when the country entered a preferential trade agreement
with the United States. Foreign companies subsequently set up factories in Jordan to
benefit from the agreement, but they remained disconnected from the local economy
and employed mostly vulnerable migrant labor. This situation nourished the ground
for labor abuse (Azmeh, 2014; Kolben, 2013). More recently, studies have addressed
efforts for improving working conditions and identified success factors. Kolben
(2015) discusses the interaction of private and public labor regulation to enforce
labor standard compliance in Jordan. Aissi et al. (2018) find that the heightened
monitoring and intergovernmental dialogue driven by the Jordan-United States free
trade agreement benefitted labor rights. Kolben (2019) traces how Better Work
Jordan (BWJ), a joint program of the ILO and the International Finance Corporation,
supports the development of the garment industry and decent work. Robertson
(2019) examines one BWJ project in particular and links the BWJ transparency
portal to improved labor standard compliance.
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Although the early observations of unacceptable working conditions in Jordan are
not unusual for global garment production (Anner, 2019), the identified success
factors are not necessarily universally applicable. Free trade agreements were
not found to benefit labor rights in South Korea (van Roozendaal, 2017), and
Bair (2017) finds the effectiveness of the Better Work (BW) program to be contin-
gent on the local context. Such findings underline the need to account for
contextual specifics when discussing enablers and inhibitors of decent work
progress. The current scientific debate features an increasing consensus that no
single factor alone can explain decent work outcomes. The interaction of different
global, local, public, and private factors shapes working conditions in global pro-
duction (Lund-Thomsen et al., 2016; Niforou, 2015). Therefore, current research on
individual drivers of decent work needs to be accompanied by case studies that
illustrate the interplay of drivers and highlight contingencies. Holzberg (2019)
theoretically systematized factors that interact and influence labor-related CSR
decisions in supplier firms. She argues that the interaction of global competitive
forces (e.g., price pressure, lead time pressure) and global public and private
regulatory efforts (e.g., labor standards, audit regimes), combined with local insti-
tutional factors (e.g., legal institutions, worker institutions), sociocultural factors
(e.g., work ethics, gender norms), and industry factors (e.g., labor markets, produc-
tion sophistication), must be considered when trying to understand decent work
outcomes. Global and local factors “crossverge” at the point of the supplier and
through their interaction shape decent work realities on the factory floor (Holzberg,
2019). As the framework mirrors the complexity of the real-life environment of
production networks, it serves as the theoretical starting point for the design of this
case study.

The case study analyzes the interaction of global, local, public, and private factors
that shape working conditions in the Jordanian garment export industry to answer
two research questions:
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(1) Which factors and factor interactions enabled decent work progress in the
garment export industry in Jordan between 2008 and 2018?

(2) Which factors and factor interactions inhibit further decent work progress in the
garment export industry in Jordan in 2018?

The background of the Jordanian case and the methodological research design are
outlined in the next section of the paper. Case study findings are presented and
discussed subsequently. The concluding section sums up the study’s main research
contributions and their implications for the Jordanian and the global garment
production networks.

2 Jordanian Garment Export Industry: Background
and Decent Work Developments

By producing 25% of the country’s total exports and employing 68,300 workers, the
garment export industry is central to the Jordanian trade and labor market (Better
Work Jordan, 2019a, data: 2018). Approximately 95 factories operate in Jordan,
producing mainly for the United States (Better Work Jordan, 2019a, data: 2018). A
distinguishing feature of the industry is its strong international linkages. The garment
export industry developed after a preferential trade agreement with the United States
came into effect in 1997. Asian manufacturers in particular invested in setting up
garment factories in Jordan (Azmeh, 2014). Currently, almost all factories are
foreign-owned and 75% of the workforce, along with most owners and managers,
are migrants, especially from Bangladesh, India, Sri Lanka, and Nepal (Better Work
Jordan, 2019a, data: 2018). Jordanian labor law requires a 25% share of Jordanian
workers, which is supported by the creation of satellite factories in rural areas.

Poor working conditions in the industry first drew attention in 2006 owing to a
report by the National Labor Committee (2006) (NLC). The report included testi-
mony by migrant workers about working hours exceeding 20 hours per shift on 6–7
days per week, beatings and torture by supervisors, sexual abuse, and wages being
withheld or severely underpaid. The accounts portrayed inhumane living conditions,
with insufficient living space, food, and water. The information sparked an interna-
tional outcry. Buyers retreated from Jordan, and several of the factories mentioned in
the NLC report closed (Kolben, 2013). Jordan was placed on the US Department of
Labor’s (USDOL) forced labor list in 2009, and the US government started provid-
ing funding and technical expertise to aid labor standard improvement. Agreement
was reached to institutionalize the BW program in Jordan. The program aims to
promote labor standards and productivity in the global garment industry.

In 2019, international observers reported significant improvements and compa-
rably favorable working conditions (Aissi et al., 2018; Kolben, 2019; Robertson,
2019). Jordan was removed from the USDOL’s forced labor list in 2016, and a 2019
report issued in the name of the Dutch Ministry of Foreign Affairs noted “the
excellent compliance with environmental and social standards” as a core benefit of



the industry (Enclude BV & CMC, 2019, p. 4). In particular, at 220 JOD (approx-
imately 310 USD in 2018), the monthly minimum wage was more than three times
higher than in Bangladesh and could cover living expenses in most rural areas of
Jordan. Workers worked on average 53.5 hours per week, and excessive hours,
forced labor, physical violence by supervisors, and unauthorized wage deductions
were found to be exceptions rather than the norm (Better Work Jordan, 2019a, data:
2018). Nevertheless, decent work for all has not yet been achieved (Business and
Human Rights Resource Center, 2018). Especially at subcontractors, working con-
ditions remain substandard, for example, with working hours of up to 97 hours per
week (Better Work Jordan, 2019a, data: 2018). Furthermore, Jordan has a single
trade union structure and therewith remains noncompliant with the ILO’s Freedom
of Association convention. In addition, BWJ criticizes occupational safety and
health breaches, especially in dormitories, and acknowledges shortcomings in track-
ing and preventing incidents of rape and sexual harassment.
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3 Methodology of Evaluation and Data

The decent work developments in the Jordanian garment export industry were
analyzed with an explanatory case study design. The analysis aimed to explain
which developments enabled decent work improvements, which factors hindered
further progress, and how interactions between different drivers shaped the current
decent work situation.

Evidence was collected from multiple sources (see Table 1 for an overview and
Annex 1, 2, and 3 for further details): Between April and May 2018, 7 industry and
labor experts and 13 factory owners-managers were interviewed. A maximum
variation logic guided the sampling of respondents as common themes that are
discovered across a diverse range of respondents are likely to reflect core and shared

Table 1 Overview of collected data

Supplier firm
interviews

Factory owners-managers Expert
interviews

Experts

Jordanian Non-Jordanian Jordanian Non-Jordanian

Factory size Area of expertise

0–499 4 3 Industry expert 3

500–1499 2 1 Labor expert 2 2

1500–5500 2 1

Worker group
interview

Workers Document
analysisJordanian Non-Jordanian Documents

Gender Type

Female 1 11 Legal
information

>10

Male 8 Report/study >40

News article >60



experiences of the overall research case (Patton, 2002). Furthermore, 20 workers
participated in group interviews, and the author observed three industry and
workers’ events. During the interviews, respondents reported on current working
conditions and reflected on changes over time, reasons for improvements, and
remaining obstacles. Interviews lasted 60–90 min, and most were audio-recorded
and transcribed. If respondents did not consent to recording, the interviews were
documented in detail. The interviews and observations were primarily conducted in
English or German. Selected interviews and observations were aided by translators
(Arabic, Bengali, Hindi, Nepali, and Sinhala). All interviews were labeled with a
code that specified the type of interview (Firm, Expert, or Worker). The 18th
interview in Jordan, which was the 12th firm interview, was labeled J18F12.
Complementing the field research, over 60 international and local publications
were analyzed to obtain insights on the case of Jordan between 2006 and 2018.
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The data were analyzed with the help of Yin’s (2009) explanation building
technique. Holzberg’s (2019) crossvergence framework provided the initial theoret-
ical propositions. It proposes that global competitive pressures (price, lead time,
flexibility, quality pressure), global public labor market regulation (labor standards
set and promoted by international institutions), global private labor market regula-
tion (labor standards set and promoted by buyers and private multi-stakeholder
initiatives), local institutions (labor laws, business, labor and civil society institu-
tions), local socioculture (local values, norms, and decent work beliefs), and the local
industry environment (technological, business, and labor characteristics of local
industrial clusters) shape work outcomes in global garment production. The propo-
sitions were revised until a coherent explanation for the developments in Jordan was
found. Interviews and documents were coded following the steps of a qualitative
content analysis as outlined by Schreier (2014). The final category system is
presented in Annex 4, and Annex 5 shows an excerpt from the coding frame. The
interviews with owners-managers served to identify which factors influenced the
design of working conditions and (de-)motivated decent work improvements.
Insights from experts helped to elucidate the factors that were addressed and to
evaluate the extent to which the interview insights were common for the industry.
The documents primarily served to trace developments over time, and along with the
worker interviews, they were used to triangulate the data following Yin’s (2009)
suggestion to use multiple sources of evidence to ensure validity. Using the iterative
process of the explanation building technique was intended to ensure the internal
validity of the case study. The analysis was done twice and documented in
MAXQDA to foster reliability.

4 Case Study Results

The analysis confirmed that an interplay of multiple factors enabled decent work
progress in Jordan. As proposed by previous authors (Holzberg, 2019; Lund-
Thomsen et al., 2016; Soundararajan & Brown, 2016), global and local industry



factors interacted at the factory level and needed to be considered simultaneously to
understand decent work developments. Thereby, categorization according to level
was insufficient for structuring the multiple factors detected. As suggested by the
explanation building technique, different theoretical logics were considered before
eventually finding that an actor-oriented subcategorization suited the data. Enabling
factors on each level could be attributed to the influence of business, labor, or public
stakeholders, whereby labor-oriented societal actors such as NGOs or local clans
were included among labor stakeholders. Figure 1 depicts the different influences
that shaped decent work realities in Jordan. Theoretically, it mirrors Gereffi and
Lee’s (2016) proposal that private (business), social (labor), and public governance
on global and local levels affect social upgrading in global supply chains and extends
it by adding the factory level. Thereby, in the case of Jordan, stakeholders on each
level not only governed decent work efforts but actively supported their implemen-
tation to various degrees. Moreover, the analysis revealed that the coordinated
interaction of different actors was crucial for decent work progress. The work of
BWJ played a particularly important role in this regard and was placed in its own
category as a cross-level influence in the analysis. The following sections outline the
enablers of decent work progress in Jordan by level and highlight their interactions
and the role of BWJ in facilitating them. The section on inhibitors identifies
remaining issues in Jordan in 2018 that contributed to inhibiting or even deteriorat-
ing progress.
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Fig. 1 Map of stakeholder influence on decent work in the garment industry in Jordan
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4.1 Enablers of Decent Work Progress

4.1.1 Global-Level Developments

On a global level, public, business, and labor stakeholders have put pressure on the
Jordanian garment export industry to improve working conditions.

With regard to public governance and support, North American governments in
particular, and since 2016 also the EU, had an interest in the industry. US govern-
mental actors used trade agreements to demand decent work and put Jordan on the
USDOL’s forced labor list from 2009 to 2016. The EU-Jordan agreement financially
motivated suppliers to employ Syrian refugees [BWJ-report-2016], and the industry
received technical and financial support to fulfill these demands. US governmental
actors have repeatedly acted as mediators in local decent work debates, and the
United States, Canada, and the EU have substantially helped finance BWJ to monitor
and support decent work progress in Jordan.

In terms of business governance and support, international buyers put pressure on
suppliers by specifying codes of conduct or by requiring international certificates
that (partially) go beyond the Jordanian law and ILO core labor standards. The
characterization of buyer-supplier relationships thereby differed between respon-
dents. While some characterized their relationship as a “partnership” [J18F12],
others highlighted discrepancies between buyers’ codes of conducts and the high
pressure on prices, as will be further discussed in the inhibitors section. All respon-
dents agreed that the work with BWJ substantially helped to improve understanding
between buyers and suppliers. “Better Work teach us 90% from what [buyer]
auditors need” [J08F05].

Finally, with regard to labor governance and support, the international union
Industri-All supported the Jordanian garment union, for instance, by providing
trainings to union representatives. Furthermore, international NGOs continued to
monitor the industry. The Institute for Global Labour and Human Rights, for
instance, has regularly published reports on the situation in Jordan [IGLHR-2011a,
IGLHR-2012, IGLHR-2013].

4.1.2 Local Industry-Level Developments

On the local industry level, Jordan experienced substantial changes driven by public,
business, and labor stakeholders. Thereby, stakeholder collaboration was key to
promoting decent work.

Several decent work improvements were linked to changes on the public level,
especially legislative changes. The minimum wage was frequently raised for
Jordanians (see Fig. 2). Furthermore, progress toward the support of migrant labor
was made in 2010 when the workers received the legal right to join trade unions.
Even though compliance with labor laws was still mainly assessed by BWJ in 2018,
resources and capabilities of the local labor inspectorate were incrementally



developed to eventually take over factory assessments. Generally, a pattern was
discerned indicating that governmental efforts oftentimes (initially) focused on
Jordanian workers but subsequently also benefitted migrant workers as the garment
export industry is mandated to not discriminate between nationalities, with the
mandate being strictly controlled by BWJ and other stakeholders.
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For business and labor organizations, documents and interviews showed a
marked increase in decent work sensitivity and capabilities. All interviewees from
these organizations underlined the necessity to focus on decent work for the survival
of the industry. Employer representatives placed this need in the context of the need
to remain competitive, whereby the focus on decent work was frequently considered
as the strategic edge of Jordan. While the treatment of migrant labor in particular was
a black box for union representatives in the past, interviews and observations
showed that investments in infrastructure and capabilities enabled the union to
represent both local and migrant members in 2018.

Along with decent work sensitivity and capabilities, collaboration between
employers and employees improved. The introduction of a collective bargaining
process, which resulted in the first collective bargaining agreement (CBA) in 2013,
was highlighted by industry and labor experts as a milestone. The process was
intensely supported by BWJ and was described as functioning by experts in 2018:
“We work every two years, we have a new collective bargaining agreement, we sit,
we bargain, we communicate. The dialogue becomes very intense at one point or
another, but we always reached the conclusion that both parties can agree upon. That
is reasonable, acceptable, and workable” [J15E05]. Among others, CBAs reduced
wage discrimination (see Fig. 2), set organizational safety and health standards for
dormitories, and unified the contracts for migrant workers.
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4.1.3 Factory-Level Developments

Interests and power structures on the factory level changed substantially between
2008 and 2018 and were essential for understanding decent work progress in Jordan.
Employers’ and workers’ decent work resources developed, and dialog between
these two groups was established in many factories.

Many interviewed owners-managers and all experts described compliance with
labor standards as an economically beneficial necessity. Based on this awareness,
decent work capabilities were continuously developed. Direct exporters especially
possessed the necessary structures, policies, and management skills to promote
decent work. As most direct exporters operating in Jordan belong to large Asian
textile and garment firms, they additionally had the financial resources to invest in
decent work. However, not all interviewed owners-managers possessed awareness,
capabilities, and resources. Limitations, especially concerning subcontractors, are
elaborated in the inhibitors section.

J18F12: [decent] work is growing the industry [. . .]. We are focusing on much better issues
today because the bar is rising in the industry because of the willingness, of the owners also,
management also. That’s the whole equation.

Workers initially started with a very weak bargaining position in Jordan. Being
young, foreign, poor, and poorly educated, they were subject to the (good)will of
their employers in 2008. These characteristics still hold true for migrant labor in
2018 (see Sect. 4.2.4), but their support structures and decent work capabilities have
improved. The union supported workers and trained them in their rights and respon-
sibilities and their negotiation skills. BWJ and other stakeholders gave workers a
voice in their assessments:

J19F13: During this audit, they will make interview with the worker. [. . .] Then you will [get
a] feeling if they are happy or not. If they are not happy, [they will ask] why and what is the
issue [. . .]. Better Work, they will do this, and Ministry of Labor, they will do this, plus the
buyers, before issue of any order. He will be continual visit, every time visit.

Furthermore, the value of migrant labor for employers improved as the law
currently requires employers to hire 25% Jordanian workers, who were said to be
less productive and reliable. The integration of Jordanian workers additionally
contributed to enhancing working conditions as their bargaining position is rela-
tively strong. (Skilled) Jordanian labor was reported to be difficult to recruit, and
particular care was reported to be taken to retain women, who commonly do not
work in rural Jordan: “[. . .] this industry becoming not anymore attractive to the
worker, especially the local workers. It's not easy to keep the workers in the
company” [J09F06]. Individual workers also benefited from social and family
support. Respondents reported cases in which all workers from a community left
the factory if one of them felt mistreated.

When asked about dialog, respondents highlighted the Performance Improvement
Consultative Committees (PICCs) in which representatives of all groups of workers
interact and consult with their employers. Factories that had been working with BWJ
since the beginning especially praised the benefits of having PICCs. Supervisor and



management trainings initiated by BWJ furthermore focused on improving day-to-
day communication on the factory floor. J15E05 emphasized that for decent work
progress “it’s always important to listen to them [workers], hear their stories and see
what they need, what is missing.”
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4.1.4 Interactions

Developments on factory, local industry, and global levels are not independent of
each other. Interview responses and documents did not indicate single factors that
enabled change but rather described an interwoven process driven by various
stakeholders on different levels. The following example illustrates this interaction.

The Jordanian government increased the minimum wage for local labor in 2012
but failed to protect migrant labor (see Fig. 2). Local stakeholders, in this case the
local union supported by BWJ, admonished this shortcoming. They highlighted that
different wages for local and migrant labor constituted an act of discrimination,
which is prohibited by international labor standards and most buyers’ codes of
conducts. Local stakeholders struggled to solve this dilemma. In a mediation led
by the United States, the Jordanian government and local business and labor
organizations finally agreed that a sectoral agreement should remedy the breach.
This agreement started a collective bargaining process on the local level that was
again supported by global stakeholders, specifically the ILO in cooperation with
BWJ. In the end, employer and employee representatives agreed that in-kind benefits
provided to migrants could offset the difference between the in-cash minimum
wages of local and migrant labor [CBA-2013]. Overtime pay of migrant workers,
however, was still calculated based on their in-cash wages, a significant shortcoming
in an industry environment where overtime is indispensable to make a living. A
memorandum of understanding (MoU) remedied this shortcoming in 2014
[MoU-2014]. The MoU obligated suppliers to calculate an increasing amount of
in-kind benefits into their overtime pay. By August 2017, overtime pay had to be
calculated on the same basis for Jordanian and migrant workers. Despite these
provisions, equal and minimum wages were not yet provided to all workers in
2017. BWJ detected inaccurate calculations of overtime wages in 27% of analyzed
cases [BWJ-Report-2017]. Only after BWJ trained factory managers and the global
and local union trained worker representatives on the correct calculation of overtime
pay was this percentage reduced to 15% in 2018 [BWJ-Report-2018]. Hence, the
contribution and interaction of multiple actors on global, local industry, and factory
levels was necessary to improve wages for all workers.

4.1.5 Better Work Jordan

As already indicated, BWJ played a crucial role in promoting developments on
global, local industry, and factory levels, particularly by coordinating interactions



between the different stakeholder groups. Interview respondents highlighted that
BWJ consulted, monitored, and facilitated across stakeholders.
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BWJ worked with all industry stakeholders and provided advisory services,
trainings, secondments, information resources, and/or project support. Services
were portrayed as highly successful by respondents. Almost all changes on global,
local industry, and factory levels were made with the support of BWJ.

BWJ factory assessments were especially characterized as instrumental for decent
work progress. “Better Work is watching you. That is good, Better Work, it is good
that we have them. [. . .] One needs someone, an external buddy, who says, this is
right, this is wrong” [J02E01]. Suppliers and experts agreed that BWJ assessments
were increasingly accepted by buyers as substitutes for their own audits, and
thorough advisory services through the program enabled suppliers to develop
compliance with global and local labor regulations. Assessments additionally helped
BWJ to understand which underlying factors caused decent work deficits in Jordan.
As described above, the detection of multiple cases of wage discrimination in factory
assessments in 2012 helped to initiate the collective bargaining process to harmonize
wages.

In addition to the advisory and assessment services, BWJ’s facilitatory role was
emphasized in interviews and documents. Different information portals, reports, and
publications made the status quo of decent work in Jordanian factories transparent to
buyers and the public. Building on increased transparency, BWJ stimulated dialog
between stakeholders. On the factory level, owners-managers underlined that BWJ
greatly helped employer-worker dialog by promoting PICCs and worker-
management committees. “[PICCs existed] since long time with the labour union.
They’ve got more organized with BWJ, when BWJ started. BWJ started in 2009.
That’s when it got official, more documented” [J07F04]. On the industry level, BWJ
supported the negotiation of CBAs. Local stakeholders are connected in BWJ’s
Project Advisory Committee, and global buyers are connected with local stake-
holders during the annual buyer forums. Furthermore, respondents highlighted that
BWJ promotes understanding and solves problems across stakeholders in each
training and advisory meeting.

As the BW program exists in many countries but is not equally successful in all
(van Roozendaal, 2017), the analysis also examined which factors enabled BWJ to
successfully serve as an advisor, assessor, and facilitator in Jordan. The obligation to
participate and program acceptance across stakeholder groups were thereby shown
to be of core importance. In 2010, the Jordan government mandated that suppliers
exporting to the United States and Israel and their subcontractors had to participate in
the program. Most BW programs in other countries are voluntary (Bair, 2017).
Furthermore, documents and reports showed that global buyers, governments, and
NGOs put pressure on local stakeholders to work with BWJ. Consequently, BWJ
covered almost all exporting garment suppliers in Jordan in 2018. In addition, BWJ
managed to win acceptance and respect across stakeholder groups. Interviewees
repeatedly highlighted that BWJ balanced the interests of all stakeholders.
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J15E05: When Better Work Jordan came to Jordan [. . .] we were worried. [. . .] Actually, it
came up to be a very healthy relationship. They taught factories and they taught the sector
how to improve working conditions, to have decent jobs, decent work, good working
environment. They pinpoint on the relations, where we can improve, and we can work
together to accomplish better results at the end.

4.2 Inhibitors of Decent Work Progress

Despite progress, the garment export industry had not achieved decent work for all in
2018. Thus, the analysis also sought to identify which issues inhibited or even
deteriorated progress.

4.2.1 Competitiveness of the Jordanian Export Industry

The quest to improve working conditions was frequently set against the need to
remain competitive. Even though several interviewees highlighted that decent work
helps suppliers improve competitiveness, this criterion coexisted with buyers’ price,
lead time, and quality demands. Decent work improvements affecting running costs
(e.g., increasing wages or reducing working hours) were frequently described as a
threat to competitiveness. When asked about the possibility of negotiating with
buyers, one respondent explained: “The American clients, no. The Americans,
they are coming, ‘I have this jacket with this cost, take it or leave it’ [. . .]” [J09F06].

Subcontractors especially criticized the immense price competition. The
interviewed subcontractors were medium-sized firms with limited financial
resources. They stressed their lack of bargaining power vis-à-vis direct exporters
and expressed they could only be profitable with excessive overtime and a focus on
migrant labor. Interviewed subcontractors had not been trained in decent work, and
their management systems were much less developed than those of direct exporters.
They had only recently started working with BWJ because they were legally
obligated to and/or they considered decent work progress as a prerequisite to
economically upgrade. At the time of the analysis, it remained unclear whether
they would manage to economically and socially upgrade.

The competitive situation of most direct exporters looked more favorable. Their
highly sophisticated production system and qualified (migrant) workers ensured
outstanding productivity, and as direct exporters, they earned higher income from
sales than subcontractors. Nevertheless, they also underlined that the future of the
export industry in Jordan was questionable, and some showed reluctance to make
substantial further investments. “If I cannot project my cost for the next three to five
years, if I cannot project the laws that I’m working under for the next three to five
years, it’s a very sceptical concept” [J07F04]. The lack of a promising perspective
for the garment export industry in Jordan was linked by owners-managers and
experts to (1) the minimum wage, which was more than three times higher in Jordan



than in Bangladesh; (2) the dependence on the United States, where the political
climate in 2018 questioned the benefits of free trade; and (3) the repeated ad hoc
changes in local labor regulations (minimum wages, tax exemptions, labor policies
concerning local labor). As one way out of this dilemma, respondents contemplated
winning European buyers. At the time of the interviews, the need to hire 15% of
refugee labor to qualify for the EU-Jordan agreement and the lack of connections to
European buyers prevented most firms from starting trade with Europe.
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4.2.2 Institutional Environment in Jordan

When asked about what factory owners-managers wished to change to further
develop socially and economically, a common theme involved government regula-
tions and government cooperation with the export industry. This argument again
referred to the link between decent work and competitiveness. Respondents outlined
examples of intense bureaucracy and frequent changes in regulatory demands which
impaired competitiveness. “They [Ministry of Labor] are supporting and they are
making problems for us. Yearly they are changing the law. Yearly they are changing,
so it's not workable actually” [J08F05]. Migrant managers especially felt that foreign
investors were not welcome in Jordan.

Experts remarked that frequent changes in government officials impaired dialog
and that they hoped for more support of the export industry from government side.

J07F04: “this is a sector that recruits 70,000 people. There’s big potential for the sector to
grow. [. . .] Doubling the 70,000 to become 140,000 is a great opportunity in front of us. [. . .]
We just need to see the future. [. . .] If the government would believe in the sector and would
take the sector to the next level [. . .]”.

Even though different steps toward more stakeholder dialog were taken, docu-
ments and interview responses showed that there was no joint perspective for the
garment industry in 2018. While the mainly foreign-owned garment export industry
was rooted in the Cut-Make-Trim business and relied heavily on migrant labor, the
government was interested in moving the industry into higher value-added seg-
ments. It furthermore continued to enact regulations reducing the share of migrant
labor to counter rising unemployment rates in Jordan. Notably, the government
strategy was considered to be an inhibitor in the mainly foreign-owned export
industry. For the local industry, it was viewed as enabling social and economic
upgrading.

4.2.3 Limits of Social Auditing

Factories in Jordan are subject to the Jordanian labor law, ILO core labor standards,
and buyers’ codes of conduct. The factories are inspected by BWJ, local labor
inspectors, and international auditors, whereby BWJ succeeded in substantially
aligning these assessments. While most respondents considered BWJ assessments



as just and helpful, respondents perceived local inspections to be a burden. Buyer
inspections were considered acceptable at the time of the interviews, whereby
improvements in buyer inspections were frequently attributed to BWJ. The
responses showed that in 2018 a functioning inspection system depended on BWJ.
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However, BWJ inspections were not perfect as BWJ interviews and reports
showed. First, BWJ uses local legislation and ILO core labor standards for reference
in their assessments and is thereby limited. Regarding Freedom of Association, the
Jordanian law only allowed for one trade union in the industry, and factories
therefore could not comply with this standard. Second, local and BWJ assessments
held scope for deceit. Some workers reported cases in which they were asked to
work overtime without it being recorded. Third, BWJ repeatedly noted difficulty in
assessing some standards, particularly the prevention of sexual harassment which is
a highly sensitive topic in Jordan. Fourth, BWJ assesses decent work issues which
local stakeholders have limited power to change. The support of migrant-sending
countries and foreign recruitment agencies is, for instance, needed to permanently
eradicate child labor, forced labor, and the payment of recruitment fees.

4.2.4 Worker Vulnerability

Workers often belonged to vulnerable groups (young, poor, mainly female, poorly
educated), and migrant workers had an especially weak bargaining position. They
were isolated in industrial zones and commonly only stayed in Jordan for 2 years.
They depended on local and international organizations to fight for their rights, and it
is especially notable that migrant workers were not legally eligible to stand for union
office in 2016 and their right to vote in union elections was not enforced in 2015
[BWJ-report-2015]. The single union structure prevented them from selecting
another union. Although migrant workers were much better protected in 2018 than
in 2008, they remained dependent on global actors for protection.

Additionally, many direct exporters struggled with the management of Jordanian
labor. Interviews and documents revealed a sociocultural disconnect, especially
between foreign managers and local workers. Interviews with Jordanian managers
who successfully run satellite or locally owned firms showed that the needs of local
and migrant workers differed. Improving formal labor standards had not necessarily
made a workplace attractive for Jordanians. And even though Jordanians had more
bargaining power than migrants vis-à-vis their employers, they still belonged to a
vulnerable labor group and were sometimes induced to act against their will:

J18F12: “Jordanians like to work only eight hours, predominantly. But [. . .] they want to
make extra money by doing overtime, because the cost of living is going up. They might not
like it but now the change is coming.”
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5 Conclusions and Perspectives

The garment export industry in Jordan went from being a prime case of social
irresponsibility to a good practice case of social compliance in the garment supply
chain. The analysis revealed that multiple actors on global, local industry, and
factory levels contributed to this success. The identification of most of the decent
work enablers and inhibitors confirmed previous research insights: Complementary
private, social, and public governance (Gereffi & Lee, 2016), strengthened labour
agency (Siegmann et al., 2016), more developed supplier resources (Soundararajan
& Brown, 2016), and multi-stakeholder initiatives (MacDonald et al., 2019) can help
decent work progress. Competitive pressures, worker vulnerability, and limits of
social auditing often inhibit it in the garment supply chain (Anner, 2019). The bird’s-
eye perspective of the case study prevents an in-depth discussion of each identified
enabler or inhibitor. This conclusion therefore focuses on two particular observa-
tions and their implications that were especially relevant for Jordan, plus the overall
implications of the detected multiple-level, multiple-stakeholder interactions.

The case showed that global pressure and local institutional changes were a
necessary but not yet sufficient condition for decent work progress. Capacity
development, CSR sensitivity, and financial viability at the factory level were
needed to support suppliers in their efforts to incrementally enhance labor standards.
Factories with sophisticated management systems and high productivity rates man-
aged to run profitable and responsible businesses. At the time of the analysis,
subcontractors especially showed a substantial need for further development. Previ-
ous research has highlighted the need for technical capabilities and financial
resources to promote decent work across garment production contexts (Nadvi &
Raj-Reichert, 2015). This case study builds on this insight and extends it by showing
how technical resources that enable decent work progress can be successfully
developed: BWJ started work with suppliers in Jordan over 10 years ago, incremen-
tally included a growing number of factories into their services, and adapted their
services to the needs of the industry. This long-term investment tailored to the
specific needs of local factories made the difference. However, such investments
are difficult to finance. Many garment producers, especially medium-sized ones in
the Global South, are not able to pay for such services. A model that obligates
buyers, along with suppliers or international organizations, to pay for advisory
services is therefore recommended.

While substantial decent work progress had been realized in Jordan, future
progress remains uncertain. Several respondents were unsure how long it will remain
financially viable to produce in Jordan. If the export industry moves elsewhere,
decent work progress has been in vain, a fear shared with many other garment
production contexts (Khan et al., 2019; Ruwanpura &Wrigley, 2011). Some experts
contemplated strategically focusing on CSR-sensitive buyers and high-quality prod-
ucts to ensure competitiveness and to aid efforts to win European buyers. The current
trend in Europe toward nearshoring and sustainability-sensitive consumerism
(McKinsey & Company, 2018) could help suppliers in these efforts. To win the



support of the Jordanian government, suppliers need to further invest in satellite
units and local labor. By providing large-scale work opportunities to local and
refugee workers, the garment export industry incentivizes local public actors to
invest in its development. As this envisaged market is a niche market (McKinsey
& Company, 2018), however, this strategy is not universally applicable.
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The case study especially illustrated that no single factor alone can explain decent
work progress. Multiple stakeholders interacted and jointly shaped decent work
realities. While the complexity of global production networks and the multiple-
stakeholder influence on decent work realities has been previously pointed out in
literature (Lund-Thomsen et al., 2016; Niforou, 2015), this case study contributes to
existing research by practically showing how this interaction plays out in practice. A
crossvergence perspective (Holzberg, 2019), which assumes an interplay of global
and local factors at the factory level, thereby proved useful to grasp decent work
progress. It breaks with the common research practice to primarily focus on the
influence of buyers on suppliers and shows global and local demands to equally
shape decent work outcomes in supplier firms. Although case studies can illustrate
the web of influences on suppliers, they cannot discuss individual enablers or
inhibitors in depth. Therefore, future research is recommended to continue studying
individual influences on suppliers while placing research findings more strongly in
their external context. For this purpose, this study provides a map (see Fig. 1)
systematizing decent work enablers and inhibitors by level (global, local industry,
factory) and stakeholder group (public, business, labor) to the debate.

In practice, the interplay of public, business, and labor stakeholders on global,
local industry, and factory levels emphasizes the need for cross-level stakeholder
dialog and aligned actions to drive sustainable change. However, joint efforts are
often compromised because stakeholder interests differ or because stakeholders lack
a unified understanding as they oftentimes exist in very different economic, social,
and cultural realities. This finding is in line with previous research highlighting the
need for multi-stakeholder interaction and engagement to foster decent work pro-
gress (Baumann-Pauly et al., 2017; MacDonald et al., 2019). Contributing to this
stream of literature, the case shows how multi-stakeholder engagement can be
successfully coordinated. In Jordan, BWJ contributed substantially to facilitating
dialog and aligned actions across stakeholders. Thereby, the case showed that the
decent work journey is not necessarily a linear process. Changes in one node of the
network (e.g., if interests or personnel of stakeholders’ change) and changes in
network linkages (e.g., through power shifts in global competition) can reverse
progress and require renewed efforts to facilitate dialog and to support a joint agenda
to promote decent work. Furthermore, limits of BWJ’s influence were revealed;
for example, BWJ has limited means to ease global competition or to relieve
worker vulnerability. In conclusion, the work of BWJ should not be a one-time
commitment; it needs to be institutionalized as a permanent institution in Jordan
and further strengthen cooperation with actors that have access to BWJ’s “blind
spots.”While Jordan’s journey toward decent work cannot be copied point for point
to other contexts, the idea of a multiple-level, multiple-stakeholder mediator that



Code Role Status Firm type

facilitates dialog and helps to align actions across public, business, and labor
actors can.
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J18F12: Everybody is partnering with BWJ, Ministry of Labor, factories, owners, the
buyers. It’s basically a teamwork. Everybody is contributing and everybody is benefiting
at the end of the day.

Appendices

Annex 1 Profiles of experts interviewed

Code Type of expert Type of organization Local/international

1 J02E01 Industry expert Employer organization Local

2 J03E02 Industry expert Employer organization Local

3 J04E03 Labor expert Development and training organization International

4 J11E04 Labor expert Development and training organization Local

5 J15E05 Industry expert Employer organization Local

6 J17E06 Labor expert Union Local

7 J21E07 Labor expert Development and training organization International

Annex 2 Profiles of factory owners-managers interviewed

Factory
location

Approx. no. of
workers

1 J05F02 HR &
Compliance

Migrant Direct
exporter

Industrial 600

2 J07F04 General
Manager

Jordanian Direct
exporter

Industrial 2000

3 J08F05 HR Manager Jordanian Direct
exporter

Industrial 3000

4 J09F06 COO Jordanian Direct
exporter

Residential 800

5 J16F11 Factory
Manager

Jordanian Direct
exporter

Residential 450

6 J18F12 General
Manager

Migrant Direct
exporter

Industrial 1800

7 J19F13 HR &
Compliance

Jordanian Direct
exporter

Industrial 950

8 J06F03 Owner Jordanian Ex
subcontractor

Industrial 150

9 J12F08 Owner Migrant Subcontractor Industrial 200

10 J13F09 Owner Migrant Subcontractor Industrial 150

11 J01F01 Owner Jordanian Local market Residential 50

12 J10F07 Owner Jordanian Local market Residential 150

13 J14F10 Owner Refugee Local market Residential 40
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Annex 3 List of analyzed documents (selection of most relevant documents)

Code Document

1 Law-2019 BWJ (2019), Guide to Jordanian Labour Law for the Garment Industry,
3rd ed.

2 Law-2018 BWJ (2018), Guide to Jordanian Labour Law for the Garment Industry,
2nd ed.

3 Law-2013 BWJ (2013), Guide to Jordanian Labour Law for the Garment Industry,
1st ed.

4 Law-1996 Jordan Labour Code, Law No. 8 of 1996. Dated 2nd March 1996

5 CBA-2017 Collective Labour Contract (2017) between the (1) Jordan Garments,
Accessories & Textiles Exporters Association (JGATE); Association of
Owners of Factories, Workshops and Garments (AOFWG); and
(2) General Trade Union of Workers in Textile, Garment and Clothing
Industries

6 CBA-2015 Collective Agreement (2015) between the (1) Jordan Garments, Acces-
sories & Textiles Exporters Association (JGATE); Association of
Owners of Factories, Workshops and Garments (AOFWG); and
(2) General Trade Union of Workers in Textile, Garment and Clothing
Industries

7 Contract-2015 A standard contract for non-Jordanian workers in Textile, Garment and
Clothing Industry (2015), developed by the (1) Jordan Garments,
Accessories & Textiles Exporters Association (JGATE); Association of
Owners of Factories, Workshops and Garments (AOFWG); and
(2) General Trade Union of Workers in Textile, Garment and Clothing
Industries

8 MoU-2014 Memorandum of Understanding on Equalizing Payment of Wages
and Benefits for all Workers (2014) between the (1) Jordan Garments,
Accessories & Textiles Exporters Association (JGATE); General Union
of Garment Factories; and (2) General Trade Union of Workers in
Textile, Garment and Clothing Industries

9 CBA-2013 Collective Agreement (2013) between the (1) Jordan Garments, Acces-
sories & Textiles Exporters Association (JGATE); Association of
Owners of Factories, Workshops and Garments (AOFWG); and
(2) General Trade Union of Workers in Textile, Garment and Clothing
Industries

10 MoL-2007 Ministry of Labor Jordan (2007), Labor Compliance in Jordan’s Apparel
Sector: Actions to date and next steps

11 Union-Report-
2014

Union (2014), The General Trade Union of Workers in Textile, Garment
and Clothing Industries, Jordan: General Annual Report 2011–2013

12 Union-Info Union (unknown), You are not alone: Worker Leaflet

13 Union-2018 Union (2018), Worker statistics 01/2016 -30/2016

14 Chamber-2018 Amman Chamber of Industry (2018), Directory of Jordanian Exporters
2017–2018

15 BWJ-Evalua-
tion-2016

Tufts University (2016), The impact of Better Work: A joint program of
the International Labour Organization and the International Finance
Corporation

16 BWJ-Evalua-
tion-2014

Tufts University (2014), Better Work Jordan Impact Assessment: Man-
ager Report

17 BWJ-Evalua-
tion-2013

Al Jidara (2013), Final Independent Evaluation of Better Work Jordan –
Phase 1

18 BWJ-Plan-2013 Al Jidara (2013), Sustainability Plan for the Better Work Jordan
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Annex 3 (continued)

Code Document

19 BWJ-Report-
2009

BWJ (2010), Better Work Jordan: Garment Industry, 1st Compliance
Synthesis Report (Reporting Period: 03/2009–02/2010)

20 BWJ-Report-
2010

BWJ (2011), Better Work Jordan: Garment Industry, 2nd Compliance
Synthesis Report (Reporting Period: 10/2009–12/2010)

21 BWJ-Report-
2011

BWJ (2012), Better Work Jordan: Garment Industry, 3rd Compliance
Synthesis Report (Reporting Period: 02/2011–12/2011)

22 BWJ-Report-
2012

BWJ (2013a), Better Work Jordan: Garment Industry, 4th Compliance
Synthesis Report (Reporting Period: 09/2011–09/2012)

23 BWJ-Report-
2013

BWJ (2013b), Better Work Jordan: Garment Industry, 5th Compliance
Synthesis Report (Reporting Period: 10/2012–09/2013)

24 BWJ-Report-
2014

BWJ (2015), Better Work Jordan: Garment Industry, 6th Compliance
Synthesis Report (Reporting Period: 10/2013–10/2014)

25 BWJ-Report-
2015

BWJ (2016), Better Work Jordan: Garment Industry, 7th Compliance
Synthesis Report (Reporting Period: 11/2014–10/2015)

BWJ-Report-
2016

BWJ (2017), Annual Report 2017: An Industry and Compliance Review,
Better Work Jordan (Reporting Period: 11/2015–12/2016)

26 BWJ-Report-
2017

BWJ (2018), Annual Report 2018: An Industry and Compliance Review,
Better Work Jordan (Reporting Period: 01/2017–12/2017)

BWJ (2018), Statement from the Project Advisory Committee of Better
Work Jordan on the release of Better Work Jordan Annual Report 2018:
An Industry and Compliance Overview

27 BWJ-Report-
2018

BWJ (2019), Annual Report 2019: An Industry and Compliance Review,
Better Work Jordan (Reporting Period: 01/2018–12/2018)

28 BWJ-PAC-2018 BWJ (2019), Statement from the Project Advisory Committee of Better
Work Jordan on the release of the 10th Annual Report on working
conditions in Jordan’s garment sector

29 BWJ-Study-
2012

BWJ (2012), Employment of Jordanians in the Garment Industry:
Challenges and Prospects

30 BWJ-Study-
2013

BW (2013), The Collective Bargaining Agreement in Jordan’s Garment
Industry: Case Study

31 BWJ-Study-
2014

BWJ (2014), Addressing Sexual Harassment in Jordan’s Garment
Industry: Case Study

32 BWJ-Study-
2014

BWJ (2014), Addressing Sexual Harassment in Jordan’s Garment
Industry: Case Study

33 BW-Study-2013 BWJ (2013), Garment Industry Baseline Report: worker perspectives
from the factory and beyond

34 BW-Study-2014 BW (2014), Addressing Sexual Harassment in Jordan’s garment indus-
try: Case Study

35 BWJ-Survey-
2014

BWJ (2014), Better Work Jordan: Factory Survey 2014

36 BWJ-Survey-
2015

BWJ (2016), Better Work Jordan: Factory Survey 2015

37 BWJ-Survey-
2019

BWJ (2019), Worker Voice Survey Results

38 BWJ-Guide-
2012

BWJ (2012), Good Practices: Apparel – Better working conditions,
better business

39 BWJ-Info-2016 BWJ (2016), Better Work Jordan 8th Annual Buyers’ Forum: Summary

40 BWJ-Info-2016 BWJ (2016), Better Work Public Reporting: Jordan

41 BWJ-Info-2019 BWJ (2019), Celebrating a ten-year journey in Jordan: Highlights and
achievements
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Annex 3 (continued)

Code Document

42 BW-Info-2016 BW (2016), Public Reporting: Frequently Asked Questions

43 BHRRC-2018 Business and Human Rights Resource Centre (2018), Jordan’s Garment
Sector: How are brands combatting worker exploitation and abuse?

44 CCC-2009 Clean Clothes Campaign (2009), False Promises: Migrant workers in the
Global Garment Industry, Discussion Paper

45 CSRWJ-2014 CSR Watch Jordan (2014), Corporate Responsibility in the
Manufacturing Sector: A comparative study on the practice of Corporate
Responsibility among manufacturing companies in Jordan

46 EU-2014 EU (2014), Strategic Plan of the Garment Manufacture Sector in Jordan

47 FIAS-2008 FIAS (2008), Competitiveness and Corporate Social Responsibility in
the Jordanian Apparel Industry

48 IGLHR-2011a Institute for Global Labour and Human Rights (2011), Sexual predators
and serial rapist run wild at Wal-Mart supplier in Jordan

49 IGLHR-2011b Institute for Global Labour and Human Rights (2011), Another crisis in
Jordan: Workers strike the IBGM Factory over illegal sweatshop con-
ditions, strikers beaten and threatened with forcible deportation

50 IGLHR-2012 Institute for Global Labour and Human Rights (2012), Ten years into the
U.S.-Jordan Free Trade Agreement: Brutal sweatshop conditions endure
at the Taiwanese-owned Rich Pine Factory with gruelling mandatory
seven-day 96-hour work weeks

51 IGLHR-2013 Institute for Global Labour and Human Rights (2013), President Obama
may very well clean up the U.S.-Jordan Free Trade Agreement

52 RSS-FES-2013 Royal Scientific Society of Jordan & Friedrich-Ebert-Stiftung Amman
Office (2013), The Future of Jordan’s Qualified Industrial Zones (QIZs)

53 NLC-2006 National Labor Committee (2006), U.S.-Jordan Free Trade Agreement
Descends into Human Trafficking & Involuntary Servitude

54 News-2014-10 Jordan Times (23 October 2014), Culture of shame, low salaries driving
Jordanians away from industry sector jobs

55 News-2015-04 Jordan Times (05 April 2015), Jordan’s garment sector offers more
benefits to guest workers — report

56 News-2015-05 Jordan Times (16 May 2015), Int’l survey highlights strong impact of
refugee influx on employment among Jordanians

57 News-2015-07 Jordan Times (13 July 2015), Garment factory workers strike to demand
higher salaries

58 News-2016-08 Jordan Times (18 August 2016), Violations at garment factories “minor”
— Labour Ministry

59 News-2016-11a Jordan Times (10 November 2016), Officials, activists act swiftly to
rescue “abused foreign laborers”

60 News-2016-11b Jordan Times (22 November 2016), Syrians’ reluctance to work in
industrial sector threatens future of “rules-of-origin” deal with EU

61 News-2017-02 Jordan Times (25 February 2017), Minister orders factory closure after
alleged abuse of guest workers

62 News-2017-07 Jordan Times (24 July 2017), Only two Jordanian companies benefiting
from EU relaxed rules of origin

63 News-2018-02 Jordan Times (22 February 2018), Minimum wages need to be increased
to cope with price, tax hikes – experts

64 News-2018-08 Jordan Times (04 August 2018), Stakeholders join forces for effective
partnerships in garment sector
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Annex 4 Category system of the analysis

Category system Part A. Enablers

Main category Category Subcategory

1. Global-level
developments

1.1 Public actors 1.1.1 Countries importing from Jordan:
Pressure to improve decent work

1.1.2 Countries importing from Jordan:
Technical and financial support

1.1.3 Int’l organizations: Pressure to
implement global labor standards

1.1.4 Int’l organizations: Technical and
financial support

1.2 Business actors 1.2.1 Global buyers: Pressure to implement
private labor standards

1.2.2 Global buyers: Private audits

1.3 Labor (social) actors 1.3.1 Global unions: Technical and financial
support of local actors

1.3.2 Global NGOs: Reports on decent work
realities in Jordan

2. Local-industry-level
developments

2.1 Public actors 2.1.1 Legal institutions: Development of
national labor laws

2.1.2 Labor inspectorate: Development of
factory audit capabilities

2.1.3 Labor initiatives: Technical support and
training centres

2.2 Business actors 2.2.1 Employer organizations: Decent work
sensitivity and capabilities

2.2.2 Employer organizations: Pressure to
improve decent work

2.3 Labor (social) actors 2.3.1 Union: Development of decent work
sensitivity and capabilities

2.3.2 Union: Increase of resources to lobby for
decent work

2.3.3 Union: Increase of resources to represent
all workers, incl. migrants

2.3.4 Local NGOs: Reports on decent work
realities in Jordan

2.3.5 Local communities: Pressure to provide
decent work opportunities

2.4 Stakeholder
collaboration

2.4.1 Business-labor: Collective bargaining
process

2.4.2 Business-labor: Ad hoc dialog on con-
flicts and opportunities

2.4.3 Public-business-labor: Dialog in BWJ
PAC meetings

3. Factory-level
developments

3.1 Employers 3.1.1 Development of decent work sensitivity

3.1.2 Development of decent work capabilities

3.1.3 Development/existence of financial and
organizational resources
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Annex 4 (continued)

Category system Part A. Enablers

Main category Category Subcategory

3.2 Workers 3.2.1 Development of worker bargaining
power

3.2.2 Development of decent work sensitivity

3.3 Dialog 3.3.1 Development of formal dialog channels
on factory level

3.3.2 Improvement of day-to-day communi-
cation on factory floor

4. Better Work Jordan 4.1 Consulting and
capacity building

4.1.1 Business stakeholders

4.1.2 Labor stakeholders

4.1.3 Public stakeholders

4.2 Monitoring and
factory assessment

4.2.1 Business stakeholders

4.2.2 Labor stakeholders

4.2.3 Public stakeholders

4.3 Facilitation and
coordination

4.3.1 Transparency across stakeholders

4.3.2 Dialog between stakeholders

4.3.3 Problem-solving with stakeholders

4.4 Success factors 4.4.1 (Legal) obligation to participate in BWJ
program

4.4.2 Acceptance and respect of BWJ across
stakeholders

Category system Part B. Inhibitors

Category Subcategory

1. Competitiveness of the Jorda-
nian export industry

1.1 Buyer price and procurement pressure

1.2 High labor costs in Jordan compared to global
competition

1.3 High risks of investment due to frequent local institu-
tional changes

1.4 Especially weak bargaining position of subcontractors

2. Institutional environment in
Jordan

2.1 Intense bureaucracy and frequent changes in regulatory
demands

2.2 Cooperation difficulties between public and business
actors

2.3 Mismatch between national strategy for garment industry
and business (exporters) needs

3. Limits of social auditing 3.1 Plurality of factory audits (BWJ audits, buyer audits,
local audits)

3.2 Room for deceit and blind spots in factory audits

3.3 Limited scope of BWJ audits (focus on local laws, labor
standards)

3.4 Limited reach of auditors (focus on factory floor)

4. Worker vulnerability 4.1 Vulnerability of migrant labor

4.2 Vulnerability of local labor
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Annex 5 Excerpt of the coding frame

Main category: 4. Enablers: Better Work Jordan

Subcategory
1

4.1 Consult-
ing and
capacity
building

4.1.1 Busi-
ness
stakeholders

Statements highlighting that
BWJ consults, trains, or
coaches business stakeholders

Better Work teach us 90%
from what auditors need.
[J08F05]

4.1.2 Labor
stakeholders

Statements highlighting that
BWJ consults, trains, or
coaches labor stakeholders

BWJ also expanded its train-
ing services through the
piloting of innovative sexual
harassment prevention train-
ing for managers, supervisors,
and workers. [BWJ-Report-
2013]

4.1.3 Public
stakeholders

Statements highlighting that
BWJ consults, trains, or
coaches public stakeholders

BWJ is training labor inspec-
tors via classroom and field
training. Training topics
include [. . .] the Better Work
model and compliance tool
and investigating and
addressing sexual harassment.
[BWJ-Report-2018]

4.2 Monitor-
ing and fac-
tory
assessment

4.2.1 Busi-
ness
stakeholders

Statements highlighting that
BWJ monitors or assesses
activities of business
stakeholders

Better Work is watching you.
That is good, Better Work, it
is good that we have them.
[. . .] One needs someone, an
external buddy, who says, this
is right, this is wrong.
[J02E01]

4.2.2 Labor
stakeholders

Statements highlighting that
BWJ monitors or assesses
activities of labor stakeholders

Given the single trade union
structure prescribed by
national law, all factories
continue to be noncompliant
under Freedom to Associate.
[BWJ-Report-2018]

4.2.3 Public
stakeholders

Statements highlighting that
BWJ monitors or assesses
activities of publics
stakeholders

[Discrimination in pay
increased to] 83% of factories
assessed more than once. This
is due to the fact that the
minimum wage increase that
went into effect February
2012 differed for migrant
workers as compared to Jor-
danian workers.
[BWJ-Report-2013]

4.3 Facilita-
tion and
coordination

4.3.1 Trans-
parency
across
stakeholders

Statements highlighting that
BWJ contributes to
establishing transparency
concerning labor issues across
stakeholder groups

BWJ has 29 key assessment
questions which they publish
openly on the Internet:
“Transparency Portal”.
[J04E03]
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Annex 5 (continued)

Main category: 4. Enablers: Better Work Jordan

Subcategory
1

4.3.2 Dialog
between
stakeholders

Statements highlighting that
BWJ contributes to
establishing dialog on labor
issues between stakeholder
groups

[PICCs existed] since long
time with the labor union.
They’ve got more organized
with BWJ, when BWJ started.
BWJ started in 2009. That’s
when it got official, more
documented [J07F04]
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CSR Activities of Retail Chains Operating
in Poland

Anna Napiórkowska

1 Introduction

Retail is an important sector of the economy whose functions extend beyond
participation in the distribution of goods. The dynamic processes taking place in
the modern economy cause significant changes in the functioning of retail compa-
nies. In particular, international retailers often act as supply chain coordinators and
have a direct impact on all partners, both buyers of goods and services and suppliers
(Stefańska & Śmigielska, 2015). Global sourcing allows for greater supplier variety
and lower prices but also leads to public concern about working conditions, wages,
child labor, health, and safety. In this case, managing and controlling the supply
chain is difficult, mainly due to geographic distances.

As markets become more globalized and competitive, retailers are focusing their
efforts on finding ways to differentiate themselves from their competitors. Price
competitiveness, which used to be a strategy to distinguish from competitors, is no
longer sufficient (Lee, 2021). Firms are under pressure from internal and external
actors to meet rapidly changing expectations regarding their social responsibility. In
recent years, legal regulations, trade unions, and increasing consumer awareness
have led companies to take into account the economic, social, and environmental
effects of their activities. As Lee (2021) indicates, pressure from the environment,
company values, as well as personal values and beliefs of managers play a significant
role in firms’ involvement in corporate social responsibility (CSR) activities.

Over the years, there has been a noticeable upward trend in the number of
research devoted to retailers’ CSR. The subject of analysis in most studies is
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retailers’ sustainable and responsible activities and the perception of these by
consumers (e.g., Dang et al., 2020; do Vale et al., 2020), as well as CSR impact
on company’s value (e.g., Lee, 2021; Nyame-Asiamah & Ghulam, 2020). Research
was conducted mainly in developed countries (e.g., Schramm-Klein et al., 2015),
while the specific characteristics of each country may have an impact on the intensity
and type of CSR activities undertaken. Scholars and experts have shown a rising
interest in the analysis of corporate social responsibility from a developing country
perspective (e.g., Amos, 2018; Jamali & Karam, 2018). CSR in developing countries
differs in characteristics from that practiced in developed countries and has been
portrayed as less formalized, more philanthropic in nature, deeply based on cultural/
religious values and primarily oriented on local communities (Vo & Arato, 2020).
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This study examines retailers operating in Poland and provides an understanding
of CSR practices for this sector. The study addresses a topic that has been barely
covered by scientific literature (e.g., Śmigielska & Oczkowska, 2017; Stefańska,
2014) but is of great importance for the Central and Eastern Europe region. Among
the research on the social responsibility of retailers in Poland, we can distinguish
mainly qualitative studies that concern the impact of CSR activities on relationships
in the supply chain (e.g., Bilińska-Reformat & Stefańska, 2013) or the identification
of determinants of retailers’ CSR activities directed at costumers (Śmigielska &
Oczkowska, 2017). Quantitative research was carried out on consumers and
concerned, inter alia, their perception of retail chains’ CSR (e.g., Stefańska &
Wanat, 2014).

The aim of this study is to analyze the areas of CSR activities undertaken by retail
chains operating in Poland. Therefore, the following research questions were
proposed:

Q1: With what intensity retail chains operating in Poland are involved in the chosen
CSR areas?

Q2: Are there any differences between retail chains with only Polish capital vs. retail
chains with foreign capital within the five chosen areas of CSR involvement?

2 Literature Review and Statement of the Problem

In Poland, the dynamic development of retail chains took place in the 1990s, when
large-scale retail chains, including hypermarkets, supermarkets, and discount stores,
began to appear on the Polish market. This was related to the expansion of interna-
tional retail chains and foreign capital investments, as well as the development of
retail chains managed by enterprises with Polish capital (Witek-Hajduk & Grudecka,
2018). With the development of the Polish economy, the strategies of retail chains
have evolved. Gradually, new store formats began to emerge, and the growing
competition was accompanied by practices and rules of conduct adopted by foreign
retail chains toward consumers, as well as local communities and suppliers. Increas-
ingly, importance was attached to creating the image of a retailer and communication



of actions taken in the field of social responsibility (Witek-Hajduk & Grudecka,
2018). As Stefańska and Śmigielska (2015) indicate, currently retail chains, espe-
cially when they offer products under their own brands, very often control the entire
value chain from producer to consumer. This is despite that sometimes they also
have their own logistics centers and production plants. This often involves setting
social responsibility standards for each link in the supply chain and monitoring
compliance with them.

CSR Activities of Retail Chains Operating in Poland 185

According to Statistics Poland (2019), in 2019 the share of trade in the creation of
gross domestic product in Poland amounted to 15.5% and 17.7% in gross value
added. Purchases of goods were made mainly directly from domestic producers and
manufacturers (almost 53%). Retailers with foreign ownership most often made
purchases directly from import (almost 45%) or directly from domestic producers
and manufacturers (slightly over 43%).

Research shows that retailers’ CSR activities focus mainly on environment,
supply chain, workplace, and society (e.g., Bilińska-Reformat, 2013; Lee, 2021;
Schramm-Klein et al., 2015). Moreover, Elg and Hultman (2011) draw attention to
the internal aspect of CSR concerning the codification of standards applicable in the
company. However, these activities occur with different intensity in each of the
mentioned areas (Carrero & Valor, 2012). There is also variation in the categories of
products sold. Vo and Arato (2020) identified eight main CSR themes in food
retailers: fair operating practices, food quality and safety, transparency, procure-
ment, labor rights at firms, environmental protection, philanthropy, and sustainable
food offerings. On the basis of literature review on CSR in developing economies,
Amos (2018) pointed out that social and environmental issues are the most wide-
spread topics in CSR practices in developing countries, while ethics received the
least attention.

Jones et al. (2005) note that the environment is the area of social responsibility
most frequently indicated in the reports of large retailers. Retailers’ activities related
to environmental protection include reducing waste production, energy consumption
and exhaust emissions, transport, consumption of raw materials and water, as well as
the use of smaller packaging and recycling. According to Seuring and Müller (2008),
retail companies communicate primarily about their CSR activities aimed at reduc-
ing energy and material consumption. Miles and Covin (2000) indicate low potential
litigation expenses and lower insurance and energy costs as among the main drivers
of retail businesses to take CSR actions that reduce their environmental impact.

Depending on the country and its regulations, retailers also differ in their
employee-oriented CSR activities (Jany-Catrice & Lehndorff, 2002). The basic
problems that retailers try to cope with in this regard include irregular working
hours, quality (competences) and the number of employees (frequent rotation), and
wages (Martinuzzi et al., 2011). Miles and Covin (2000) note that in CSR reports,
retailers pay the least attention to the area related to the workplace, where the main
activities indicated are employee training or occasional charity and volunteering.

The literature emphasizes the importance of the CSR activities in the supply chain
(e.g., Liu et al., 2021; McGoldrick & Freestone, 2008), as retailers play a key role in
this area. This makes them often responsible for the actions of other actors in the



chain. Retailers are not only expected to behave responsibly in their own business
practices but also to provide products manufactured sustainably by suppliers. Jones
et al. (2005) indicate that sourcing is becoming often controversial issue in relation to
large retailers due to the increasing level of international product search and the
requirement of accountability for the actions of the company. In addition, while
other industries within supply chains may address their own immediate environ-
mental and community issues or workplace problems, CSR in the retail industry
should focus on consumer pressures (Lee, 2021). Challenges faced by retailers
include cooperation with suppliers from developing countries, in the case of which
the control of their activities (often deviating from CSR principles) is difficult due to
geographical distance. CSR refers here to a wide range of activities, from product
and supplier selection, to promotional activities and the integration of the concept of
sustainable development and ethical and social responsibility in all key activities of
the retail chain (Musso & Risso, 2006).
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Elg and Hultman (2011) draw attention to the relationship between the size of the
company and the application of codes of conduct in relations with suppliers and
sustainable development reports. International retailers are more likely to force
suppliers to respect their own CSR principles, as suppliers are often more concerned
with maintaining cooperation with them. On the other hand, as Musso and Risso
(2006) point out, since retailers are closer to consumers, they know their needs and
can use retail-level marketing tools that respond to local preferences for ethical and
responsible business approaches.

Based on the literature review, this work covers five areas of corporate social
responsibility of retail chains, i.e., (1) relations with employees; (2) responsibility for
the natural environment; (3) relations with society; (4) relations in supply chain; and
(5) codification and dissemination of CSR activities, which is the area related to the
measure of the company’s involvement in CSR.

3 Research Method and General Characteristics
of the Studied Firms

To answer the research questions, a questionnaire survey was carried out on a sample
of 259 medium and large retail chains operating in Poland. The respondents were
retail chain managers responsible for activities related to corporate social responsi-
bility. The data was obtained in November 2016 using the CATI technique –
computer-assisted telephone interviews. The surveyed entities were retail chains
defined as chains of retail stores or other retail outlets (at least two stationary points
in Poland), which have a common administrator (e.g., owner or a franchisor) and
operate under one brand. In the studied sample, medium-sized retail chains (from
50 to 249 employees) accounted for 49.4% of the respondents, while large (250 and
more employees) for 50.6%. The vast majority of chains are retailers with only
Polish capital (80.3%). The surveyed respondents are mainly nationwide retail



chains (60.6%). Local range (activity only in one voivodeship) was indicated by
29.7% of the respondents; 9.7% are chains with international reach. 23.6% of the
surveyed retail chains were established/started their operations in Poland before
1989, more than half (51%) in the 1990s, and 25.1% after 2011.
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Retail chains’ commitment to CSR has been measured through a series of
statements across five areas of CSR. The first group of statements described
the relations between retailers and employees, the second the retailers’ attitude to
the environment, the third the codification and dissemination of CSR activities, the
fourth the retailer’s relationship with the society, and the fifth the relationships in the
respondent’s supply chain (Table 1). In each of these areas, the respondents declared
their commitment to CSR using a Likert scale, from 1 (I completely disagree) to
5 (I fully agree). Used statements were literature-derived. Retail chains were also
asked about the adoption of international standards in the field of responsible
management. Answering “yes” or “no,” respondents declared the implementation
of the appropriate standard in their company.

The analysis of results has two stages. First, using respondent’s answers’ fre-
quencies, the intensity of CSR activities conducted by the surveyed companies was
examined. In the second stage, as it was stated by Dancewicz and Struve (2019)
“CSR in Poland is mainly driven by the influence of foreign investors,” it was
worthy to check if there are any significant differences in terms of capital share. To
reach it, answers of two groups – (1) retail chains with only Polish capital and
(2) retail chains with foreign capital – were compared. Statistical analysis was
performed using the SPSS (Statistical Package for the Social Sciences) software.

4 CSR Activities Undertaken by Retail Chains Operating
in Poland: Research Results Relationships
with Employees

Responsibility toward employees and relations with them seem to be the most
important dimension of CSR in which the surveyed retail chains operating in Poland
are involved. Most, as much as 99.6% (answers 4 and 5 on Likert scale) of
respondents, indicate that they support diversity in the workplace. The same number
of respondents agrees with the statement that their employees know the values and
rules of conduct in the company (including those related to CSR). Among the
surveyed enterprises, 98.1% offer training and individual personal development
programs for a network employee, as well as additional benefits in the form of, for
example, food stamps, multisport cards, or employee pension programs.

Care for the balance of private and professional life of employees, e.g., through
flexible working hours, is another important area indicated by retail chains (97.7% of
respondents). Slightly less, 93.8% of retailers reward employees who report envi-
ronmental and social initiatives beneficial for the enterprise, and 90.7% take into
account the opinions of employees when formulating the company’s strategy
(Table 2).
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Table 1 Involvement of retail chains in CSR

Statements Source

Relationships
with employees

A1 We support diversity and provide equal opportu-
nities to our employees regardless of their age,
gender, disability, and ethnic origin

Schramm-Klein
et al. (2015)

B1 We offer our employees a number of training
courses and individual personal development
programs

C1 We offer our employees valuable additional
benefits

D1 We take into account the opinions of our
employees when formulating the company’s
strategy

E1 We reward employees who submit environmental
and social initiatives that are beneficial for the
company

Witek-Hajduk
and Zaborek
(2016)

F1 We care about work-life balance of our
employees, including through flexible working
hours

G1 Our employees know the values and rules of
conduct in the company (including those related
to CSR)

Natural
environment

A2 We recycle and reduce the amount of waste

B2 We reduce the consumption of energy, water,
and paper and CO2 emissions

C2 We use alternative/renewable energy sources in
the operation of our stores

Schramm-Klein
et al. (2015)

D2 In our stores, we actively promote reusable bags
and/or biodegradable bags, instead of plastic
bags

E2 We require suppliers to use environmentally
friendly packaging in the transport of our goods
and to limit secondary packaging

F2 We require our suppliers to use environmentally
friendly raw materials and technologies

Witek-Hajduk
and Zaborek
(2016)Codification and

CSR
dissemination

A3 We include CSR in the mission and values of the
company

B3 We create the image of our retail chain and our
own brands or products with reference to CSR
values

C3 Our retail chain publishes and applies a code of
good practice (voluntary set of rules of conduct –
especially ethical and professional standards)

D3 We work with other companies and national or
international organizations to disseminate CSR
practices

E3 The company is a signatory to codes of self-
limitation, e.g., the code of ethics in advertising
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Table 1 (continued)

Statements Source

Relations with
society

A4 We are involved in charity

B4 We are committed to sponsoring local or national
sporting, educational, or cultural events

Schramm-Klein
et al. (2015)

C4 We actively support humanitarian projects in the
countries of origin of our goods (e.g., poverty
reduction, decent working conditions, reduction
of child labor)

D4 When the activity of our company causes con-
troversy among the local community, we quickly
solve the problem

Witek-Hajduk
and Zaborek
(2016)

E4 Currently, our company has no unresolved con-
flicts with local communities

F4 We encourage employees to participate in events
organized by local communities, e.g., by
allowing them to devote part of their working
time to them and use the knowledge and/or
material resources of the company

G4 Our company pays taxes where it operates

Supply chain
relationships

A5 We apply criteria referring to the CSR principles
in the supplier selection procedure

Schramm-Klein
et al. (2015)

B5 We enforce international ethical and environ-
mental standards from our suppliers

C5 We prefer suppliers who respect ethical working
conditions

D5 We choose local suppliers first

E5 We always settle financial obligations toward our
suppliers in a timely manner and in accordance
with the terms of the contract

Witek-Hajduk
and Zaborek
(2016)

F5 We apply solutions that ensure honesty and
reliability of contacts in relations with suppliers
and buyers

G5 We disclose general terms of sale and purchase
in our publications

H5 We deal with customer complaints on an ongoing
basis

Zaborek (2014)

I5 We rarely have disputes with suppliers Witek-Hajduk
and Zaborek
(2016)

J5 We handle all disputes with suppliers efficiently

Source: Own elaboration

4.1 Natural Environment

All surveyed retail chains declare recycling and reducing waste. In addition, 99.2%
also reduce the consumption of energy, water, and paper and CO2 emissions, but
only 24.3% of stores use alternative/ renewable energy sources. Among the surveyed



Statements

entities, 81.1% actively promote reusable bags (e.g., paper or canvas) and/or biode-
gradable bags in their stores. 67.2% of respondents require suppliers to use envi-
ronmentally friendly raw materials and technologies, and slightly less, 66% also
expect them to use environmentally friendly packaging in the transport of goods and
to limit secondary packaging (Table 3).
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Table 2 Answers’ distribution in the area “relations with employees”

Answer on
Likert scale

Frequencies
(%)

A1 We support diversity and provide equal opportunities to our
employees regardless of their age, gender, disability, and
ethnic origin

3 0.4

4 47.1
5 52.5

B1 We offer our employees a number of training courses and
individual personal development programs

2 0.4

3 1.5

4 61.4
5 36.7

C1 We offer our employees valuable additional benefits 2 0.4

3 1.5

4 68.3
5 29.7

D1 We take into account the opinions of our employees when
formulating the company’s strategy

2 2.7

3 6.6

4 68.3
5 22.4

E1 We reward employees who submit environmental and
social initiatives that are beneficial for the company

2 1.2

3 5.0

4 68.7
5 25.1

F1 We care about work-life balance of our employees,
including through flexible working hours

2 1.2

3 1.2

4 66.0
5 31.7

G1 Our employees know the values and rules of conduct in the
company (including those related to CSR)

3 0.4

4 73.7
5 25.9

Source: Own elaboration
Bold values indicate the respondent’s agreement with the statement, 4—I agree, 5—I fully agree

4.2 Codification and Dissemination of CSR Activities

As many as 99.2% of the surveyed retail chains operating in Poland include CSR
issues in the mission and values of their enterprise, and 96.9% create the image of the
retail chain, private labels, or products with reference to CSR values. The situation is
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3 0

1 2

2 40

3 33

2 6

3 12

2 9

3 24

2 10

3 22

worse when it comes to codification – only 64.9% publish and apply a code of good
practice, and 60.2% are signatories of codes of self-limitation, e.g., the code of ethics
of the Direct Marketing Association, i.e., the code of ethics in advertising. Only
37.8% of the surveyed retail chains cooperate with other enterprises and national or
international organizations in order to disseminate CSR practices (Table 4).
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Table 3 Answers’ distribution in the area “natural environment”

Answer on
Likert scale

Frequencies
(%)

A2 We recycle and reduce the amount of waste 4 34.4
5 65.6

B2 We reduce the consumption of energy, water, and paper
and CO2 emissions

.8
4 27.4
5 71.8

C2 We use alternative/renewable energy sources in the opera-
tion of our stores

.3
.2
.2

4 19.7
5 4.6

D2 In our stores, we actively promote reusable bags and/or
biodegradable bags, instead of plastic bags

.9
.0

4 57.1
5 23.9

E2 We require suppliers to use environmentally friendly
packaging in the transport of our goods and to limit sec-
ondary packaging

.7
.3

4 50.6
5 15.4

F2 We require our suppliers to use environmentally friendly
raw materials and technologies

.0

.8
4 51.4
5 15.8

Source: Own elaboration
Bold values indicate the respondent’s agreement with the statement, 4—I agree, 5—I fully agree

4.3 Relations with Society

Retail chains are very willing to engage in charity (98.8% of respondents). In the
surveyed sample, 96.9% are involved in sponsoring local or national sports and
educational or cultural events, and 96.5% encourage their employees to participate in
events organized by local communities. Among the surveyed enterprises, 83.8% pay
taxes where they operate (Table 5).
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Table 4 Answers’ distribution in the area “codification and CSR dissemination”

Answer on
Likert scale

Frequencies
(%)

A3 We include CSR in the mission and values of the company 3 0.8

4 68.0
5 31.3

B3 We create the image of our retail chain and our own brands
or products with reference to CSR values

2 0.8

3 2.3

4 64.9
5 32.0

C3 Our retail chain publishes and applies a code of good
practice (voluntary set of rules of conduct – especially
ethical and professional standards)

2 19.7

3 15.4

4 41.7
5 23.2

D3 We work with other companies and national or interna-
tional organizations to disseminate CSR practices

2 27.8

3 34.4

4 30.1
5 7.7

E3 The company is a signatory to codes of self-limitation, e.g.,
the code of ethics in advertising

1 0.8

2 26.6

3 12.4

4 34.0
5 26.3

Source: Own elaboration
Bold values indicate the respondent’s agreement with the statement, 4—I agree, 5—I fully agree

4.4 Relations in Supply Chain

Among retail chains operating in Poland, 90.7% prefer suppliers who comply with
ethical working conditions, and 89.2% use criteria referring to CSR principles in the
supplier selection procedure, but only 38.2% enforce international ethical and
environmental standards (Table 6).

4.5 Retails Chains with Only Polish Capital vs. Retail Chains
with Foreign Capital: Significant Differences

More than three-quarters of the surveyed companies were established or started their
operations in Poland after 1990 and the economic transformation that took place
after that time. Rapid expansion of foreign enterprises on the Polish market had a
very important impact on the development of social responsibility in Poland. It is
worth to analyze that there are any significant differences within the surveyed
companies between retail chains with only Polish capital vs. retail chains with
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foreign capital. Table 7 shows areas were these two groups show statistically
significant differences in engaging in particular CSR activities.
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Table 5 Answers’ distribution in the area “relations with society”

Answer on
Likert scale

Frequencies
(%)

A4 We are involved in charity 3 1.2

4 53.3
5 45.6

B4 We are committed to sponsoring local or national sporting
and educational or cultural events

2 0.8

3 2.3

4 71.8
5 25.1

C4 We actively support humanitarian projects in the countries
of origin of our goods (e.g., poverty reduction, decent
working conditions, reduction of child labor)

1 0.4

2 23.9

3 15.8

4 33.6
5 26.3

D4 When the activity of our company causes controversy
among the local community, we quickly solve the problem

3 0.4

4 44.8
5 54.8

E4 Currently, our company has no unresolved conflicts with
local communities

4 41.3
5 58.7

F4 We encourage employees to participate in events organized
by local communities, e.g., by allowing them to devote part
of their working time to them and use the knowledge and/or
material resources of the company

2 0.8

3 2.7

4 63.7
5 32.8

G4 Our company pays taxes where it operates 2 2.7

3 13.5

4 24.7
5 59.1

Source: Own elaboration
Bold values indicate the respondent’s agreement with the statement, 4—I agree, 5—I fully agree

The most interesting differences between retailers with Polish capital and retailers
with foreign capital are shown in the three areas:

(1) Codification and CSR dissemination – In the case of self-restriction codes, there
is a statistically significant difference between retail chains with only Polish
capital (54.8% of the surveyed retailers are signatories of such codes) and retail
chains with foreign capital (82.4% signatories here).

(2) Relations with society – A significant difference appears in terms of activities
aimed at active support of humanitarian projects in the countries of goods’ origin
(retail chains with only Polish capital: 54.3%; retail chains with foreign capital:
82.4%). Among the surveyed enterprises, 83.8% pay taxes where they operate.
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Table 6 Answers’ distribution in the area “relations in supply chain”

Relacje w łańcuchu dostaw

Answer on
Likert scale

Frequencies
(%)

A5 We apply criteria referring to the CSR principles in the
supplier selection procedure

2 2.7

3 8.1

4 61.4
5 27.8

B5 We enforce international ethical and environmental stan-
dards from our suppliers

1 0.8

2 20.5

3 40.5

4 28.2
5 10.0

C5 We prefer suppliers who respect ethical working conditions 2 2.3

3 6.9

4 52.9
5 37.8

D5 We choose local suppliers first 2 7.7

3 19.3

4 53.3
5 19.7

E5 We always settle financial obligations toward our suppliers
in a timely manner and in accordance with the terms of the
contract

3 0.4

4 49.8
5 49.8

F5 We apply solutions that ensure honesty and reliability of
contacts in relations with suppliers and buyers

3 0.4

4 51.0
5 48.6

G5 We disclose general terms of sale and purchase in our
publications

2 0.4

3 2.3

4 56.0
5 41.3

H5 We deal with customer complaints on an ongoing basis 4 46.3
5 53.7

I5 We rarely have disputes with suppliers 4 59.1
5 40.9

J5 We handle all disputes with suppliers efficiently 4 47.9
5 52.1

Source: Own elaboration
Bold values indicate the respondent’s agreement with the statement, 4—I agree, 5—I fully agree

However, taking into account the capital structure of enterprises, 93.8% of retail
chains with only Polish capital and only 43.1% of retail chains with foreign
capital pay taxes in the place where they operate.

(3) Relations in supply chain – A statistically significant difference appears in the
selection of local suppliers. 78.4% of retail chains with only Polish capital prefer



Statements

(continued)
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Table 7 Significant differences in answers’ distribution between retail chains with only Polish
capital vs. retail chains with foreign capital

Share of
capital

Answer on
Likert scale

Frequencies
(%)

Dif. sig.
(two-tailed)

Relations with employees
C1. We offer our employees valuable
additional benefits

Polish 2 0.5 0.002
(α = 1%)3 0.9

4 65.3

5 33.3

Foreign 3 4.3

4 82.6

5 13.0

G1. Our employees know the values and
rules of conduct in the company
(including those related to CSR)

Polish 3 0.5 0.000
(α < 1%)4 69.0

5 30.5

Foreign 4 95.7

5 4.3

Natural environment
B2. We reduce the consumption of
energy, water, and paper and CO2
emissions

Polish 3 0.9 0.000
(α < 1%)4 32.4

5 66.7

Foreign 4 4.3

5 95.7

Codification and dissemination of CSR
A3. We include CSR in the mission and
values of the company

Polish 3 0.9 0.018
(α = 5%)4 64.8

5 34.3

Foreign 4 82.6

5 17.4

C3. Our retail chain publishes and
applies a code of good practice (volun-
tary set of rules of conduct – especially
ethical and professional standards)

Polish 2 21.1 0.024
(α = 5%)3 17.8

4 39.0

5 22.1

Foreign 2 13.0

3 4.3

4 54.3

5 28.3

E3. The company is a signatory to codes
of self-limitation, e.g., the code of ethics
in advertising

Polish 1 0.9 0.000
(α < 1%)2 29.6

3 14.1

4 33.3

5 22.1

Foreign 2 13.0

3 4.3

4 37.0

5 45.7
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Table 7 (continued)

Share of
capital

Answer on
Likert scale

Frequencies
(%)

Dif. sig.
(two-tailed)

Relations with society
B4. We are committed to sponsoring
local or national sporting, educational, or
cultural events

Polish 2 0.9 0.000
(α < 1%)3 1.4

4 68.5

5 29.1

Foreign 3 6.5

4 87.0

5 6.5

C4. We actively support humanitarian
projects in the countries of origin of our
goods (e.g., poverty reduction, decent
working conditions, reduction of child
labor)

Polish 1 0.5 0.000
(α < 1%)2 27.2

3 17.8

4 30.5

5 23.9

Foreign 2 8.7

3 6.5

4 47.8

5 37.0

E4. Currently, our company has no
unresolved conflicts with local
communities

Polish 4 44.1 0.039
(α = 5%)5 55.9

Foreign 4 28.3

5 71.7

G4. Our company pays taxes where it
operates

Polish 2 3.3 0.000
(α < 1%)3 2.8

4 27.7

5 66.2

Foreign 3 63.0

4 10.9

5 26.1

Relations in supply chain
B5. We enforce international ethical and
environmental standards from our
suppliers

Polish 1 0.5 0.036
(α = 5%)2 23.0

3 42.7

4 23.0

5 10.8

Foreign 1 2.2

2 8.7

3 30.4

4 52.2

5 6.5
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Table 7 (continued)

Share of
capital

Answer on
Likert scale

Frequencies
(%)

Dif. sig.
(two-tailed)

D5. We choose local suppliers first Polish 2 7.0 0.000
(α < 1%)3 14.6

4 54.5

5 23.9

Foreign 2 10.9

3 41.3

4 47.8

G5. We disclose general terms of sale
and purchase in our publications

Polish 2 0.5 0.013
(α = 5%)3 2.8

4 58.7

5 38.0

Foreign 4 43.5

5 56.5

I5. We rarely have disputes with
suppliers

Polish 4 56.3 0.044
(α = 5%)5 43.7

Foreign 4 71.7

5 28.3

J5. We handle all disputes with suppliers
efficiently

Polish 4 50.7 0.047
(α = 5%)5 49.3

Foreign 4 34.8

5 65.2

Source: Own elaboration

goods from local producers in the first place; in the case of retail chains with
foreign capital, it is only 51%.

More than a half (57.5%) of the surveyed retail chains have implemented the ISO
26000 sustainable management standard, 59% used the SA 8000 standard, and 64%
of the surveyed retail chains declared fair trade procedures. Table 8 shows differ-
ences between retail chains with only Polish capital vs. retail chains with foreign
capital in terms of international standard implementation. It can be noticed that there
is a significant difference between these two groups as retail chains with foreign
capital show much higher engagement in this area.

5 Conclusions, Limitations, and Recommendations
for the Future Research

CSR is strategically important for consumer-oriented retail industry. Therefore,
companies’ activities directly affect their relationships with customers. Retailers
are motivated to operate in a socially responsible manner to satisfy customers’



demand or desire for ethical consumption (Lee, 2021). This research contributes to
the corporate social responsibility literature by providing a multidimensional anal-
ysis of CSR activities in the retail sector in Poland. Key results show main areas
dominating the CSR practices of retailers operating in the Polish market. The study
addresses a topic that is of great importance for the Central and Eastern Europe
region.
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Table 8 Implementation of responsible management standards

Are the following standards implemented in your retail
chain?

ISO 26000 SA 8000 Fair trade

Frequencies (%)

All surveyed retail chains (n = 259) Yes 57.5 59 64
No 42.5 41 36

Total 100.0 100.0 100.0

Retail chains with only Polish capital (n = 208) Yes 52.4 53.8 59.6
No 47.6 46.2 40.4

Total 100.0 100.0 100.0

Retail chains with foreign capital (n = 51) Yes 78.4 80.4 84.3
No 21.6 19.6 15.7

Total 100.0 100.0 100.0

Source: Own elaboration
Bold values indicate the implementation of responsible management standard

Responsibility towards employees seems to be the most important dimension of
CSR in which the surveyed retail chains are involved. Retailers in Poland mainly
declare supporting diversity and work-life balance. Moreover, they enable
employees to improve their qualifications and education and offer additional bene-
fits. Employees know the values and rules of conduct in the company (including
those related to CSR) and are rewarded for reporting environmental and social
initiatives beneficial for the company, and their opinions are taken into account
when formulating the company’s strategy. According to the natural environment
protection, retail chains are mainly involved in recycling and reducing waste,
energy, water, paper, and CO2 emissions. Retail chains operating in Poland include
CSR in the company’s values and image. The codes of self-limitation are mostly
used by retail chains with foreign capital.

Retail chains in Poland are also willing to engage in charity by sponsoring local or
national sports and educational or cultural events. They also encourage their
employees to participate in events organized by local communities. Active support
for humanitarian projects in the countries of origin of goods occurs mainly in the
case of retail chains with foreign capital. Less than half of the retail chains with
foreign capital declare that they pay taxes locally, i.e., in the place where they
operate. Retail chains operating in Poland prefer suppliers who comply with ethical
working conditions and those who respect CSR values, but mostly do not enforce
international standards on them. Retailers with only Polish capital prefer mostly
local manufacturers, while in case of retail chains with foreign capital, it is only half
of the respondents.



Descriptive statistics
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(continued)
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Conclusions from the conducted empirical study can be used as a recommenda-
tion on the strategy of CSR activities for retail chain managers. Taking into account
the obtained results, it can be concluded that retailers, through their key role in the
supply chain, can play a very important part in developing more responsible, ethical,
and fair trade, both international and local. The study was limited to the Polish
market, where corporate social responsibility is still developing. The study was also
limited by the subjectivity of the respondents in assessing the results and activity. It
is recommended to deepen this research by taking into account a larger number of
enterprises with foreign capital, as well as extending the research to other countries
to compare the results. Comparing CSR activities of retail chains from various
industries also seems to be an interesting approach.

Appendix

Quest. N Min Max Mean
Std.
Dev.

Std.
error

Std.
error

A1 259 3 5 4.52 0.508 0.258 -0.175 0.151 -1.756 0.302

B1 259 2 5 4.34 0.530 0.281 -0.057 0.151 0.140 0.302

C1 259 2 5 4.27 0.504 0.254 0.176 0.151 0.633 0.302

D1 259 2 5 4.10 0.623 0.388 -0.753 0.151 2.224 0.302

E1 259 2 5 4.18 0.563 0.317 -0.373 0.151 1.791 0.302

F1 259 2 5 4.28 0.544 0.296 -0.374 0.151 2.043 0.302

G1 259 3 5 4.25 0.445 0.198 0.999 0.151 -0.622 0.302

A2 259 4 5 4.66 0.476 0.226 -0.662 0.151 -1.573 0.302

B2 259 3 5 4.71 0.471 0.222 -1.156 0.151 -0.097 0.302

C2 259 1 5 2.84 0.924 0.855 0.498 0.151 -0.464 0.302

D2 259 2 5 3.98 0.799 0.639 -0.791 0.151 0.584 0.302

E2 259 2 5 3.72 0.841 0.707 -0.414 0.151 -0.310 0.302

F2 259 2 5 3.73 0.847 0.717 -0.455 0.151 -0.284 0.302

A3 259 3 5 4.31 0.478 0.228 0.636 0.151 -1.040 0.302

B3 259 2 5 4.28 0.544 0.296 -0.228 0.151 1.195 0.302

C3 259 2 5 3.68 1.038 1.078 -0.404 0.151 -0.987 0.302

D3 259 2 5 3.18 0.927 0.860 0.227 0.151 -0.916 0.302

E3 259 1 5 3.58 1.163 1.353 -0.285 0.151 -1.294 0.302

A4 259 3 5 4.44 0.521 0.271 -0.023 0.151 -1.433 0.302

B4 259 2 5 4.21 0.511 0.261 -0.069 0.151 1.992 0.302

C4 259 1 5 3.61 1.126 1.269 -0.278 0.151 -1.246 0.302

D4 259 3 5 4.54 0.507 0.257 -0.269 0.151 -1.711 0.302

E4 259 4 5 4.59 0.493 0.243 -0.355 0.151 -1.889 0.302

F4 259 2 5 4.29 0.553 0.306 -0.269 0.151 1.082 0.302
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Quest. N Min Max Mean
Std.
Dev.

Std.
error

Std.
error

G4 259 2 5 4.40 0.822 0.675 -1.159 0.151 0.350 0.302

A5 259 2 5 4.14 0.670 0.449 -0.720 0.151 1.350 0.302

B5 259 1 5 3.26 0.924 0.853 0.168 0.151 -0.605 0.302

C5 259 2 5 4.26 0.688 0.473 -0.826 0.151 1.082 0.302

D5 259 2 5 3.85 0.824 0.679 -0.552 0.151 -0.026 0.302

E5 259 3 5 4.49 0.509 0.259 -0.066 0.151 -1.783 0.302

F5 259 3 5 4.48 0.508 0.258 -0.019 0.151 -1.786 0.302

G5 259 2 5 4.38 0.554 0.307 -0.281 0.151 0.032 0.302

H5 259 4 5 4.54 0.500 0.250 -0.148 0.151 -1.994 0.302

I5 259 4 5 4.41 0.493 0.243 0.371 0.151 -1.877 0.302

J5 259 4 5 4.52 0.501 0.251 -0.086 0.151 -2.008 0.302

References

Amos, G. J. (2018). Researching corporate social responsibility in developing-countries context: A
systematic review of the literature. International Journal of Law and Management, 60(2),
284–310. https://doi.org/10.1108/IJLMA-04-2017-0093

Bilińska-Reformat, K. (2013). Wykorzystanie koncepcji CSR w działalności handlu detalicznego.
Handel Wewnętrzny, 3, 72–79.

Bilińska-Reformat, K., & Stefańska, M. (2013). Cooperation of commercial chains with suppliers in
the context of CSR concept, Visnik. Logistika, 762, 15–20.

Carrero, I., & Valor, C. (2012). CSR-labelled products in retailers’ assortment. A comparative study
of British and Spanish retailers. International Journal of Retail & Distribution Management,
40(8), 629–652. https://doi.org/10.1108/09590551211245425

Dancewicz, B., & Struve, F. (2019). The Influence of MNEs on CSR in Poland. In A. Długopolska-
Mikonowicz, S. Przytuła, & C. Stehr (Eds.), Corporate Social Responsibility in Poland. CSR,
Sustainability, Ethics & Governance. Springer. https://doi.org/10.1007/978-3-030-00440-8_11

Dang, V. T., Nguyen, N., & Pervan, S. (2020). Retailer corporate social responsibility and
consumer citizenship behavior: The mediating roles of perceived consumer effectiveness and
consumer trust. Journal of Retailing and Consumer Services, 55, 102082.

do Vale, R. C., Matos, P. V., & Herédia-Colaço, V. (2020). Impact of CSR initiatives on consumer’s
perceptions and attitudes towards retailers. In F. Martinez-Lopez, J. Gázquez-Abad, &
E. Breugelmans (Eds.), Advances in National Brand and Private Label Marketing. NB&PL
2020. Springer Proceedings in Business and Economics. Springer. https://doi.org/10.1007/978-
3-030-47764-6_15

Elg, U., & Hultman, J. (2011). Retailers’ management of corporate social responsibility (CSR) in
their supplier relationships – does practice follow best practice? The International Review of
Retail, Distribution and Consumer Research, 21(5), 445–460. https://doi.org/10.1080/
09593969.2011.618887

Jamali, D., & Karam, C. (2018). Corporate social responsibility in developing countries as an
emerging field of study. International Journal of Management Reviews, 20(1), 32–61. https://
doi.org/10.1111/ijmr.12112

https://doi.org/10.1108/IJLMA-04-2017-0093
https://doi.org/10.1108/09590551211245425
https://doi.org/10.1007/978-3-030-00440-8_11
https://doi.org/10.1007/978-3-030-47764-6_15
https://doi.org/10.1007/978-3-030-47764-6_15
https://doi.org/10.1080/09593969.2011.618887
https://doi.org/10.1080/09593969.2011.618887
https://doi.org/10.1111/ijmr.12112
https://doi.org/10.1111/ijmr.12112


n

CSR Activities of Retail Chains Operating in Poland 201

Jany-Catrice, F., & Lehndorff, S. (2002). Who bears the burden of flexibility? Working conditions
and labour markets in the European retail trade. Transfer, 8(3), 504–520. https://doi.org/10.
1177/102425890200800313

Jones, P., Comfort, D., & Hillier, D. (2005). Corporate social responsibility and the UK’s top ten
retailers. International Journal of Retail & Distribution Management, 33(11/12), 882–893.
https://doi.org/10.1108/09590550510634611

Lee, S. H. (2021). Effects of retailers’ corporate social responsibility on retailer equity and
consumer usage intention. Sustainability, 13, 3080. https://doi.org/10.3390/su13063080

Liu, S., Fengmin, Y., & Dongyan, C. (2021). CSR investment decision and coordination strategy
for closed-loop supply chain with two competing retailers. Journal of Cleaner Production, 310,
127378. https://doi.org/10.1016/j.jclepro.2021.127378

Martinuzzi, A., Kudlak, R., Faber, C., &Wiman, A. (2011). CSR activities and impacts of the retail
sector. RIMAS Working Papers, 4, 1–29. https://www.sustainability.eu/pdf/csr/impact/
IMPACT_Sector_Profile_RETAIL.pdf

McGoldrick, P. J., & Freestone, O. M. (2008). Ethical product premiums: Antecedents and extent of
consumers’ willingness to pay. The International Review of Retail, Distribution and Consumer
Research, 18(2), 185–201.

Miles, M. P., & Covin, J. G. (2000). Environmental marketing: A source of reputational, compet-
itive, and financial advantage. Journal of Business Ethics, 23, 299–311. https://doi.org/10.1080/
09593960701868431

Musso, F., & Risso, M. (2006). CSR within large retailers international supply chains. Symphonya.
Emerging Issues in Management, 1, 79–92. https://doi.org/10.4468/2006.1.06musso.risso

Nyame-Asiamah, F., & Ghulam, S. (2020). The relationship between CSR activity and sales growth
in the UK retailing sector. Social Responsibility Journal, 16(3), 387–401. https://doi.org/10.
1108/SRJ-09-2018-0245

Schramm-Klein, H., Morschett, D., & Swoboda, B. (2015). Retailer corporate social responsibility:
shedding light on CSR’s impact on profit of intermediaries in marketing channels. International
Journal of Retail & Distribution Management, 43(4/5), 403–431. https://doi.org/10.1108/
IJRDM-04-2014-0041

Seuring, S., & Müller, M. (2008). From a literature review to a conceptual framework for
sustainable supply chain management. Journal of Cleaner Production, 16, 1699–1710.
https://doi.org/10.1016/j.jclepro.2008.04.020

Śmigielska, G., & Oczkowska, R. (2017). Retailers’ responsibility towards consumers and key
drivers of their development in Poland. Administrative Sciences, 7(3). https://doi.org/10.3390/
admsci7010003

Statistics Poland (2019). Rynek wewnętrzny w 2019 r. Główny Urząd Statystyczny (GUS), Warsaw,
Poland. https://stat.gov.pl/obszary-tematyczne/ceny-handel/handel/rynek-wewnetrzny-w-201
9-roku,7,26.html, (access: 25.04.2021).

Stefańska, M. (2014). Competitive advantage based on CSR in supply chains–Suppliers about
retailers strategy. International Journal of Arts & Sciences, 7(4), 35–44. http://www.
universitypublications.net/ijas/0704/pdf/B4R318.pdf

Stefańska, M., & Śmigielska, G. (2015). Theoretical foundations of CSR in retailing. I
M. Stefańska & R. Nestorowicz (Eds.), Fair trade in CSR strategy of global retailers. Palgrave
Macmillan. https://doi.org/10.1057/9781137389046_1

Stefańska, M., &Wanat, T. (2014). Consumers’ perception of corporate social responsibility (CSR)
and their attitude toward retailers – Its significance for creating retailers’ competitive advantage.
International Journal of Arts & Sciences, 7(2), 47–58.

https://doi.org/10.1177/102425890200800313
https://doi.org/10.1177/102425890200800313
https://doi.org/10.1108/09590550510634611
https://doi.org/10.3390/su13063080
https://doi.org/10.1016/j.jclepro.2021.127378
https://www.sustainability.eu/pdf/csr/impact/IMPACT_Sector_Profile_RETAIL.pdf
https://www.sustainability.eu/pdf/csr/impact/IMPACT_Sector_Profile_RETAIL.pdf
https://doi.org/10.1080/09593960701868431
https://doi.org/10.1080/09593960701868431
https://doi.org/10.4468/2006.1.06musso.risso
https://doi.org/10.1108/SRJ-09-2018-0245
https://doi.org/10.1108/SRJ-09-2018-0245
https://doi.org/10.1108/IJRDM-04-2014-0041
https://doi.org/10.1108/IJRDM-04-2014-0041
https://doi.org/10.1016/j.jclepro.2008.04.020
https://doi.org/10.3390/admsci7010003
https://doi.org/10.3390/admsci7010003
https://stat.gov.pl/obszary-tematyczne/ceny-handel/handel/rynek-wewnetrzny-w-2019-roku,7,26.html
https://stat.gov.pl/obszary-tematyczne/ceny-handel/handel/rynek-wewnetrzny-w-2019-roku,7,26.html
http://www.universitypublications.net/ijas/0704/pdf/B4R318.pdf
http://www.universitypublications.net/ijas/0704/pdf/B4R318.pdf
https://doi.org/10.1057/9781137389046_1


202 A. Napiórkowska

Vo, H. T. M., & Arato, M. (2020). Corporate social responsibility in a developing country context: a
multi-dimensional analysis of modern food retail sector in Vietnam. Agroecology and Sustain-
able Food Systems, 44(3), 284–309. https://doi.org/10.1080/21683565.2019.1607797

Witek-Hajduk, M. K., & Grudecka, A. (2018). Positioning strategies of retailers’ brands in the
emerging market – A cluster analysis. International Journal of Emerging Markets, 13(5),
925–942. https://doi.org/10.1108/IJoEM-06-2017-0224

Witek-Hajduk, M. K., & Zaborek, P. (2016). Does business model affect CSR involvement? A
survey of polish manufacturing and service companies. Sustainability, 8(93). https://doi.org/10.
3390/su8020093

Zaborek, P. (2014). CSR and financial performance: The case of polish small and medium
manufacturers. International Journal of Management and Economics, 43, 53–73. https://doi.
org/10.1016/j.fbj.2017.12.002

Anna Napiórkowska is an assistant professor at the Department of International Business in the
Collegium of World Economy SGH Warsaw School of Economics. In 2019, she obtained with
honors the Ph.D. degree in the field of management and quality sciences at the Collegium of World
Economy SGH. She landed second place in the Verba Veritatis competition for the best doctoral
theses in the field of corporate social responsibility and business ethics and is the winner of the
award of the Rector of SGH Warsaw School of Economics for the best doctoral dissertation in the
discipline of management and quality sciences. She is the author or coauthor of publications in the
field of corporate social responsibility, ethical leadership, CSR legalization, and retail chains’ CSR
strategies in peer-reviewed journals and scientific books.

https://doi.org/10.1080/21683565.2019.1607797
https://doi.org/10.1108/IJoEM-06-2017-0224
https://doi.org/10.3390/su8020093
https://doi.org/10.3390/su8020093
https://doi.org/10.1016/j.fbj.2017.12.002
https://doi.org/10.1016/j.fbj.2017.12.002


https://doi.org/10.1007/978-3-031-24647-0_10

203

University Social Responsibility (USR):
From the Perspective of Top 10 Universities
in Japan

Long Tam Pham

1 Introduction

CSR has imposed itself in the economic area as a concept through which organiza-
tions consider the affairs and issues of their related communities or, in short, their
surrounding stakeholders. According to Pinney (2001), CSR could most simply be
defined as a set of management practices that ensure a business to minimize the
negative impacts from its operations on society while maximizing its positive
impacts. At the commencement of CSR, it was considered as a method to capture
more profit, leading to the separate application and performance of the responsibil-
ities. Those responsibilities were not related to the visions, missions, and objectives
of a business (Baker, 2008). At that time, CSR activities were merely a tool for
businesses to increase economic performances. Hence, corporations are often
accused of emphasizing profits over other social responsibilities.

Initially, it was an unwritten consensus that CSR was voluntary practice and
underestimated by most business. It results in the misleading perception of CSR
focus—it should be a responsibility of a business, not just voluntary and charity (Van
Marrewijk, 2003). That’s why Porter and Kramer (2011) has challenged the con-
sensus and developed a new concept called creating shared value (CSV). CSV could
be considered as a transition and expansion from CSR, in which the main focus of
CSV is to create value, which could be easily understood as before starting a
business, launching a project, or applying an action that could affect the society, a
business must take its positive impact toward the society into account (Porter &
Kramer, 2011).

As the society is now concerned, social values have also been prioritized (Baker,
2014). In terms of values for society and community, the first thing that comes to
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mind is sustainability. Sustainable development has been defined in many ways, but
the most common-shared definition belongs to the International Institute for Sus-
tainable Development: “Sustainable development is development that meets the
needs of the present without compromising the ability of future generations to
meet their own needs” (United Nations 1987). Sustainability, therefore, is closely
related to education, which sets the foundation for the development of the future
generations, especially the role of higher educational institutions such as universities
and academy. Hence, considering university as one of the society’s organization, or
in other words a corporate entity, the responsibilities toward society of corporates are
also transferred to universities as well.
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Acknowledging the importance of social responsibility in universities, a study
concerned about the current situation of USR is necessary to be a groundbreaking
step to further elucidate the research gap about USR, especially in Asian context in
general and Japan in particular. Based on data analyses of a sample of top 10 Japa-
nese universities using their official website and all sub-websites that contain the
domain of the official one (all departments, schools, graduate schools, institutions,
and others are also taken into account), the theoretical analysis are largely supported.
This research makes two principal contributions to the literature:

• Understand the current situation of USR in Japan in particular.
• Define the characteristics, strengths, and weaknesses of USR in Japan.

1.1 Data Collection Methodology

The research targets are top 10 universities in Japan based on QS World University
Ranking (2020). There are two reasons for this choice. First, top 10 universities in
Japan are of the former Imperial Universities, the most prestigious higher educa-
tional institutions in Japan and the best private universities. Second, their websites
are both Japanese- and English-supported. In terms of data collection, data scraping
is applied. Data scraping is also known as web extraction or harvesting, which is a
technique to extract data from the World Wide Web (WWW) and save it to a file
system or database for later retrieval or analysis (Zhao, 2017). Web scraping is
widely accepted as a strong and effective method for gathering large amounts of data
because of the massive volume of heterogeneous material that is continually created
on the WWW (Mooney et al., 2015).

In this study, data crawling is employed to collect the data from ResearchGate, a
database of over 135 million publications and 19 million researchers all over the
world, to testify the accuracy and properness of the keywords that were used in data
scraping—the process where the keywords were, respectively, searched in all
websites that contain the domain of the official websites of proposed top 10 univer-
sities above.
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2 Literature Review and Research Questions

2.1 Social Responsibility

The concept of social responsibility currently plays an increasingly significant role
and has become part of the global argument on competitiveness and sustainability in
the sense of globalization (Vasilescu et al., 2010). According to Investopedia, social
responsibility means that individuals and companies have a duty to act in the best
interests of their environment and society as a whole. A trade-off may exist between
economic development, in the material sense, and the welfare of the society and
environment, though this has been challenged by many reports over the past
decades. Therefore, social responsibility means sustaining the equilibrium between
the two aspects.

Historically, several alternative terms for social responsibility that carry the same
meaning could be listed as “social responsiveness,” “social performance,” and
“ethical responsibility” (Barrena Martínez et al., 2019). All these concepts vary in
terms of words but share the same ideas about the “responsibility” toward the society
in line with ethical activities.

Although these concepts and definitions vary, they all share the notion that social
responsibility is not confined to social aspects but involved socioeconomic, envi-
ronmental, and other relevant issues. These social problems, on the other hand,
reflect directly to sustainability or in other words sustainable development. Hence,
we can infer that social responsibility currently involves and impacts sustainability,
despite the diversity of definitions and terms.

2.2 From Corporate Social Responsibility to University Social
Responsibility

Social responsibility is applied not only to individuals but organization as well. In
terms of organization and institution, the party that brought most impact to the
society has been corporate. The first study that introduced corporate social respon-
sibility (CSR) was counted for Howard Rothmann Bowen (1953) when he presented
“Social Responsibility of the Businessman” in a comprehensive discussion. He
pointed out that CSR expresses a fundamental morality in the way a company
behaves toward society. It follows ethical behavior toward stakeholders and recog-
nizes the spirit of the legal and regulatory environment. This study provides a
framework for business leaders and scholars to view the subjects as part of strategic
strategy and decision-making in management. Though published in another era,
because of its importance to the present ethical concerns of business activities in the
United States, it is frequently and increasingly cited by scholars and researchers.

Since then, CSR has evolved and transformed from pure philanthropy to regu-
lated practices and instrumentality (Hamidu et al., 2015). In the context of



globalization and integration, especially the foundation of the European Union, this
event shed light on CSR, where they promoted CSR as a standard to preserve
common values and increase the sense of solidarity and cohesion. With the presence
of CSR, European companies should beware of their practices to keep them in
accordance with the European values and international agreed norms and standards.
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From the 1980s and during the new millennium, corporates are increasingly
suffering more pressures on globalization problems, transparency, fierce competi-
tion, and market saturation (Husted & Allen, 2006). Therefore, it is important to
emphasize that corporates are now in need of a tool which could simultaneously
solve social problems while functioning as a competitive advantage in order to
survive. The answer is clear; CSR could do both if it is not separated from business
strategy and operations of the corporate. Based on this, Porter and Kramer (2011) has
challenged the consensus and developed a new concept called creating shared value
(CSV). CSV could be considered as a transition and expansion from CSR, in which
its main focus swifts to create values, such as launching a project or applying an
action that could affect the society. In other words, a business must take its positive
impact toward the society into account (Porter & Kramer, 2011). CSR now belongs
to the strategic management of a corporate, while maintaining competitive strategy
and assuring sustainable development. Corporates are using CSR as a strategic tool
to increase their competitive advantages, along with providing the society with
applicable solutions to solve social problems.

Table 1 sums up the evolution of CSR in both specific areas and summaries
throughout different periods.

As the evolution of CSR had surpassed the pure philanthropic and regulated
characteristics, the core features of CSR in this era were said to be the management
of externalities and the alignment of social and economic responsibilities (Hamidu
et al., 2015).

1. Management of externalities
CSR externalities refer to all kinds of causes that have an impact on the rights

of various stakeholders that are not directly taken care of in a corporation or
organization’s decision-making process. Nowadays, most CSR activity deals
with externalities involving workers’ rights, and to minimize the impacts of
rationalization, stakeholders must be managed well so that valid claims are not
ignored and unsafe items are thrown out (Husted & Allen, 2006).

2. Alignment of social and economic responsibilities
This function of CSR balances the interests of different parties, integrating the

involvement of society and corporate. There has been ongoing debate about the
focus on shareholders and profitability, but it should obviously be considered that
CSR does not conflict with economic matters or profitability in other words.
Many definitions of CSR from business and government stress that social and
economic responsibilities must be aligned. This core characteristic brought up the
case of M. Porter’s CSV model—in which firms can benefit economically from
being socially responsible by creating shared values before and during the
operation processes (Carol, 2014).
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Table 1 The evolution of CSR through periods

Periods and areas Summaries of main focused areas

1950s–1960s
• Religious and human philosophies
• Community development
• Unregulated philanthropy
• Poverty alleviation
• Obligation to the society

Philanthropy

1970s–1980s
• Extension of CSR commitments
• CSR as symbol of corporate citizenship
• Stakeholder relationship management
• Corporate reputation
• Socioeconomic priorities
• Bridging governance gap
• Stakeholders’ rights
• Legal and ethical responsibilities

Regulated CSR

1990s–now
• Competitive strategy
• Environmental protection
• Sustainability
• Internationalization of CSR standards
• Transparency and accountability

Strategic CSR

Source: Hamidu et al. (2015)

Both these above characteristics share the same idea: “Looking forward to
maintaining sustainability.” On the other hand, sustainability, to some extent,
directly related to education, especially higher education and its institutions (Martin,
2015). The reason is simple, higher education or in short university plays a pivotal
role in educating and nurturing the future generation, which impacts the sustainable
development of a nation. Considering university as a corporate entity, the social
responsibility of a corporate is also transformed into university social responsibility.
In defining USR, Reiser (2007) firstly developed the concept, while focusing on the
university management’s impact on society, stating that “USR is a policy of ethical
quality of the performance of the university community (students, faculty, and
administrative employees) via the responsible management of the educational,
cognitive, labor and environmental impacts produced by the University.” In 2010,
Vasilescu et al. defined USR from the citizenship perspective as “the need to
strengthen civic commitment and active citizenship.” In this study, he emphasized
an ethical approach by developing a sense of civil citizenship by encouraging the
students and the academic staff to provide social services to their local community or
to promote ecological and environmental commitment for local and global sustain-
able development.

The definitions may vary. However, all previous studies agree that higher edu-
cation institutions can cause “significant” impact of the society (Vallaeys,
2014; Kappo-Abidemi & Kanayo Kingsley, 2020). UNESCO underlines the current



importance of such a contribution: “At no time in human history was the welfare of
nations so closely linked to the quality and outreach of their higher education
systems and institutions” (World Conference on Higher Education Partners, June
2003). Taking the global context into account, the author decided to define USR as
the given definition by the United Nation: “The responsibilities of universities for the
impacts of their decisions and activities on society and the environment through
transparent and ethical strategies.”
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2.3 Recent Studies

In fact, USR has been far from developed compared to the development of CSR in
private companies. From the first development of the concept, Jabbour (2010) stated
that universities could bring a huge impact on environment. Another study by
Wright (2010) examined how a group of university presidents and managers in
Canada conceptualize sustainable development and its relationship to sustainable
university. Nejati et al. (2010) investigated the issue of environmental sustainability
of the world top 10 Universities and later on in 2011 elucidated the commitment of
these universities toward social responsibility and their current concerns by explor-
ing their website contents and annual reports. The former study showed that these
universities are aware of their environmental impacts and have taken necessary steps
toward sustainability while the latter stressed that these universities are also provid-
ing sufficient information on most of the core areas of CSR.

Giuffre and Ratto (2014) illustrated USR as the ability of university to dissem-
inate and implement a set of general principles and specific values. They also stated
four key processes of USR: management, teaching, research, and extension. Shek
et al. (2017) concluded the social engagement of higher education institutions has
become one of the cores and fundamental pillars of universities, with that being said
social service is also considered as a main mission, which equals to teaching and
researching.

Although there have been a few studies related to USR, up until 2017, the very
first research that took Asian universities’ context into account had been presented
(Bokhari, 2017). In this paper, he aimed to present a framework that clarifies the role
of social responsibility and its various aspects while strengthening the close rela-
tionship between it and sustainable development in Saudi Arabian universities’
context.

As USR is a transformation from the pure CSR, it should contain most of the
CSR’s characteristics and functions. In order to measure the presence of CSR in
universities, Nejati et al. (2011) have introduced seven core areas of CSR:

1. Organizational governance
2. Human right
3. Labor practices
4. Environment
5. Fair operating practices
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6. Consumer issues
7. Community involvement and development

However, the concept of seven core areas was too narrow and, on the other hand,
seems to be bias on the view of corporate rather than organization, as universities,
although could be considered as a corporate entity which had been mentioned above,
also carry different characteristics. Therefore, a wider concept that fits universities
better while covering all the significant aspects as well must be deployed.

In order to find out the characteristics of an object, the best way is to define and
analyze its definition. A. Dahlsrud (2008) studied 37 definitions of CSR (consisting
of extensive literature review of both journal articles and web pages). Most defini-
tions were published from 1998 onward, so the integrity of the definition is ensured.
In this paper, Dahlsrud introduced the concept “the five dimensions of CSR” that he
used to measure the presence of CSR’s definition (Table 2).

As for the results of the study, stakeholder, social, economic, and voluntariness
dimension appeared in more than 80% of the analyzed definitions. The environmen-
tal dimension received a significant lower dimension ratio than other dimensions
with only 60% in terms of appearance. This could be explained by Carroll’s
literature review in 1999, in which she stated that the environmental dimensions
were not included in the early definitions, mostly before 1990. However, when CSR
is explained in more depth, and global issues have become more and more severe,
the environmental dimensions are equally emphasized compared to others. Hence, it
is safe to say that this concept is accurate and applicable for further research. In this
study, the author will use the concept of five dimensions as the foundation to deeply
exploit USR in Japanese universities as proposed.

Table 2 The five dimensions of CSR

Source: Dahlsrud (2008)
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3 Empirical Analysis

3.1 Research Methodology

This study uses a “content analysis methodology,” which is considered as one of the
most effective and suitable to analyze secondary data (Nejati, 2011). For example,
the study on Turkish companies of Halici and Kucukaslan in 2005 evaluated ethical
concepts of the companies’ websites. Another fact is that content analysis on
companies’ annual report and CSR report has been a widely used method in the
study of CSR since the 1970s (Milner, 1999). It is also argued that content analysis is
a “distinctive approach to analysis,” which seeks to quantify the content of a text in a
“systematic and replicable manner” (Bryman, 2004).

Academically, content analysis can be considered as a type of qualitative
approach (Low et al., 2015). According to Hennink et al. (2011), qualitative research
allows in-depth examination of people’s experiences through the use of a specific set
of research methods, such as in-depth interviews, focus groups, direct observation,
and content analysis, because interpretation and observation are important integral
components of qualitative research in understanding the social world. As a result,
qualitative methodology allows researchers to use documents as a primary source for
obtaining a broad picture of an object’s actions, and content analysis is a standard
textual research technique that entails codifying qualitative and quantitative data into
various categories based on predetermined criteria. Content analysis is a “research
approach for deriving reproducible and accurate conclusions from data according to
their context, “ according to Krippendorff (1980). Furthermore, content analysis may
generate repeatable and reliable conclusions from texts for a collection of conditions
surrounding a scenario that is not the same as the original.

The process underlying the content analysis provides a text or texts as input and a
theme as output. This procedure entails decomposing inputs into elementary units
(analysis units) and categorizing these units inside categorical variables (categories
of analysis). The units of analysis, which are classified within the categories of
analysis, are next investigated using scientific quantitative techniques. The enumer-
ation method can be as simple as binary coding, which shows if the category appears
in documents, or it can be as complex as a computation of the frequency with which
the category appears in the texts (frequency counts on specific keywords).

The research was divided into four phases: (1) selecting the sample of universities
to be surveyed; (2) collecting text information from the selected universities, which
were published on their respective institutional websites; (3) analyzing retrieved text
using precisely defined reference parameters; and (4) visualizing the process and
results using tables and figures.
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3.2 University Selection

Top 10 Japanese universities (by QS Ranking, 2020, with Tokyo Institute of
Technology excluded, due to the lack of schools and graduate schools in terms of
numbers) include the following:

• Tokyo University
• Kyoto University
• Osaka University
• Tohoku University
• Nagoya University

• Hokkaido University
• Kyushu University
• Waseda University
• Keio University
• Hitotsubashi University

Regarding the population, although more than 75% of Japanese students are
studying in private universities (Maruyama, 2008)—which is a huge proportion
compared to other developed countries such as the United States (20%)—Huang
(2017) stated that the difference between private and national is reflected in the
academic backgrounds of university leaders: 87% of national university
presidents—but only 70% of private university presidents—have doctoral degrees;
38.6% of national presidents—but only 5.9% of those at private universities—
graduated from their current university. In addition, far more national than private
university presidents received their degrees from national universities (46.5% com-
pared with 25.8%) and conduct research abroad (33.7% compared with 7.9%). This
directly illustrates the impact of universities’ presidents on university strategic
management, and it is also reflected through their websites, which are the main
research objects of this study.

This paper studied the content of these above university official websites and its
related sites that contain the official website’s domain (e.g., osaka-u-ac.jp is consid-
ered as the main domain, so all sites that contain this domain such as econ.osaka-u.
ac.jp is also taken into account). With this approach, not only the main official
website but also all sites and pages of schools, graduate schools, and other academic
institutions are also analyzed, which could provide the author with more sufficient
results about USR’s situation.

3.3 Category of Analysis Process

The following three phases can be used to carry out the content analysis technique:
(1) Define the categories of analysis or the categories within which to frame the
content of the documents, which, of course, depend on the investigation’s goals;
(2) define the unit of analysis or the unit through which to analyze the documents
under consideration, which may consist, for example, of individual words or key
symbols; and (3) construct the data quantification technique or specify the enumer-
ation system (Bowen 1953).

http://www.osaka-u-ac.jp
https://www.econ.osaka-u.ac.jp/
https://www.econ.osaka-u.ac.jp/
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Table 3 Keywords for each dimension in both English and Japanese

Source: Author’s elaboration

Concerning the categories, it was decided to use the concept “five dimensions of
CSR” that is introduced before in the “Theoretical Framework” part. Several
scholars stated that when examining paragraphs, it is easier and more precise to
derive meaning from the keywords (Guthrie et al., 2004; Samkin & Schneider,
2008). Therefore, five “layer 1” keywords (environmental, economics, social, stake-
holder, voluntariness) were chosen to draw the significant and represented the main
categories, based on the five dimensions stated above.

The next step is to define the unit of analysis, which the author identified as the
key symbols that represent the main idea of a text information sample. The key
symbols, as mentioned, coincided either with a single word that had only one
possible meaning, for example, natural resources, pollution, profit, competitive,
society, stakeholder, contribution, willingness, and so on. The definition of key
symbols was determined by analyzing the abstracts content of multiple journal
articles via ResearchGate, in order to ensure the consistency in terms of meaning.
For example, if an article contains “environment,” “profit,” and “community,” we
could infer that this article directly relates to environmental, economic, and social
dimension (Table 3).

3.4 Measurement and Enumeration Process

The measurement methodology is simple. For each appearance of a keyword in an
article, input 1 points for its respective dimension (Fig. 1). The total points later were



summed up statistically to generate the “dimension score” for each university. The
example of detailed points and dimensions’ score is illustrated in Fig. 2.
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Fig. 1 Example results on the website of Kyoto University for articles that contain “social
responsibility” by Economic Dimension Score and each keyword’s points (both by English and
Japanese). Source: Author’s elaboration

4 Results and Discussions

4.1 Findings

The dominance of Kyoto University is obviously noticeable. They scored the highest
in the first four dimensions while ranking second in the last dimension—environ-
mental. Tokyo University, often considered as the best university in Japan, although
owned high scores in all dimensions, fell behind Kyoto University with four
dimensions staying at second rank while ranking first in environmental dimensions.
Osaka University, which is the third best Japanese university, surprisingly scored
lower than a private university—Waseda. Despite being a private university, Waseda
scored the third highest in the first four dimensions, losing the third highest envi-
ronmental score to Hokkaido university. In general, universities with higher ranking
(based on QS Ranking) tend to score higher than the rest, except for the astonishing
performance of Waseda. Another worth mentioned result is the dominance of
economic dimension.
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Fig. 2 Scores by universities in each dimension. Source: Author’s elaboration

4.2 Dimension Ratio

The dominance of economic dimension is clearly shown in Fig. 3. Nearly half of
retrieved articles contain keywords related to economic, which proves that social and
economic responsibilities are aligned together. Besides, universities are focusing on
economic field of social responsibility that means USR’s projects and activities at
Japanese universities have been aiming at economic matters of society. Universities,
with the special function that could impact both the input, future generation (the
future labor force), and the output, public and private sectors, have the ability to
connect these parties easily, thanks to its knowledge delivery function. For example,
the Center for Global Initiatives of Osaka University currently conducts lots of USR



activities and projects. They are providing Sustainable Development Goals (SDGs)
course as requirement credit for all their educational programs while organizing the
relationship with Japan International Cooperation Agency (JICA) to create intern-
ship opportunities for students and provide Japanese SMEs with CSR knowledge.
All these activities both directly and indirectly impact the socioeconomic rather than
pure economic itself, so it reflected the high score of economic dimensions compared
to the rests. Another reason could be the impact of Japanese government. Japan is
going to host two global events—Olympic Tokyo 2021 and Osaka Expo 2025. In
line with the direction of the United Nations, these events would be hosted in light of
globalization and aimed to raise the awareness about global issues. SDGs are an
effective tool to educate people; the UN in general and the Japanese government in
particular are promoting the widespread propaganda of SDG to its citizen. Besides,
most of the SDGs directly relate to economic, social, and environmental dimension;
therefore, the dominance of these three dimensions is also illustrated in Fig. 3 with
45%, 23%, and 22%, respectively. Society and environment are currently considered
as global issues that most developed countries have to deal with, in which the equal
high score of social and environment indexes had emphasized the importance of the
two and simultaneously shown the awareness of Japanese universities toward these
dimensions.
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Fig. 3 Total scores by dimension. Source: Author’s elaboration
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Table 4 Top 3 performances by total scores

Kyoto University Tokyo University Waseda University

Economic 24,921 12,635 9455

Social 7816 6998 5565

Voluntariness 584 565 563

Stakeholder 4263 2424 3216

Environment 8246 12,304 4877

Total 45,830 34,926 23,676

Source: Author’s elaboration

4.3 The Top Performance

Kyoto University and Tokyo University, as the two best universities in Japan, are the
leaders in terms of total scores. Table 4 shows the total results of the top performance
by total dimension scores.

In spite of being the second best university in Japan by QS Ranking, Kyoto
University outperformed Tokyo University (top 1 by ranking) and the rest with
better scores in most of the dimensions, especially in economic (2 times higher) and
stakeholder (1.6 times higher). However, in general, the dimension scores of Tokyo
University in terms of both dimension and total scores are by far higher than all of
the rest. Tokyo ranked second in the first four dimensions and rank first in environ-
mental. It is obvious that the top national universities in Japan have long traditional
history and rich research resources that led to the good performance. Osaka Univer-
sity, which also ranked as one of the top national universities, although having low
total dimension scores (13,832), has performed well in the main three dimensions:
economic, social, and environmental (7711, 3178, and 2215, respectively).

Waseda University stood out as a dark horse in the total results. They ranked third
in the first four dimensions while also receiving good scores in environmental.
Waseda is often considered as the top private university in Japan, which has priority
and reputation in politics and business education, which could be the explanation for
the good results. Moreover, one of the most famous professors in CSR’s fields
(Professor Kanji Tanimoto) is also working simultaneously as a Professor at School
of Commerce and as the Director of Waseda’s Research Institute for Corporate
Social Responsibility. Another noticeable thing is Waseda is the only one in the top
10 which owns a specified institute for CSR.

4.4 Level of Commitments

In general, the level of commitments of national university is worth mentioning,
especially higher-ranking universities. This phenomenon reflects the vision of Jap-
anese Ministry of Education, Culture, Sports, Science, and Technology (MEXT). At
the moment, the orientation of MEXT toward higher education institutions is to aim



at global education—or in other words to attract more international students and
participate more in international academic activities. This vision is also transferred to
each university as well through its vision, mission, or motto, such as Osaka Univer-
sity (Live locally, Grow globally), Tokyo University (“The University of Tokyo
aims to be a world-class platform for research and education, contributing to human
knowledge in partnership with other leading global universities”), and Kyoto Uni-
versity (“As an international institution, Kyoto University will promote foreign
academic exchange and thereby strive to contribute to the well-being of the world”).
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The only two private universities (Waseda and Keio) also share good level of
commitments toward USR. This could be explained by the enrollment and admis-
sion strategy of these universities. Because they have to financially support them-
selves, it is necessary to strive to link themselves with the community and social
issue, in order to attract more potential students. At the moment, the more social
knowledge the students have, the more effort these universities have to make.

However, there are still some universities showing less commitment than the rest
such as Kyushu University, Nagoya University, and Hitotsubashi University. The
situation of Kyushu and Nagoya is special. They are considered as the top university
in their region; hence, there is barely no competition with others.

4.5 Orientation and Trend

The orientation of USR in top Japanese university is clear. Voluntariness and
stakeholder account for very low proportion (1% and 9%, respectively). As men-
tioned before, this situation could be referred to the evolution of CSR. Nowadays,
CSR has evolved and transformed into strategic CSR, where CSR has been inte-
grated to the operation of the corporate and organization. Figure 4 illustrated the core
characteristics of CSR during each evolution period.

Voluntariness dimension belongs to philanthropy, where voluntary was the core
characteristics for all CSR’s activities during the 1950s. After that, CSR had evolved

Core Characteristics of CSR

Voluntary Philanthropy

Regulated CSR

Instrumental/Strategic CSR
Alignment of responsibilities
Management of extemalities

Beyond Philanthropy
Practice & Values
Stakeholder Management

Fig. 4 The core characteristics of CSR during each era. Source: Hamidu et al. (2015)



from barely philanthropic function to be stated in regulations and laws that corporate
had to follow. In this stage, stakeholder management took part as a core function of
CSR. However, these eras had passed. Current situation reflects the new era of CSR
where companies and organizations strive to solve social problems while still
maintaining economic indicators. The externalities (stakeholders that directly impact
the operation of a corporate or an organization) are also concerned, to some extents.
That is explained by the low accountability of voluntariness and stakeholder
dimension.
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5 Strengths and Weaknesses

Strengths
• In general, universities in Japan focus on social responsibilities in economic while

maintaining their awareness toward social and environment problem. Variously,
leading Japanese universities have still taken USR seriously and announced this
in their social communication and reports in approaches.

• Being the third largest economy in the world at the moment, the results of
Japanese universities in economic dimension are impressive. Although in recent
years, due to several consequences, the economic growth of Japan economy has
stalled, the government is trying to take back the previous position of Japanese
economic performance. The dimension scores illustrated that the orientation and
plan of the government is in line with research activities, social responsibilities,
and strategy of the leading universities.

• Japan is assigned as the host for a few global events in the near future. These
events provide Japan with lots of opportunities to attract global attention. By
integrating and promoting SDGs, it is a good effort from both Japanese govern-
ment and leading universities to educate people through these social activities.

• The top 3 universities in Japan, which are also considered as top universities in
the world, shows good level of commitment, hence fulfilling their visions and
missions of global attractiveness and international education. The results of these
universities support their positions as the leaders of academic and education while
also promoting and consolidating the image of Japanese education worldwide.

Weaknesses
• In the imbalance of dimensions’ distribution, although currently it is the new era

of social responsibility, it is necessary to mention the presence of voluntariness
and stakeholder (especially voluntariness, as it accounted for only 1% of the
scores). Japanese universities, at the moment, are bypassing the presence of these
two dimensions.

• There is no diversity among dimensions and research interests of universities.
Universities that own schools or graduate schools that are closely related to a
specific dimension tend to focus only on their specialized fields. For example,
universities such as Hokkaido, Kyushu, and Kyoto, which have graduate school
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of agriculture and aquaculture, performed well in terms of environment dimen-
sion. Hokkaido University even ranked third in this dimension, outperforming
Osaka University.

• Several national universities earning the title “best universities in their regions”
might experience poor competitive enforcement motivation, reflecting in their
low scores. This can be proven by the overview of higher education in Japan
where the gap between the top 3 and the rest exists.

• Few universities, although considered to be strong at business-related fields,
showed less commitment. That could infer that they are not considering USR
as a strategic plan in their management.

6 Conclusions

This study shows that Japanese universities have engaged properly in social respon-
sibility and sustainable development. Moreover, these activities, projects, research,
and implementations have also been announced and reported in their website
contents. By replacing the term corporate to university, this study also proves that
the application and integration of social responsibility into universities is rational
and feasible. Moreover, the findings of this study infer that top 10 Japanese univer-
sities are almost on the right track toward their social responsibility fulfillment, in
which they are covering three important dimensions that are in line with the ultimate
Sustainable Development Goals proposed by the United Nations in general and the
orientation of the Japanese government.

There are few contributions that this research has brought. In terms of USR, this is
one of the first studies that takes Asian context into account in general and could be
considered as the groundbreaking for USR’s research in Japanese higher education
context. This work also contributes to the growing scholarly literature on the new
issue of social responsibility in government entities (Dentchev et al., 2018; Dumay
et al., 2010; Kappo-Abidemi & Ogujiuba, 2020).

In terms of limitations, firstly, the scope and scale of this study only covered the
top 10 universities in Japan, mainly public universities. The reason the author mainly
chose public Japanese universities is because they have social obligations beyond
legal and economic ones (Atakan & Eker, 2007; Vasilescu et al., 2010), while
private organizations typically aim to achieve economic benefits (Vázquez &
Lanero, 2016). However, Japan is one of the most modernized educational systems
with thousands of universities, from national to public and private, each owning
different characteristics. Secondly, research methodology is also considered as
lacking control object. It is derived from the qualitative methodology applied.
There could be differences related to website designs or errors in data collection
process that led to the inaccuracy of retrieved results. As a result, while the content
analysis research method was able to determine whether universities incorporated
actions regarding social responsibility issues into their websites and which social
responsibility dimensions received more resources, the approach adopted had the



limitation of just portraying a count of the key symbols sensitive to the issue under
investigation, rather than displaying the real dimensions of what was accomplished.
Several universities could have been conducting social responsibilities, but they do
not announce or report the information in their websites, which could lead to the lack
of information that this study’s methodology cannot access.
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While there are still several limitations as a starting point in research of this kind,
future follow-up studies can take this into consideration and enhance them. More
study is needed to better identify the degree of social responsibility integration
within public sector organizations’ medium-long-term planning processes, particu-
larly in the university context, which expand the understanding of the current state of
USR.
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Institutionalization of CSR Practices
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Carmona-Garces Isabel Cristina and Londono-Correa Diana

1 Introduction

In Colombia and worldwide, overweight, obesity, and chronic noncommunicable
diseases (NCDs) are a public health concern not only because of their consequences
for health and life but also because of the economic cost that these problems
represent for the health systems of states. The NCDs Risk Factor Collaboration
concluded that if the trend that began in 2000 continues, the global goal of
good health and well-being will not be met (NCD, 2016). Colombia is no stranger
to this problem; according to the latest National Survey on the Nutritional Situation
(ICBF, 2019), 56% of the Colombian population is overweight.

This problem has become an issue of interest for the food producing, processing,
and marketing industry. The food industry is under increasing pressure from its
stakeholders who require of them to be jointly responsible for the prevention and
control of this public health problem. The food industry actions have begun to be
institutionalized as Corporate Social Responsibility Practices in Nutrition (CSRPN).
This practices include the production and processing of healthier foods, the provi-
sion of accurate and appropriate information to consumers through nutrition labeling
and advertising, and the promotion of healthy workplaces, among others.
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To date, CSRPN have not been approached from the perspective of organization
studies, and for this reason, the interest of this paper is to embark on a path in this
direction. It has been identified that a possible lens for this analysis could be the New
Sociological Institutionalism (NIS), which allows us to approach practices of this
type, which are the product of a social construction. For this reason, the interest of
this article is to explore how CSRPN could be approached from the NIS theory, to
undertake empirical research paths in this regard. To achieve the above, this article
addresses the CSRPN as an object of study and considers the NIS as a theoretical
lens, based on which assumptions are made about the problem and conclusions are
drawn in this regard.

2 Corporate Social Responsibility Practices in Nutrition
as an Object of Analysis

CSRPN have been institutionalized over time as a strategy to achieve the sustainable
development goals (SDGs) and as part of the food industry’s CSR.

From 2000 onward, important actors began to emerge with claims to mobilize
action around CSR, one of the main ones being the Global Compact (UN, 1999),
which invites corporations to develop, implement, and disseminate CSR policies and
practices. In it, the UN calls for the incorporation of ten principles in business
activities around the world, including respecting fundamental human rights and
not violating them, favoring the environment, and promoting environmental respon-
sibility. These principles are closely related to the fundamental right to life, health,
and adequate food, in which the food production and marketing industry play a key
role on several fronts.

The World Summit on Sustainable Development (WSSD) held in Johannesburg
also confirmed the need for the business world to be part of the solution to the
sustainable development challenges facing the planet (UN, 2002); among them, it is
worth mentioning four sustainable development goals related to the food industry:
the end of poverty, zero hunger, health and wellness, and responsible production and
consumption, just to mention the most relevant and which will be related to the
problem to be addressed in this text.

Traditionally, the efforts of food producing and marketing corporations have been
focused on the second sustainable development goal “to eliminate hunger” (UN,
2002), this is why it is common for them to contribute to the problem through
philanthropic programs; however, due to the excessive growth of the overweight
pandemic, obesity, and NCDs there is now a clear pressure from health organiza-
tions, academia, and consumers for them to contribute to other objectives such
as reducing hunger” (UN, 2002, obesity, NCDs as well as achieving “health and
wellness” and “responsible production and consumption” (UN, 2002). This
work addresses specifically responsible production, commercialization, marketing,
and consumption of processed and ultra-processed foods.
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Processed and ultra-processed foods have been linked to the problem of over-
weight, obesity, and NCDs by the World Health Organization (WHO) and the Pan
American Health Organization (PAHO) (PAHO & WHO, 2015), as these products
are usually high in calories and low in nutritional value; high in fat, salt, sugar, and
trans fats; and low in fiber, protein, vitamins, minerals, and other bioactive com-
pounds. In addition, research shows that as the consumption of this type of food
increases, the prevalence of overweight and obesity increases worldwide (PAHO &
WHO, 2015).

To address NCDs and the global pandemic of overweight and obesity, different
strategies have been proposed from a food systems perspective that brings together
the value chain in the food and beverage sector, the environment, and consumer
behavior (HLPE, 2017), so that all elements of the system contribute to the preven-
tion and control of this problem. Among them, the WHO has proposed global plans
and recommendations, such as the Global Strategy on Diet, Physical Activity and
Health (WHO, 2004); the Global Action Plan for the Prevention and Control of
NCDs 2013–2020 (WHO, 2013); and the recommendations of the Expert Commis-
sion on Ending Childhood Obesity (WHO, 2016). All recommendations
propuse cross-sectoral actions, including actors in the food and beverage value
chain (producers, processors, marketers, among others). The recommended actions
focus on promoting healthy environments; producing, processing, and marketing
healthy food; and providing adequate information about healthy food to consumers.

Colombia as a member of the WHO has begun to implement some of the
recommended strategies, including the enactment in 2009 of Law 1355 of 2009
(Congress of the Republic of Colombia, 2009), which established obesity and NCDs
as a public health priority and in its article XVIII urges food producing, importing,
and marketing companies to establish CSR programs. These programs should
include actions that contribute to the prevention and control of overweight, obesity,
and NCDs.

In addition to the recommendations of health agencies and country legal guide-
lines, there are other initiatives that recommend and evaluate PRSEN. For example,
in 1999 the Global Reporting Initiative (GRI) was created, a nonprofit organization
whose orientation is the generation of sustainability reports (Raufflet et al., 2012)
that include performance in the elements of the TBL (Raufflet et al., 2012). Many
companies have adopted this report which includes health, nutrition, and welfare
criteria for food producing companies within its reporting model. In the same year,
the Dow Jones Sustainability Index (DJSI) was created. This index measures the
development, construction, implementation, and management of resources to quan-
tify the companies´ and contribution of the food production and marketing industry
to the prevention and control of overweight, obesity, and NCDs.

Both reports, GRI and DJSI, include the evaluation of aspects such as having a
defined nutritional policy, demonstrating that this policy exists and is implemented
through different strategies aimed at promoting the health and adequate nutrition of
its stakeholders. They also evaluate the plans to ensure that its product portfolio is
increasingly healthier based on a program of innovation and reformulation for health
and nutrition reasons. In adition, these reports consider if the food company



is providing adequate information to consumers about their products (voluntary
labeling beyond mandatory labeling). These reports also assess the commitment
and evidence of responsible marketing (self-regulation of advertising aimed at
children, responsible advertising, among others); and check the actions that allow
the company to be a healthy workplace. These are the CSRPN referred to in this
article.
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3 Theoretical Possibilities for the Study of CSRPN from
an Organizational Studies Perspective

Systematic reviews have identified different authors that have focused their efforts
on analyzing the approaches and theories from which CSR has been studied.

For example Garriga and Melé (2004) classified the theories for analyzing CSR
into four groups: (1) Instrumental theories, which understand CSR as another way of
achieving the company’s economic results; (2) political theories, which address the
power of companies over society and the responsible use of this power; (3) integra-
tive theories, which focus on the satisfaction of social demands; and (4) ethical
theories, which focus on the responsibilities of companies toward the society in
which they operate. The authors concluded that it was necessary to develop a theory
that integrates these four perspectives.

In other review focusing on Political CSR, Frynas and Stephens (2015) found
that the theories that dominated the field were stakeholder theory and institutional
theory. Later Frynas and Yamahaki (2016), conducted a systematic review with the
aim of identifying the theories to which CSR has been related, and identified some
that respond to internal drivers such as resource-based view and agency theory, and
others that respond to external drivers such as Stakeholder, legitimacy, resource
dependency theory and institutional theory from its three approaches: economic,
sociological and political. These authors recommended the development of multi-
theoretical empirical studies, in order to obtain new conceptual developments and
transcend to studies that integrate the different levels of analysis. This recommen-
dation had already been made by Aguinis and Glavas (2012) who suggested multi-
level studies in order to understand underlying CSR linking mechanisms.

On the other hand, Gond (2012) proposed four approaches to the study of CSR
anchored in the paradigms of Burrell and Morgan (2001). (1) The functionalist
approach sees CSR as a mechanism of social regulation, in which the company is
privileged as the object of study and the interest is in demonstrating a positive link
between CSR and financial performance, and CSR as a competitive advantage; thus,
authors such as Porter and Kramer (Porter & Kramer, 2002) consider CSR as a tool
for integrating business and society. (2) The sociological approach conceives CSR as
a power relation; this approach focuses on power and the logic of conflict between
business and society. According to the author, this is an objectivist approach that
goes beyond the positioning of CSR; contributions to this approach are highlighted
in Klein (2009). (3) The culturalist approach sees CSR as a cultural product in which



representations, norms, and values are disseminated and exchanged. CSR is there-
fore studied as a narrative (Vigneau et al., 2015), as a generator of meaning (Basu &
Palazzo, 2008), and consider the relationship with macro-level stakeholders, the
state, among others. This perspective makes it possible to understand differences
between companies and countries. (4) Constructivist approach understands CSR as a
socio-cognitive construction of the sphere of business and society through a complex
and reciprocal framing of identities, value systems, and social issues. This perspec-
tive allows to understand how discourses, practices, and policies are being formed
over time.
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The instrumental or functionalist approach has responded to administrative pur-
poses and is therefore the most widely used for the study of CSR; however, the
remaining approaches proposed by Garriga and Melé (2004) and Gond (2012) with
some differences, allow to cover relevant aspects for organizational studies. These
views recognize CSR beyond administrative practice, while providing a broader
view of the phenomenon of interest.

By understanding CSR as a socially constructed practice (Prieto, 2017), it
becomes a phenomenon of interest for organisational studies, since, paraphrasing
Prieto, this practice implies continuous processes of social construction in the
organization Understanding CSRPN as a socially constructed practice and as an
organizational phenomenon, the NIS perspective could be consider a promising lens
for its analysis.

4 The New Sociological Institutionalism to Address CSRPN

As clarified in the previous section, the NIS has been used as one of the theoretical
perspectives to address CSR, and consequently it is seen as a possibility to address
CSRPN. There are several benefits for addressing CSRPN from the NIS perspec-
tive. First, the NIS directs its attention to the institutional environments. Second,
because it is a perspective interested more in legitimacy than in efficiency, which is
largely related to the aims of CSRPN. And third, because the NIS approaches
explain in different ways “how environmental pressures shape organizations”
through environmental pressures and by institutional isomorphism (Meyer &
Rowan, 1977). The NIS allows for the possibility to address CSRPN through a
variety of approaches (Rowan, 1977), and furthermore it allows explaining that
“organisations in the same environment will become structurally similar to the extent
that they respond to similar pressures; that is, they will exhibit isomorphism”

(DiMaggio & Powell, 1991).
From this perspective, this article proposes to review the following assumptions:

S1 There is an institutional environment that is causing CSRPN to become
institutionalized as a product of institutional isomorphism.

S2 This institutionalized environment is putting pressure on food producing and
marketing organizations, and consequently, they adopt the CSRPN as a
“rationalized myth.”



228 C.-G. I. Cristina and L.-C. Diana

S1: There Is an Institutional Environment That Is Causing CSRNP to Become
Institutionalized as a Product of Institutional Isomorphism
Institutional environments are those characterized by rules and requirements to
which individual organizations must conform if they are to receive support and
legitimacy. The requirements may originate from nation-state sanctioned regulatory
agencies, from professional or trade associations, from generalized belief systems
that determine how specific types of organizations should behave, and from other
similar sources (Meyer & Rowan, 1977; Powell & DiMaggio, 2012); whatever the
source, organizations are favored when they conform to the rules or beliefs (Scott &
Meyer, 1994).

It is therefore important to argue whether an institutionalized environment is
taking shape, which is consequently leading to the incorporation of CSRPN. An
institutionalized environment is characterized by the configuration of institutional-
ized rules, which may be taken for granted or may be supported by public opinion or
the force of law. Institutions inevitably entail normative obligations, but they often
enter social life mainly as facts that the actors must consider; therefore, it is
important to explain some facts that today’s food producing and trading organiza-
tions must consider. In some cases institutions already entail legal, normative
obligations or are simply supported by public opinion. Based on the above, it is
seen that an institutional environment around CSRPN is taking shape, for example:

• Setting rules supported by law: WHO member countries have begun to imple-
ment various regulatory strategies based on WHO recommendations to address
the obesity and NCDs pandemic, including the following:

– Tax regulations: An example of such regulations is the consumption tax on
sugary drinks implemented in Mexico in 2014, which has had a positive effect
in terms of an average 12% reduction in purchases of sugary drinks and a 4%
increase in purchases of non-taxed drinks (National Institute of Public Health,
2015). Such taxes have already been approved in more than 30 countries. In
Colombia this proposal was made during 2016 to be implemented within the
tax reform; however, due to lobbying and action by sugar and soft drink
companies, it was not even brought to discussion for approval (Díaz-García
et al., 2020).

– Regulation of food production: These aim to encourage companies to innovate
and reformulate existing products in order to reduce saturated fat, sodium, and
sugar and eliminate trans fats. In Colombia, various bills and resolutions are
being proposed in this area; the sodium reduction bill is in the process of being
approved, as is the trans fat elimination bill.

– Regulation of nutrition labeling and the marketing and advertising of
unhealthy foods and beverages: Several bills have been discussed in Colombia
in order for the country to adopt a nutrient profiling model for processed and
ultra-processed food products. In addition, control the advertising of foods and
beverages aimed specifically at children and adolescents, establish mandatory
front-of-pack nutrition labeling. Many of these bills have been modified
during the discussion process or shelved, in several cases due to lobbying
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paid for by food and beverage companies (Díaz-García et al., 2020; Sandoval,
2018).

• Setting up rules based on standards: Although they are not mandatory, pressures
derived from the need to legitimize companies and their responsible actions are
generating more and more types of reports and accreditations, such as those
mentioned in the theoretical section (GRI and DJSI) that include sections or
indicators on CSRPN.

• Public opinion-supported rule-setting: Societal awareness of the overweight and
obesity pandemic is increasing. It can be observed in the pressures from various
interest groups, including the following:

– Pressure from consumers: Who are increasingly affected by the problem of
overweight and obesity and who also have more information available on
health and nutrition and are more interested or aware of the issue.

– Market pressure: The market for healthy foods continues to grow (The Nielsen
Company, 2018), and the food industry is aware of this opportunity and is
trying to respond to this demand by launching new “healthy” products that
help to improve its RSEN indicators in the process.

– Pressure from civil organizations: For the example of Colombia, two civil
organizations—Educar Consumidores and Red Papáz—are focusing their
efforts on the defense of the right to life, health, adequate food, and transparent
consumer information, especially for children.

After reviewing the environmental pressures that exist today in the Colombian
environment, it could be concluded that there is evidence of an institutionalized
environment around the CSRPN that favors the interest of their ceremonial incor-
poration by food producing and marketing organizations to legitimize themselves.

Consequently, the institutionalized environment generates institutional isomor-
phisms which according to Meyer and Rowan (1977) have some decisive conse-
quences for organizations: (a) they incorporate elements that are externally
legitimized, rather than in terms of efficiency; (b) they use external or ceremonial
evaluation criteria to define the value of structural elements; and (c) dependence on
externally fixed institutions reduces turbulence and maintains stability and
legitimacy.

S2: This Institutionalized Environment Is Putting Pressure on Food Producing
and Marketing Organizations and Consequently They Adopt the CSRPN
as a “Rationalized Myth”
The notion of rationalized myth is explained in new institutionalism by Meyer and
Rowan (1977):

In institutionalised environments organisations incorporate practices and procedures defined
by the prevailing rationalised concepts of organisational and institutionalised work in
society, to enhance their legitimacy and prospects for survival . . . regardless of the imme-
diate effectiveness of the acquired practices and procedures. Institutionalised products,
services, techniques, policies and programmes function as powerful myths that organisations
adopt ceremonially (p. 79).
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Organizations’ adoption of these myths can generate, among other things, conflict
with efficiency criteria, so in order to maintain ceremonial conformity, organizations
tend to protect their formal structures from the uncertainties of technical activities by
loosely integrating and differentiating between their formal structures and actual
work activities, with the result that organizations strongly reflect the myths of their
institutional environments, even more than the demands of their work activities.

As CSR is a socially constructed practice that is incorporated for the purposes of
legitimacy and sustainability in institutionalized environments, there is an excessive
eagerness for its application as a management model, measured through sustainabil-
ity and CSR indicators, communicated through reports, and publicized by the
organizations themselves, but with little reflection, and even incongruent with the
organization’s real work activity. In this regard, Prieto (2017) argues that rational-
ized myths, being rationalized prescriptions, are not questioned because they create
meaning and provide confidence, and in that same logic they continue to be
reproduced.

Meyer and Rowan (1977) posit three theses regarding rationalized myths (1) that
environments and environmental domains that have institutionalized a large number
of rational myths generate more formal organizations; (2) that organizations that
incorporate myths are more legitimate and successful and are more likely to survive;
and (3) that organizational control efforts, particularly in highly institutionalized
environments, are devoted to ritual conformity, both internally and externally. These
three theses have implications for the investigation of an organizational phenomenon
from this perspective. These could be validated in the empirical field, and could be
applied to specific CSR practices such as nutrition.

The analysis of the CSRPN as a rationalized myth is then considered a possibility,
since these are incorporated as corporate or business nutritional policies that are
managed, communicated, and publicized through corporate websites, media, and
reports, among others. These practices are a way to show that the company is
acting responsibly and consequently gain legitimacy. The lens of NIS can enable
the study of CSRPN not only because of its explanatory power of the phenomenon as
such but also because through it the problematic generated by this rationalized myth,
the consequences of its ill-considered incorporation, and its incongruency with the
actual working activity of the organization, can be evidenced. According to Romero
(1999, p. 23) “it can enable explicit theorising about the reciprocal influence between
institutional constraints and political strategies and an understanding of the way
ideas, interests and institutions interact.” p. 23).

5 Conclusion

As the CSRPN are understood as ways of doing and saying that arise from compe-
tences, meanings, and materialities, their analysis as an organizational phenomenon
from the NIS and the notion of rationalized myth become relevant. For a rationalized
myth to be incorporated by the organizations, an institutionalized environment is



required, and it is evident that in Colombia, regulatory, normative, and cultural rules
are beginning to take shape, which must be taken into account by the organizations
that produce and commercialize food.
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The institutional environment generates environmental isomorphism, so that
organizations of interest adopt PRSENs as rationalized myths to increase their
legitimacy and prospects of survival. The adoption of CSRPN as rationalized
myths is problematic, as it is a practice that is incorporated and managed in a
quick and reflected manner, even with a lack of congruence between the company’s
goals and social goals. From the perspective of the NIS, there are ways to analyze the
phenomenon of interest, the CSRPN; however, empirical studies are needed to
unveil the rationalities of this myth and the logics and aims of its incorporation by
food producing organizations.

It is therefore relevant and necessary to study how this myth is incorporated in
organizations and its social consequences, its impact on public health, and the effects
on the organization itself, for which other NIS concepts such as isomorphisms,
logics, and institutional mechanisms can be very useful.

It is important to observe whether CSRPN go beyond the ceremony and isomor-
phic practices that are reported, communicated, and publicized, in other words,
whether they go beyond the symbolic and really permeate the organization’s aims
to match a need and a public health issue that merits it. There is an interesting
opportunity to analyze CSRPN from the perspective of the NIS to highlight ambig-
uous, complex practices and to unveil dynamics that underlie organizations and their
structures.
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Do the ESG Factors Affect Bank
Insolvency? A Study Applied to Spanish
Credit Cooperatives (Cajas Rurales)
Between 2010 and 2015

Antonio Madera del Pozo and Natalia Cassinello Plaza

1 Introduction

Although more and more individuals (investors, authorities, media, and the general
public) are worried about the need to promote inclusive and sustainable economic
growth to respect future generations’ rights, the analysis of environmental, social,
and governance (ESG) risks in business management is not a new issue, as there is
evidence that shows that in the Victorian era, those entrepreneurs who kept their
workers happy, for example, by providing accommodation near the factories,
observed higher productivity than those others who did not take into account these
criteria in the day-to-day management (Plinke, 2016).

However, it is from the Rio Summit in 1992, which clarifies the concept of
sustainable development, and the Paris Summit in 2015, in which they established
some measures to reduce greenhouse gases emissions, when the concept of sustain-
able economy began to be relevant.

After that, we highlight the approval of the SDG principles (Sustainable Devel-
opment Goals) and the establishment of the PRI (Principles for Responsible Invest-
ment), both by the United Nations, for their positive contribution to sustainable
finance, in addition to the recent work developed within the European Commission
launching the first taxonomy of sustainable finance in Europe.
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At the same time, and at the academic level, the volume of research related to
sustainable finance and ESG criteria has been growing in recent years, highlighting
works carried out by Orlitzky et al. (2003), Margolis and Walsh (2003), Margolis
et al. (2009), Goss and Roberts (2011), and Stellner et al. (2015), where an in-depth
literature review is carried out. They confirmed the relationship between ESG and
the financial sustainability of companies (the greater the awareness, the lower
the risk).

However, most of the academic research has been focused on corporates, obvi-
ating the financial sector, and this despite its importance as credit channeler and the
necessity to control its risks because of its systemic status.

In this sense, we have only found researches carried out by Batten et al. (2016)
and Dietz et al. (2016), in which they analyze the impact of environmental risks on
the stability of the financial system, in addition to Campiglio et al. (2017) who
analyze the impact of ESG in central banks. No research has been found about ESG
and the probability of default of financial institutions, only investigations that
propose incorporating these criteria into the risk policy of the financial institution,
as indicated by Ahmed and Rahman (2014). No research has been found ESG
criteria and the probability of default of a financial institution.

We believe that in the future, capital requirements of the financial sector will
consider these risks, although, previously, it becomes necessary to quantify the
relationship between ESG risks and probability of default. To fill this lack of
knowledge, we have analyzed the relation between ESG risks and the probability
of default of financial institutions, specifically the Spanish credit cooperatives sector
(Cajas Rurales) during 2010 and 2015.

To do this, we have used a logit model with a dependent variable that takes the
value 1 in the case of the default of the entity (as it is defined in Madera (2017)) and
the value 0 otherwise and a series of explanatory variables that measure environ-
mental, social, and governance aspects extracted exclusively from public financial
reports.

As far as our knowledge reaches, this is the first empirical research that directly
matches ESG criteria with the probability of default of a financial institution in
Spain.

Our research is organized as follows: In the second section, we define the
methodology to be used. In the third section, we emphasize, in the definition of
the dependent variable, the explanatory variables and the sample. In the fourth
section, we present the results of this investigation. Finally, the fifth section includes
the conclusions and defines the main lines of future research.

2 Methodology

To achieve the objective of this research, that is, to quantify the influence of the ESG
risks on the probability of default of a credit cooperative, we will use a logistic
regression because this technique has showed a strong predictive power in all
insolvency investigations of credit unions analyzed (see Table 1).
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Table 1 The state of art

Technique Researches

Discriminant Simon (1980)

Logit/probit Dabós (1996), Gama et al. (2004), Porath (2006), Gama et al. (2011) and Lima
(2012)

Survivor
analysis

Maggiolini and Mistrulli (2005), Braga et al. (2006), Cabo and Rebelo (2010),
Fiordelisi and Mare (2013) and Carvalho et al. (2015)

Source: own

A binary logistic regression matches a dichotomous variable with a set of
independent variables, being used in those cases in which a simple or multiple
regression cannot be used, linear or not (Silva and Barroso 2004), because the
basic assumptions are not met, that is, the non-normality of the errors,
heteroscedasticity, values of the probability outside the interval [0,1], and the
presence of a coefficient of determination that is not adequate as a measure of
adjustment of the model (Ramajo et al. 2002).

Its general expression being the following (Eq. 1):

P=
1

1þ e- α- β1X1 - β2X2 - ...- βkXk
ð1Þ

According to Silva and Barroso (2004), the process of finding the parameters that
maximize the likelihood function is complicated and requires the application of a
numerical procedure, such as the Newton-Raphson algorithm that requires the use of
iterations, and although it is not the object of this research to define the steps to find
the parameters, to explain the procedure starts by calculating the value of the
constant term that maximizes that value of the likelihood, without including any of
the explanatory variables (Eq. 2):

a= ln

Pn

i= 1
Yi

n-
Pn

i= 1
Yi

y b1 = b2 = . . . = bk = 0 ð2Þ

being a, b1,b2,. . .,bk the estimation of the following parameters: α, β1,β2,. . .,βk.
Subsequently, iterations of the model are calculated including one to one each

explanatory variable, observing the values taken by the verisimilitude in order to find
the answer that maximizes that likelihood.

For the interpretation of the parameters, the first derivative is calculated, arriving
at the expression collected in Eq. (3):



ð
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dP
dX1

=
- e- α- β1X1 × - β1ð Þ

- e- α- β1X1ð Þ2 = β1P 1-Pð Þ 3Þ

If β1 is positive, dP/dx will also be positive, obtaining the highest value of dP/dx
when P = 0.5.

Following Ramajo et al. (2002), in the general case of the model with K variables,
an alternative interpretation of the coefficients can be made considering that from the
expression dP/dx, we obtain that β_j/β_k = (dP/dx_j)/(dP/〖dx〗_k) and, therefore,
the ratio of estimated components provides a measure of the relative change in
probabilities.

3 Sample, Dependent, and Independent Variables

Cajas Rurales are a type of Spanish credit cooperative that combines the character-
istics of a credit institution with those of a cooperative society. For this reason, they
must to comply both the regulations applicable to credit institutions and the regula-
tions governing the activity cooperative.

Their business is very territorialized, offering traditional banking services to a
range of customers closely linked to agricultural and livestock activity.

At present, the segment of Spanish credit cooperatives is made up of a total of
62 cooperatives, of which 59 correspond to Cajas Rurales, grouped around the
National Union of Credit Cooperatives (UNACC), the Spanish Cooperative Bank,
and the Cajamar Cooperative Group. We have discarded from our study the three
credit cooperatives that are not Caja Rural.

A sample of panel data is constructed with information related to each ESG
factors between 2010 and 2016. This information has been obtained from the Bank
of Spain, the National Union of Credit Cooperatives, and the Cajamar Cooperative
Group.

To estimate the model, as is usual within this line of research (Madera, 2017), we
will use the information from the year prior to the insolvency event.

As a dependent variable, we define a dichotomous variable that takes the value
1 if the credit cooperative has been declared in an insolvency process, and
0 nonthewise.

Madera (2017) explains that the insolvency of Spanish credit cooperatives is not
common, similar to what was observed in Argentina or Portugal. Conversely, they
observe a greater number of merger processes that, as they demonstrate in their
investigation, were entirely due to insolvency problems.

For the determination of the dependent variable, we use the Registry of the Bank
of Spain. In Graph 1 we show the distribution of insolvencies (dependent variable
equal to 1) by year, observing a greater concentration between 2011 and 2012:
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Graph 1 Temporal distribution of dependent variable. Source: own

Table 2 Explanatory
variables

Type Denomination Ratios

Environmental Suministros 2 Suppliers
Employees

Social Equidad Women
Men

Formacion2 Traning exp:
Employees

Salarios2 Wages
Employees

Red ATM
Customers

Governance Directivos Director
Employees

Equidad_Consejo Women-Director
Men-Director

Source: own

Regarding the explanatory variables, we have selected seven variables (see
Table 2) grouped by categories, one for the environmental pillar, four for the social
pillar, and two for the governance pillar, all of them selected according to their
respective use in other ESG risk studies or of own contribution.

4 Results

At first, we perform a univariate analysis through a t-test of equality of means. We
define the null hypothesis as “there are no differences between the two groups.” The
alternative hypothesis is defined as “there are differences between both groups.”

In Table 3 we show the main figures of each explanatory. The preliminary
analysis shows that the insolvent group presents the lowest values in equality
(Equidad), equality within the board of directors (Equidad_Consejo), efficiency in
the use of their supplies (Suministros2), and training expenses per employee



Mean Maximum Minimum

–

(Formacion2). However, they presented the highest salary levels per employee
(Salarios2) and the largest network of ATMs per customer (Red).
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Table 3 Univariate analysis

Explanatory
variable

Cooperative
situation

Standard
deviation

Equidad Solvent 0.42 0.07 0.55 0.30

Insolvent 0.40 0.11 0.67 0.25

Equidad_Consejo Solvent 0.16 0.21 0.83 –

Insolvent 0.15 0.22 0.86 –

Salarios2 Solvent 45.48 5.78 56.70 35.37

Insolvent 50.43 28.11 149.44 1.09

Directivos Solvent 0.44 0.60 2.17 –

Insolvent 0.38 0.83 3.25 0.01

Suministros2 Solvent 31.77 10.54 53.17 14.04

Insolvent 30.52 23.64 116.56 1.78

Red Solvent – 0.01 –

Insolvent 0.08 0.30 1.23 –

Formacion2 Solvent 3.34 3.90 14.00 –

Insolvent 1.16 1.42 4.20 –

In Table 4, we show the results of the t-test for equality of means. In it, we can
observe that there are differences between both groups defined by the dependent
variable (solvent and insolvent), except in the variable Equidad, because the stan-
dard error is below the confidence level of 0.05%, not rejecting the null hypothesis.
Next step of our research is the estimation of the logit regression.

Table 5 shows the results of the model, in which we can see that all the
explanatory variables related to the ESG criteria considered have been significant,
except the equality within the members of the board (Equidad_Consejo); for this
reason, this variable has been eliminated in the final version of our model:

In fact, we can observe that explanatory variables like equality between women
and men (Equidad), training expenses per employee (Formacion2), and efficiency
per employee (Suministros2) exert a negative influence on the probability of default
(the more value, the less probability) as evidenced in the column (Exp(B)) where
everyone takes values above zero. On the other hand, wages (Salarios 2), number of
members of the board of directors (Directivos), and number of ATM per customer
influence positively over the probability of default (the more value, the more
probability) because of their values (Exp(B)) below zero.

The estimated model shows a good predictive power, with a Nagelkerke R
squared of 0.64, as shown in Table 6, showing a predictive power of 82% in the
operative group and 76% in the group of the merged ones, as shown in Table 7.
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Table 5 Model’s output

B S.E. Wald df Sig. Exp(B)

Step 1a Equidad -30.80 14.80 4.33 1 0.04 -
Salarios2 0.20 0.08 5.55 1 0.02 1.22

Formacion2 -1.10 0.59 3.51 1 0.06 0.33

Directivos 2.23 1.99 1.26 1 0.26 9.31

Suministros2 -0.15 0.08 3.85 1 0.05 0.86

Red 441.48 195.13 5.12 1 0.02 5.37E+191

Constant 7.49 5.32 1.99 1 0.16 1,787.58
aVariables entered on step 1: Equidad, Salarios2, Formacion2, Directivos, Suministros2, Red

Table 6 Model summary

Step -2 Log likelihood Cox & Snell R Square Nagelkerke R Square

1 24,824a 0.481 0.642
aEstimation terminated at iteration number 11 because parameter estimates changed by less than
0.001

Table 7 Classification table (cut value is 0.5)

Predicted

Solvent Insolvent Percentage correct

Step 1 Solvent 14 3 82.40

Insolvent 4 13 76.50

Overall percentage 79.40

Graph 2 represents the distribution of default probabilities assigned by the model
to each group (solvents and insolvent). In it, we can observe that those Cajas Rurales
that disappeared show higher probabilities based on a worse management of the ESG
factors than the rural savings banks that remained operative during the study period
(Graph 3).

With this work, we have tried to quantify the relation between ESG factors and
the probability of insolvency of a financial institution, since we have detected a lack
of scientific knowledge in the analyzed bibliography.

For this, we have resorted to the specific case of the Spanish rural savings banks,
on which we have built a panel data sample with information regarding ESG factors
between 2010 and 2016. We have used public information.

We have defined a dependent variable following Madera (2017) definition, that
is, insolvency by merger, and a series of explanatory variables.

Through a univariate analysis, a t-test of equality of means, and a logit model, we
have been able to determine that ESG variables related to equality between men and
women, efficiency in the use of resources, salaries per employee, ATM network in
function of its clients, and training expenses for employees have turned out to be



significant. On the other hand, equality within the board of directors is not
significant.
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In fact, our model assigns greater probabilities of insolvency to the credit
cooperatives that really disappeared, with a high explanatory power.

The limitations of our model are based on the availability of information, since we
have only had access to public reports that limit the information. In fact, we think
that our study could be reinforced with information about the credit portfolio, the
environmental policy, the carbon footprint, or the remuneration to the board of
directors; however, we believe that our research constitutes a first empirical demon-
stration that those companies, in this case credit cooperatives, which actively
manage ESG risks, present a lower probability of insolvency isolating financial
aspects.
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Relation Between Internal Social
Responsibility and Job Satisfaction
in Serbian Service Companies

Milena Damnjanović

1 Introduction

Employee’s well-being is essential for each company, as it is well-known that
employees are one of the most important stakeholders. Internal social responsibility
activities are activities directly related to the employees’ physical and psychological
working environment. Research on perception of social responsibility practices that
influence employees as internal stakeholders and their work attitude and behavior
need more exploration in service industry (Nazir et al., 2021; Wang et al., 2020; Kim
et al., 2020; Hu et al., 2019; Su & Swanson, 2019), particularly in the context of
developing countries (Wang et al., 2020; Chan & Hasan, 2019).

Service industry has a growing significance in world economy, as it creates large
revenues, has important role in income creation, and contributes to employment
increase. Service sector employs more than 70% of people in the world’s most
developed countries. In the third quarter of 2019, Serbian service sector employed
57.4% of all employees (RS RSZ, 2020), and the similar results were in the year
before.

Employees are considered to be the most valuable asset in any company.
Employees can be influenced by, but also they can influence on different organiza-
tional activities, so they have a key role in achieving organizational effectiveness.
Company’s success or failure in the market completely depends on them. It is
expected for employees to have opinions about companies’ social responsibility
activities, and those opinions could influence their attitudes and behavior. Service
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company’s social responsibility activities lead to a positive impact on a firm’
performance higher than a manufacturing company’s (Jeon et al., 2020, p. 3).
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In general, prior research in the service industry indicates that a company’s social
responsibility activities can increase customers’ trust and satisfaction, repurchase
and revisit intentions, financial performance, employees’ green behavior, and pos-
itive work outcomes by service employees (Jeon et al., 2020, p. 3; Su & Swanson,
2019, p. 438).

This research focused on understanding about the impact of internal social
responsibility on employees’ job satisfaction in service industry in Serbia. Several
studies found positive relation between internal social responsibility and job satis-
faction (Koirala & Charoensukmongkol, 2020; Story & Castanheira, 2019; Chan &
Hasan, 2019; Low & Ramayah, 2018; Bogan et al., 2018; Obeidat et al., 2018;
Alkayed, 2017; Low & Ong, 2015a, 2015b), so this study begins from these
findings. Research was done in service industry companies because of specific
nature of service “production” and the significance of employees for that “produc-
tion.” This research will contribute to existing literature in this field, as there is a lack
of similar research, especially in developing countries and service industry. Practical
contributions are in suggestions for managers to develop internal social responsibil-
ity strategy and measure its impact on employees as they are key stakeholders for
companies’ success.

2 Literature Review

2.1 Internal Social Responsibility

Many scholars in their research made distinction between internal and external social
responsibility (Story & Castanheira, 2019; Chan & Hasan, 2019; Cek & Eyupoglu,
2019; Perdana & Mardiana, 2018; Low et al., 2018; Obeidat et al., 2018; Stojanovi-
ć-Aleksić et al., 2016; Low & Ong, 2015b). European Commission (2001) made
difference between internal and external dimension of corporate social responsibility
in the green paper “Promoting European Framework for Corporate Social Respon-
sibility.” External stakeholders have benefits of external corporate social responsi-
bility activities, and employees have benefits of internal corporate social
responsibility activities.

External social responsibility refers to socially responsible activities which are
directed toward external stakeholders. Social responsibility spreads outside of the
company into the local community and involves a variety of stakeholders: business
partners and suppliers, customers, public authorities and NGOs representing local
communities, and environment (European Commission, 2001).

Internal social responsibility refers to socially responsible activities oriented
toward internal stakeholders. Within the company, socially responsible practices
primarily involve employees and relate to issues such as investing in human capital,
health and safety, and managing change (European Commission, 2001, p. 8). It can



be anything done inside the organization to improve the life of the employees which
affect their productivity and directly affect the profitability (Obeidat et al., 2018,
p. 108). Internal social responsibility practices refer as employee oriented social
responsibility activities which are directly related to the physical and psychological
working environment of the employees (Low & Ramayah, 2018, p. 47; Low et al.,
2018, p. 708; Low & Ong, 2015b, p. 115; Low, 2014, p. 23; Turker, 2009, p. 192)
concerning their health and well-being, their training and participation in the orga-
nizational activities, equal opportunities, and also the work-life balance (Low, 2014,
p. 23). Activities like employee training, continuing education programs, safe
working environments, diversity policies, daycare programs, and ethical labor prac-
tices are parts of internal social responsibility (Story & Castanheira, 2019; Chan &
Hasan, 2019; Low & Ramayah, 2018). Internal social responsibility includes respect
for individual differences and problems that employees face and mutual respect and
understanding, promoting humanity and care for people that is not limited to work
hours but includes an attempt to make balance between work, family, and leisure
also (Stojanović-Aleksić et al., 2016).
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Companies have limited resources, so it may occur that investment in external
socially responsible activities is done by compromising internal socially responsible
activities, such as employee welfare, training, and improvement of working condi-
tions. Employees expect and demand that if their companies are socially responsible
toward external stakeholders, then they should be socially responsible toward
internal stakeholders at the similar way.

When employees perceive that their company is investing in them through
socially responsible activities, these practices are rewarded by employees as they
show positive attitude and behavior toward the company. Internal social responsi-
bility provides a way to build a relationship between an organization and its
employees (Chan & Hasan, 2019, p. 2). It has become a significant aspect of
attracting and retaining employees as better working environment and good internal
relations help an organization to enhance employee job satisfaction and increase
their commitment. As internal social responsibility practices are related to betterment
of working conditions, these practices could be related to the level of satisfaction one
may have about their job (Story & Castanheira, 2019). Internal social responsibility
practices create shared value between employees and organization, through fulfilling
the needs of their employees through a competitive salary, reasonable benefit
packages, and job responsibilities (Low, 2014, p. 25). Managers need to comprehend
that considering internal social responsibility means companies manage their inter-
nal stakeholders with responsible strategy (Perdana & Mardiana, 2018, p. 180).
Establishment of good relation between employees and company needs using an
internal social responsibility as strategic tool (Damnjanović, 2019, p. 446).

Frontline service employees’ perceptions of social responsibility increase the
belief that they are performing important work, resulting in greater job satisfaction
(Su & Swanson, 2019, p. 439). A survey among the employees at Booking.com
showed that 84% of employees desire to be employed in organizations that contrib-
ute actively to social responsibility activities (Khaskheli et al., 2020, p. 2).

http://booking.com
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The majority of research about social responsibility effects deals with its impact
on customers or investors, while the impact on employees is often neglected (Low,
2014). That is surprising when it is well-known how much employees’ attitudes and
behavior are critical for overall success of organizations. Employees are looking for
inspiration and leadership. They want to be satisfied with their choice of employer.

2.2 Job Satisfaction

Job satisfaction may be one of the most researched employee outcomes due to the
increased complexity and competitiveness of workplace. Also, job satisfaction has
central role in many theories and models of individual behaviors and attitudes, and it
has practical applications for improving organizational effectiveness (Judge &
Klinger, 2008).

The most often cited definition of job satisfaction was given by Locke in 1976,
which explains job satisfaction as a pleasurable or positive emotional state resulting
from appraisal of one’s job or job experiences (Khaskheli et al., 2020, p. 5; Judge &
Klinger, 2008, p. 394; Story & Castanheira, 2019, p. 1362; Lu et al., 2020, p. 3;
Bogan et al., 2018, p. 54; Low & Ong, 2015b, p. 116). Spector (1985, p. 695)
explained job satisfaction as a global feeling about the job or as a related constella-
tion of attitudes about various aspects or facets of the job.

Some researchers consider job satisfaction as a concept which represents satis-
faction regarding different aspects or facets of work. The facets approach is used to
find out which parts of the job produce satisfaction or dissatisfaction (Spector, 1985).
Spector (1985, p. 700) used in his Job Satisfaction Survey nine facets: pay, promo-
tion, supervision, benefits, contingent rewards, operating procedures, coworkers,
nature of work, and communication. This scale is one of the most often used in
research, when job satisfaction is measured using facets. Story and Castanheira
(2019, p. 1364) proposed measuring job satisfaction using Job Descriptive Index,
where employees should express their satisfaction with five different job areas: pay,
relationship with coworkers, supervision, opportunity for promotion, and work
itself. On the other hand, job satisfaction can be considered also as a global concept
which represents overall job satisfaction. Cammann et al. (1983) gave their overall
job satisfaction scale which measures global job satisfaction using three items. Also,
Brayfield and Rothe’s job satisfaction scale is commonly used to measure overall job
satisfaction (Judge & Klinger, 2008, p. 397). Sometimes both approaches can be
used to get a complete picture of employee job satisfaction. For the purpose of this
research, Cammann et al. (1983) approach was used.

Employee satisfaction could be also explained using intrinsic job satisfaction and
extrinsic job satisfaction (Khaskheli et al., 2020; Obeidat et al., 2018; Abdallah et al.,
2017). Intrinsic satisfaction refers to how people feel about the nature of the job tasks
themselves. Key factors relevant for intrinsic job satisfaction refer to creativity,
achievement, moral values, independence, and authority. Extrinsic job satisfaction
refers to how employees feel about aspects of the work situation that are external to



job tasks or the work itself (Abdallah et al., 2017, p. 32). Key factors relevant for
extrinsic job satisfaction are advancement, company policy, compensation, and
recognition. Using this approach, general job satisfaction is a combination of the
both intrinsic and extrinsic dimensions.
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Importance of job satisfaction comes from several reasons. Firstly, employees
deserve to be treated fairly. Second, employees may affect organizational function-
ing through behavior which is a result of job satisfaction. And job satisfaction can
also be a reflection of organizational functioning and sign of potential trouble spots
in organization. Job satisfaction is considered a valuable, effective, and cogent
mediator of employee attitude and behavior (Lu et al., 2020, p. 3). It is one of the
most important dimensions of individual’s happiness at work, as most people spend
large amounts of time at their work (Abdallah et al., 2017, p. 32).

Job satisfaction could result from job environment and job itself but also from
some factors that are not necessarily directly linked to job tasks. Social responsibility
perceptions may influence job satisfaction (Cek & Eyupoglu, 2019; Bauman &
Skitka, 2012), as responsible activities of company can impact the degree to which
employees are satisfied with their job (Story & Castanheira, 2019, p. 1362). Social
responsibility activities of organizations can lead to job satisfaction of employees in
terms of security, safety, self-esteem, feeling of belongingness, fulfillment of social
values, and promotion of organizational purposes (Bauman & Skitka, 2012).
Employees having a perception that the organization shows fair and honest behav-
iors in the outside environment bears an important impact on the employees’ job
satisfaction and organizational commitment (Bogan et al., 2018; Im et al., 2016).
Some research showed that hotel employees’ perception of social responsibility can
influence their quality of working life, job satisfaction, and overall quality of life
(Hu et al., 2019, p. 130). Job satisfaction could be examined as one of the conse-
quences of internal social responsibility (Low & Ramayah, 2018, p. 49; Kowalczyk
& Kucharska, 2019, p. 599).

Relation between social responsibility, particularly internal social responsibility,
and job satisfaction needs attention and further investigation, especially in service
industry, where research about this relation are modest.

3 Methodology

The subject of this research was the relation between internal social responsibility
and employees’ job satisfaction in service companies in Serbia. Employees should
be the main beneficiaries of internal social responsibility practices, so the main
assumption was that those practices positively affect employees’ job satisfaction.
The main goal was to show if there was a positive correlation between internal social
responsibility and employees’ job satisfaction. Additional goals were to show if
there was statistically significant difference in the perceptions of internal social
responsibility between respondents using different criteria and to show if there
was statistically significant difference between respondents in the level of job



satisfaction. The data were collected using questionnaire. It had three parts. First part
was dedicated to general questions about respondents. The second part was dedi-
cated to internal social responsibility scale, which was adapted from Turker (2009),
Akremi et al. (2018), and Stojanović-Aleksić et al. (2016). It consisted of eight
items. The third part was dedicated to job satisfaction scale, developed by Cammann
et al. (1983), and it consisted of three items. All scales were frequently used in
similar research. All items were rated on a five-point Likert-type scale ranging from
strongly agree to strongly disagree. The analysis was done through SPSS. Descrip-
tive statistics, correlation analysis, one-way ANOVA, and independent samples
t-tests were done. Factor analysis was done to test the appropriateness of items for
selected scales and Cronbach’s alpha coefficient for reliability of variables.
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Table 1 The structure of respondents

Characteristics Criterion % of respondents

Sex Male 30

Female 70

Age 20–30 20

31–40 42

41–50 20

51–60 15

>61 3

Degree of vocational education Secondary school qualifications 16

2-year postsecondary school qualifications 15

Bachelor 31

Master of science 33

Magister 3

Ph.D. 2

Work experience 1–5 years 34

6–10 years 16

11–15 years 27

>16 years 23

Position in company Managerial position 55

Nonmanagerial position 45

Source: Authors’ work

The sample counted 100 respondents, from various service companies in Serbia.
The structure of respondents participated in this research using different criteria is
given in Table 1. The majority of respondents were women (70%), while male
respondents were 30% of all participants in the research. The most respondents were
aged 31–40 years (42%). Considering education background, the most respondents
had bachelor (31%) degree and master degree (33%). When work experience was
considered, 34% of respondents had less than 5 years of working experience, but
27% of respondents had 11–15 and 23% had more than 16 years of working
experience. Fifty-five percent of respondents were at managerial position.
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4 Results

All items of internal social responsibility scale and job satisfaction scale were subject
of principal component analysis (PCA) in SPSS, version 20. Before PCA, data
adequacy for factor analysis was estimated. The number of cases for each item
was appropriate, and there had been many correlation coefficients in correlation
matrix with value above 0.3. The value of Kaiser-Meyer-Olkin Measure of Sampling
Adequacy was 0.897, which was higher from recommended value of 0.6, and the
Bartlett’s Test of Sphericity was statistically significant at p = 0.000. All conditions
for factor analysis were fulfilled.

Principal component analysis found two components with characteristic values
above 1, which explained 58.837% and 10.689% of variance. Scree plot showed
obvious breaking point after second component. So decision was made to keep two
factors. This two-factor solution explained 69.526% of total variance, while the
contribution of the first factor was 58.837% and the contribution of the second factor
was 10.689%. For better understanding of these factors, direct Oblimin rotation was
done. Both components had a lot of high factor loadings, and all items gave high
values to only one of two components. All items of the first component (internal
social responsibility) gave high factor loadings only to component 1, and all items of
the second component (job satisfaction) gave high factor loadings only to compo-
nent 2. These results were presented in Table 2.

Table 2 Factor loadings matrix and correlation coefficients matrix for PCA with two-factor direct
Oblimin rotation for internal social responsibility and job satisfaction scale (the main factor loadings
and correlation coefficients for each item are given in bold font)

Items Factor loadings Correlation coefficients

Component Component Component

Internal social responsibility 8 0.825 -0.008 0.829 -0.412

Internal social responsibility 7 0.821 0.150 0.747 -0.252

Internal social responsibility 5 0.800 -0.160 0.878 -0.551

Internal social responsibility 3 0.794 -0.191 0.888 -0.580

Internal social responsibility 2 0.711 -0.157 0.788 -0.505

Internal social responsibility 6 0.708 -0.226 0.819 -0.573

Internal social responsibility 4 0.647 -0.246 0.767 -0.563

Internal social responsibility 1 0.611 0.136 0.544 -0.163

Job satisfaction 3 -0.086 -0.920 0.364 -0.878
Job satisfaction 1 0.137 -0.841 0.549 -0.908
Job satisfaction 2 0.318 -0.735 0.678 -0.891
Extraction method: Principal component analysis
Rotation method: Oblimin with Kaiser normalization

a. Rotation converged in six iterations

Source: Authors’ work
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Table 3 Descriptive statistics

Mean (1–5) Std. deviation Variance N

Internal social responsibility 3.8213 0.95565 0.913 100

Job satisfaction 4.0267 0.94836 0.899 100

Source: Authors’ work

Table 4 Results of correlation analysis

Job satisfaction

Internal social responsibility Pearson correlation 0.658**

Sig. (two-tailed) 0.000

N 100

Source: Authors’ work
**Correlation is significant at the 0.01 level (two-tailed)

Between these two factors, medium negative correlation was found (r = -0.49).
The results of this analysis supported the use of these items for internal social
responsibility scale and for job satisfaction scale, as it was suggested.

Reliability analysis for internal social responsibility scale was measured using
Cronbach’s alpha coefficient, and it was 0.907. Cronbach’s alpha coefficient for job
satisfaction scale was 0.887. This reliability analysis had proven good reliability and
internal consent of scales for this sample.

Descriptive statistics for internal social responsibility and job satisfaction were
presented in Table 3. The mean value for internal social responsibility suggests that
employees valued companies’ efforts in this field. Results also suggest that
employees were satisfied with their jobs, as the mean value was 4.0267, on the
scale from 1 to 5.

Relation between employees’ perceptions about internal social responsibility and
job satisfaction was explained through Pearson correlation coefficient. Preliminary
analysis was done in order to prove that all assumptions about normality, linearity,
and homogeneity of variance were satisfied. The results showed strong positive
correlation between internal social responsibility and employees’ job satisfaction,
r = 0.658, n = 100, p < 0.005, where high perceptions about internal social
responsibility were followed with high levels of job satisfaction (Table 4). Coeffi-
cient of determination, R2, was 0.4329, which means that employees’ perceptions
about internal social responsibility explained 43.29% of variance in employees’
responses on the scale of job satisfaction.

The results also showed strong positive correlation between internal social
responsibility and employees’ job satisfaction for employees with 6–10 years of
work experience, r = 0.862, n = 16, p < 0.005, and medium positive correlation
between internal social responsibility and employees’ job satisfaction for employees
with 11–15 years of work experience, r = 0.484, n = 27, p < 0.005, and this
difference between coefficients was statistically significant, as zobs = 2.2156.

The independent samples t-tests were done in order to show if there was statis-
tically significant difference in the perceptions of internal social responsibility



between employees at different positions within the company. Levene’s statistic was
0.012, p = 0.914 > 0.05, so equal variances could be assumed.
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Table 5 Descriptive statistics
for job satisfaction for
employees with different
amounts of work experience

Work experience N Mean Std. deviation

Group 1 (1–5 years) 34 3.6569 1.17632

Group 2 (6–10 years) 16 4.3958 0.66909

Group 3 (11–15 years) 27 4.0864 0.76568

Group 4 (>16 years) 23 4.2464 0.77991

Total 100 4.0267 0.94836

Source: Authors’ work

The results of independent samples t-tests showed that there was statistically
significant difference in the perceptions of internal social responsibility between
employees at managerial position (M = 4.0318, SD = 0.95265) and nonmanagerial
employees (M = 3.5639, SD = 0.90439), t (98) = 2.5, p = 0.014. Mean difference
between groups (0.46793, 95% CI: 0.09645 to 0.83941) was medium (eta
square = 0.06).

One-way ANOVA was done in order to show if there were statistically significant
differences in the level of job satisfaction between employees with different amount
of work experience.

The results of one-way ANOVA showed that there was statistically significant
difference in the level of job satisfaction between employees with different amount
of work experience. The results of descriptive statistics for all groups were given in
Table 5.

Levene’s statistic was 3.043, at confidence level p = 0.033, so the assumption of
homogeneity of variances was not fulfilled, so the results of Welch and Brown-
Forsythe tests were used, as they are resistant to breach of presumption of equality of
means.

The results of Welch test showed that there was statistically significant differ-
ences in the level of job satisfaction in four groups of employees (F (3;
49.446) = 2.8, p = 0.05). The Brown-Forsythe test also showed that there was
statistically significant difference in the level of job satisfaction in four groups of
employees (F (3; 92.368) = 3.677, p = 0.015). That difference, calculated through
eta-squared indicator, was medium, as eta-squared was 0.09. Additional compari-
sons using Tukey HSD test showed that there was statistically significant difference
in the average levels of job satisfaction between employees with 1–5 years of work
experience (M = 3.6569, SD = 1.17632) and employees with 6–10 years of work
experience (M = 4.3958, SD = 0.66909). There were not statistically significant
differences between other groups of employees.
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5 Discussion

Employees are the most important stakeholders in each company, especially in
service companies, due to their irreplaceable role in service “production.” They
directly determine if customers will repurchase the services and increase their
spending in the company. Employees value beneficial treatment through internal
CSR practices, while employers seek loyalty and dedication in their work perfor-
mance (Low & Ong, 2015b, p. 121). As some research identified job satisfaction as
one of the consequences of internal social responsibility (Kowalczyk & Kucharska,
2019; Low & Ramayah, 2018), the motivation for this research could be understood.

The results showed strong positive correlation between internal social responsi-
bility and employees’ job satisfaction. Similar studies revealed existence of positive
relationship between internal social responsibility and job satisfaction also (Koirala
& Charoensukmongkol, 2020; Chan & Hasan, 2019; Story & Castanheira, 2019;
Low & Ramayah, 2018; Low & Ong, 2015a, 2015b; Bogan et al., 2018; Obeidat
et al., 2018; Alkayed, 2017). Employees’ perceptions about internal social respon-
sibility explained 43.29% of variance in employees’ responses on the scale of job
satisfaction. Obeidat et al. (2018) and Alkayed (2017) had even better results (67%
and 64.8%), while Low and Ramayah (2018) found similar result (41%) and Low
and Ong found 33.7% (Low & Ong, 2015a) and 34.9% (Low & Ong, 2015b). Chan
and Hasan (2019) had a little lower result (28%), but they considered only legal and
ethical dimension of internal social responsibility. The results of similar studies were
consistent with the results presented in this paper.

The results also found that working experience was relevant for these analyses, as
there had been found statistically significant differences in correlation coefficients
for internal social responsibility and employees’ job satisfaction relation for different
groups of employees, considering working experience. Also, one-way ANOVA
proved the existence of statistically significant difference in the level of job satis-
faction between employees with different amount of work experience.

Managers and nonmanagerial employees had different perceptions about internal
social responsibility, and this difference had statistical significance, which was
proven using independent t-tests. The existence of differences in perceptions of
internal social responsibility between employees at different working positions
within company was also confirmed in similar research (Perdana &Mardiana, 2018).

6 Conclusion

The results clearly showed the positive impact of the perceptions about internal
social responsibility practices that have enhanced employee’s job satisfaction. That
was the main goal of this research. These results were consistent with results in this
field.
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The contribution of this research to the social responsibility knowledge is in
highlighting the importance of implementation of internal social responsibility
practices in service companies, as it had significant influence on job satisfaction of
employees. Satisfied employees provide better service and enhance customer loy-
alty, which is extremely important for service companies. Other contribution refers
to the fact that there is a lack of similar research, especially in developing countries
and service industry. Practical contribution was in suggestions for managers to
develop internal social responsibility strategy and measure its impact on employees
as they are the key stakeholders for companies’ success. This research also suggests
that it is important to include employees from all positions in company in socially
responsible activities, as there were differences in perceptions of internal social
responsibility by managerial and nonmanagerial employees.

There were several limitations of this research. First refers to the sample size.
Bigger sample would provide more reliable results. Other limitation refers focus to
service industry only. It could be interesting to compare results of the same research
in different industry than give some conclusion about similarities and differences.
Third, job satisfaction scale could be expanded with different facets of job satisfac-
tion, in order to determine how internal social responsibility influences different
facets. Future research will try to overcome these limitations.
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The Evolution of Chinese Corporate
Governance

Shy Lih Wong

1 Introduction

In 1978, China opened its economy to the outside world in 1978. Since then, the
transformation of modern CG in China has been intimately associated the unantic-
ipated rapid growth of its capital markets. The Chinese state-owned enterprises
(SOEs) began share issuance in the 1980s, and two stock exchanges were established
in Shanghai and Shenzhen in the early 1990s. In 1992, the China Securities Regu-
latory Commission (CSRC) launched the issuance criteria and listing procedures for
SOEs. The Asian financial crisis in 1997 has intensified the major reforms of CG
system in China in the late 1990s, from board independence and board structure to
audit committees and quarterly reporting.

Since 2000, the Chinese CGmechanism has transformed drastically in spite of the
history of its institutional and regulatory settings being relatively young compared to
the United States and Germany. Chinese regulator initiated the adoption of the laws
and regulation in relation to universally approved CG standard in the early twenty-
first century. At that time, the leading CG mechanism was the Organisation for
Economic Co-operation and Development (OECD) Principles of Corporate Gover-
nance, based primarily on the shareholder value CG model. Since then, the interna-
tional standard of Anglo-American or shareholder primacy CG code has been further
extended to company and securities legislation in China.

Over the past three decades, China has remained remains one of the fastest
growing economies in the world (Cumming et al., 2021). Both the Shanghai and
Shenzhen Stock Exchanges eased the rules for Qualified Foreign Institutional
Investors (QFII), and the inclusion of more than 200 leading A shares in the MSCI
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Emerging Markets Index in June 2018 were landmark achievement of China’s
financial market in the past decade. Despite these accomplishments, the majority
of foreign investor respondents are far from fully understanding the Chinese char-
acteristics of China’s CG regime according to a survey conducted by the Asian
Corporate Governance Association in 2018 (Allen & Li, 2017).
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The recent financial irregularities of TAL Education Group and Luckin Coffee,
Inc. (Costa, 2021) again highlight the corporate misconduct of Chinese corporations
listed in the United States. This has led to an intense concern among the investor
community over the efficacy of CG reforms of Chinese firms and is likely to inhibit
some investors from investing into Chinese firms. Thus, the current standard of CG
system in Chinese companies is evidently not satisfactory and far from ideal.

Besides the rising consideration of Chinese CG by foreign investors and foreign
corporate executives, research interest in the CG of China is also escalating due to its
present status as the world’s second largest economy. Furthermore, the underlying
CG mechanisms of Chinese firms and the distinctive characteristics of the Chinese
financial system, legal and institutional frameworks, as well as business practices
provide a unique context for researchers to further investigate their efficacy even
though the Anglo-American CG code is generally adopted by China. In addition, it is
vital to keep pace with the latest empirical findings on Chinese CG because the
establishment of new codes and regulations implies that prior empirical evidence is
no longer applicable in current times.

Based on the above premises, this study reviews the Chinese CG mechanism. Its
aim is to overview the current CG issues in China, synthesize empirical evidence of
the effects of selected Chinese CG themes, and provide an alternative point of view
to help tackle the problems arising from the Chinese CG model to enhance firms’
governance performance as well as protect the interests of relevant stakeholders.
Also, suggestions for future research also presented.

The method that this study utilized is narrative review approach (Baumeister &
Leary, 1997; Rousseau, 2012; Rousseau et al., 2008; Wong et al., 2013) which is a
more popular review technique as compared to meta-analyzes and systematic
reviews (Hodgkinson & Ford, 2014). The narrative review technique is considered
to be appropriate if the purpose of the review is to summarize or appraise the results
of several aspects of a large area of research (Snyder, 2019). Thus, this approach is
applicable to this study given the broad nature of the Chinese CG literature. In
addition, the scope of this study is limited to synthesizing only empirical findings of
selected themes that are directly relevant to the major concerns of foreign institu-
tional investors and foreign corporate executives, i.e., the protection of their firms’
current and future investment in China as well as the level of transparency and
dependability of China’s CG policy. The selected themes derived from the major
concerns include board independence, state ownership, concentrated ownership,
supervisory board, and institutional investors.

Firstly, the terms of each theme of Chinese CG, “Chinese Capital Market” and
“China Securities Regulatory Commission,” were individually searched in the
online databases of Emerald Publishing, Springer, SAGE, and EBSCOhost. Then,
the selection of peer-reviewed articles after the initial search was based on their



suitability, significance, and the extent of the journal’s impact factor (Latapí
Agudelo et al., 2019). Some of the references in this review were outside of the
initial search in the online academic research database, which included reports from
international organizations and business news from online news agencies. They were
selected and used based on their applicability and importance to support the argu-
ments and discussions in this review.

The Evolution of Chinese Corporate Governance 265

The literature review offered in this study will not only contribute to the
expanding literature in connection with the Chinese CG but will also enhance the
understanding of foreign institutional investors in relation to the current CG frame-
work, institutional environment, and background of the Chinese capital market so as
to lessen their portfolio risk before investing in China. This review also offers
foreign corporate executives a contemporary overview of the unique characteristics
of Chinese CG and capital market regulatory authority which allows them to gain a
more detailed insight into Chinese CG and financial markets before evaluating
the potential direct investment of their firms in China. Furthermore, this study
sheds light on whether the present Chinese CG is converging toward the Anglo-
American model or the other way around which may be useful for regulators and
policymakers in determining their decision to formulate new CG codes, regulations,
and policies.

This study is organized as follows: Section 1 of the study presents an overview
of the Chinese capital market and CSRC. Given that China is rapidly developing,
and that new rules and regulations are constantly changing China’s corporate
governance landscape; this study updates the latest overview. Section 2 of the
study synthesizes the selected themes of the Chinese CG. The characteristics and
issues of the chosen themes that are, for the most part, unique to China are then
compared and contrasted with Anglo-American as well as German mechanisms.
Section 3 reviews the convergence forces, convergence possibilities, and its under-
lying challenges. Finally, concluding remarks are presented in relation to the impli-
cations for foreign institutional investors, foreign corporate practitioners, Chinese
policymakers, and regulatory authorities. The future research directions are also
proposed.

1.1 Chinese Capital Market

In the early 1990s, two exchanges were established in the China’s equity market.
The Shanghai Stock Exchange and the Shenzhen Stock Exchange were launched in
December 1990 and July 1991, respectively, and they remain the major stock
exchanges as of today. China’s stock market has undergone a significant expansion
since its establishment in the 1990s. At the end of December 2019, China’s stock
market capitalization reached USD 8.5 trillion (World Bank, 2020), with a global
ranking second only to the United States.

The distinctive background of the Chinese stock market was seen as closely
related to state-owned enterprises (SOEs) reform. SOEs controlled China’s



economy, in particular its industrial sector before the 1978 economic reform (Clarke,
2003). The Chinese government adopted several approaches to enhance SOEs’
performance but mostly failed (Rajagopalan & Zhang, 2008). At the end of 1994,
more than half of the SOEs operated at a loss (Kaye, 1995) with the state industry’s
losses reaching a record high of approximately RMB 80 billion in 1996 (Lardy,
1998). Also, China had the greatest number of nonperforming loans among Asian
countries between 2000 and 2002 (The Asian Banker Journal, 2002).
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During the mid-1990s, the whole Chinese banking sector was technically insol-
vent if the international standard accounting requirements were applied (Jiang et al.,
2008; Lardy, 1998; Wang et al., 2004; Xu & Wang, 1999). Hence, the Chinese
government required to recourse to another fundraising mechanism for SOEs, and
the newly launched stock exchanges were employed for this enormous task.

The capital market is expected to be dominated by SOEs (directly or indirectly
owned) in view of the fundamental mission of the Chinese capital market which is to
finance SOEs (Jiang et al., 2008). For the purpose of maintaining the control over the
listed companies, two classes of shares were created by the Chinese government, i.e.,
tradable and non-tradable (Jiang et al., 2008). Tradable shares are offered to public
investors, while non-tradable shares are owned by either the state or legal persons
representing state. About 84% of listed companies were under state control in a 2003
study (Liu & Sun, 2005). Listed SOEs comprised of more than half of the total
market capitalization at the beginning of 2013.

1.2 China Securities Regulatory Commission

Previous empirical findings found that strict laws and effective enforcement are
critical aspects of CG (La Porta et al., 1998, 2002). These vital features can help
address firms’ agency problems and safeguard the interests of minority shareholders
concurrently. Their evidence reveals that countries like the United States and the
United Kingdom which practice common law generally provide stronger legal
protection than countries like Germany and China which practice civil law. Also,
their evidence discovered that common law countries usually outperform civil law
countries in terms of economic and financial outcomes at the national and firm
levels.

Chinese policymakers and regulators in China were aware of the significance of
legal protection which induced them to develop a contemporary regulatory mecha-
nism for legal protection in the mid-1980s. Since then, China has introduced and
implemented several reforms of laws and regulations aim at strengthening CG and
increasing legal protection for minority shareholders and investors. However, the
legal protection of shareholders and investors in China was poor and ranked much
lower in comparison with other emerging economies during the 1990s and the early
2000s.

In empirical research conducted by Allen et al. (2005) in comparing Chinese
shareholder, investor and creditor rights as well as law enforcement to other nations



were explored by La Porta et al. (1998). The overall findings demonstrated China
ranked lower in all aspects as compared to other English-origin nations. Also, weak
investor protection has negative impact on share price and its liquidity. La Porta et al.
(1998) argue that shareholders are reluctant to invest when investor protection is
weak which indicates low share liquidity. On the other hand, strong protection for
investor rights can encourage investment. Johnson et al. (2002) assert that when the
risk of expropriation is low, entrepreneurs are more confident and willing to begin
and reinvest in their businesses which implies strong legal protection for investors
and minority shareholders is an essential requirement for economic growth. This is
particularly important for China which is undergoing transition from planned to
market-oriented economy.
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In brief, Allen et al. (2005) claim that there is a lack of appropriate regulation and
adequate supervision in governing the Chinese capital market as faced by many
other emerging economies. The CSRC was established in 1992 as a specialized
regulatory authority to safeguard the interests of shareholders. However, it only
officially attained legal status as a regulator in 1998 when the securities law was
enacted (Jiang & Kim, 2015).

The CSRC is accorded to regulate listed firms and is authorized to investigate
fraud and impose anti-fraud measures. Apart from in charge of monitoring the
market activities of exchanges, the CSRC is allowed to intervene in the authorization
of seasoned equity offerings and initial public offerings (IPO) on the stock markets
to ensure market liquidity, the quality of listed companies, and other economic and
financial objectives of the government. For instance, the CSRC has temporarily
suspended IPO approvals nine times for extended periods, and all IPO applications
were rejected in 2013 (Jiang et al., 2017). The market intervention by regulators is
uncommon and not welcome in many matured capital markets such as the United
States and the United Kingdom. The CSRC is granted more authority than capital
market regulators in advanced nations.

The first Listed Company Governance Code was introduced in 2002 and revised
recently in 2018. Some key changes under the revised code include setting up a
division for representatives of the Communist Party to implement state objectives
and policies; encouraging board diversity; enhancing the functions of audit commit-
tee; reducing the power and influence of majority shareholders; and establishing
environmental, social, and governance requirements.

2 Themes of Chinese CG

There are several themes of CG in the context of China. However, the focus of this
study is to review the importance and effectiveness of board independence, SOEs,
ownership concentration, supervisory board, and the role played by institutional
investors on CG in the Chinese setting.
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2.1 Board Independence

CG is regarded as a system in which a board of directors is an important monitoring
tool to mitigate the problems arising from the principal-agent relationship. The
majority of the prior and current research on CG is based upon agency theory.
However, agency theory which emphasizes the separation of ownership and man-
agement has resulted in principal-agent problems in modern firms (Berle & Means,
1932).

Agency theory argues that the board will oversee the behavior of management to
safeguard the interests of owners, and hence the directors must be independent
(Fama & Jensen, 1983; Jensen & Meckling, 1976). Baldenius et al. (2014) reveal
that the effectiveness of a board’s monitoring is significantly be affected by the
balance of power between the CEO and shareholders. On the other hand, a study
showed that higher board gender diversity reduces the monitoring capability of the
board (Usman et al., 2018).

From another perspective, some researchers argue that over-disciplining the
managers may ruin firm performance. For example, U-shaped curvilinear association
between the function of board independence and firm’s research and development is
found which indicates excessive overseeing may demotivate the firm’s intention to
innovate (Guldiken & Darendeli, 2016). Additionally, Al Dah (2018) questions the
validity of CEO being monitored by board.

In 2001, the CSRC (CSRC, 2001) began to emulate the US Sarbanes-Oxley Act
in embracing a new CG approach to safeguard the interests of minority shareholders
and investors as well as strengthen the economic reform. The very first Chinese Code
of Corporate Governance for Listed Companies was drawn up in 2002 which
outlined the requirement for the compulsory appointment of independent directors
on the board of each listed firm. Listed firms were required to have one-third of their
total directors on the board as independent directors by June 2003. The implemen-
tation of the new CG code has largely strengthened the protection of minority
shareholders’ and investors’ interest. The legal status of the independent directors
was not authorized until the company law of China was revised in 2005. However,
empirical evidence is still conflicting in relation to the impacts of board indepen-
dence (Hanson, 2019; Li & Naughton, 2007; Liu et al., 2015; Meng et al., 2018). The
general consensus and consistent empirical results on the effectiveness of board
independence remain inconclusive.

According to Liu et al. (2015), there is a positive relationship between indepen-
dent directors and firm performance in China. Also, the effect of board independence
on firm performance is associated with ownership concentration in China, i.e., board
independence is positively related to firm performance if the concentration of
ownership is reduced. However, empirical work by Bai et al. (2004) and Li and
Naughton (2007) provides contradictory evidence that the independent directors
have no significant influence on company performance. Jiang and Kim (2015)
opine that the Chinese independent directors are generally inactive and ineffective
at oversight role but merely fulfilling the requirements of the CSRC regulation even



though the number of independent directors in listed firms has grown over the years.
Jiang and Kim (2015) further highlight that the nominations and appointments of
independent directors in China are mainly made by majority shareholders. They
further contend that the independent directors only represent the minority on boards
even if they are active.
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In a recent research, Meng et al. (2018) find that there is a negative impact on firm
performance with the presence of independent directors, specifically firms with
higher information costs. In spite of the majority of negative empirical evidence
on the efficacy of the Chinese independent directors, Hanson (2019) argues that
independent directors play a critical role in overseeing the actions of managers in
countries where state ownership is high.

Another strand of studies exhibits how other characteristics of directors play a
pivotal role in CG development in China. For example, Du et al. (2017) reveal that
the probability of earnings management can be reduced by A share listed with more
foreign directors. Du et al. (2018) argue that the connections of directors are very
crucial for firms to acquire trade credit in China, specifically for those with financial
difficulties. He and Luo (2018) also find that Chinese boards with an even number of
directors are less effective with higher rate of absence in board meeting and they
possess tunneling behaviors. Hu et al. (2020), on the other hand, demonstrate the
importance of political connections for Chinese firm boards by employing the
negative stock market reaction to the resignation of independent directors with
political connections. Meanwhile, Li et al. (2020) show that innovation in Chinese
firms can be enhanced by directors with technology knowledge and expertise.

2.2 State Ownership

The significant numbers of SOEs in China is a critical difference between China and
advanced western countries. The SOEs are unique due to their distinct concentrated
ownership by the central government via ministries, the provinces, and cities or local
governments. The significant state ownership of listed firms possesses several
considerable implications with more focus on control and cash flow rights. Although
state ownership has declined substantially after the share split reform in 2006, their
shareholdings are still significant, and they remain the largest shareholders in most of
the strategically important industry sectors (Ng et al., 2009; Xu & Wang, 1999; Yu,
2013).

The OECD (2015a) published a report revealing that the listed entities of Chinese
SOEs represent approximately 50% market capitalization in China and there is an
increasing trend of SOEs in other Asian countries being listed in the stock
exchanges. Empirical studies have found that there is a negative relationship
between state shares and firm performance (Li et al., 2009; Shleifer & Vishny,
1997; Wei et al., 2005). Ng et al. (2009) showed that the association between state
ownership and firm performance is convex.
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In addition, Li et al. (2008), Menozzi et al. (2011), Wang (2015), and Wu et al.
(2018) reveal that political connections play a vital role in the firm performance of
SOEs. A substantial state ownership is better than a dispersed ownership structure
because of the benefits of political connections and support from the state (Li et al.,
2009; Yu, 2013). For example, Shao (2019) argues that the state ownership has
a positive effect on firm performance given the ability of Chinese government to
wield significant influence on firms.

On the other hand, Jiang and Kim (2015) found that non-SOEs are more superior
than SOEs in terms of firm performance. However, Chinese SOEs which rely
heavily on bank debt perform better during the financial crisis of 2008 (Liu et al.,
2012). This indicates that government via Chinese state-owned banks helps dis-
tressed SOEs to alleviate financial constraints by providing them bailout loans
during crisis periods.

As a whole, listed SOEs continue to underachieve compared to listed private
enterprises (Jiang et al., 2017) in spite of experiencing various reforms such as
partial privatization. Jiang and Kim (2015) argue that the underachievement of SOEs
is not due to expropriation by state owners because they do not have the strong
reason to tunnel.

Occasionally, state owners deviate from the fundamental purpose of maximizing
shareholder values which may ruin the interests of minority shareholders because the
objective of the state is to uphold social stability. In order to compensate for SOEs,
state owners will offer them with preferential bank loans and state subsidies (Gan
et al., 2018; Lin & Tan, 1999).

The conflicting relationship between the principal and the agent is the underlying
problem that stems in SOEs as asserted by the shareholder theory. Managers could
involve in actions for personal gain which are detrimental to the interests of both
state and minority shareholders due to the separation of ownership and executive
decision-making. Hence, the vertical agency problems faced by Chinese SOEs are
by and large identical to those of countries that embrace the Anglo-American CG
mechanism such as the United States and United Kingdom (Jiang & Kim, 2020).

OECD (2015b) issued a guideline that includes ensuring an adequate legal and
regulatory framework for SOEs, fair treatment of shareholders, relationship with
stakeholders, transparency and disclosure, and the responsibilities of boards of SOEs
in order to address the challenges faced by the SOEs. Embracing a robust CG
framework is necessary to strengthen the CG practices of SOEs (Paul, 2016),
especially in the case of China.

2.3 Concentrated Ownership

Liang et al. (2020) indicate that most of the Chinese firms have concentrated
ownership. Thus, the agency problem in China is considerably contributed by the
deeply rooted controlling shareholders. As revealed by Jiang and Kim (2015), a large
number of Chinese listed firms have large shareholders who control company



operations. Additionally, the shareholding of largest shareholder is far exceeds that
of the second largest shareholder in most of these firms (Liu, 2006). Furthermore,
Liu and Lu (2007) claimed that the interests of Chinese minority shareholders can be
jeopardized by majority shareholders via dishonest acts such as misappropriation or
embezzlement as found in Shleifer and Vishny (1997) and Cao et al. (2019).
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Unfortunately, minority shareholders, investors, and boards in China are unable
to dismiss managers appointed by controlling shareholders for poor performance
since the controlling shareholder of a firm is either the government or the single
largest owner of the equity stake. Therefore, there are limited approaches to address
the agency problem in China. Conversely, large shareholders in Western countries
are commonly considered a feasible answer to the vertical agency problem between
internal managers and external investors due to the dispersed ownership of listed
firms (Edmans, 2014; Edmans & Holderness, 2017).

On the other hand, Xu and Wang (1999) argue that the quality of direct moni-
toring of the managers can be improved by the existence of a controlling share-
holder. In a recent study, it is found that there is a positive relationship between
concentrated ownership in Chinese listed firms and firm performance even though
not significant (Shao, 2019). Shao (2019) argued that larger shareholders may
alleviate agency cost and enhance firm performance.

On top of that, Jiang et al. (2017) reveal that listed firms with controlling
shareholders who hold more than 50% equity stake are generally found to perform
better. The empirical findings of Cao et al. (2019) and Fang et al. (2018), on the other
hand, claim that having a single large shareholder in a Chinese firm is less effective
in improving firm performance than having several large shareholders.

2.4 Supervisory Board

A significant dissimilarity between China and other Western countries such as the
United States and the United Kingdom is that China has embraced a two-tier board
system which is a unique characteristic of the German model (Dahya et al., 2003).
China established two-tier board mechanism comprising of the main board and
supervisory board in 1992. The Chinese government plays an important role in the
appointment of the supervisors on the supervisory board (Firth et al., 2010; Kato &
Long, 2006). The primary responsibility of the supervisory board is to monitor and
appraise the performance of senior management. The listed firm must have at least
three members in a supervisory board (Firth et al., 2007). In addition, elected labor
representatives should constitute at least one-third of the supervisory board mem-
bership as required by the CSRC in 2005.

According to Wang (2008), the fundamental difference between Chinese dual
board system and German governance mechanism is that the German supervisory
board is authorized to appoint and remove the directors on the management board.
The German management board consists of only executive directors. Furthermore,
there is a hierarchical relationship between the two boards in which the German



management board is required to report to the supervisory board. However, such
a hierarchical relationship between supervisory and management boards does not
exist in China in accordance with the Code of Corporate Governance for Listed
Companies released by the CSRC in 2002, and both boards are required to report to
the shareholders.
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The rationale for a supervisory board is to mitigate agency conflict. Supervisory
board members should therefore be elected by shareholders to provide an oversight
role in monitoring the performance management board which comprises mostly
executive directors. However, the Chinese supervisory boards do not have much
authority to execute the oversight role (Clarke, 2006). Therefore, it is difficult for a
supervisory board to exert effective supervision of the board of directors in China
(Conyon & He, 2011; Wang, 2008). In a nutshell, the chairperson of the Chinese
supervisory board should be given comparable authority as the chairperson of the
board of directors to strengthen the effectiveness of the supervisory board.

The Chinese market has demonstrated that the supervisory boards are rubber
stamp and may not be able to effectively provide monitoring (Dahya et al., 2003;
Ran et al., 2015; Xi, 2006) in spite that the 2006 Chinese corporate law reform
enhancing the oversight power of supervisory boards, reinforcing their right to
administer directors and managers (Ding et al., 2010; Ran et al., 2015). Jiang and
Kim (2020) further claim that the monitoring role of supervisory board may be
negligible or purposeless since the chairperson of the supervisory board is outranked
by the chairperson of the board of directors. Nonetheless, their findings are contra-
dictory to the study of Tusek et al. (2009) in which the effectiveness of supervisory
boards was found in European economies.

Furthermore, Jia et al. (2009) show that there is no positive relationship between
the size and meeting frequency of Chinese supervisory boards and quality of
CG. Therefore, elected labor representatives must be included in the supervisory
board to further enhance the monitoring capability of directors which ultimately
improves firm performance (Jiang & Kim, 2015). Notably, Farag and Mallin (2017)
found that independent nonexecutive directors on the board of director could be a
perfect substitute for members of the supervisory board which implies that there
might be a conflict or overlap in the oversight roles and duties between the two
boards.

On the other hand, Ran et al. (2015) provide evidence supporting the effective-
ness of Chinese supervisory boards in which the quality of financial information can
be improved by certain attributes of supervisory board members. Shao (2019) also
reveals that there is a positive correlation between the Chinese supervisory board and
firm performance which is contrary to much of the previous and current literature on
the inefficacy of the supervisory board in China.

To recap, the Chinese CG system integrates the German model with the Anglo-
Saxon model in which public companies (SOEs and non-SOEs) are required by
the Chinese company law to set up a supervisory board. In spite of its two-tier board
mechanism, it is much similar to the Anglo-American model given that the role of
the supervisory board is evidently proven to be redundant and less effective in
general.
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2.5 Institutional Investors

Both domestic and foreign investor confidence play a critical role in the Chinese
capital market considering the increasing importance of the Chinese economy and
the growing influential role of Chinese multinational corporations in today’s world.
La Porta et al. (2000, 2002) reveal that traditional finance theories assert that
protection of investor plays a vital role in the development of the capital market.
Shleifer and Vishny (1997) acknowledge the potential expropriation of minority
shareholders by the deeply rooted majority shareholders. The empirical findings of
La Porta et al. (2002) demonstrate that the firm values are higher in economies with
better minority shareholder protection. Jiang and Kim (2020) argue that foreign
investors are willing to pay premium price for assets with better protection as
investors expect more profits to be distributed to them with lesser expropriation by
majority shareholders in the long run (Jiang & Kim, 2020).

Historically, China has a weak external CG mechanism due to its undeveloped
legal system (Fan & Wong, 2002). The undeveloped Chinese legal system is related
to the negligence of Chinese company and securities law in providing civil liability
and compensation to a certain extent. Also, processes and particular clauses for
enforceable civil actions are not provided. Li et al. (2010) asserted that there is no
effective legal framework and governance mechanism to safeguard the interests of
minority shareholders and investors in China because institutional investors are not
allowed to hold more than 10% shares in a listed firm while every listed firm has a
majority shareholder that holds more than 10% of listed firm’s shares. Thus,
institutional investors in China do not have the incentive and the authority to
proactively exercise effective oversight role as compared to the institutional inves-
tors in the United States (Firth et al., 2010). A recent study (Su & Alexiou, 2020) also
shows that investor protection is considerably poor in Chinese listed firms due to
a weak institutional environment.

The US capital market consists of a high percentage of institutional investors that
are not associated with the government which is in contrast to the high proportion of
state ownership in China. The lack of state control and the high percentage of
institutional investors in US firms have direct associations with the standard of US
CG. Chung and Zhang (2011) investigate US firms and their empirical findings
demonstrating that the proportion of a firm’s shares held by institutional investors
increases in tandem with the standard of its CGmodel. Aggarwal et al. (2011), Gillan
and Starks (2003), and Pitelis and Clarke (2004) found that growing institutional
ownership led to improvements in CG because institutional investors play a key role
in maintaining higher standard of firm’s CG. Edmans and Holderness (2017) also
hold that institutional investor, such as mutual and pension funds, is effective and
efficient in monitoring the board performance of listed firm in Western economies.

Empirical studies reveal the importance of institutional investors in the context of
Chinese CG. For instance, political pressure is likely to affect local institutional
investors and cause them to yield to the state (Huang & Zhu, 2015). Comparably,



local mutual funds capitulated on political pressure and supported SOEs during the
reform of the spilt-share structure (Firth et al., 2010).
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As opposed to prior research, recent studies (Aggarwal et al., 2015; Huang &
Zhu, 2015; Liu, 2018) revealed that both mutual funds and foreign institutional
investors can help improve the CG standard of a firm in the equity market of China.
Meng et al. (2018) show that a firm is more willingly to elect outside directors to the
board to enhance the monitoring capability of the board in the presence of foreign
investors. In brief, foreign institutional investors have begun to play a more signif-
icant role in enhancing the Chinese CG model.

2.6 A Comparative Overview of Corporate Governance
Systems

The table below summarizes the similarities and differences of each model in
relation to CG attributes based on the discussion and analysis in the earlier section
of this study (Table 1).

3 The Myth of Convergence in CG

There is an increasing debate among practitioners and academicians on the conver-
gence of CG models as a result of firms and capital becoming more global. The
convergence of the CG model is the progressive movement of CG policies and
practices toward a common point.

Prior studies assert that the universal best CG model does not exist in the world.
For instance, the Anglo-American mechanism is being advocated throughout the

Table 1 Corporate governance: similarities and differences

Attributes Anglo-American German Chinese

Key stakeholder Shareholder Stakeholder Government: SOEs

Board
composition

Mostly nonexecutive
and independent
directors

Employees,
founding members,
and banks

Less independent directors
when ownership concentra-
tion is high

Board structure Single Two-tier Two-tier

Board of direc-
tors: insider/
outsider

Mainly outsiders Mainly insiders Mainly insiders

Ownership Widespread,
noncorporate

Concentrated, high
corporate, bank,
family

Concentrated: high SOEs

Legal system Common law Civil law Legal system is relatively
weak



world, but the outcomes of the research that examined against the differences of the
country’s specific characteristics which include economic conditions, legal systems,
ownership structures, and financial markets remain ambiguous. Such equivocal
empirical findings are against the total convergence that advocates for full replication
of the Western CG model. However, advocates of total divergence are required to
pay attention on issues such as global stock exchange, globalization, international
private equity funding, global mergers and acquisitions, international trade, and
international accounting standards which are in conflict with isolated divergence
systems. But the potential negative effects of deglobalization due to trade war
between the United States and China as well as the recent COVID-19 pandemic
may further hinder the convergence of the CG model.
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Generally, there are several loopholes in the US and China’s CG systems. The
inefficiency of the US CG can be summarised as CEO primacy; non-vigilant
directors: the director-manager agency issue; and gaps of fiduciary duties: the
directors-shareholder agency issue while key problems of Chinese CG comprise of
highly concentrated ownership structure (SOEs and privately owned enterprises),
corporate affairs controlled by shareholders and fabrication of financial and non-
financial information, inadequate protection of minority shareholders’ rights and
ineffective monitoring mechanism of independent directors and supervisory boards.

The separation between ownership and control remains the fundamental issue of
CG. The central problem of listed companies’ governance in the United States is that
the current and historical practices of the US corporate laws in relation to the
distribution of power between shareholders and the board of directors have granted
too much freedom and authority to the management and board which in turn
increases embezzlement due to widespread of ownership in the United States.

Roberts et al. (2005) opine that agency theory is influential in the development of
studies, reforms, and practices in the discipline of the US CG model. Agency theory
highlights the issues arising from the separation of ownership and control which
centers on the protection of shareholder rights from self-serving managers (Fama,
1980; Jensen & Meckling, 1976; Shleifer & Vishny, 1997). Sarbanes-Oxley Act
2002 was established in the United States in which governance mechanisms such as
board independence and accountability of directors were introduced to resolve the
conflict between shareholders and management.

On the other hand, the underlying problem concerning the governance related
issues in China is that the board of directors and management are easily influenced
and controlled by large shareholders or shareholder groups to attain the only interests
of individual shareholder or group of shareholders instead of the interests of all
shareholders. Hence, the fundamental CG problem in the United States is the
conflicts between shareholders and management, while the oppression of minority
shareholders is the core problem that remains unresolved in the current China’s CG
system.

China has largely adopted the Anglo-American CG model since 1992. However,
Young et al. (2008) and Yusuf et al. (2018) argue that the model of agency theory is
not applicable to emerging economies in which ownership is largely concentrated.



As of today, SOEs continue to dominate the Chinese economy as a whole (Cumming
et al., 2021).
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Cuomo et al. (2016) show higher compliance levels with CG codes in Anglo-
American countries as opposed to developing countries like China. However, there
is a scarcity of data in China which explores why China has lower compliance level
with CG codes as most research on CG is mainly based on quantitative methods. In
addition, Cuomo et al. (2016) reveal that CG and firm performance relationships
have been found to be inconsistent due to conceptual and methodological issues in
which the role of a country’s institutional environment on the behavior of firm has
not been adequately explored.

Ironically, the bankruptcy of Lehman Brothers and the takeover of Fannie Mae
and Freddie Mac in the United States were the major causes of the 2008 global
financial crisis and indicating that Anglo-American CG practices might not be the
model to follow. It is vital for the Chinese government to study and draw on the
negative foreign lessons in which the US government employed the administrative
intervention and public money to bail out the distressed firms. This course of actions
may be taken as “one-off”measure, but it manifests the US CG being ineffective and
may be seen as the underlying reason of the crisis.

In Anglo-American countries, insiders and outsiders of firms such as independent
directors, auditors, institutional investors, security analysts, and media are consid-
ered to be an effective oversight mechanism but remain highly contestable. Dyck
et al. (2010) demonstrate that the outcomes generated by some of the above intended
monitoring tools in the United States are either slow or unsatisfactory; and in some
cases, these monitoring mechanisms fail entirely to uncover corporate deception and
scandals. In brief, the efficacy of the Anglo-American CG model remains dubious
even in the context of the United States.

On the other hand, an in-depth comprehension of China’s unique economic
issues, CG mechanisms, institutional framework, business practices, and customs
is extremely important for foreign institutional investors and foreign corporate
executives. From an academic point of view, Cumming et al. (2021) assert that
neither the well-established theory from the West can be directly applied in the
Chinese economy nor the empirical findings from emerging economies could
explain the distinctive characteristics of the Chinese capital market. Jiang and Kim
(2020) further highlight that many researchers misunderstand or are unaware of the
dissimilarities between the Western countries and China in the context of economic,
regulatory, and cultural frameworks which led them to inaccurately interpret Chinese
empirical studies based on the Western theories and perceptions. Consequently,
China should establish a CG model conforming to its own reality based on its
previous experiences and lessons learned.
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4 Conclusion and Future Research

The objective of this study is to review the Chinese CG via the thematic lens that is
directly relevant to the major considerations of foreign institutional investors and
foreign corporate executives which include protection of their firms’ interests in
China and the extent of transparency and reliability of the second largest economy’s
governance policy. The selected themes are derived from the major considerations of
foreign investors and foreign corporate executives which comprise of board inde-
pendence, state ownership, concentrated ownership, supervisory board, and institu-
tional investors.

Equally important, the contemporary overview of Chinese capital market and
regulatory body, namely, Chinese Securities Regulatory Commission, is also pro-
vided in this review which will enhance the target audience’s understanding of the
distinctive characteristics of financial system and legal framework in China. At the
same time, the review has implications for policymakers and regulators as well as
contributes to the expansion of CG literature in China.

Agency theory argues that an increasing number of independent directors on a
board promotes stronger and better CG. However, this review asserts that Chinese
independent directors are short of independence and are unable to carry out their
monitoring roles as stipulated in the CG guidelines and company law. The day-to-
day operations are continuing dominated by the insider managers. As a result, insider
control problem remains rampant in China despite studies showing that the average
number of independent directors in listed firms is growing. Accordingly, this study
suggests that greater power should be granted to independent directors by the
regulations to effectively fulfill their oversight role.

In addition, this review holds that the agency issues concerning SOE managers
such as embezzlement are generally much more destructive than the conflict of
interest between the state and minority shareholders due to the separation of own-
ership and management. Thus, it is suggested that Chinese regulators should revisit
the monitoring role of independent directors and members of supervisory boards to
mitigate the agency problems caused by SOE managers and safeguard the interest of
minority shareholders. It is also found that the efficacy of concentrated ownership or
controlling shareholders, be it single or multiple, in mitigating agency issues and
improving firm performance in China remains inconclusive. Principal-principal
conflicts continues to cause high agency costs for Chinese firms. Consequently, it
is recommended that Chinese policymakers revise the rules and regulations
concerning the protection of minority shareholders including the foreign institutional
investors to better protect their interests so as to attract more foreign investment.

With regard to supervisory board, the review shows that supervisory board is
ineffective in monitoring the performance of board of directors and managers.
Consequently, they are incapable of identifying and resolving expropriation by
managers. Even though recent empirical evidence unveils that the supervisory
board is able to improve firm performance which is in contrast with most of the
prior literature on the ineffectiveness of the Chinese supervisory board, this review



suggests that Chinese policymaker and regulator should distinguish and separate the
possible overlapping duties and roles of independent nonexecutive directors and
members of supervisory board in listed firms.
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This review signifies the critical role of institutional investors in the Chinese
capital market and CG. This review found that foreign institutional investors have
higher impact on state owners and are more active in overseeing SOEs because they
are unsusceptible to political pressure. The degree of foreign institutional ownership
and its composition are important features of the Chinese CG. Institutional investors
are instrumental in causing changes within a firm in the United States, while Chinese
institutional investors have limited role to play in administering SOEs. Thus, growth
in foreign institutional ownership is important for improving Chinese CG. It is
proposed that company and securities laws be enhanced safeguarding both the
domestic and foreign institutional investors.

On another note, this study provides a review on whether Chinese CG converge
toward the Anglo-American practices or continue to diverge from the Anglo-
American model based on the current literature. This review shows that the Chinese
CG mechanism possesses some similarities to both Anglo-American and German
models while maintaining its unique attributes after two decades of extensive reform
through multiple series of regulatory changes and the development of new rules. The
existing Chinese regulatory framework, capital market structure, and institutional
factors are found to have considerable influence on the implementation of CG
procedures, code, and regulation although China has predominantly embraced the
Anglo-Saxon CG mechanism. However, the severe damages caused by the 2008
global financial crisis on the world economy has, to an extent, overturned the
credence of the market-based Anglo-American CG system being the only effective
and efficient universal standard of CG model. At the same time, the German CG
model is far from universal norm. Thus, this review concurs with the notion of many
researchers that there is no one-size-fits-all CG model given the diverse and dynamic
environment of emerging economies. This study, therefore, offers useful empirical
guidance concerning CG for Chinese policymakers and regulatory authorities to
consider the need to not only enhancing the quality of CG but also reshaping its CG
codes and regulations based on their distinctive economic conditions, history,
financial system, legal framework, social development, cultural aspects, competi-
tion, ownership structure, capital market framework, and industry- and firm-specific
characteristics that truly reflect their own realities in order to smoothen their transi-
tion from a planned economy to a fully market-oriented economy.

There are limitations in this study. Firstly, this study is based on narrative review
method, and this technique has been criticized for its subjective and biased method-
ology. Another limitation is that the focus of this study is only on China and hence
the findings of this study cannot be fully generalized to other emerging economies
given that countries have their own distinctive characteristics as revealed in previous
empirical studies. However, this review provides general suggestion and empirical
guidance for emerging countries with homogeneous institutional elements.

In 2018, the CSRC has issued the revised Guidelines on the Governance of Listed
Companies (the first revision since 2002). Major changes to the updated guidelines



include the recommendation of board diversity, enhancement of the functions of the
audit committee, confining the powers of controlling shareholders, the requirement
of environmental, social and governance guidelines and etc. The introduction of the
revised CG guidelines, coupled with the expansion of new company law in 2019, is
continuously changing the Chinese CG landscape. Hence, this review suggests that
further studies are needed to not only investigate the effect of these recent changes on
country-level and firm-level outcomes but also to review the themes of this paper
(or other relevant themes) using different methodologies to deepen the understand-
ing of foreign investors and foreign corporate practitioners on contemporary CG in
China.
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Abbreviations

BOCs Board of commissioners
BODs Board of directors
GMS General meeting of shareholders
IFSA Indonesian Financial Services Authority
LLC Limited liability company
MB Management board
PCBs People’s Credit Banks
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1 Introduction

Board of a company is one of the most critical corporate governance mechanisms as
it tries to optimize and balance shareholders’ as well as other stakeholders’ welfare
and interests (Beiner et al., 2004; Adams & Ferreira, 2007; Fama & Jensen, 1983;
Hermalin &Weisbach, 1988; Shleifer & Vishny, 1997; Donaldson & Preston, 1995;
Freeman et al., 2004; Freeman & Reed, 1983; Post et al., 2002). But what approach
can be deployed when forming a company’s board? Up until now, a board and its
composition is mainly determined by approaches aimed at compliance with required
governance structures either by hard laws or acts or a mandatory driven (the
Sarbanes-Oxley Act of 2002; Rose, 2016; Cohen & Qaimmaqami, 2005; Indonesia
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Company Law, 2007) or the voluntary establishment of the board governance
structure that most suits the needs as indicated by soft laws or codes or a voluntary
driven (Arcot et al., 2010; the Cadbury Committee, 1992; the United Kingdom
Corporate Governance Code, 2016; the Dutch Corporate Governance Code, 2016;
the Germany Corporate Governance Code, 2017). These two approaches generally
simply provide general criteria to be met or considered when instituting a board.
These two approaches, however, do not offer a clear approach that can be used to
determine the board and its composition for big and small enterprises.
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In Indonesia, PCBs are categorized as small banks. They are established only to
serve small-scale businesses and to provide banking services to rural people (explan-
atory notes of the Indonesian Financial Services Authority (IFSA) People’s Credit
Banks’ Regulation of 2004). In terms of the establishment of PCBs’ board, prior to
2014, there was no valid approach to be used to form PCBs’ board structures as well
as no rules that forbid family members from becoming members of board of
directors (BODs) and board of commissioners (BOCs). As a result, some PCBs
have oversized board or smaller board which may lead to inefficiency and ineffec-
tiveness in directing and supervising PCBs’ board (Rissy, 2018).

Scholars have been divided on the issues of bigger and smaller size of board.
Some experts argue that bigger board might lead to the diffusion of duties. Thus,
some members of board might be less productive than others and have difficulty in
effectively utilizing their knowledge and skills. There could also be problems of
coordination (Hermalin & Weisbach, 2001). Contrary to that, other scholars argue
that bigger board might have more people with diverse knowledge, skill, and
experience that in turn might enhance the quality of strategic decision-making and
enhance the planning process. Bigger board might also have more independent
directors who are able to convey more objective judgment to a company’s issues
and decisions, can provide much sounder advice to the top management, have better
access to the resources needed by a company, have strategic external relationships,
and more effectively protect shareholders from agency problem (William &
Elisabeth, 1989; Daily & Johnson, 1997; Provan, 1980; Golden & Zajac, 2001;
Pfeffer, 1972; Byrd & Hickman, 1992; Brickley & James, 1987).

On the other side, some scholars contend that smaller board is much more
effective than bigger board as it is less bureaucratic, more functional, and provides
better financial reporting monitoring (Xie et al., 2003). Regardless of the disputes
among scholars on ideal size of board, experts generally agree that board is tasked to
supervise and control managers and to eliminate ineffective management (Fama &
Jensen, 1983; Beiner et al., 2004). Board also provides resources for the company
(Hillman & Dalziel, 2003) and becomes a potential critical effective internal control
(Baysinger & Hoskisson, 1990).

In the case of PCBs, as they are small enterprises, they simply need smaller board.
However, the problem in PCBs is that majority of them have bigger size of board.
Even it is more complicated if a PCB is a family-dominated company and the owners
appoint their own family members or colleagues in the structure (Rissy, 2018). In
addition, PCBs’ board structures, prior to 2014, were poor and lacked the commit-
tees, units, and functions needed to function effectively. At the same time, PCBs



were managed under a strong family firm-dominated culture. The majority of BOCs
and BODs members were the controlling shareholders, their families or relatives.
Thus, they were often seen as family-dominated firms. Also, as there was no
separation between control and ownership, some members of PCBs’ BODs and
BOCs, who were also the controlling shareholders’ families or relatives, misused
their positions and committed fraud by embezzling depositors’ and lenders’ money
and illegally used the funds for their own personal interests (Okezone, 2016; IFSA,
2015, pp. 108–109; IFSA, 2014; Bank Indonesia, 2011; Joglosemar, 2013;
Wartahukum, 2017; Detikcom, 2012; Neracacoid, 2016).
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Recognizing that this problem would further exacerbate PCBs’ business opera-
tions, in 2004, IFSA then explicitly forbade controlling shareholders’ family mem-
bers from holding positions as members of BODs and BOCs (Articles 27–29 of
IFSA PCB Regulations of 2014). Later, in 2015, IFSA took a firm step by
establishing explicit and detailed requirements for the formation of PCBs’ board
structures based on PCBs’ core capital. PCBs’ core capital mainly consists of paid up
capital and/plus additional capital reserves (Article 3 of the IFSA Minimum Capital
and Core Capital Supply Obligation for PCBs Regulation of 2015). The principle is
the greater the core capital is, the bigger (up to the maximum allowed) the compo-
sition of BODs and BOCs is, including the need to form committees, units, and
functions (IFSA Corporate Governance for PCBs Regulation of 2015; IFSA Risk
Management for PCBs Regulation of 2015). The main goal of the core capital
approach toward PCBs’ board is to provide a framework for PCBs to institute
their board that most suits PCBs’ need and characteristic as small banks or enter-
prises based on their core capital. In addition, as PCBs are small banks, PCBs simply
need a smaller board to function effectively.

This study, therefore, seeks to explore the significance of the core capital
approach as a theoretical framework in establishing PCBs’ board, to evaluate the
level of PCBs’ compliance with the board structures based on their core capital, to
identify problems faced by PCBs to comply with their board structures, and finally to
find out some solutions to mitigate the problems.

2 Methodology

This research had three main research questions: (1) How significant are the contri-
butions of the core capital approach as a theoretical framework toward the estab-
lishment of PCBs’ board structures? (2) To what extent have PCBs complied with
their board structures as required by their core capital? (3) What were the factors that
contributed to failures of PCBs to comply with the board structures as required by
their core capital?

This research applied a mixed methods approach, combining doctrinal legal
research to address research question (1) and a qualitative social research method
via in-depth interviews for research questions (2) and (3). Doctrinal legal research is
a research approach that offers a systematic explanation of a particular legal



category, provides rules-relationship analysis, explains difficult areas of the rules,
and possibly predicts future developments (Pearce et al., 1987). In the doctrinal legal
research, legal primary documents such as laws/acts and IFSA regulations which
dealt with PCBs’ boards were the main sources of the research. These various
documents were analyzed descriptively to determine the essence and parameters of
the laws and regulations in the core capital approach and PCBs’ board structures
(Hutchinson & Duncan, 2012, pp. 110–111).
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To have a better understanding of PCBs’ compliance with the required board
structures and the barriers to that compliance, the researcher conducted a qualitative
empirical research via in-depth interviews (Tracers, 2013, p. 229; Curtis & Curtis,
2011, pp. 29–31) with key participants from IFSA and National PCBs’ Association
and gathered secondary data from IFSA, Bank Indonesia, and mass media
publications.

During the field research, three key participants from IFSA and one key partic-
ipant from the National PCBs’ Association were interviewed. The three key partic-
ipants from IFSA were Bambang Widjanarko, the Head of the IFSA Region
1, Jakarta and Banten Provinces; Ahmad Fauzie, the Eastern Regional Supervisor
Coordinator of IFSA; and Sulistyaningsih, a senior official of the IFSA Region
3, Central Java and Yogyakarta Provinces. The one key participant from the National
PCBs Association was the Chairperson of the National PCBs’ Association. The key
participants from IFSA and the National PCBs’ Association had to possess expertise
and knowledge on PCBs. In-depth interviews were conducted in Jakarta, the capital
city of Indonesia, and in Semarang, the capital city of Central Java Province. The
data obtained in these in-depth interviews was coded and analyzed descriptively
(Corbin & Straus, 2006, p. 66; Charmas, 2011, pp. 368–369).

3 Literature Review

3.1 Approaches to the Board Structures

Before continuing the discussion on the approaches toward the board and its
composition, it is important to define board in an Indonesian context. Indonesia’s
board structure has traditionally relied upon a statutory regulation which advocates
the two-tier board model. Indonesia inherited the two-tier model from the Dutch
colonial administration through the enactment of the Indonesian Commercial Code.
Sections 44 and 55 of the Indonesian Commercial Code recognize bodies such as the
BODs, BOCs, and general meetings of shareholders (GMS) in a limited liability
company (LLC). The regulation concerning LLC in the Indonesian Commercial
Code was first abolished in 1995. However, the existence of the two-tier board is still
recognized in Article 1(2) of the Company Law of 1995 and its successor, Article 1
(2) of the Company Law of 2007. The two-tier structure also applies in countries like
the Netherlands, Austria, Finland, Denmark, and Germany (Jungmann, 2006,
p. 427). Tricker (2011, p. 157) calls it the “continental European two-tier model.”



This model generally has bodies such as the GMS, BOCs, and BODs. Therefore, the
term “boards” in this article refers to both BODs and BOCs.
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There have been two main approaches to the board structure that are widely
accepted: voluntary and mandatory. In the voluntary approach, companies freely set
up the board structures, including committees and units that most suit their needs,
culture, business scale and scope, environment, and characteristics without weaken-
ing the fundamental economic determinants (Guest, 2008, p. 51). This method
mainly operates in the United Kingdom (the Cadbury Report of 2012; the 2016
UK Code) and later in the Netherlands (the 2016 Dutch Code) and Germany (the
Germany Code of 2017).

In the United Kingdom, in which voluntary principle or comply or explain is used
as an approach with respect to the compliance with corporate governance code,
including the board’s structure and composition, the 2016 UK Code does not
provide a valid approach to be used when forming the board. Instead, it only states
general principles that “the board should be of sufficient size . . . should not be so
large, so it can function effectively as to be unwieldy.” The board should consist of
an appropriate combination of executive and independent nonexecutive directors.
This means that companies can voluntarily determine the structure and composition
of the boards that most suit their characteristics, culture, and needs (the 2016 UK
Code, Supporting Principles B.1). It also specifies three committees needed by a
company such as nomination, audit, and remuneration committees (the 2016 UK
Code, Provisions B.2.1, C.3.1, and D.1.1).

In the Netherlands and Germany, the governance structure of a company consists
of GMS, a supervisory board (SB), and a management board (MB). In these two
countries, the codes only take general principles in relation to SB, MB, and com-
mittee members and their composition. Taking into account the nature and the
activities of the company, the SB should prepare its profile so that it addresses the
desired expertise and background, the diversity of its composition, as well as the size
and the independence of the SB members. The SB should be composed of members
that are able to work “independently and critically vis-à-vis one another, the man-
agement board, and any particular interests involved” (the 2016 Dutch Code,
Principles 2.1, 2.1.1, 2.1.7). Regarding committees in a company, it is stated that
if the SB is composed of more than four members, it should appoint from among its
members to be the members of an audit committee, a remuneration committee, and a
selection and appointment committee (the 2016 Dutch Code, Principles 2.3.2, 2.3.3,
2.3.5).

In Germany, the SB is comprised of members that have the knowledge, skills, and
professional expertise required to appropriately execute their duties. Meanwhile, the
MB should be made up of some members and have a chair or spokesperson. Based
on the company’s specific circumstances and the SB members, the SB shall establish
committees where their compositions consist of members of the SB with relevant
expertise. There are two committees to be established by the SB: the audit committee
and the nomination committee (the 2017 German Code, Principles 4.2.1, 5.3.2,
5.3.3, 5.4.1).
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Meanwhile, in the mandatory approach, the companies’ governance structures are
simply a product of laws (Beiner et al., 2004, p. 4). Generally, the laws have already
specifically determined the board structures and composition, including the criteria.
In this approach, companies must comply with the board governance structures that
have been determined in the laws. Otherwise, they will be punished by the market
and the regulator. This approach mainly operates in the United States and Indonesia
(Thompson, 2003, pp. 102–104; Aguilera & Jackson, 2010, p. 533; the Sarbanes-
Oxley Act of 2002, Cohen & Qaimmaqami, 2005; Article 1 (2) of the Company Law
of 2007). In the United States, BODs are composed of executive and nonexecutive
directors, and as required by Section 130 of the Sarbanes-Oxley Act of 2002, firms
must have three committees: audit, compensation, and governance. All these com-
mittees must be entirely composed of independent directors (Chen & Wu, 2016,
p. 3).

At this point, it is clear that both in voluntary and mandatory approaches to the
board structures, the soft laws (codes) and the hard laws (acts) only specify the types
of structures and the criteria to be the members of the board structures, including
committees. Unfortunately, they do not explain the basis of what is used as an
approach to determine the ideal size of the board structures. Hence, it is expected that
the core capital approach to PCBs’ board structures, practically, may provide clear
guidelines to institute PCBs’ board structures and, theoretically, may enrich the
existing academic literature in relation to the formation of board structures, espe-
cially for small banks like PCBs.

3.2 Previous Studies on Board and PCBs’ Board

Pursuant to Articles 1(3), 1(4), and 5(1) of the Banking Law of 1998, two sorts of
banks are recognized: commercial banks and PCBs. Commercial banks and PCBs
are conventionally run and based on Sharia principles. The difference, however, is
that commercial banks provide payment transaction services, while PCBs do not.
While commercial banks can serve all customers, including big, medium, and small
companies, PCBs are established only to serve small-scale businesses and to offer
banking services to people in rural areas (the explanatory note of IFSA People’s
Credit Banks Regulation of 2014).

PCBs’ main products or services comprise three aspects: loans, savings, and
deposits. PCBs are not allowed to get involved in payment systems, joint ventures,
insurance businesses, or general interbank recurring order (GIRO) savings. PCBs
can only engage in doing exchange rate trades with the permission of IFSA. PCBs
are also forbidden from being an acquirer (to use cards as a mode of payment). This
means that PCBs are not allowed to deploy or use debit, credit, or ATM cards in their
payments and transactions (Articles 13–14, 51 of IFSA People’s Credit Bank
Regulation of 2014).

Numerous studies across several countries have been conducted in relation to
factors that contribute to the formation of board and its composition, the importance



of board in directing a company, and the significance of board in maximizing
shareholder and stakeholder welfare (Beiner et al., 2004; Pfeffer, 1972; Adams &
Ferreira, 2007; Fama & Jensen, 1983; Hermalin & Weisbach, 1988; Shleifer &
Vishny, 1997; Donaldson & Preston, 1995; Freeman et al., 2004; Freeman & Reed,
1983; Post et al., 2002).
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There have been a number of empirical studies that linked board and composition
with firms’ valuation and performance both in a stable financial condition and during
financial crisis (Huther, 1997; Eisenberg et al., 1998; Postma et al., 2003; Loderer &
Peyer, 2002; Mahadeo et al., 2012). There have been also several studies that dealt
with board diversity and its independence and the correlation between board diver-
sity and firm performance and corporate social responsibility (Kang et al., 2007;
Taljaard et al., 2015; Ibrahim & Hanefah, 2016; Rao & Tilt, 2016; Fraga & Silva,
2012; Terjesen et al., 2016).

In the field of PCBs, it is to be recognized that there have been some research
conducted by Duetsche Gesellschaft Technische Zusammenarbeit and Bank Indo-
nesia (2000), Deutsche Gesellschaft für Technische Zusammenarbeit (2002),
Lapenu (2000), Meagher et al. (2006), Rissy (2018), and Rissy (2019). Mainly,
they focused on PCBs’ financial and organizational regulatory frameworks as
microfinance institutions and corporate governance standards in PCBs.

It is clear that, however, none of those studies dealt with an approach that can be
used to form a board and its composition, especially for small banks like PCBs.
Hence, again, this research is critical as it focuses on issues that have not been
scrutinized before such as the contribution of the core capital approach as a theoret-
ical framework toward PCBs’ board structures, the compliance of PCBs with their
governance structures as required by their core capital, and the barriers PCBs face in
complying with their board structures based on their core capital and solutions to
mitigate the barriers.

4 Results and Discussion

The Significant Contribution of the Core Capital Approach as a Theoretical
Framework Toward the Establishment of PCBs’ Board Structures
PCBs’ core capital mainly consists of paid up capital and additional capital reserves.
PCBs are required to have at least 8% minimum core capital as compared to PCBs’
risk weight assets. A risk weight asset is the sum of PCBs’ balance sheet assets that
are weighted according to the level of risk attached to each asset (Articles 3, 4, and
5 of the IFSA Minimum Capital and Core Capital Supply Obligation for PCBs
Regulations of 2015).

IFSA requires PCBs to establish their boards based on their core capital. The
higher the core capital is, the bigger the size of the boards (up to the maximum
allowed) is. This includes the formation of committees, units, and functions. Based
on their core capital, PCBs can be categorized as large, medium, and small PCBs.
Each of them has different governance structures (Tables 1 and 2).
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Table 1. The structure and composition of PCBs’ BOCs and BODs based on the core capital, in
rupiah (1 USD = Rp.13.000)

Amount of core
capital

Number of independent
commissioners

Number
of BODs

Less than 50 billion
(US $3,846,154)
(small PCBs)

(a) Minimum 2
(b) Maximum is the same as
the total number of directors

Not required Minimum
2

At least 50 billion
(US $3,846,154)
Up to less than 80 bil-
lion (US $6,153,846)
(medium PCBs)

(a) Minimum 3
(b) Maximum is the same as
the total number of directors

(a) Minimum 1 Minimum
3

At least 80 billion
(at least US
$6,153,846) (large
PCBs)

(a) Minimum 3
(b) Maximum is the same as
the total number of directors

(a) Minimum 50% from
the total number of BOCs

Minimum
3

Source: Compiled by the author based on the IFSA Corporate Governance for PCBs Regulation of
2015 and the IFSA Risk Management for PCBs Regulation of 2015

Table 2. PCBs’ committees, units, functions based on PCBs’ core capital, in rupiah
(1 USD = Rp.13.000)

Amount of core capital Committees Units Functions

Less than 50 billion 1. Internal
(US $3,846,154) (small PCBs) audit function

2. Risk man-
agement func-
tion
3. Compliance
function

At least 50 billion
(US $3,846,154)
Up to less than 80 billion
(US $6,153,846) (medium
PCBs)

1. Internal
audit unit
2. Risk man-
agement unit
3. Compli-
ance unit

At least 80 billion
(US $6,153,846) (large PCBs)

1. Audit committee
2. Risk management com-
mittee
3. Nomination and remu-
neration committee
(optional)

Source: Compiled by the author based on IFSA Corporate Governance for PCBs Regulation 2015
and IFSA Risk Management for PCBs Regulation 2015

Table 1 depicts that based on their core capital, small PCBs should have a
minimum number of two members of BODs and two members of BOCs, while
medium and large PCBs should have a minimum number of three members of BODs
and BOCs. Medium PCBs should have also minimum one number of independent
commissioners, and large PCBs should also have minimum 50% independent



commissioners from the total number of BOCs. From the composition required, it is
obvious that an ideal size of PCBs’ board is a smaller board.
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Table 2 shows that based on their core capital, large PCBs must establish a risk
management committee and an audit committee, and they may opt to form a
nomination and remuneration committee. It is BOCs’ responsibility to form the
committees. Medium PCBs must institute an internal audit unit, a risk management
unit, and a compliance unit. Then small PCBs must appoint key executives to
implement an internal audit function, a risk management function, and a compliance
function. It is BODs’ duty to establish the units and to appoint the key executives.

As seen in Tables 1 and 2, IFSA regulations on corporate governance and risk
management for PCBs of 2015 clearly require PCBs to form their board structures
based on their core capital. This approach was not known prior to 2015. As a result,
up until 2015, PCBs’ board structures do not represent the real needs. Some have
oversized structures, and some are the other way around, small. Another problem
was that there was no regulation that required PCBs to have committees, units, and
other functions. Thus, practically, the introduction of the core capital approach has
provided PCBs concrete guidelines for establishing their board structures.

Furthermore, as explained, to date, the approach to board structures is generally
based on the voluntary model (the 2016 UK Code, the 2016 Dutch Code, the 2017
Germany Code) or the obligatory model (the Sarbanes-Oxley Act of 2002, the 2007
Indonesia’s Company Law). Both of these approaches generally only provide basic
criteria regarding the formation of board structures and committees that are tailored
to their needs. Both approaches do not offer a real approach that can be used as
guidelines for the formation of board structures. Therefore, theoretically, the pres-
ence of the core capital approach can also be acknowledged as a theoretical break-
through to fill the gaps in the current literature. The theoretical contributions of the
capital core approach in the context of PCBs can be seen from two aspects. First,
there is the formation of BODs and BOCs, directors, and commissioners, including
the introduction of minimum independent commissioners. Second, there is the
formation of committees, units, and functions.

In the light of the first aspect, the core capital approach provides a theoretical
framework to be deployed when forming PCBs’ BODs and BOCs and having a
minimum number of directors and commissioners, and for the first time, medium and
large PCBs are required to have minimum independent commissioners. It should be
acknowledged that the introduction of minimum number of directors and commis-
sioner based on the core capital offers a clear framework for PCBs to form their
boards. In relation to the introduction of independent commissioners in PCBs, it
should also be recognized that this is a significant milestone in overcoming one
fundamental problem in PCBs that have long existed in family-centered businesses
(Miller & le Breton-Miller, 2003, p. 127) where there was no separation between
ownership and control. This circumstance is known as the unification of ownership
and control (the unification thesis). As there was no separation between control and
ownership, supervision was quite weak. However, some scholars argue that the
unification of ownership and control might lead to better firms’ performance. Carney
(2005, p. 13), for example, argues that family-controlled firms can result in cost



leadership benefits, social capital creation, and opportunistic entrepreneurship pro-
cesses. Dennis and McConnell (2003, p. 3) also contend that “it is reasonable to
presume that greater overlaps between ownership and control should lead to a
reduction in conflicts of interest and, therefore, to higher firm value.” Unfortunately,
this is not the case in PCBs. To some extent, the unification of ownership and control
in PCBs leads to value expropriation and potential financial statement fraud.
According to Salusra Satria, the Claims and Bank Resolution Executive Director
of the Indonesian Deposit Insurance Cooperation (IDIC), the majority of PCB
scandals that led to the closure of PCBs were mainly caused by internal fraud,
fake credit scandals, and embezzlement of credit installment payments or credit
payments by the owners and/or their affiliated management (Kontanonline, 2015).

294 Y. Y. W. Rissy

Here, the shareholders and their affiliated management willfully acted against the
law, by taking benefits at the expense of PCBs’ lenders and depositors, or even
expropriated these non-shareholder stakeholders’ interests for their own personal,
family, or business goals. In addition, mismanagement by PCB bodies is suspected
to be a contributing factor to the closures of some PCBs (Kontanonline, 2015). These
facts are in line with the findings by Chen et al. (2007, p. 547) and Yi and Kim (2006,
p. 435) that earnings management is most likely found in family-controlled firms.

Arguably, the introduction of independent commissioners in PCBs (independent
nonexecutive directors in a one-tier structure) could also lead to better decision-
making in dealing with mergers, acquisitions, directors’ remuneration schemes, and
key executive turnover in PCBs. Hermalin and Weisbach (2001, p. 13) found that
even though a higher number of independent directors did not positively contribute
to a firm’s performance, the existence of independent directors did lead to better
decisions in dealing with issues such as acquisitions, executive compensation, and
CEO turnover.

With respect to the second aspect, for the first time, IFSA regulations also require
medium PCBs to establish at least a risk management unit, a compliance unit, and an
internal audit and oblige large PCBs to form a risk management committee and an
audit committee. There is also a requirement that small PCBs must appoint key
executives to implement the risk management function, compliance function, and
internal audit function. Meanwhile, the formation of a remuneration and nomination
committees is not a must for large PCBs (Articles 4(2), 42(2), 13(1 a), 59 (1),
13(1, b), 32(1, 2) of the IFSA Corporate Governance for PCBs Regulation of 2015).

The existence of committees, units, and functions in PCBs based on their core
capital is a new governance structure and a critical one in PCBs. This policy has
changed PCBs’ structure from a simple model to complex model (Rissy, 2019).
However, this new policy has brought PCBs’ board to have the committees, units,
and functions as generally recognized by best practice standards on board structures
globally (the 2016 UK Code, the 2016 Dutch Code, the 2017 Germany Code, Basel
Committee Principles, 2015).

The core capital approach, hence, theoretically, has significantly provided PCBs
clear guidelines to institute their boards that meet their needs as small banks. It has
eased and helped PCBs to form their boards. The core capital approach has also
enriched the existing literature in the way that it provides a framework for PCBs to



form their board structures where such an approach has not yet been existed in the
current literature. In addition, the core capital approach toward PCBs’ board has
been also a breakthrough to fill the lack of such an approach toward the formation of
boards generally, especially for small banks like PCBs.
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Directors’ composi on has not yet been fulfilled 

BOCs’ composi on has not yet been fulfilled  

Directors and BOCs’ composi on have not yet
been fulfilled 

 Directors and BOCs’ composi on have been
fulfilled 

Graph 1. The number and percentage of PCBs based on the fulfillment of directors and the board
of commissioners in 2015 (IFSA Report 2015)

PCBs’ Compliance with the Required Board Structures, the Barriers
to the Compliance, and Their Solutions
By law, as explained, PCBs must comply with their board structures based on their
core capital such as a minimum number of BODs, BOCs, and independent commis-
sioners; the establishment of a risk management committee, an audit committee, a
compliance unit, a risk management unit, and an internal audit unit; and the
appointment of key executives to implement the compliance, the risk management,
and the internal audit functions.

The question is to what extent have PCBs complied with the required board
structures? Up to the end of 2015, the total number of PCBs was 1637 (IFSA, 2015).
As depicted by Pie Chart 1.1, in terms of the composition of BODs and BOCs, PCBs
that have already completed their required composition of BODs and BOCs reached
64% (1048 PCBs). In contrast, 36% of PCBs (589 PCBs) have not met the standards.
This means that in terms of the fulfillment of the governance structure for BODs and
BOCs, the majority of PCBs have already complied with it. However, the failure rate
is still significant, reaching 36% or over for one in three PCBs. Meanwhile, in the
same period, no data has been released by IFSA as well as PCBs with respect to
PCBs’ compliance with other required board structures such as committees and units
and the appointment of key executives in small PCBs to implement internal audit
function, risk management function, and compliance function. This means that
PCBs, based on their core capital, have significantly failed to comply with all the
required board structures and composition (Graph 1).

There are three major challenges identified that contribute to the failure of PCBs
to comply with the board structures that are based on their core capital. They are
small PCBs’ lower financial capability, a high number of uncertified PCB directors
and commissioners’ work competence, and a high failure rate of PCBs’ directors,
commissioners, and key executives in the fit and proper test conducted by IFSA (the
data was processed from in-depth interviews and secondary data from IFSA, Bank
Indonesia, and mass media publications).
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Small PCBs’ Lower Financial Capability
Small PCBs dominate the total number of PCBs as of May 2015, with 1463 out of
1643 PCBs or 89.04% being categorized as small PCBs. From the 1463 small PCBs,
749 small PCBs (45.6%) have a core capital under 15 million rupiah, 422 small
PCBs (25.7%) have a core capital of at least 3 million up to 6 million rupiah, and
292 small PCBs (28.7%) have a core capital under 3 million rupiah
(Finansialbisiniscom, 2015).

Overall, these small PCBs have problems complying with the existing corporate
structure composition due to their lower financial capability. To resolve this issue,
both Bambang Widjanarko and Ahmad Fausie (in-depth interviews, 2016)
suggested that small PCBs should either merge or look for new investors to increase
their core capital. According to the Head of IFSA in Malang, Indra Krisna, a merger
would be much easier, meaning that PCBs would be under one ownership. A merger,
he added, can lead PCBs to fulfill the minimum core capital required, increasing their
competence and efficiency (Suaramerdekacom, 2015). At the same time, a merger
might increase these small PCBs’ financial capability to facilitate the fulfillment of
their required board structures and composition.

However, it has to be acknowledged that even though the idea that small PCBs
need to merge has been strongly recommended since 1999 (Bank Indonesia PCBs
Merger, Consolidation and Acquisition Regulations of 2009), in practice, only a few
have decided to do so. For example, in 2009, only 75 PCBs merged into 10 PCBs; in
2010, there were only 31 PCBs that merged into 5 PCBs; in 2011, there were only
55 PCBs that merged into 7 PCBs; in 2012, there were only 13 PCBs that merged
into 5 PCBs; and in 2015, there were only 8 PCBs that merged into 2 PCBs (Bank
Indonesia Annual Banking Report, 2009, 2010, 2011, 2012, 2015. The data was
processed by the author). Hence, the effort to increase PCBs’ financial capability to
complete their board structures and composition through mergers, especially for
small PCBs, would be a huge challenge.

The High Number of Uncertified PCB Directors and Commissioners’ Work
Competence
IFSA requires all PCB directors and commissioners to have a work competency
certification conducted by a professional certification institution registered at IFSA
(Article 2 (a, b) of the IFSA PCB Directors and Commissioners’ Work Competen-
cies Certification Regulation of 2015). In practice, the certification is conducted by
an institution called the Micro Finance Financial Institution Certification that
operates in cooperation with the PCBs Association. The certification of PCB direc-
tors was initiated in 2002, starting for the first time in 2004 and reaffirmed 10 years
later in 2014 (Article 26 of the IFSA Directors and Commissioners in Public
Companies Regulation of 2014). According to the Chairperson of the PCBs Asso-
ciation, Joko Suyanto, the certification of directors has experienced substantial
progress and has no significant problems. Up until January 2016, 8158 existing
PCB directors had already been certified (Bisniscom, 2016).

However, the certification of the existing PCB commissioners, which started for
the first time in 2014 (Article 28 (5, 6) of the IFSA PCB Regulation of 2014), is far



from ideal. There have been only 1329 existing PCB commissioners certified
(Bisniscom, 2016). By 2015, there were 1637 PCBs across Indonesia. If, on average,
each PCB has a minimum of two or three commissioners, the existing PCB com-
missioners are 3274. This means that the majority of existing PCB commissioners
are not yet certified.
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In some provinces, the gap between certified and uncertified commissioners is
quite high. In South Celebes Province, for example, by March 2015, according to the
Chairperson of the South Celebes PCBs Association, Aris Patau, only 10 out of the
58 existing PCB commissioners or only 17.2% were certified (Sindonewscom,
2015). Meanwhile, the percentage of uncertified existing PCB commissioners was
even higher, reaching 69.1% in the same period. According to the Chairperson of the
Central Java PCBs Association, Dadi Sumarno, only 50 out of 360 existing PCB
commissioners have been certified (Suaramerdekacom, 2015). At this stage, it is
obvious that the higher percentage of uncertified existing PCB commissioners has
been a crucial problem in fully completing the structure and composition, especially
with respect to PCB commissioners.

To mitigate this issue, it is recommended that the Certification Institution and the
PCBs Association accelerate the certification program across Indonesia to at least
three times a year in each province. The more often the certification program is held,
the quicker the PCB commissioners will be certified, making them legally eligible to
hold this position. Meanwhile, for PCBs, it is suggested that they allocate more funds
to finance BOCs’ and directors’ work competence certification.

The High Failure Rate of PCB Directors, Commissioners, and Key Executives
in the Fit and Proper Test Conducted by IFSA
The regulations also require that IFSA conduct a fit and proper test for director and
commissioner candidates, existing directors and commissioners, and key executives.
A director or commissioner candidate must meet three criteria: have proven integ-
rity, be competent, and have a good financial reputation (Articles 2 and 27 of the
Bank Indonesia Fit and Proper Test Regulation of 2012). A fit and proper test can
also be given to existing directors, commissioners, and key executives if there is an
indication that these parties have problems with their integrity, competence, and/or
financial reputation while holding these positions. They must receive approval from
IFSA, and they are not allowed to commence employment until an approval from
IFSA is granted (Articles 26 (1, 2) and 39 (a)–(h) of the Bank Indonesia Fit and
Proper Test Regulation of 2012).

In practice, not all directors and commissioners who take this test succeed. From
2014 to 2015, approximately one-third of the total participants (director and com-
missioner candidates) failed this test (IFSA, 2015). In 2014, from the 249 director
candidates who took the test, 162 (67.1%) of them passed the test, and 82 (32.9%) of
them failed. In the same year, there were 202 commissioner candidates who took the
test. The result was that 133 (65.8%) of them passed and 69 (24.2%) of them failed
(IFSA, 2015). The data was processed by the author). The 24.2–32.9% failure rate of
the existing directors and commissioners is still too high. This means that the
existing directors and commissioners are not properly trained. Hence, to lower this



failure level, PCBs should provide suitable fit and proper test training for directors
and commissioners. In addition, the overall number of existing directors and com-
missioners who take the test is not enough to meet the needs of PCBs.
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In 2015, from 134 director candidates who took the test, 102 (76.1%) passed and
32 (23.9%) failed. Still in 2015, there were 81 commissioner candidates who took
the test: 64 (79%) passed and 17 (21%) failed (IFSA, 2015. The data was processed
by the author). The total number of existing directors who took the test in 2015 was
7, but only 1 (14.3%) passed and 6 (85.7%) failed. A similar result was found with
the existing key executives who participated in the test in 2015. Out of six existing
key executives who took test, only one (16.7%) passed and five (83.3%) failed
(IFSA, 2015). The 21–23.9% failure rate of commissioner and director candidates
who took the fit and proper test is also quite high. Even the failure rate for key
executives, who took the same test, is very high. This data also shows that one-third
of PCB directors and commissioners and three-quarters of key executive candidates
are not yet ready to participate in the fit and proper test. Therefore, the fit and proper
test has also significantly contributed to the failure of PCBs to complete their
required director and commissioner board structures.

To overcome this problem, it is suggested that PCBs should be careful in meeting
all the administrative criteria and do the self-assessment professionally. Only those
who meet the criteria are proposed to participate in the fit and proper test as director,
commissioner, and key executive candidates. By doing so, PCBs can accelerate the
supply of qualified director, commissioner, and key executive candidates.

5 Conclusions and Recommendations

The existing IFSA regulations on corporate governance and risk management for
PCBs of 2015 require PCBs to establish and complete their board structures based on
their core capital. PCBs, based on their core capital, must institute BODs and BOCs
and have minimum and maximum members of BODs and BOCs including mini-
mum number of independent commissioners. Large PCBs must institute a risk
management committee and an audit committee and may opt to form remuneration
and nomination committee. Medium PCBs are obliged to have an internal audit unit,
a risk management unit, and a compliance unit. These units are instituted by and
under BOD supervision. Small PCBs are required to appoint key executives to
implement a compliance function, a risk management function, and an internal
audit function.

Theoretically, the core capital approach toward PCBs’ board structure is a
genuine effort to fill the absence of the current literature to deal with the basis for
determining PCBs’ board. It significantly provides a clear theoretical framework for
PCBs in determining their board, including committees, units, and functions. It is
seen as a strategic scheme to have an ideal size of PCBs’ board as small banks. It is
also an original model since it has not been addressed by both voluntary and
mandatory approaches toward board as depicted in several international codes of



corporate governance such as the 2016 UK Code, the 2016 Dutch Code, the 2017
Germany Code, acts like the 2007 Indonesian Company Law, and the 2002
Sarbanes-Oxley Act as well as several scholars like Adams and Ferreira (2007),
Hermalin and Weisbach (1988, 2001), Byrd and Hickman (1992), Brickley and
James (1987), and Xie et al. (2003).
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However, practically, PCBs do struggle to comply with the required board
structures. PCBs are recommended to accelerate and increase the number of existing
directors and commissioners or candidate directors and commissioners to take part in
the work competence certification. PCBs should professionally train and prepare
their directors, commissioners, and key executive candidates to take fit and proper
test conducted by IFSA, to conduct a proper self-assessment before proposing their
director, commissioner, and key executive candidates to participate in the fit and
proper test. The PCBs Association and the Certification Institution should certify
more PCB directors, commissioners, and key executives, and small PCBs should
also consider merging to increase their core capital and financial capability.

Practical Implication
This study has provided a basis for developing a model called the core capital
approach to board, especially in PCB case in Indonesia. It is obvious that, theoret-
ically, the core capital approach has bridged the gap in the theoretical field in dealing
with a valid approach that can be deployed when forming a board in PCBs as this
approach has not been explained yet by both mandatory approach and voluntary
approach to board. From a practical perspective, the implication might be that the
core capital approach may be further developed or modified by other small banks or
small enterprises to assist them forming their board that most suits their needs and
characteristic. In a wider context, the approach could also be considered by nonbank
small and medium enterprises or other small and medium microfinance institutions.
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Lessons in Financial Governance from
Bowen’s Family Systems Model

Paul R. Sachs and Shame Mugova

1 Introduction

Financial operations are central to a business’s stability and sustainability. Nowa-
days, there is greater recognition that a business has responsibility beyond delivering
financial results to its owners or shareholders. Nonetheless, financial data and
reporting of that data continue to be the primary means of measuring business
performance.

Business financial data and reporting have become more complex due to the
amount of information available through technology and the speed at which such
information can be accessed. So, paradoxically, at the same time that a business’s
responsibility is seen as broader than just its financial outcomes, the expectations for
financial data and analysis are even greater. Business leaders and financial specialists
are challenged to manage this paradox.

Family systems theory and practice provides a unique perspective from which to
meet this challenge. Family systems theory is concerned with many aspects of
interpersonal behavior, and these are felt to be pertinent to understanding financial
governance within the context of business operations. Social communication, social
influence, culture, and decision-making are some of these aspects.

In this paper, Bowen’s family systems model is examined. Elements of the model
suggest ways to manage the challenges of financial governance and to stimulate
further research.
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2 Systems Approach

If one were going to understand how an automobile engine works, one could
carefully examine each of the components of the engine, the engine block, the
valves, the cylinders, the spark plug, the carburetor, and so forth. These parts
could be described and measured in detail. Yet, one would not come close to
understanding how an automobile engine works. One would need to observe these
parts in action – watch, listen to, and measure them while the engine is running – in
order to truly understand how the engine works.

Likewise, when one is trying to understand how a group of people behave,
interviewing individual members of the group provides little information about
how the group actually operates. Much more useful is to observe the group in action.

There are characteristics of systems that apply whether speaking about mechan-
ical or social systems. One has just been mentioned – the whole is greater than the
sum of the parts. The system is a thing unto itself. It is connected to and influenced
by yet distinct from the individual parts of the system.

A second characteristic of systems is the drive for homeostasis. Actions cause
reactions. The purpose of any action or reaction is to maintain the stability of the
system. In mechanical systems, these actions and reactions can be readily understood
once one understands the different components of the system. The automobile’s
internal combustion engine uses controlled explosions to generate power. Through
the steps of intake, compression, combustion, and exhaust, the engine delivers
energy to the mechanical parts which cause the vehicle to move.

In a social system, these actions and reactions are not so readily ascertained.
Nonetheless, they exist. The buildup of pressure in a social system, for example,
from an interpersonal conflict, will be discharged in some way so that the social
system can rebalance in order to continue its operations.

Tatar et al. (2019) have usefully observed that conflicts have affective and
cognitive components. Moreover they note that conflict is not necessarily destruc-
tive. Conflict can gestate new ideas. The discharge of pressure from resolving a
conflict productively can move the group forward, yielding not just new ideas but
also new or different relationships among group members.

2.1 Social Systems: Families and Businesses

The family is the first social system to which a person belongs. Regardless of the
characteristics of that family, it remains the first place in which a person learns about
interactions with other people. Learning in the family often occurs by modeling –
children watching and imitating the actions of their parents. The modeling can occur
as intentional instruction or unintentional observation. Social learning is powerful
because it is interactional and multisensory and engages cognitive and emotional
skills. It is exactly for these reasons that so much value is placed on having a stable



family environment with well-guided parents to facilitate the development of the
child.
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The previously mentioned characteristics of systems apply to families (Kerr,
1991). To wit, the family is an entity unto itself, apart from the individuals who
comprise the family. Families have tasks or responsibilities. In response to the
environment in which a family functions, families will face changes and challenges.
Each family will have characteristics; one might say personalities, based on how the
family members interact with each other and manage day-to-day challenges.

Through the course of time, the family inevitably faces changes. The stable
family responds to these changes in order to maintain equilibrium or order. Child-
rearing, for example, involves adapting to the needs and capacities of the growing
child (and the fatigued and aging parent). The family also interacts with larger
society to mediate relationships with the parents’ place of employment, schools,
economic communities, and faith communities. Some of these interactions will
require the family to adjust its behaviors. The departure of a child to school, a
parent’s new job or unemployment, an illness or death of a family member require
changes in the family’s behavior. Family functioning is always dynamic, never
static.

The business enterprise is also a dynamic social system, more than the sum of its
component parts, which seeks to manage the challenges to its operations in order to
survive and thrive. It is noted that many businesses began as family run enterprises
which then developed beyond the family. Although this paper focuses on family
theory, such family-owned and family-run businesses present special considerations
that will not be the focus of this paper.

Extending the metaphor from mechanical systems a bit further, just as pressure in
the engine drives a vehicle forward, so does pressure in the business. Innovation
incubators, strategic planning, budgeting, and corporate communications all involve
interactions between individuals and groups of people; many times the discussions
in these groups can get heated. Ideally, however, they move the business forward
with new ideas and effective operational decisions.

2.2 The Financial System and Financial Operations

Financial data and reporting continue to be the primary means of measuring business
performance. The responsibilities of a business’s financial department include fore-
casting and planning, investment and financing decision, coordination and control,
interface with financial markets, and risk management (Brigham et al., 1999, p. 8).

Financial operations in a business enterprise have concrete and symbolic aspects.
Concrete financial operations refer to tasks related to the responsibilities noted
above. Although these are described by specific numbers, they necessarily involve
assumptions in which one may have varying degrees of confidence. Creating a
budget in an established business, for example, may be based on historical



Budget formulation is essential for effective business operations. Budgeting
requires detailed collaborations between work groups and decision-makers. The
allocation of limited resources, often due to capital inadequacy, cash flow

information, but it will still require forecasting assumptions about the budget year
ahead and assessments of risks.
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Financial operations have symbolic value. The importance of financial data and
the specialized knowledge required to prepare and interpret such data can confer a
higher degree of authority to financial personnel than personnel in other
departments.

Financial outcomes carry with it other symbolic meanings dependent on the
culture of the organization. The meaning that the business attributes to money,
financial dominance, or financial stability will affect the role that fiscal operations
have within the business and the governance of financial operations.

2.3 Financial Governance Concepts

Financial governance refers to a set of rules and regulations regarding how financial
data is collected and reported and the actions that are taken with respect to this data,
such as budgeting and investment.

Finance, perhaps more than any other aspects of business, is subject to regulation
from the community or political entity in which it operates. Any business owes its
existence to being able to fill a societal need. As a result, there is a necessary
interplay between the business and the surrounding community. The local commu-
nity, the state, or the country each set expectations, sometimes in the form of laws
and regulations, for the business. The business in turn influences the community by
the goods and services produced and by the employment of community members.
Regulations, ideally, structure the relationship between business and community.

A structure to financial governance gives the business assurance that data are
accurate and meaningful in order to guide business operations. Several criteria are
needed for effective financial governance of which the most prominent are indepen-
dence, transparency, and a code of ethics.

The financial operations must be able to operate independently in order to collect
and report data. At the same time, the financial operations must be transparent so that
the recipient understands the way in which data were obtained. Underlying both the
independence and transparency is a code of ethics that sets a standard for honesty
and thoroughness in reporting data.

The board of a business has ultimate responsibility for the integrity of the
business and the financial department’s adherence to these aforementioned princi-
ples of independence, transparency, and ethics.

Several financial issues are worthy of special attention.

1. Budgeting



problems, and liquidity needs, is factor which influences the budgeting decisions
and the overall governance of financial resources.
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Budgeting in corporate businesses is a team effort involving people from all
levels of the organization. Board of directors or top management is ultimately
responsible for approving or denying budget recommendations. Organizational
members are highly interdependent. However, through budgeting, divisions and
groups compete over scarce resources and fight to determine organizational
direction. Work on budgets can test and disrupt this interdependence (Etherington
& Tjosvol, 1998). The accounting team’s recommendations may carry more
weight because they deal with payroll, accounts payable, and accounts receivable.
Managers are confronted with many conflicts when they use budgets. Their dis-
cussion of opposing views may have a substantial impact on whether the conflicts
contribute to the budget process productively or destructively (Etherington &
Tjosvol, 1998).

An effective business leader enables the financial department to develop
autonomy, allowing that department to provide meaningful, objective informa-
tion for financing and investment decisions. The finance department must provide
valuable information for capital expenditure budgets and operational budgets to
assess viability and profitability of new projects. The auditing function also
requires independence and autonomy to carry out its functions effectively. Finan-
cial governance requires internal control systems which require independence for
effective risk management. Financial reporting is another function which requires
independence; undue influence by the owners in small businesses usually results
in manipulated financial statements.

2. Corruption
Corruption is a form of dishonest and fraudulent act through violation of

business ethics, policies, and procedures. Corruption includes a wide range of
unethical behavior, but the most glaring results of corruption usually involve
financial activities. Corruption may result from inadequate or ineffective financial
governance (Ivanyna et al., 2018).

Corruption involves not following procedures and policies. It is common in
both private and public sectors. In 2016 public authorities in Zimbabwe corruptly
disregarded the outcome of a tender process for a diesel power plant and awarded
the contract for the Dema Diesel Power Project to Sakunda Holdings which did
not even take part in the bidding process (Magaisa, 2018). In fact, the tender was
won by an American company called APR Energy Holdings. Sakunda did not
have experience in power generation, but APR was later sidelined in favor of
Sakunda after intervention by the President’s Office. The Sakunda Holdings
owner Kudakwashe Tagwirei is a ruling party associate. Sakunda subcontracted
a British multinational called Aggreko plc, which has vast experience in the
business. Aggreko had participated in the tender process and had therefore lost
the bid to its American rival, APR.

3. Informal economy and regulation
Organizational financial policy helps to monitor financial activities, provides

internal control, and ensures the business operations comply with legal



s

As a further example, the bankruptcy of the Enron Corporation in 2001 was
the largest in Wall Street history at the time. Much of the review of the case has
focused on problematic financial governance and accounting. These included
Enron’s use of mark to market (MTM) accounting and off balance sheet special
purpose vehicles (SPVs). The handling of these legitimate practices was given the

requirements. Informal economy is a phenomenon where businesses do opera-
tions which cannot be governed by the state and thus cannot easily be assessed to
pay taxes. The size and importance of the informal economy varies across the
globe (Ouédrago, 2017). Although the informal economy is an important area of
attention for financial governance, it will not be the focus of this paper.
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With this overview of systems, financial operations, and governance, we now
consider the Bowen family systems model.

3 Bowen’s Family Systems Model

Murray Bowen was an American psychiatrist who developed his systemic family
theory over several decades in observation and with families of individuals with
severe and persistent mental illness. Bowen drew on biological sciences in trying to
understand family functioning. His work contrasted with an intrapsychic approach to
mental illness where the problem is thought to reside within the disturbed individual.
Rather, Bowen looked at the system in which the behavior was expressed, particu-
larly the family system, in order to understand its development and ultimately to seek
the amelioration of the presenting problem.

Because of this systemic or milieu approach, it is felt that Bowen’s theory offers
useful insights into understanding the business enterprise. There are eight concepts
that are associated with Bowen’s theory. They are as follows: triangles, family
emotional process, family projection process, differentiation, multigenerational
transmission, emotional cutoff, sibling position, and societal-emotional process (The
Bowen Center, n.d.).

These concepts will be reviewed. Those that are felt to be most relevant to a
discussion about financial governance will be discussed in more detail.

1. Triangles: A dyad, a two person interaction, is the essential social group. But,
Bowen describes triangles as “the molecule of emotional systems” (2004, p. 424)
because they best show the interplay of forces between people.

In business, as in any social system, there are many triangles. One example of
importance to governance is the relationship between the Board Chair, CEO, and
COO. In terms of financial operations, one might consider the Finance Committee
Chair or the Financial Officer and the various triangles within the financial
department. At a macro level, the relationship between prime ministers and
finance ministers has been examined (Herzog & Jankin Mikhaylov, 2019) a
they affect financial governance.



patina of approval by Arthur Andersen audits. Further, there was blatant misrep-
resentation in financial reports and alleged embezzlement by Enron leadership.

Emotional distance between individuals

In this example, the manager’s blaming of the financial analyst is based on a
specious argument. The budget creation should involve collaboration with the
financial analyst which is then approved at a higher level. When budget processes
go awry, the cause may be due to avoidance or conflictual interactions between
the financial and operational personnel. Maybe they were avoiding each other to
avoid an unrelated interpersonal problem, or maybe they did not have the skills or
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Taking a systems approach, one cannot view Enron’s accounting practices in
isolation. Certainly they occurred during a period of lower regulation and at the
end of the speculative dot-com era. In addition, however, Enron leadership
allowed, facilitated, and participated in the practices that led to the downfall of
the company and losses to the shareholders. The triangle of Ken Lay, Jeffrey
Skilling, and Andersen Consulting is worthy of further examination in analyzing
this case.

Frequently, business problems are recognized at a high level (e.g., reduced
revenue or employee turnover). To understand and ameliorate the problem, one
must examine the problem in more detail. Interpersonal triangles provide a
structure for this examination.

2. Family emotional process: Emotional aspects of relationships are particularly
intense in family systems given the biological and social connections between
family members. The same intensity is seen in business relationships. Ideally, a
degree of safety or order exists in the social system which allows each person to
express emotions and to have their emotional status understood by others.

When such an environment does not exist, emotions can be expressed in less
adaptive ways. Bowen identifies four possible outcomes:

(a)
(b) Dysfunction in one member of the social group
(c) Outright conflict
(d) Projection onto another family member

Item d, projection onto another family member, is important enough that
Bowen accords it discussion as a separate concept.

With respect to the first three outcomes (a, b, and c above), individuals may
resolve their conflict by avoiding each other or by having outright conflict (items
a and c).

For example, in business operations, one can observe avoidance or conflict
between staff members or between department heads. A department manager and
a financial analyst may avoid contact with each other. Or the two may express
overt conflict. In monthly financial reviews, a manager’s department may not
have met its financial goals. The manager may seek to blame the finance
department by saying that the financial targets were set too high for that time
period. The financial analyst disagrees and notes that the operations manager
ignored important data that the analyst provided.



authorization to solve the problem. The effective leader brings the parties together
in order to address an issue.
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What may be less evident is the source of the interpersonal problem between
financial and operational personnel. This scenario speaks to Bowen’s Item “b”
above. The dysfunction of one individual is an attempt to resolve an emotional
situation.

In a nonbusiness example, two spouses may disagree about how money is
spent. One spouse is more careless with spending than the other resulting in a
conflict between the two. They are unable or unwilling to work out the conflict.
Suddenly, one spouse develops physical symptoms – such as severe headaches or
back pain – or may take a severe fall resulting in a broken bone. The physical
symptoms have the effect of reducing conflict between the spouses. They now
focus on the ill spouse’s health and recovery rather than the spending conflict
they have.

In a business organization, problems with production or product quality can
result in low sales and returns. The finance department which is in charge of cash
flow will experience liquidity constraints. In the course of this conflict, other
problems may emerge which distract from the core conflict of poor quality of
production. The business then focuses on the problematic cash flow rather than
addressing the problems with the production system.

3. Family projection process: Another means of resolving problems is to project the
problem onto a third party (Item “d” noted in the previous section). A prototypical
example is the child who manifests a behavior problem when the “real” problem
is that the parents do not get along. Intervention that is focused on ameliorating
the child’s problem behavior will be unsuccessful because the problem child is
merely expressing the projected conflict of the parents.

In business operations, the finance department may be a common target for
projected conflict. For example, conflicts between marketing and production
departments lead to an unhealthy financial position. This conflict is evident in
statements of cash flow and income causing the focus to be on the financial
department when the “real” problem is the conflict between the marketing and
production departments.

In corporate governance issues of fair compensation and remuneration, includ-
ing pay disputes, will end up manifesting through the statement of cash flow and
income statement. The firm can only solve the liquidity constraints through
resolving the initial dispute.

The most common problem of financial operations is the allocation of scarce
resources. While waste and losses might have been incurred by other cost centers,
the finance department is often blamed for the problems – the focus becoming on
cash flow rather than the core wasteful production processes in other departments.
Interventions focused on the “problem child” finance department will be mis-
guided and ineffective in correcting the core problem.

4. Differentiation: Differentiation describes the process by which a person separates
emotional and intellectual aspects of thinking. The well-differentiated person is
able to distinguish the two aspects of thinking in the course of their interactions
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with others. The undifferentiated person does not distinguish the two areas
as well.

Thus, a person who is well differentiated is able to recognize when their
decisions and actions are affected by emotions and intellect. The undifferentiated
person is less aware of the distinction. They may presume that feelings, for
example, are facts.

For example, Manager A makes the statement, “I know Manager B doesn’t
like me.” The differentiated person can provide examples of behaviors they
experienced which showed the dislike. The undifferentiated person will simply
say that they feel this way, without any specific evidence. To the undifferentiated
person, their feeling is as good as fact.

Differentiation across people is understood to be on a continuum. People do
not just fall into a differentiated or undifferentiated category. Moreover, there are
times, particularly when a person is angry or distressed, when even the most
differentiated person is overwhelmed by emotions and unwilling or unable to
consider the facts of the situation.

In a business environment, the level of differentiation of a leader can have an
impact on how decisions are made and how communication occurs. It is argued
here that a well-differentiated leader will more often make decisions based on
data than a less well-differentiated leader. The data may be financial or some
other outcome measure.

A not well-differentiated leader is apt to have more conflicts with the financial
department or the financial committee of the board. That leader does not focus on
objective facts and finds the attention to such details restrictive. Such a leader is
apt to be swayed as much by feelings as facts.

This point is not to minimize the importance of experience and intuition in a
leader’s decisions. Certainly there are times when an effective leader knows that
something “feels” right or wrong and yet cannot articulate the reasons for that
feeling. But, a leader who is not able to differentiate between thought and feeling
is likely to provide ambiguous or unpredictable direction to others and create
conflict rather than resolve it.

The concept of differentiation should also be considered in the creation of
competent boards that are capable of objective and independent judgment.

An area for further research could examine the budgeting process in light of
the characteristics of the operational and financial leaders. One would hypothe-
size that a differentiated leader, led by facts, will lead a team to produce a more
accurate budget than a leader who is less differentiated. Moreover, because a
budget is a projection and cannot account for unexpected events, and because
unexpected business events can lead to emotional reactions, one would also
hypothesize that the differentiated leader would manage the unexpected events
more effectively – not radically changing budgets midstream without an analysis
of data.

5. Multigenerational transmission: Bowen noted that emotional patterns are passed
on across generations, just as are behavioral patterns. In particular, Bowen
focuses on the multigenerational transmission of differentiation patterns. People
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that are lower in differentiated category may choose partners who are similar to
them in this characteristic. What results is a cascade of lower differentiated
children of this couple who are even more vulnerable to emotional disturbance.

In the business environment, this concept is useful in considering the history of
the organization and changes in leadership. When board members choose new
leaders, are they perpetuating or enhancing patterns that previously existed? For
example, the Boeing Company ousted its CEO in December 2019 due to prob-
lems with the 737 plane. Yet, they appointed an insider as the new CEO. Will this
person be able to correct the problems which led to the 737 design and construc-
tion errors? Or will the new CEO perpetuate an existing culture?

6. Emotional cutoff: As previously mentioned in connection with Item # 2 above,
family emotional process, one way of handling a problem in a system is to cut off
contact with the other party. Bowen felt that this process was important enough to
warrant consideration as a concept in its own right.

Emotional cutoff may be manifest in physical separation between parties or
manifest in superficial relationships between the parties. This problem is
evidenced in a particular challenge among large, geographically far-flung busi-
ness organizations where physical separation prevents the resolution of other
operational conflicts.

The COVID-19 crisis provides a further challenge and case example. Not only
are multinational businesses affected by physical separation. Even local busi-
nesses have mandated employees to work remotely. Financial review meetings or
top-level management review about business development decisions must now
occur via technology. What impact this will have on how the key players in the
decisions are perceived and how decisions are made is something future research
will need to examine.

7. Sibling position: In the families on which he based his work, Bowen observed
that there were consistent differences among siblings based on their birth-order
position. To be sure, Bowen’s observations were based on a limited sample of
families in an American society. Any parent can attest to the reality of sibling
rivalry, despite efforts to avoid it.

With respect to the business environment, different departments may be seen
as siblings in a way, each vying for the attention and resources of the business
leader or the business as a whole. For purposes of the current paper, however, this
concept is not seen as especially useful for understanding financial operations and
governance.

8. Societal-emotional process: Bowen noted that nonfamily systems are affected by
the same dynamics as family systems. Indeed that is the key premise of this paper.
In working with delinquent youth, for example, Bowen observed that the judicial
system behaved in ways that were parallel to the parents of such youth – such
as, giving mixed messages about responsibility and setting limits inconsistently.

This point is fundamental to the present paper. To wit, the business operations
evince the same system processes one observes in families.

Again, we may reference the COVID-19 pandemic which shows this connec-
tion keenly. The pandemic has forced families and businesses to manage their



operations differently. Businesses have had to adapt more than ever to the family
demands of their workforce, given that childcare setting, schools, and universities
were closed. Youth were forced to be at home with the incumbent childcare duties
now falling on parents in addition to parents’ usual work responsibilities. Some
job positions lent themselves to remote work more than others, and some business
operations were able to maintain their activities more reliably than others.
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3.1 Interventions in Bowen’s Model

Bowen’s model is utilized in several interventions with families which can be
adapted to the business environment (Kott, 2014). Observing interactions among
family members is essential to developing interventions that help them resolve a
given presenting problem. Thus, Bowen’s model includes all family members in
some aspect in the treatment.

Emotions and how they are expressed and understood are important foci of
interventions. An ongoing goal is to help family members to increase their sense
of differentiation. To this end, family members are guided to make “I” statements in
the therapy sessions. This guidance encourages each family member to identify and
own their thoughts and feelings and to distinguish between what is a thought and
what is a feeling. Moreover, this action facilitates a process by which family
members can differentiate themselves as individuals from the family as a whole.

As multigenerational transmission of patterns of emotional expression is part of
the model, the Bowen method looks for past influences on the current situation. At
times, these antecedents can lead family members to take a larger, less personalized
view of a problematic situation and consider new ways of handling it. A child, for
example, may take a parent’s behavior less personally when the child learns that the
parent had similar challenges with their own parent (the child’s grandparent).

Applying these approaches to a business, an organizational consultant enlisted to
help address a problem involving financial operations or governance should look at
the business as a whole and include many individuals and departments in the
problem resolution. One should not presume that just because the presenting prob-
lem is stated in financial terms that it is purely a financial problem.

Dealing with the issue of differentiation in a business environment presents
special challenges. The business as a whole operates with a mission and vision
which applies to all departments and employees. Yet, within the overarching mis-
sion, each department must have a degree of autonomy and independent voice.

Business leadership which does not allow for autonomy could stifle differentia-
tion and also be blind to underlying conflicts that are disrupting business operations.
Therefore, the consultant might ask each department or employee what is their
mission and vision. Can they own the organizational mission or are there unique
aspects which define their own work not captured in the overall business mission?

Organizational history and culture are important considerations when understand-
ing a presenting organizational problem and seeking to ameliorate it. The role that



the financial department plays historically in the organization and, as noted, the
significance (concretely and symbolically) that is attributed to financial gains are
important areas for assessment before determining an intervention.
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Part of the history involves understanding specific players and their relationships
with each other. Is a given department head or financial leader part of a core
leadership group that has been with the company many years? Or is that person in
the role through an acquisition or merger? These aspects may have an impact on the
nature of the presenting problem and may suggest means of resolving the problem.

Financial governance issues vary widely. Nonetheless, the following assessment
questions are offered as a starting point for systemic interventions to remedy a
financial governance problem or improve operations.

1. Statement of the problem or area for improvement: The statement should be
summarized in a short paragraph. The statement should be obtained indepen-
dently from key stakeholders (upper management, financial management, oper-
ations, labor). Besides differences in types of problems noted, one would also
note if one stakeholder sees a problem and another does not.

2. Statement of goal: Where would the organization like to be with respect to the
problem or improvement area? This answer may be included in # 1, but if not, it
should be asked.

3. Minimal outcome: What is the one thing that the organization would like to see
that, if one does see it, will indicate that the organization is moving in the right
direction? This question focuses on two things: breaking down a large goal into
smaller components and establishing the standards on which trust in the inter-
vention process can be built.

4. Financial personnel and history: Who are the key persons involved in financial
operations and governance and what is their history with the company? This
information will provide background on any past relationships that may have a
bearing on the presenting issue.

5. What is the role of the financial department? The question may appear self-
evident. But, the department may play different roles in different organizations
in addition to the obvious one of gathering and analyzing financial data. Another
way to ask the question is: what would be different if there were no financial
department or if the financial department were half as big or twice as big as it
is now? Again, this answer should be provided by multiple stakeholders.

6. Financial stability of the company: Information about the current financial status
of the company and its goals and threats. These factors may figure into the context
of the presenting problem.

7. How are decisions regarding expanding, maintaining, or reducing operations
made in the company and what is the role of the financial department and
financial governance in such decisions? These decisions ought always to involve
financial data, but the weight that such data carries in the decision will differ
across situations and across businesses.

8. How often do operations and financial personnel meet and in what context? There
are likely to be many different meetings of varying size and degree of importance.
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Understanding the different reactions to the various meetings can also provide
context for understanding the presenting problem.

4 Conclusion and Suggestions for Future Research

The present paper posits that Bowen’s family systems model can be usefully applied
to understanding financial governance. In presenting this point, the paper outlined
elements of Bowen’s model and suggested examples within business operations
where these elements are evident.

The model suggests that management strategies and organizational development
interventions use a systemic approach as opposed to a top-down one. The systemic
approach involves incorporating all levels of the organization, assessing the level of
differentiation and autonomy among leaders and department heads, and being
mindful of both concrete and symbolic aspects of financial governance.

The perspective offered in this paper complements other work in behavioral
economics which examines the impact of cognition and social influence on
decision-making strategies. One area for further research, therefore, would involve
examining the interface between social system factors described here and the foci of
behavioral economists.

Other areas that follow from the present paper include the following:

• Characteristics of business leaders (differentiated or non-differentiated) and their
financial governance styles. It is proposed that leaders who show a higher degree
of differentiation (as defined by Bowen) will be more data-driven and more
flexible in managing financial downturns.

• The connection between organizational culture and characteristics and how
governance problems are resolved. Mitchell (2017), for example, has discussed
the differing solutions to organizational conflict (avoidance, competition, accom-
modation, collaboration, and compromise). Each of these solutions may be more
or less common based on the characteristics of financial governance in an
organization.

As noted earlier, this paper did not focus on other important factors in financial
governance including corruption and the informal economy. These areas need to be
examined with the same systemic rigor proposed here.

Lastly this paper was prepared and accepted to the 2020 conference prior to the
onset of the global COVID-19 pandemic. Although a few comments have been
added here with regard to the impact of the pandemic on business operations, much
more work is needed.

This future research will be important for understanding how business operations
responded to the stressors of the pandemic and the strengths and weaknesses that the
pandemic revealed. Moreover, it will be important to enable planning for future
catastrophic events. In this regard, Bowen’s model focused as it is on a system in
continual response to change can be a strong foundation for future research.
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Mandatory Nonfinancial Disclosures: The
State of Art

Eva Cerioni, Alessia D’Andrea, Marco Giuliani, and Stefano Marasca

1 Introduction

During the past decades, the disclosure of nonfinancial information has attracted the
attention of academics and practitioners (Jackson et al., 2020; Mion & Loza Adaui,
2019; Du Plessis, 2016). Corporate responsibilities to society have increased signif-
icantly, and previous mandatory reporting models have been revised in line with a
more pluralistic approach, which takes stakeholders, sustainability, business ethics,
and transparency into account (Mion & Loza Adaui, 2019; Frías-Aceituno et al.,
2013).

In fact, in recent decades, due to the growing complexity of the business world,
new reporting requirements have been added, through a patchwork of laws, regula-
tions, and standards (Carini et al., 2021; Venturelli et al., 2020; Girella et al., 2019;
Mion & Loza Adaui, 2019; Baldini et al., 2018; De Villiers & Maroun, 2018; Fasan
&Mio, 2017; Monciardini et al., 2017). The influence of mandatory requirements on
the company’s disclosure practices has been extensively discussed in the literature
(Mion & Loza Adaui, 2019; Hoffmann et al., 2018).

Some scholars have highlighted that mandatory nonfinancial disclosure (NFD)
“increases the comparability of reports among firms as well as over time” (Cordazzo
et al., 2020, p. 3473) and “promotes better comparability but may also help prevent
some companies from ‘greenwashing’ or deliberately manipulating stakeholders’
perceptions through discretionary reporting” (Siew et al., 2013, p. 20). Concerning
this, Jackson et al. (2020) examined “whether mandatory NFD might help to
increase the stringency of CSR practices (as with government regulation) while
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maintaining the high degree of flexibility associated with business self-regulation.”
Adopting an international horizon, Monciardini et al. (2017) highlight how different
non-similar countries’ regulatory demands could reduce the competitiveness of
businesses and therefore call for harmonization in this respect. Therefore, although
there is high potential of mandatory reporting to allow comparability, there is a silent
request for harmonization at the regulatory level to put all companies in front of the
same requests.
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Our research aims to investigate the convergence in the regulatory provisions of
the different countries regarding NFD. It also investigates whether there is a move
toward harmonization of the efforts conducted by the regulatory bodies, whether
they are governmental or market regulation on the NFD. This objective is linked to
the desire to understand whether the de facto harmonization that exists on the
application of the GRI and the IIRC by companies (Cerioni et al., 2021; Doni
et al., 2020; Assonime, 2017; Tschopp & Huefner, 2015; Tschopp & Nastanski,
2014) is accepted also at the regulatory level.

To achieve this aim, a manual text analysis (Loughran & McDonald, 2016;
Steenkamp & Northcott, 2007) of legislation of different countries has been
performed. The text analysis does focus on different dimensions to have an overall
picture of the regulation. This is not based on quantitative analyses (Venturelli et al.,
2020) but on in-depth textual analysis to identify processes of convergence at an
analytical content (Brännström & Giuliani, 2009).

The structure of the paper is the following: First, a literature review on the main
contributions on mandatory NFD, then, the design of the study, and the results of the
research are provided. In the final sections, the authors attempt to analyze the case
findings, present the theoretical arguments of the study, and lastly, propose future
research opportunities.

2 Background

Most of the NFD literature has initially focused on voluntary disclosure, but during
the last years, the scholars have explored the NFD under a mandatory regime (Korca
et al., 2021; Mion & Loza Adaui, 2019; Stubbs & Higgins, 2018; Chelli et al., 2018;
Schneider et al., 2018; Du Plessis, 2016).

Some scholars (Doni et al., 2020) criticize the mandatory regime because of the
delicate issue of “responsibility,” which should be a voluntary and not obligatory
choice for companies; this at the aim not to invade their “ethical space” and not risk
becoming a burden, therefore forcing companies to produce NFDs required by the
legislature but of poor quality.

On the other hand, Du Plessis (2016) said that “hard law” may be the only
alternative if corporations do not disclose nonfinancial information that will enable
investors and the public to determine whether corporations are “good corporate
citizens” (p. 74). Part of the literature focuses on the degree of regulation detail:
Poorly detailed legislation leads to poor comparability between company reports



(Jackson et al., 2020; Bini et al., 2017; Hüfner, 2007), while too detailed legislation
limits the discretion of the management (Baldwin et al., 2011). Jackson et al. (2020)
said that “‘soft’ forms of government regulation may trigger other types of isomor-
phic processes, as suggested by neo-institutional theory.” By this, mimetic isomor-
phism acts like a coercive force in the voluntary adoption of NFR, and also in the
context of mandatory reporting, the coercive force of the law prevails (La Torre
et al., 2018).
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Other studies focus on the impact of mandatory regimes on the company’s
disclosure practices. Ioannou and Serafeim (2017) investigated, in China, Denmark,
Malaysia, and South Africa, the impact of regulatory changes, and it sought to
understand if mandatory disclosure exerts transparency on sustainability disclosure
and if regulation affects firm valuations and organizational practices through assur-
ance. Their finding explains that after regulatory changes occur, disclosure increases,
and companies are more likely to seek assurance on their environmental, social, and
governance disclosure. Stubbs and Higgins (2018) investigated stakeholders’ per-
spectives on the role of regulatory reform in integrated reporting. The findings have
shown that, while there is a little appetite for regulatory reform, half of the investors
support mandatory IR because, in their experience, voluntary sustainability reporting
has not led to more substantive disclosures or increased the quality of reporting.
Other scholars have investigated the impact of NFD regulation on practice in terms
of quantity and quality of information disclosed (Korca et al., 2021). Chelli et al.
(2018) examined how French and Canadian firms changed their reporting practices
in reaction to the promulgation of laws and regulations in their respective countries.
Their findings reveal a very low level of substantive disclosure in both countries.
Schneider et al. (2018) have described which type of mandatory reporting on
environmental and social matters currently exists in Canada, the United States, and
the EU, and they have encouraged research into the mandatory reporting of envi-
ronmental and social matters. Jeffery (2017) focused on the implementation of the
European Directive by the United Kingdom, Germany, France, and Italy: Differ-
ences occurred regarding report contents and penalties linked to noncompliance with
the law setting. Hoffmann et al. (2018) study the impacts of mandatoriness in the
NFD and state that the introduction of a reporting mandate may at first lead to a
decrease in the overall quality of the reporting due to the number of new journalists
but will probably increase over time. A recent study by Venturelli et al. (2019) notes
the differences in financial disclosure between British and Italian listed companies,
highlighting the importance of national and subnational policies to encourage greater
compliance with recent requests for nonfinancial disclosures in the directive 2014/
95/EU (Venturelli et al., 2019).

Other studies believe that the mandatory publication of NFDs could lead to an
improvement in information systems and the possibility of disseminating shared
models to be adopted. Jackson et al. (2020) said that “NFD policy leads to more
homogeneous CSR activities within a country and reduces the gap between ‘best
practice’ firms and ‘typical’ firms” (p. 334). But from their findings, “it is unclear
whether or not mandatory NFD will increase CSR stringency but increase the
rigidity of CSR practices” (Jackson et al., 2020).
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Monciardini et al. (2017) highlight that “in the context of (almost) borderless
markets, business is increasingly reluctant to further impositions of social and
environmental regulations that – this is the argument – increase ‘red tape’ and
diminish ‘competitiveness’ against companies based in other, more business-
friendly, regulatory regimes” (p. 13).

This leads to the request for harmonization at the regulatory level to put all
companies in front of the same requests.

No research has broadened the perspective to the several countries in the world in
a comparability manner. Practitioners, scholars, and consulting firms are clamoring
for the ability to make spatial and temporal comparisons of performance on the
sustainability of businesses (Cerioni et al., 2021; Badia et al., 2020; KPMG, 2020;
WBCSD, 2018, Eurosif, 2018; Boiral & Henri, 2017; Cohen et al., 2015).

Several government initiatives aim to improve the comparability of NFD. These
kinds of initiatives have taken place in Europe (European Commission, 2020a,
2020b), the United States (SASB, 2016; Council of Institutional Investors, 2019),
Australia (Parliament of Australia, 2020, www.aph.gov.au/), and Asia (HKEx Envi-
ronmental, Social and Governance Reporting Guide, 2015). An international con-
sultation on NFD by the European Commission (EU) revealed that the majority of
nonfinancial information reported by companies is lacking in terms of comparability
(European Commission, 2020a). The EU has launched a project. The project consists
of the creation of “future standards on non-financial reporting” and the desire to
“require some or all companies within the scope of the legislation to use a non-
financial reporting standard” (European Commission, 2020b). The Standards Board
(SASB), regarding the US NFD regulation, highlighted investors’ demand for
greater comparability of information on sustainability (SASB, 2016). The US
Council of Institutional Investors, more recently, defines “clearer and comparable
information on key ESG factors” and believes that “The adoption by investors and
issuers of common ESG reporting standards would represent a highly significant
market improvement” (CIII, 2019). In Australia, the minister recommends consid-
ering an “agreed reporting framework (. . .) for allowing for greater
comparability”(Parliament of Australia, 2020, www.aph.gov.au/). Besides, in the
Asian continent, there is a strong propensity to report nonfinancial information using
uniform guidelines to allow for international comparability (HKEx Environmental,
Social and Governance Reporting Guide, 2015).

After giving a brief overview of the demands in terms of harmonization of
nonfinancial disclosures at the regulatory level, it is interesting to understand what
the state of the art is today in the world.

3 Methodology

The object of the analysis is represented by the current mandatory legislation on
nonfinancial information published by different countries.

http://www.aph.gov.au/)
http://www.aph.gov.au/
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To achieve this aim, a manual text analysis (Loughran & McDonald, 2016;
Steenkamp & Northcott, 2007) of legislation of different countries has been
performed. The sampled countries included are found in the KPMG report (2020).
In particular, the analysis is focused on the countries and jurisdictions with reporting
rates of sustainability higher than 90%. The countries are Japan, Mexico, Malaysia,
India, the United States, Europe (Sweden, Spain, France, the United Kingdom,
Germany) South Africa, Taiwan, Australia, and Canada. Within these countries,
the regulations relating to all listed companies were analyzed. We choose this
category of companies because especially for large publicly listed companies,
communicating the environmental, social, and governance (ESG) policies is a strong
request by investors and the community (Du Plessis, 2016). To investigate the
regulatory system, the Carrots & Sticks database is taken as a reference.

These regulations have been identified as follows: The list of countries’ regula-
tions was downloaded from the database available on the Carrots & Sticks website,
updated to March 20, 2021, and includes the mandatory regulations on NFD for each
country. The selection carried out 40 mandatory regulations (Table 1).

Of the 40 regulations in the initial sample, 1 regulation was discarded because it
was forthcoming, and another 4 were excluded from the analysis sample because
they were replaced by subsequent regulations.

The text analysis does focus on different dimensions: recipients of the standard,
users, the purpose of the standard, principles to be followed for the preparation of the
report, the position of the report, type of information, and the indication of the
expected report structure with indicators and mandatory framework. Moreover, this
is not based on quantitative analyses (Venturelli et al., 2020) but on in-depth textual
analysis to identify processes of convergence at an analytical content (Brännström &
Giuliani, 2009).

To analyze regulations on NFD, a manual text analysis of the countries’ regula-
tions has been performed as it allows understanding each element that composed the
regulations (Loughran & McDonald, 2016; Steenkamp & Northcott, 2007).

The choice not to use software (e.g., which are typical for content analysis, as
Wordstat 7, Nvivo, TLab) derives from the fact that it is important to read all the
regulations and find the key elements during the reading.

From the text analysis, information relating to the dimension considered by the
legislation distinguished between single dimension and triple dimension was
inserted. This parameter was used to divide the sample analyzed into two subgroups:
regulations of three dimensions and regulations of a single nonfinancial dimension.

The sample analyzed is therefore composed of 13 standards with a triple focus on
nonfinancial information (ESG), while 22 provide for the disclosure of a single
dimension. The single dimensions considered are governance (which includes
remuneration and anti-corruption) and environmental.
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Table 1 The sample of analysis

The regulations excluded from the sample are highlighted in gray
The regulations highlighted in green are related to the triple dimension ESG
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4 Finding

The analysis of the sample analyzed provides as a first step the distinction between
the regulations that mainly deal with a single topic and the regulations that govern
multiple dimensions: environmental, social, economic, and governance. All the
analyzed dimensions of the regulations are analyzed separately to be able to compare
the approach to the theme of each of them. The considered topics are the purpose of
the legislation, principles, type of information requested, structure of the report,
indicators, framework, users, capitals, and position of the report.

4.1 Analysis of the Multidimensional Sample

Purpose of the Legislation
The first topic analyzed is the purpose for which the regulation is born. Five out of
13 regulations explicitly indicated the purpose for which the norm was born. These
are the legislations of Australia, Malaysia, and South Africa. Australia aims to ensure
that all listed companies disclose the information they need to investors. Malaysia,
on the other hand, describes that “the obligations under the Listing Requirements
relating to sustainability are aimed at achieving the following objectives:
(a) improving the quality of sustainability-related practices and reporting of our
listed issuers, (b) aiding listed issuers to meet sustainability expectations of their
stakeholders, (c) attracting funds with a sustainability focus into the Malaysian
capital market, and (d) facilitating more listed issuers to qualify for FTSE4Good
Bursa Malaysia Index and other international sustainability indices.”

Meanwhile, South Africa focuses on the desire to highlight to stakeholders the
creation of sustainable value by companies.

Users
After the purposes, the second topic analyzed is the clarification of the main user of
the envisaged information. Regarding this topic, 9 out of 13 regulations explicitly
indicate who the users of the mandatory information are. Of these eight, they
generally refer to the category of corporate stakeholders, while only one says that
they mainly address investors (Australia).

Framework
Concerning the more or less mandatory standard to be followed for the construction
of the information, 10 out of 13 regulations deal with the issue. But most of these
indicate that you use any internationally recognized framework or standards without
specifying one in particular. Malaysia suggests the national guide Sustainability
Reporting Guide while leaving companies free to adopt other international frame-
works such as the GRI or United Nations Guiding Principles Reporting Framework.
In the guide, we read: “There is no standard ‘one size fits all’ approach to sustain-
ability governance. An organization’s culture, needs, sector, size, sustainability-



related risks and opportunities, and maturity in responding to sustainability matters
will influence how sustainability governance is considered. Given this, you are
encouraged to adopt an approach that is fit for purpose.”
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India is responsible for the use of the IIRC, while South Africa requires the use of
the GRI and the IIRC.

Principles
The fourth topic analyzed is whether or not there are principles for drafting the report
by the legislation. Only 3 out of 13 regulations provide for the definition of NFD
drafting principles. Among these is Australia, which provides within the norm the
guiding principle (The Australian Securities and Investments Commission (ASIC)
Section 1013 Disclosure Guidelines, 2003). The principles are to disclose what is
“known,” disclose what a person would “reasonably require,” assess “reasonable-
ness” from the client’s perspective (more marketing means more disclosure), explain
all terms (including industry jargon) used, explain all policies and approaches used,
describe any specific measures used, consider referring clients to secondary sources,
and identify any external providers or rating mechanisms.

Hong Kong, on the other hand, indicates the following principles: materiality and
consistency. India, in its 2017 legislation (SEBI/HO/CFD/CMD/CIR/P/2017/10
Integrated Reporting by Listed Entities) which refers to the principles of the IRC
Framework, lists the drafting principles in the standard: “The content of the report
and how information is to be presented: Strategic focus and future orientation,
connectivity of information, stakeholder relationships, materiality, conciseness,
reliability and completeness, Consistency and comparability.”

Type of Information
The fifth topic concerns the detail of the information that the standard requires
disclosure. As many as 11 out of 13 regulations provide more or fewer details of
the information to be contained within the NFD. In Australia, the Australian Stock
Exchange (ASX) (2003) indicates two macro topics: environmental risk and social
risks. These two macro issues to be dealt with do not provide in detail what types of
information to disclose but leave flexibility to the company. Also, in Australia, the
Product Disclosure Statement (PDS) is expected to be published, which requires the
provision of environmental, ethical, and social information relating to the investment
in question, not specifying which ones. In Canada, the Timely Disclosure Policy
(2004) indicates that material information should also include information relating to
environmental or social impacts on the company’s activity. Much more detailed is
the European Directive of 2014 which lists the minimum content of the NFD: “As a
minimum, environmental, social and employee matters, respect for human rights,
anti-corruption and bribery matters, including: (a) a brief description of the under-
taking’s business model; (b) a description of the policies pursued by the undertaking
in relation to those matters, including due diligence processes implemented; (c) the
outcome of those policies; (d) the principal risks related to those matters linked to the
undertaking’s operations including, where relevant and proportionate, its business
relationships, products or services which are likely to cause adverse (e) impacts in



those areas, and how the undertaking manages those risks; non-financial key per-
formance indicators relevant to the particular business.”

Mandatory Nonfinancial Disclosures: The State of Art 329

Hong Kong plans to include information on governance such as “‘(i) a disclosure
of the board’s oversight of ESG issues; (ii) the board’ SESG management approach
and strategy, including the process used to evaluate, prioritize, and manage material
ESG-related issues (including risks to the issuer’s businesses); and (iii) how the
board reviews progress made against ESG-related goals and targets with an expla-
nation of how they relate to the issuer’s businesses.”

India envisages a high level of detail for the type of information to be included in
the report such as the use of polluting resources, anti-corruption, and gender
information for the person. In Malaysia, the norm refers only to ESG information
but without further details. In South Africa, the updated version of the King Code
indicates the macro topics to be contained in the NFD report: leadership, ethics and
corporate citizenship, strategy, performance and reporting, governing structures and
delegation, governance functional areas, and stakeholder relationships.

Finally, Taiwan indicates in great detail for all macro-information to be included
the information that must be disclosed but only for companies in specific sectors
while referring to the GRI standard for other companies not covered by the disci-
plined sectors.

Structure of the Report
Another topic analyzed is the indication in the legislation of a mandatory structure
for the drafting of the nonfinancial report. Regarding this topic, 6 out of 13 regula-
tions provide a structure of the report to be published. In Australia, the drafting of the
PDS is given the sections of which the document should be composed. In India, for
the sections of the document, please refer to the IIRC Framework or the Business
Responsibility Reporting Format included in the suggested guidelines to respond to
the requirements of the legislation (scheduled sections: general disclosures, man-
agement and process disclosures, principle wise performance disclosure). For each
section, its content and indicators shall be described. In Malaysia, the structure
includes “(a) the governance structure in place to manage the economic, environ-
mental, and social risks and opportunities; (b) the scope of the Sustainability
Statement and basis for the scope; (c) material sustainability matters; (d) policies
to manage these sustainability matters; (e) measures or actions taken to deal with
these sustainability matters; and (f) indicators relevant to these sustainability matters
which demonstrate how the listed issuer has performed in managing these sustain-
ability matters.” Finally, for South Africa, please refer to the IIRC Framework for
sections to follow to structure the report.

Indicators
Entering the details of the indication by the regulation of the punctual indicators to
be reported 7 out of 13 regulations provide within the regulations the more or less
punctual indication of the nonfinancial indicators to be reported. In detail, Europe
does not indicate the list of indicators to be included but specifies “With a view to
Facilitating the disclosure of non-financial information by undertakings, the Com-
mission should prepare non-binding guidelines, including general and Sectoral non-



financial key performance indicators.” Hong Kong divides the NFD into two macro
arguments: social and environmental. Each argument indicates the general disclo-
sures and KPIs that companies should insert even if they do not indicate the
obligation to report them all. India indicates all the indicators that the nonfinancial
report should contain. Malaysia expects that the regulation will refer to the national
guide “Sustainability Reporting Guide” which provides specific indicators for each
reporting area. Finally, South Africa envisages in the regulation the indication of the
indicators concerning “good governance” while referring to the GRI for other
environmental and social indicators.
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Position of the Report
As regards where to include this type of nonfinancial information, 10 out of
13 regulations in the text give indications about this. The number of regulations
that provide for the choice to include the information in the annual report or to insert
it in a separate document is equally divided, while the other five regulations stipulate
that it should be included in the annual report.

4.2 Analysis of the Single-Dimensional Sample

Governance (Remuneration – Women)
About governance, 12 out of 22 regulations focus on this topic, 2 of which focus
particularly on the remuneration of employees and boards (Amendment to S-K
Regulation: Pay Ratio Disclosure Rule and Guidance on Pay Ratio Disclosure in
the United States of America) and 2 on gender issues (National Instrument 58-101
Disclosure of Corporate Governance Practices in Canada and Act on Promotion of
Female Employment in Japan). The purpose for which the regulation is born is
indicated by half of the standards of the sample and can be summarized with two
keywords: to ensure good and efficient governance. On the size of users only in five
cases, there is a specific reference to such subjects who are in all case shareholders
and investors. Concerning the framework to be used to communicate governance
information, only three regulations explicitly indicate them. Australia refers to the
OFR Regulatory Guide, while in Malaysia, the standard is to include such informa-
tion in the integrated report using an international shared framework without spec-
ifying one in particular. While Japan envisages the use of guidelines for the drafting
of the employment plan for women, a particular focus of the legislation is under
consideration. The governance regulations do not provide for any particular princi-
ples for the drafting of reports. On the other hand, 8 out of 12 regulations define its
content on the type of information to be communicated. Australia lists as its main
content the following: operations, financial position, business strategies, and pros-
pects for future financial years. The European legislation (Shareholders Rights
Directive (EU) 2018/828) provides a description of policies as well as a detailed
report on the remuneration of board members. India has a “compliance status on
eight subclauses, namely, Board of Directors, Audit Committee, Shareholders/



Investors Grievance Committee, remuneration of directors, board procedures, man-
agement, shareholders, and report on corporate governance.” Taiwan does not
envisage information to be disclosed but lists the practices and behaviors that listed
companies would be appropriate for governance. For example we read, “the Board
of Directors of a TWSE/TPEx listed company, in consideration of the company’s
scale and type of operations and the number of its board members, may set up
functional committees for auditing, remuneration, nomination, risk management, or
any other functions and, based on concepts of corporate social responsibility and
sustainable operation, may set up environmental protection, corporate social respon-
sibility, or other committees and expressly provide for them in the articles of
incorporation.” In the United States, NYSE collects a list of practices that increase
the quality of corporate governance: “. . . high-quality board and succession planning
to ensure a board works effectively as a team. It goes on to explore a range of topics
that a board must address if it is to enable the company to achieve its full potential
including strategy, risk management, communicating with shareholders, and over-
seeing an effective ethics and compliance program.”Always in the United States, the
Pay Ratio Disclosure Rule and Guidance on Pay Ratio Disclosure indicate the
information/indicators to be reported (e.g., non-US employees, median employee,
and independent contractors). Only Malaysia legislation provides sections into to
articulate the structure of the Integrated Report; no other legislation provides a
standard report in the structure to be used. Also concerning the indicators to be
reported, the regulations of Australia provide a section with a list of the indicators
that should be properly reported. So does the Pay Ratio Disclosure that lists the
indicators (median of the annual total compensation of all employees of a registrant
excluding the chief executive officer, the annual total compensation of that regis-
trant’s chief executive officer, and the ratio of the median of the annual total
compensation of all employees to the annual total compensation of the chief
executive officer). Finally, on the governance report, 6 out of 12 regulations predict
its position. Three of these – the United States, Taiwan, and Malaysia – plan to
include them in the annual report. A separate document and publication on the
company’s website are planned in Europe and Australia.

Mandatory Nonfinancial Disclosures: The State of Art 331

Environment
As the only reference dimension, 10 out of 22 regulations deal only with the
environmental issue. Some regulations focus only on emissions, whereas others on
the use of certain resources such as water, energy, or minerals. Almost all of the
regulations, seven out of ten, explain the purpose of the norm. Among the purpose
of the norm are highlighted: efficient use of energy for Australia’s Legislations,
reduce pollution for Europe Union (EU), Mexico and America 2006 legislation. All
regulations are not aimed primarily at individual users except in the case of Mexico,
where it is indicated that the reports resulting from the application of the legislation
are addressed to the federal prosecutor for environmental protection. Concerning
frameworks or standards, only four regulations from two countries (Mexico and the
United States) refer to specific standards for the drafting of these specific reports:
Official Mexican Standards and Best Available Monitoring Methods (BAMM) for



the United States. No legislation refers to a specific standard known as Carbon
Disclosure. About the monitored size of drafting principles, only Mexico in the
Climate Change Law of 2012 lists the principles that generally guide national
climate change policy and which should therefore be inspired by companies.
Among these, we read: “I. Sustainability in the exploitation or use of ecosystems
and their natural elements; II. Co-responsibility between state and society in general,
in the implementation of mitigation and adaptation actions to the negative effects of
climate change; III. Attention, (. . .) to climate change; IV. Prevention (. . .)
V. Adoption of production and consumption models by the public, social and private
sectors to move towards a low carbon economy (. . .) VII. Participation of citizens in
the formulation, implementation, monitoring and evaluation of the National Strat-
egy, plans and programmes for mitigation and adaptation to the effects of climate
change; VIII. Environmental liability (. . .); IX. The use of economic tools to
mitigate, adapt and reduce vulnerability to climate change (. . .) X. Transparency,
access to information and justice (. . .) XI. Conservation of ecosystems and their
biodiversity (. . .) XII. Commitment to the economy and national economic devel-
opment (. . .).” All the regulations list the type of information, some in a very
detailed manner (such as Japan and Mexico), while others only indicate the macro-
categories as the emissions of different pollutants then leaving the company much
flexibility in the type of indicators to provide. The strictest legislation is the Man-
datory Greenhouse Gas Reporting Rule of the United States, which lists all the
indicators to be reported. Australia, Mexico, and America provide a structure for
reporting such information, and among these are obvious common sections such as
that of the general information of the company but specific sections such as “a
description of the way in which the corporation has carried out, during the period, the
proposal in its approved assessment plan for assessing the opportunities for improv-
ing the energy efficiency of its group” requested by Australia. Finally, six out of ten
regulations indicate where to provide such information, and the whole of it provides
for the preparation of separate reports; on these, there is alignment between the
regulations.
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5 Discussion and Conclusion

Our research aimed to investigate the convergence in the regulatory provisions of the
different countries regarding NFD. Because, given the growing demand for conver-
gence by scholars and professionals to obtain comparable nonfinancial information
(Cerioni et al., 2021; Badia et al., 2020; KPMG, 2020; WBCSD, 2018; Eurosif,
2018; Boiral & Henri, 2017; Cohen et al., 2015), it is important to understand what is
expected at a regulatory level from different countries (Cerioni et al., 2021; Cosma
et al., 2020; La Torre et al., 2018; Sierra-Garcia et al., 2018). It would also
investigate whether there is a move toward harmonization of the efforts conducted
by the regulatory bodies, whether they are governmental or market regulation on the
NFD. The main results are the following: The main results highlight the absence of



similarities between the different legislations. Most of the regulations have a flexible
approach leaving a wide margin of choice to the companies. The results showed a
heterogeneous situation: While it is true that the NFD today finds a regulatory base in
most countries of the world, each legislation differs from the others. There are
situations of convergence regarding the position of the report and the wide flexibility
on the choice of framework. On the position, a result to be highlighted is how ESG
information is aimed both to include it in the annual report and to separate reporting.
For the one-dimensional information, the request to report it separately prevails. We
can say that for ESG information although in a few cases the standard explicitly
refers to the GRI and the IIRC Framework and this is in line with de facto
harmonisation by companies in the adoption of these frameworks (Cerioni et al.,
2021; Doni et al., 2020; Assonime, 2017; Tschopp & Huefner, 2015; Tschopp &
Nastanski, 2014). In relation to the aims specified in the rules, in some cases emerges
the prevalence of accountability policy, and that is to have to report something more
than financial-economic information, but at the same time in other situations
emerges the vision “forward-looking” and therefore the need to undertake extra-
financial efficient management for the creation of a sustainable value of the company
that lasts over time safeguarding the environment in which it operates and therefore
the attention in the present and future to pollution.
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The need for harmonization can therefore also be refuted at a regulatory level,
except for specific sectors or small groups of countries.

The need of harmonization appears to be an invitation to policymakers to
transpose virtuous behaviour and to implement the desired harmonization of iure.

Many studies discuss the best approach (principle or rules-based) and the degree
of freedom that should be left to the preparations to make the NFD useful. But our
results show that where there is flexibility, there is no comparability. To date,
regulations are mainly flexible in every element envisaged, and this leads to a lack
of comparability. That is why the path should be that of homogeneous regulation
widespread if the objective is to standardize documents and comparability of this as
is the case with the financial statement. But if there is no harmonization at a
regulatory level, how do we think to find a common approach by companies? In
any event, the drive for harmonization and comparability will have to deal with the
considerations that an organization’s culture, needs, sector, size, sustainability-
related risks and opportunities, and maturity in responding to sustainability matters
will influence how sustainability governance is considered differently in any
organizations.

So, we think that it will always be necessary to be aware of the culture of
sustainability within organizations so that companies will not just adapt their current
reporting practices to comply with the regulations and maintain a “business as usual”
approach (Dumay & Hossain, 2019).

The greatest limit of the presence of research is the sample of analysis. We
decided to limit the analysis to listed companies only and ten countries with high
sustainability rates (KPMG, 2020).
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Research perspectives are represented by extending the analysis to other countries
of the world, and it could be included in the sample of all regulations applied to all
types of companies.
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1 Introduction

The good performing scores offered by the sustainability ratings and indexes such as
the Dow Jones Sustainability Index or FTSE4Good regarding CSR management
highly differ with the opinions of some authors emphasizing that companies’
nonfinancial reports can be seen as window dressing or cosmetics (Durand et al.,
2019; Friede, 2019; Ikram et al., 2019; Porter & Kramer, 2006). They argue that
companies’ interest in responding to a social demand, which calls for the introduc-
tion of CSR in their management, doesn’t correspond to the notion held by gover-
nance bodies about the ability of CSR to create a strategic advantage. Thus, they
would only devote the necessary resources to avoid damaging their reputation rather
than boosting their relationship with the stakeholders in a more decisive way. Short-
termism may be behind this difficulty (Barton, 2017; Fink, 2018; Friede, 2019), and
some authors suggest that a refocusing of companies toward long-termism could
facilitate a way out of this situation (Barton, 2017; Porter & Kramer, 2011;
Schoenmaker & Schramade, 2019; Sewchurran et al., 2019).

Investors seem to need a financial benefit to engage with ESG issues (Amel-
Zadeh & Serafeim, 2018), which is also credible enough to overcome the widespread
perception that CSR may be harming the profitability of their investments (Jáuregui,
2019; Karpoff, 2021). This would require overcoming a defensive view of CSR, i.e.,
one in which CSR is valued insofar as it protects the company (and its investments)
against potential reputational risk, stemming from poor ESG management (Hsu
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et al., 2019). In the face of defensive CSR, investors would not engage in its
development beyond proper legislative compliance, international standards, or rating
agency requirements and would consider it an expense. Thus, shareholders would
behave indifferently, ignoring whether or not a security belongs to a sustainability
index such as the Dow Jones Sustainability Index (DJSI) (Durand et al., 2019).
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To overcome this defensive view of CSR, transparency in corporate reporting is
necessary to demonstrate that the use of resources dedicated to ESG management is
efficient from a financial point of view (although its benefits may only appear in the
profit and loss account). This transparency should be able to overcome investors’
natural risk aversion, related to the short-termism of financial markets, and facilitate
their engagement with sustainable investment (Sulkowski et al., 2018). Furthermore,
this transparency should allow for the use of long-term analysis techniques (where
historical data may not be valid because of new situations), such as fundamental
analysis (Lo, 2017), business case analysis (Carroll & Shabana, 2010), or scenario
analysis (Sewchurran et al., 2019).

On the other hand, and despite the criticisms of several authors on ESG reporting,
in addition to the knowledge of how prepared companies are to improve their
relationship with stakeholders and the more executive and financial control issues,
it is necessary to know where companies are in relation to the development of the
relationship with the aforementioned stakeholders under ESG aspects. This should
include not only a defensive view of CSR but also a value-creating approach based
on active dialog with stakeholders (Porter & Kramer, 2006; Sulkowski et al., 2018).

Finally, it seems necessary to look more closely at the question of the involve-
ment of stakeholders in an active dialog with the company with which they interact.
As there is no economic relationship with many of them (apart from shareholders,
workers, customers, and suppliers), one might wonder why they would actively
participate in a dialog with the company. It should be borne in mind that the aim is to
move beyond a defensive vision of repairing possible damage caused by the
company and to focus more on processes of value creation and innovation. The
answer could be found in issues such as the company’s culture and more specifically
its purpose. Materializing the company’s culture in the purpose for the development
of sustainability is mentioned by authors such as Clark et al. (2015), Porter and
Kramer (2006), Fink (2018, 2019), Business Roundtable (2019), or Freudenreich
et al. (2020).

In short, the issues to be addressed by a possible model for assessing the
relationship between companies and stakeholders would be as follows:

– Where companies are in relation to the development of the relationship with the
stakeholders

– The readiness of companies to improve their relationship with stakeholders
– Executive issues, budgets, controls, etc.
– Company culture and specifically the purpose of the company

The aim of this paper is to understand the status of the relationship with stake-
holders in companies and to test its potential to create long-term financial value from
ESG-based development. To this end, the following hypothesis is put forward:
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“In practice, companies approach CSR and their relationship with stakeholders
more as a defensive tool for the management of their reputation than as a clear
commitment to the creation of shared value, so that the management model for the
relationship with stakeholders is at an incipient stage of development.”

To test the hypothesis, an analysis model has been designed based on Freeman
and Velamuri (2008) and the AA1000SES standard, which includes both the
principles and the executive process for managing the relationship with stakeholders.
Once the model has been defined, it is applied to the IBEX35 companies, based on
the information available in their annual reporting. Finally, the general conclusions
are addressed.

2 Background

This section focuses on locating contributions on the management of the relationship
with stakeholders under an idea of value creation, through the analysis of academic
literature, reference standards, and the models used by rating agencies.

In Europe, the nonfinancial information of listed companies was scarce and
heterogeneous before 2018, since reporting was not required. This situation changed
the year when the Directive 2014/95/EU on the disclosure of nonfinancial informa-
tion and information on diversity came into force. Since then, business reports on
nonfinancial information have become available in a much more complete and
homogeneous way, which allows working with more robust and standardized
information, directly from companies.

Prior to 2018, the academic literature offers interesting references that deal with
the relationship between companies and their stakeholders. Among them, the con-
tribution of Freeman and Velamuri (2008) points out a scale assessing the relation-
ship with the stakeholders and the elements needed to improve the position of the
companies on the scale. Also interesting are the contributions of Mattingly and
Berman (2006) and Choi and Wang (2009), which are used by Mena et al. (2019),
more oriented to analyze marketing strategies based on the relationship with the
stakeholders, and Kumar et al. (2021) oriented to the development of a scale of
factors with the objective of analyzing an approach toward the stakeholders in
companies. On the other hand, Pfitzer et al. (2013) and Font et al. (2016) carry out
a materiality analysis that is later used by Torelli et al. (2020) to study the relation-
ship processes with stakeholders with the aim of completing Freeman’s (1984)
stakeholder theory.

Furthermore, Berman et al. (1999), Choi and Wang (2009), or Mattingly and
Berman (2006) advanced this line of research more empirically using information of
the KLD database. However, this group of studies had shortcomings offering both a
limited information on the stakeholders (where among its factors for analysis only
employees and customers appear) and working with indirect information.

Since 2018, after the proliferation of nonfinancial business information, a more
systematic search of academic literature was carried out, considering the period



2018–2021 and based on the WoS database and using the following keywords:
stakeholders’ assessment and model. Results are presented in Table 1, in which the
main theoretical contributions are summarized.
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Table 1 Main contributions from the academic literature on managing the relationship with
stakeholders under a value-creation approach. 2018–2021 WoS database vs. dataset

Authors Publications Proposals

Torelli et al.
(2020)

The Materiality Assessment and Stake-
holder Engagement: A Content Analysis
of Sustainability Reports

Three categories for stakeholder
engagement in the shape of a scale

Freudenreich
et al. (2020)

A Stakeholder Theory Perspective on
Business Models: Value Creation for
Sustainability

Framework that sets out joint value-
creation processes with five critical
stakeholders

Stocker et al.
(2020)

Stakeholder Engagement in Sustain-
ability Reporting: A Classification
Model

Model to classify stakeholder rela-
tions according to the strategy
adopted and the degree of commit-
ment to the relationship

Kumar et al.
(2021)

Difference in Stakeholder Engagement
Approach of Small and Medium Enter-
prises and Large Companies and Its
Performance Implications

Own indicators scale, addressing all
aspects required in this work (but
limited)
Do not use indirect databases

Source: Own elaboration

Torelli et al. (2020) highlight the usefulness of defining a stakeholder engagement
process and its implementation in the executive processes of companies, which is in
line with the objective of this paper. Kumar et al. (2021) propose the following set of
elements, which would meet several of the requirements outlined in the introduction,
although they are considered limited to comprehensively address the relationship
with stakeholders as visualized in (Table 2).

Freeman and Velamuri (2008) present a real model for the relationship with the
stakeholder for which they even set out a scale of four levels through which the
company must advance if it wants to reach the optimum. In addition, they present ten
principles that companies should promote if they want to reach the maximum on the
scale mentioned above. No practical application of this model has been presented.
Table 3 presents this model supplemented by a fifth level that reflects the view of
Sulkowski et al. (2018).

In addition to the outstanding academic contributions, it is also interesting to
consider the aspects provided by the AA1000SES and GRI standards.

The AA1000SES standard (Accountability, 2015) focuses mainly on priority
stakeholders and does so with a primarily defensive orientation (aimed at mitigating
negative impacts). In other words, limitations are observed in the AA1000SES
standard if it is analyzed from a value-creation approach that considers the innova-
tion provided from the dialog with all the stakeholders.

The GRI, for its part, in its document GRI 101: Fundamentals 2016 (GRI, 2018)
acknowledges taking into account for its materiality the ESG impacts that substan-
tially influence the valuations and decisions of the stakeholders, but, nevertheless,
this standard does not take into account the relationship with the stakeholder that



goes beyond the focus on negative impacts and includes the capacity for value
creation from a constructive dialog.
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Table 2 Elements of stakeholder’s relationship management used by Kumar et al.

1 My company is actively involved in construc-
tive dialog with stakeholders (local government,
regulators, local community/ organizations) to
identify issues that matter to them

The stage where companies are in relation
to the development of their relationship
with stakeholders

2 The stakeholder management efforts of my
companies are generally aimed at managing
good citizenship image of the company

3 My company tries to find ways to reinforce
company’s business by advancing social
conditions

Preparing companies to improve their
relationship with the stakeholders

4 Corporate philanthropy in my company has
clear measurable goals and results are tracked
over time

Executive issues, budgets, controls, etc.

5 My company takes pride in its positive
involvement in the community

Company culture and its purpose

6 My company has invested in social aspects in
ways that improve its competitiveness

Executive issues, budgets, controls, etc.

7 My company attempts to incorporate social
dimensions that will create social impact to its
business decision

Company culture and its purpose

8 My company’s business activities are aimed at
integrating business with social needs

Source: Kumar et al. (2021) and own elaboration

Table 3 Levels of commitment to the stakeholder approach

Level 1 – Basic value proposition

Level 2 – Sustained stakeholder cooperation

Level 3 – An understanding of broader societal issues

Level 4 – Ethical leadership

Level 5 – An open, innovative, and active relationship with all stakeholders

Source: Adapted from Freeman and Velamuri (2008) and Sulkowski et al. (2018)

3 A Model for Understanding How Companies Are Dealing
with Stakeholder Relations

3.1 Justification

Of the contributions discussed in the previous section, Freeman and Velamuri (2008)
seem to be the most comprehensive. However, no ideas are provided on executive



issues nor on entrepreneurial purpose. As their practical application has not been
detected, their potential for use with data extracted directly from companies is
unknown. For the incorporation of the more executive issues in the model, we
start from the basis provided by the AA1000SES standard, as this is a standard
directly focused on the executive issue.
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The two aforementioned references are oriented and completed to give them a
value-creation orientation based on the active relationship with the stakeholders.
Under this approach, rather than obtaining a ranking, the model is intended to
provide an understanding of what is really happening in terms of management and
the relationship with stakeholders in companies.

With respect to the rest of the literature analyzed, this approach (Freeman and
AA1000SES) is more complete than that of Torelli et al. (2020), although they share
the idea of the degrees of relationship with the stakeholders and the use of direct
sources of information. Freudenreich et al. (2020) share the idea of joint value
creation but limit its application to a specific and limited number of stakeholders.
They also share with these authors the need for the existence of a joint purpose that
facilitates the relationship with stakeholders. Kumar et al. (2021) share the idea of
developing their own scale of items that draw on direct sources of information,
although in reality their aim is not to develop a model but to analyze the differences
in the interpretation of CSR between companies, depending on their size, and link
them to the type of performance obtained. Other authors such as Berman et al.
(1999), Choi and Wang (2009), or Mattingly and Berman (2006) are further away
from what is intended here, working with indirect sources and using only partial
information (that are provided by these indirect sources) on the relationship with the
stakeholders.

For the analysis required in this article, the model proposed by Stocker et al.
(2020) would be the most applicable, together with that of Freeman and Velamuri
(2008). This model allows the categorization of the relationship with stakeholders
according to the strategy followed and the degree of commitment to the relationship,
resulting in a classification with nine different categories. In this way, it is easy to
pigeonhole the status of the relationship with the stakeholders with the information
obtained in the corporate reports of each company into one of the nine categories.
However, the Freeman and Velamuri (2008) option has been retained as it lacks the
simplification offered by Stocker et al. (2020), making it possible to work with more
detailed information and retain all possible nuances. The aim is not to classify but to
understand what is going on.

3.2 Model Settings

On the basis of the above, an analysis based on blocks has been proposed: The first
attempts to assess the situation of the relationship with the stakeholders on a scale of
four degrees of commitment to the stakeholder theory, obtained from Freeman and
Velamuri (2008); the second analyzes the predisposition of an organization to



improve on the scale by following ten principles, also proposed by Freeman and
Velamuri; finally, and as a third block, an assessment is incorporated on the
executive level exposed by the company in the management of the relationship
with the stakeholders, based on the AA1000SES standard. A fourth block is also
taken into account, focusing on the purpose, but trying to use the information that
may already be contained in the previous three blocks.
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3.3 The Objective

The objective of the four information blocks is complex. It is not a question of
measuring the state of the relationship on a scale but rather of understanding the
internal dynamics that may be hindering it, as well as the aspects that can enhance
it. All this in a framework in which the requirements of rating agencies could be
making companies more focused on responding to their demands – under a biased
concept of sustainability (Escrig-Olmedo et al., 2019) – than on dialog with stake-
holders. Andreu et al. (2018) also indicate that not all leading DJSI companies give
relevance to stakeholders. This leads to the need to be very delicate with the
collection of information and its treatment in the model.

The model reflects Porter and Kramer (2006) on the need to move beyond CSR
that operates outside the business to CSR that is integrated into business strategies
and objectives on its own merits. The aim is to justify the integration of economic,
environmental, ethical, and social considerations into business strategy to create
value. Thus, the conceptually described methodology goes beyond the mitigation of
negative ESG impacts and encompasses a whole strategic process of value creation.

3.4 Selected Items and Their Association with Fixed
Categories

The aim is to select elements or items that are sufficiently concrete to be assessed
through the information available in corporate annual reports. These items are
distributed among the four categories identified (Fig. 1):

1. Degrees for an efficient relationship with stakeholders (Category 1)
2. Enabling elements of the relationship (Category 2)
3. Executive management of the relationship with the stakeholders (Category 3)
4. A purpose for the relationship with stakeholders (Category 4)

These factors and items in each category are presented and defined below.

Category 1: Scale of Engagement
Following Freeman and Velamuri (2008), value creation from stakeholder theory is
achieved by the company working together with its stakeholders.
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Model

Scale of 
Engagement

CAT. 1

Principles for 
improvement

CAT. 2

Executive 
management

CAT. 3

Purpose
management

CAT. 4 

Fig. 1 Categories determined by the model to encompass the factors and items. Source: Own
elaboration

To achieve this, it is necessary to share, to a greater or lesser degree, a basic set of
values that facilitates points of convergence and finally takes the form of different
degrees of commitment. For these authors, the degrees of commitment would be the
following (in order from least to most): the core value proposition, sustained
consideration of stakeholders, understanding of broader societal issues, and ethical
leadership. Finally, Sulkowski et al.’s (2018) consideration of interest in an open and
innovative relationship with all (not just the most obvious) stakeholders has been
included.

Category 2: Principles for Improvement
In addition to the degree of commitment achieved with the stakeholder theory, it is
worth assessing, following Freeman and Velamuri (2008), the willingness of com-
panies to improve on this scale of commitment and reach the highest category, in
other words the good business practices that would allow them to improve their
relationship with stakeholders and, consequently, their potential to create value from
sustainability.

This section may be more reliable than the previous one. The information
available in company reports to assess the degrees of commitment to the stakeholder



theory could present doubts in its reliability. This is advocated by Schoenmaker and
Schramade (2019), for whom only the readiness of companies to transition to a new
model could be analyzed.
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In order to assess this section, the ten principles proposed by Freeman and
Velamuri (2008) are used as a starting point, with further refinements and comple-
ments by the review of other authors that have been specifically identified and
associated with the corresponding factor in Table 5 (Andreu, 2017; Argandoña,
2010; Carroll & Shabana, 2010; Porter & Kramer, 2011 and Sulkowski et al., 2018).

Category 3: Executive Management
The AA1000SES standard introduces many practical and management issues in the
relationship with the stakeholders but focuses mainly on priority stakeholders and
under a fundamentally defensive orientation (aimed at mitigating negative impacts).
In other words, limitations are observed if analyzed from a value-creation approach
from the dialog with all the stakeholders. In fact, if hypothetically a company
following the AA1000SES approaches were to be placed in the degrees of relation-
ship with the stakeholders shown in Table 3, this company would not exceed level
2 of the five levels presented (it would be focused on maintaining continuity in the
relationship with the stakeholders, but without reaching the next level: ethical
leadership). Figure 2 shows a sequence of executive processes in the form of a
circular diagram.

The AA1000SES standard obliges companies adhering to this standard to report
publicly on their stakeholder engagement process. To this end, organizations should
integrate public reporting on stakeholder engagement with the organization’s other
forms of public reporting (e.g., in annual reports). This information should also be
independently assured. Table 7 contains the selected items for the assessment of the
executive management of stakeholders.

Category 4: Purpose Management Following the analysis of the three previous
blocks, it has been possible to observe how the question of purpose recurrently
appears as a key element for the good functioning of the relationship with the
stakeholders. Likewise, the demand by some actors in the economic world to
incorporate a social purpose in the management of companies with a view to the
long term (Business Roundtable, 2019; Fink, 2018, 2019) suggests that this shared
purpose with the stakeholders could be one of the keys to the sustainable behavior of
companies (Lleo et al., 2021), as well as improving the possibilities of creating
financial value from CSR. From a practical point of view, it could be facilitating the
involvement of stakeholders in a joint value-creation process. It should not be
forgotten that the majority of stakeholders are not linked to the organization for
economic reasons, so finding another type of motivation that invites them to
collaborate with the company beyond a defensive strategy (response to negative
impacts) may be key. It is a question of moving toward a bottom-up management
model, for which in many cases there is no remuneration relationship (stakeholder).

It is not intended to open a new category of items, since there are already many of
them related to the purpose of the company in the three previous categories. The aim



is to have a criterion and a systematic way of analyzing it, as it seems to be relevant
in the processes of creating value from sustainability.
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Fig. 2 Executive process for stakeholder engagement. Source: Own elaboration

Some recent references describe some of the characteristics that this purpose
should have. For the Canvas (2019) analysis, the purpose should be able to make the
stakeholders perceive not only that the company is working to mitigate its negative
impacts but also that they would miss it if it ceased to exist. For GlobeScan and SC
Johnson (2019), purpose should be social and would form part of the elements
capable of achieving greater engagement with stakeholders along with ethics and
transparency. And the World Economic Forum (cited in Canvas, 2019) qualifies the
social purpose by recalling that, in order to generate a positive impact, it should
contribute to the “sustainability of the community rather than simply the sustain-
ability of the business.”

From a practical point of view, Chevreux et al. (2017) present two pillars for the
implementation of purpose in companies: knowledge of purpose and contribution
(conversion of purpose into action). Based on this classification, an attempt has been



made to reclassify the selected items in the above categories between the two pillars
mentioned (Table 6).
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Finally, Lleo et al. (2021) present a methodology to assess the status of the
application of purpose in organizations and its adherence by both internal and
external stakeholders, which incorporates a third pillar: the degree of internalization,
which determines how purpose influences the motivation of stakeholders. According
to Dewettinck and Defever (2020), purpose must be created and transferred from the
individual (in this case the stakeholders) to the organization. In order to do so, their
(the stakeholders) beliefs and motivations must be taken into account.

Lleo et al.’s (2021) idea is that the implementation of purpose in a company
would be effective to the extent that it clarifies the direction (knowledge of purpose),
excites and motivates people (internalization of purpose), and is operationalized in
the daily life of the organization (contribution of purpose). These three factors
should work together in harmony to be effective. This idea is also advocated by
the Purpose Strength Model (Chinchilla et al., 2019) which is defined by the vari-
ables knowledge of purpose (head), identification with purpose (heart), and contri-
bution to purpose (hands) (Table 7).

3.5 Feeding the Model

In the elaboration of this model, a list of 47 basic elements of information or items to
be assessed has been designed, which should make it possible to know the relation-
ship with the stakeholders, based on the information contained in the companies’
nonfinancial reports. In turn, these items are aggregated into 35 factors and 4 cate-
gories (those already mentioned). It should be noted that this information is in a
process of improvement and progress in the degree of maturity. For example, the
European Directive requiring disclosure of nonfinancial information (Directive
2014/95/EU) is already being updated. Thus, it is considered that the best informa-
tion will be provided by the most up-to-date reports.

The 47 items have always been approached in such a way as to avoid duplication,
so that the assessment of each item always provides something different from the
rest, although often, given the limitations of the information contained in the annual
reports, the differences between one item and another can be found in the assessment
elements chosen to obtain the maximum score.

The guarantees offered by this way of proceeding are to be found in the theoret-
ical foundations worked on, in the establishment of a common valuation system for
all companies, and in the large number of items that allow the maximum amount of
information available to be collected in the annual reports. However, for a final
analysis, it seems more appropriate to look at aggregate results than at specific items
in individual companies. 1

1This point is finally dispensed with for a possible analysis of the purpose.
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Fig. 3 Scores obtained by companies in the ASG SandP1200 index. Breakdown by country.
Source: Hill (2019)

4 Application of the Model to IBEX35 Companies

4.1 The Sample

IBEX35 companies appear to be doing well in CSR management, and many are
ranked among the best in the world, according to the Dow Jones Sustainability Index
(2020)2 and the Hill (2019) (Fig. 3). Therefore, the results obtained from the
application of the model to this sample can be a benchmark for other countries.

The list of companies that made up the sample for this study is that of the
companies that formed part of the IBEX35 in March 2020, as listed in Table 8. As
can be seen in this table, the sample is divided by sector.

With respect to the temporal scope, only 1 year has been selected for several
reasons:

1. The breadth of the information to be obtained and its constant evolution with
reports that are not entirely homogeneous among themselves make it reasonable
to extract information from the most recent year possible, declining the possibility
of carrying out historical analysis.

2. The relationship with the stakeholders does not seem to have much past, and
therefore the most evolved data are the most recent ones. This problem has
already been addressed in other works (Kumar et al., 2021; Mir, 2004) i
which a set of items have been designed which, being information on aspects

2https://www.spglobal.com/esg/csa/yearbook/ranking/ (retrieved 1/9/2020)

https://www.spglobal.com/esg/csa/yearbook/ranking/
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related to management, business culture, and organizational aspects, cannot be
assessed by means of quantitative variables.

4.2 Sources and Measurement Criteria

We have worked with the corporate reports for 2019, which are available on their
corporate websites. However, it should be borne in mind that, although nonfinancial
information must be reported in the annual reports, its content lacks the same level of
rigor as the financial aspects. For example, its assurance is not necessarily carried out
by an auditor, or the format of the report, apart from the basic contents required by
law, does not necessarily follow a common format in all companies. The GRI
standard is widely used for these reports. The following documents were used:
mission/purpose, policies (sustainability/CSR, relationship with stakeholders, direc-
tor remuneration, shareholder communication, shareholder involvement, compli-
ance, corporate culture/CSR, innovation), code of ethics, reports (integrated annual
report, sustainability, nonfinancial information, corporate governance, remuneration,
relationship with stakeholders, community investment, CA/committees, climate
finance), sustainability plans, regulations (sustainability committee, board of direc-
tors), shareholder meeting agreements, and votes cast. In addition, an attempt has
been made to locate on its corporate website the relevant information that has not
been found in its official documents, although always as a secondary and subsidiary
source.

In this context, and for each of the three categories, the items to be assessed have
been selected using the information contained in the annual reports of the IBEX35
companies. For each item, the criteria for its evaluation were specified, and possible
duplications with other items were analyzed. This process has been very laborious,
and its difficulty, in addition to the selection of the items themselves, has been in the
search for specific elements to evaluate each of the items. An assessment has been
made in the context of all the information available in the corporate reports. Where
differences between items are slight, this has been explicitly mentioned.

The rating scale used for each of the items ranges from 0 to 2: 0 for
noncompliance, 1 for some indication of compliance or partial compliance, and
2 for compliance. For example, the item “(2.8) Negotiate with primary and second-
ary stakeholders,” which is defined as “managers meet, interact, and negotiate with
less legitimate stakeholders, but who have the power to affect the company,” is
evaluated as follows: 0 if there are no relationships, 1 if there are relationships but
not desirable, and 2 if relationships are established and are optimal in terms of their
ability to create value for long term.

In addition, two other criteria have been followed:

1. If the senior management of the companies understood that the origin of sustain-
able value creation is in the relationship with the stakeholders, they would expose
it in their reports with transparency as an asset of the company (it could be
considered part of the Social and Relational Capital considered by the IIRC,
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2013). This premise assumes that if there is no information on any of the items, it
will be understood that either the company does not practice it or it is unaware of
its advantages, so for the purposes of this research, it would mean the same thing.
In this case, this item would have the lowest possible score. This reasoning would
be supported by the recommendation of the standard (AA1000SES) proposing
that the implementation of the plans for the relationship with the stakeholders
should be recorded in a transparent way. Thus, they should be visible in the
nonfinancial reports of IBEX35 companies and also the GR101 document when it
says that the processes for dealing with stakeholders should be adequately
documented.

2. The items have been assessed optimistically in a situation of doubt or reasonable
doubt in the companies. The aim is to eliminate possible author biases tending to
fuel controversy in the companies in order to justify the hypothesis. Moreover,
the scant information that can be observed on the relationship with the stake-
holders in IBEX35 companies means that, on occasions, valuations have been
based on reasonable indications or interpretations after reading all the available
information. These reasonable indications or interpretations will be assessed
positively.

As a result, a data matrix of 35 rows (35 companies studied) by 47 columns
(47 items assessed for each company) has been obtained.

The process of obtaining the information necessary to complete the matrix was
very complex and laborious. Furthermore, once an initial general assessment had
been made by company, a second review was carried out, by item, in an attempt to
homogenize the evaluations in the face of possible changes in the assessments as
more knowledge was acquired and as a measure to try to combat this bias.

4.3 Model Match

It is not possible to carry out historical correlation studies with any valid benchmark
as no recognized benchmark with historical data has been identified. The data
obtained by the model does not help either as it only refers to the year 2019. Nor
is it possible to compare the static results referring to a specific year with any
benchmark on the relationship with the stakeholders, since, as already mentioned,
it does not exist or is not known.

With regard to the categories referring to the potential to improve the relationship
with the stakeholders and the one referring to the purpose, there are also no
benchmarks against which to compare the results obtained.

With respect to the category assessing the degree of relationship with stake-
holders, there may be a benchmark that provides a reasonable comparison and
allows some conclusion to be drawn about the validity of the model. The benchmark
could be the result of the ratings given by SAM to IBEX35 companies. On average,



the companies that are rated obtain an average score of 69.71 (ratings obtained on
1/92020).
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The items to compare with this result are those most directly related to a defensive
vision, shared by the GRI, of trying to mitigate the negative impacts produced to the
stakeholders. The average score of the ratings obtained by the model (in items
1.1–1.3) for IBEX35 companies that are assessed by the SAM (28 out of 35 are
rated) is 70.83.

This comparison makes sense as the SAM assessments score ESG aspects in
terms of their ability to create value. This reinforces the idea of the validity of the
constructed model.

5 Results

Below are some initial results obtained using descriptive statistical techniques
(average and spider graphs). The aim of these techniques is to determine the degree
of compliance of the various IBEX35 companies, in general and by sector, in each of
the different categories of the model.

For each category, a series of derived variables will be constructed by averaging
the scores obtained in certain factors, which will subsequently be presented in the
graphs in the form of the average achieved by each of the 7 sectors and by the
35 companies as a whole. The factors that are in turn subdivided into two items have
previously been averaged in order to have the same weight as in the other items. In
addition, the figures are expressed in base 100.

Category 1: Scale of Engagement
From the factors that form part of this category, presented in Table 4, the following
three derived variables are constructed, the results of which, averaged by sector, are
presented in Graph 1:

• Overall average score: the result of averaging the scores obtained in the five
factors (1.1, 1.2, 1.3, 1.4, and 1.5)

• Average defensive ratio: result of averaging the scores of factors 1.1, 1.2, and 1.3,
which are those factors within the Category 1: Scale of Engagement that have a
purely defensive capacity in the face of reputational risk

• Average creative ratio: result of averaging the scores of factors 1.4 and 1.5, which
are those reflecting the ability to create value

The results obtained show that the overall average variable exceeds 50% for the
IBEX35 companies as a whole (58.57%), although the best result is obtained for the
average defensive ratio variable, with a result of 70.95%, which is close to that
obtained by the SAM rating agency (although in this case SAM only evaluates
28 companies out of the total of 35 in the IBEX index). The average creative ratio
variable barely reaches 40%. In terms of sector analysis, the oil and energy sector
scores the best.
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Table 4 Factors and items integrated in Category 1: Scale of Engagement

Factors Items to be assessed

1.1 Core value proposition Companies at this level make value propositions to the
stakeholders. These are relationships that can be con-
sidered defensive for good neighborliness

1.2 Sustained stakeholder cooperation The purpose of the relationship is based on the previ-
ous point, incorporating a sense of temporal stability
to the value propositions. It goes beyond the idea of
concrete proposals by sharing the efforts between the
stakeholders in the long term

1.3 Understanding of broader social
issues

It also includes the consideration of social concerns
that go beyond the scope of the company. To this end,
the company must also consider those stakeholders
that are more distant and with a more questionable
legitimacy

1.4 Ethical leadership It incorporates the company’s exercise of ethical
leadership with the proactive exercise of positive
moral ideas. It incorporates into the dialog a sense of
active ethics on the part of the company with the
capacity to lead the relationship with the stakeholders

1.5 Open and innovative active rela-
tionship with all stakeholders

It incorporates the establishment of active, open, and
innovative relationships with all stakeholders with the
capacity to add value

Source: Own elaboration

These results are in line with the findings of the literature review. The need for the
energy sector to advance in its CSR, given its delicate situation in the face of the need
to address an energy transition, was already advanced by Stocker et al. (2020), and a
CSR approach oriented toward the mitigation of negative impacts on stakeholders
(associated with the variable defensive stakeholder relationship) rather than toward a
value-creation objective.

Category 2: Principles for Improvement
From the factors that form part of this category, presented in Table 5, the following
derived variable is constructed, whose average results by sector are illustrated in
Graph 2:

• Potentiality: the result of averaging the scores obtained in the 17 factors
(2.1–2.17) relating to the relationship enhancer elements with the stakeholders

For some authors (Schoenmaker & Schramade, 2019), the potentiality
represented here (readiness for transition to a new model) is the only reliable element
for the analysis. In contrast to the previous concept, its average does not exceed 50%
(it stands at 43.15%). By sector, it continues to show that the oil and energy sector is
the most developed.
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Graph 1 Category 1: Scale of Engagement. Source: Own elaboration

Category 3: Executive Management
Based on the factors that form part of this category, presented in Table 6, the
following derived variable is constructed, whose results by sector can be seen in
Graph 3.

• Executive management: the result of averaging the scores obtained in the 13 fac-
tors (3.0–3.12) relating to the elements associated with executive development for
the relationship with the stakeholders

This category is the one that obtains the lowest measurements in line with the
scarcity of concrete information provided in annual corporate reports on specific
aspects of management. This is despite the recommendations to publish this infor-
mation made by the AA1000SES standard. Globally, the average is 23.90%, and it is
once again the oil and energy sector that stands out the most in terms of the rating
obtained (37.5%).

Category 4: Purpose Management
From the factors that form part of this category, presented in Table 7, the following
three derived variables are constructed, whose results averaged by sector are
presented in Graph 4:

• Average knowledge ratio: result of averaging the scores obtained in 2.4.b, 2.7.a,
2.7.b, 2.17, and 3.6.a regarding the knowledge of the company’s purpose

• Average contribution ratio: the average of the scores in 1.4, 2.7.c, 2.10, and 3.6.b,
relating to the conversion of purpose into action in the company
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Table 5 Factors and items integrated in Category 2: Principles for Improvement

Factors Items to be assessed

2.1 The interests of the stakeholders are jointly
managed over time

Companies should maintain a balance
between different stakeholders over time

2.2 Take into account the complexity of
stakeholders

Consideration of stakeholders as complex,
multi-stakeholder elements and their cul-
tural differences. The assessment takes into
account the different claims of each stake-
holder in dialog with them (2.2 a). Also
assessed, on average with (2.2 a), is the
consideration of the cultural differences of
the stakeholders (2.2 b)

2.3 Seek solutions that satisfy different stake-
holders simultaneously

The aim is to economize efforts

2.4 Engage in intensive dialog with stake-
holders and not only with those who are
friendly or close to them

To measure this principle, companies are
scored by averaging several aspects: the
intensity of the dialog (2.4 a), the honesty
and openness of the dialog (2.4 b), the
inclusion of the least legitimized stake-
holders (2.4 c), and the inclusion of the
stakeholders most critical of the company’s
activity (2.4 d)

2.5 Willingness to resolve disputes with stake-
holders before they are resolved in public
bodies

Negotiation is preferred to legislative
imposition. To measure this principle,
companies are scored on the basis of an
average on two aspects: (2.5 a) attention to
stakeholders’ complaints (ethical channel)
and (2.5 b)maintenance of a public-private
agenda

2.6 Using marketing techniques for under-
standing key stakeholders

Leverage existing marketing techniques to
better address and understand the relation-
ship with stakeholders. To measure this
principle, the three aspects are averaged:
(2.6 a) ranking and prioritization of stake-
holders, (2.6 b) use of marketing tech-
niques in the relationship with
stakeholders, and (2.6 c) preferential atten-
tion to key stakeholders

2.7 The value-creation process of the company
puts the stakeholders in a better position

The company works for its stakeholders
and never trades off the interests of one
against the other on a continuous basis over
time. To measure this principle, the three
aspects are averaged: (2.7 a) consideration
in the purpose/mission of sustainability,
(2.7 b) alignment of the relationship with
the stakeholders with the purpose of the
company, and (2.7 c) CEOs’ attendance to
this purpose as well

2.8 Negotiate with primary and secondary
stakeholders

The company also engages with less legit-
imized stakeholders
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Table 5 (continued)

Factors Items to be assessed

2.9 Constantly monitor and redesign processes
with stakeholders

This is a correction to changing business
circumstances

2.10 Acting under a purpose that satisfies the
commitment to the stakeholders

The idea is that a purpose that incorporates
aspects that are not purely economic can
help in the relationship

2.11 Consider long term in CSR plans and/or
objectives (Porter & Kramer, 2011)

Directive 2017/828 proposes as long term
to periods between 7 and 10 years

2.12 Use innovative solutions in approaching the
relationship with stakeholders (Sulkowski
et al., 2018)

Innovation affects not only the outcomes of
the relationship with stakeholders but also
how the relationship itself is addressed

2.13 Conduct cost-benefit analysis based on the
relationship with the stakeholders (Carroll
& Shabana, 2010)

Use a cost-benefit analysis as in any other
functional area of the company

2.14 Promote a “provocative” relationship with
stakeholders (Sulkowski et al., 2018)

It is about the company promoting the
relationship with its stakeholders as it is a
source of value creation

2.15 Benefits are produced, for the company and
the stakeholders, both internal and external
to the company (Porter & Kramer, 2011)

Involves consideration of benefits external
to the enterprise

2.16 From dialog with the stakeholders come
solutions for the company to mitigate its
negative ESG impacts (Argandoña, 2010)

The company should spend on correcting
its negative impacts even if they do not
generate benefits in the short term

2.17 Existence of a company culture that facili-
tates the relationship with stakeholders
(Andreu, 2017)

It means that relations with stakeholders
are seen as something positive in the com-
pany, which is derived from specific
aspects of its organizational chart

Source: Own elaboration

• Overall average score: the result of averaging the scores obtained in all the
measures included in the two previous variables

The purpose, both in global terms and in terms of knowledge and contribution to
it, shows an intermediate degree of compliance on average for all companies, close
to 50%, although it is striking that the value obtained in the contribution aspect is
higher than in the knowledge aspect. The oil and energy sector once again obtains
the best results, showing even more logical results than the rest (knowledge scores
better than contribution).

To reinforce these initial results, one further consideration should be added. To
rate the level of engagement with stakeholders, Stocker et al. (2020) use a scale to
measure the level of strategic communication. They place the optimum at a level of
communication that they call collaborative or associated, which could be associated
with levels 4 and 5 of the grades for the relationship with stakeholders that have been
designed in this model. The previous level is called consultation, for which, among
other things, surveys are used. This point may be a good contrasting element of the
results obtained in relation to the scale of relationship with stakeholders, where the



highest scores were achieved by defensive relationships with stakeholders (grades
1, 2, and 3). This result can be contrasted with the fact that the use of indirect means
to gather feedback from stakeholders on ESG issues was evident in the process of
gathering information from the companies in the sample. Thus, of the 35 IBEX35
companies, 19 use some kind of indirect mechanisms to engage with stakeholders
(mechanisms that can be associated with the surveys conducted by Stocker and
colleagues), which means that 54% use external instruments to justify engagement
with stakeholders. From this, it can be inferred that at least this percentage does not
reach the optimal level of communication and therefore the results obtained through
the model for the degrees of relationship are plausible. Thus, IBEX35 companies,
presented in Table 8, do not use an active dialog with their stakeholders in the
majority of cases, which is consistent with Kumar et al. (2021), who argue that large
companies consider engagement initiatives with stakeholders as a way to improve
their reputation and competitiveness without going any further.
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Graph 2 Category 2: Principles for Improvement. Source: Own elaboration

6 Conclusion and Contribution

There are few stakeholders’ relationship models in the literature. This paper pro-
poses a new stakeholder relationship assessment model to better understand how
companies are dealing with stakeholders’ relations. This model brings together the
contributions of different authors, in a recently evolving field, considering four



dimensions: the situation of the organization’s relationship with its stakeholders; its
predisposition to improve it; the stakeholder management from an executive per-
spective; and purpose, understood as a requirement to move from ethical leadership
to an open, innovative, and active relationship with all stakeholders.
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Table 6 Factors and items integrated in Category 3: Executive Management

Factors Items to be assessed

3.1 Alignment between CEO and shareholders
around a stakeholder relationship policy

The aim is to mitigate agency problems
around ESG issues

3.2 Board of directors responsible for policies
and risks of the relationship with
stakeholders

Legal obligation. For assessment purposes,
this item is broken down into two other
items: (3.2 a) on policies and (3.2 b) on
risks

3.3 Designation of the owners of the commit-
ment with a council unit

Existence of a person responsible for exe-
cuting the relationship strategy with the
stakeholders

3.4 Stakeholder map (under a preestablished
systematic stakeholders identification)

Systematic identification of stakeholders
under and its evaluation taking into account
the purpose and scope of the commitment.
This is assessed by averaging (3.4 a) on
identification and (3.4 b) on mapping

3.5 Analysis of possible disputes between
stakeholders

Risk management of the relationship with
the stakeholders

3.6 Establishment of a relationship framework
that incorporates purpose

Existence of a purpose for the momentum
of the relationship concretized in a plan.
This item is assessed by averaging two
other items: (3.6 a) on the purpose and (3.6
b) on the existence of a plan for
engagement

3.7 Establishing and documenting a mechanics
of the relationship

Existence of specific procedures for each
stakeholder to reach agreement on ESG
issues

3.8 Provision of a budget for the relationship
with stakeholders

Existence of a budget allocation

3.9 Achievement of ESG objectives Outcomes of the dialog with stakeholders

3.10 Implementation, measurement of agree-
ments and incentives (of the relationship
with the stakeholders)

The concrete plan for the relationship with
each stakeholder should be evaluated,
incentivized, and documented

3.11 Transparency in reporting, for the company
and the stakeholders (relating to the rela-
tionship with the stakeholders)

Shareholders, and other stakeholders,
should have access to information on
action plans

3.12 Periodic review of the process The stakeholder’s relationship process is a
process of continuous improvement

3.0 Committed shareholders Shareholder involvement is necessary as
many ESG expenditures involve expecta-
tions of long-term returns that may mean
losses today

Source: Own elaboration
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Graph 3 Category 3: Executive Management. Source: Own elaboration

In fact, one of the premises identified by the literature for an adequate manage-
ment of CSR in the long term, i.e., for the maintenance of CSR as a competitive
advantage that creates value, is the need to maintain an active relationship with all
stakeholders. This paper identifies and includes the purpose of the company as a key
issue of the model, and it is able to assess it on the basis of the three previous
elements.

However, the main aim of the model is not “measuring on a scale”: It tries to
understand the internal dynamics of a company’s relationship with its stakeholders,
as well as the aspects that can enhance it. One of the issues that have emerged from
the literature review is that not all companies adequately manage and give relevance
to all their stakeholders, as this is not one of the priorities required by sustainability
rating agencies and neither helps them to position themselves in their ratings.

There is academic literature that indicates the convenience of using primary
information (extracted directly from companies). However, there is an additional
problem, which is the lack of homogeneous information on the organizations’
relationship with their stakeholders. In particular, this information is not standard-
ized. The proposed model is designed to use this type of primary information,
although its proper application would require further development of homogeneous
reporting and corporate transparency systems. New regulatory developments in this
regard, already applied in Europe (i.e., Directive 2014/95/EU, known as
Nonfinancial Reporting Directive (NFRD), or the Corporate Sustainability
Reporting Directive (CSRD) proposal to come into effect from 2024), may help



Knowledge of purpose
Contribution (turning purpose
into action)
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Table 7 Items and factors integrated in Category 4: Purpose Management

Degree of internalization
(determines how the purpose
influences the motivation of
stakeholders)

2.4.b The company estab-
lishes the basis for an honest
and open dialog
2.7.a The company has a
purpose/mission that seeks to
satisfy a need in a sustainable
way
2.7.b The management of
the relationship with the
stakeholders is aligned with
the purpose
2.17 Existence of a company
culture that facilitates the rela-
tionship with stakeholders
3.6.a There is a purpose, in
the form of an objective, for
the development of the rela-
tionship with each stake-
holders, taking into account
the map and controversies

1.4 It incorporates the exer-
cise of ethical leadership by
the company with the proac-
tive exercise of positive moral
ideas
2.7.c CEOs serve this pur-
pose
2.10 Act under a purpose
that satisfies commitment to
the stakeholders
3.6.b There is a plan for the
engagement, which specifies
the purpose, managed by the
engagement owner for each
stakeholders

For this third block, no valid
items were detected among
those evaluated

Source: Own elaboration

Graph 4 Category 4: Purpose Management. Source: Own elaboration



the model to be applied more effectively and improve the possibilities for future
research (European Commission, 2014, 2021).

360 M. Moreno et al.

Table 8 Details of the sample

1. Oil and energy Repsol, S.A. 1

Enagas, S.A. 2

Endesa, Sociedad Anonima 3

Iberdrola, S.A. 4

Naturgy Energy Group, S.A. 5

Red Electrica Corporacion, S.A. 6

2. Basic materials, industry and
construction

Acerinox, S.A. 7

Arcelormittal, S.A. 8

Cie Automotive, S.A. 9

Siemens Gamesa Renewable Energy, S.A. 10

Acciona, S.A. 11

Acs, Actividades de Const. Y Servicios, S.A. 12

Ferrovial, S.A. 13

3. Consumer goods Viscofan, S.A. 14

Industria De Diseño Textil, S.A. “Inditex”
(Inditex)

15

Ence Energia Y Celulosa, S.A. 16

Grifols, S.A. 17

4. Consumer services Melia Hotels International, S.A. 18

Mediaset España Comunicacion, S.A. 19

Aena, S.M.E., S.A. 20

International Consolidat. Airlines Group 21

5. Financial services Banco Bilbao Vizcaya Argentaria, S.A. 22

Banco De Sabadell, S.A. 23

Banco Santander, S.A. 24

Bankinter, S.A. 25

Caixabank, S.A. 26

Bankia, SA 27

Mapfre, S.A. 28

6. Technology and telecommunications Cellnex Telecom, S.A. 29

Telefonica, S.A. 30

Masmovil Ibercom, S.A. 31

Indra Sistemas, S.A. 32

Amadeus IT Group, S.A. 33

7. Real estate services Merlin Properties, Socimi, S.A. 34

Inmobiliaria Colonial Socimi, S.A. 35

Source: Own elaboration based on Bolsa de Madrid

The model has been usefully applied to draw conclusions for IBEX35 companies.
The results show that the best scores are obtained by grouping the factors that have a
purely defensive capacity in the face of reputational risk, and the poorest scores are
obtained by combining the factors associated with management development for the



relationship with the stakeholders. Low scores are also obtained when considering
the factors that reflect the ability to create value and those factors relating to the
relationship enhancer elements with the stakeholders.
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All these results are in line with what has been suggested by both the academic
literature and the business dynamics logic, where a defensive strategy seems to be
prevailing in the face of social requirements on sustainability. Thus, the potential to
create value from the relationship with stakeholders and their executive management
would not be relevant elements. The reasonable result of the purpose would coincide
with the idea of showing a good social image within a more defensive strategy. All
this reinforces the good performance of the model, which presents coherent and
logical results.

Following this analysis, we can conclude, as hypothesized, that the stakeholder
engagement model of IBEX35 companies is still at an early stage of development.
There is still considerable scope for the approach to stakeholder engagement to
become one of shared value creation, rather than defensive. This may also have
relevance in other environments, beyond Spain, given that IBEX35 companies are
positioned as leaders in different international sustainability rankings and indices.

The latter opens the debate and the need for future research, namely, from the
investor’s perspective. In this sense, the potential of each sector to develop financial
value in the future could be assessed based on its current relations with the stake-
holders and its capacity to improve them.
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Communication Professionals as Social
Change Agents in Times of Crisis: How
Pandemic Situation Has Changed Initiatives
in CSR and Sustainability

Renata Matkevičienė and Lina Jakučionienė

1 Introduction

The global pandemic has forced organizations to rethink sustainability strategies and
focus on communication that delivers a social impact to the organization’s key
stakeholders. Due to the conditions of the pandemic, a hybrid mode of activities
and communication in organizations has been introduced and led to the changes of
everyday communication practices.

The communication tasks and roles in organizations require the professionals to
keep the balance between communication with a variety of stakeholders—engage-
ment of internal audiences through communication and harmonizing communication
within the organization and involving external stakeholders to implement the orga-
nization’s strategies. According to Guthey et al. (2006), the task of a communication
professional is to orchestrate “productive social cooperation in [and outside] orga-
nizations through the balancing of a variety of interests” (Guthey et al., 2006, p. 55).
The role of a communication professional in an organization can be explored
through a model that outlines two perspectives incorporating an organization’s
communication strategy in engagement of stakeholders in taking decision on CSR/
sustainability activities and the role of communication professionals in search for
possible decisions of CSR/sustainability (see Fig. 1).

Based on the interpretation of the role of communication professionals proposed
by Grunig and Hunt (1984) according to the communication process model
(one-way or two-way), when considering the role of communication professionals
in the implementation of CSR/sustainability initiatives and activities in organiza-
tions, we can distinguish between a number of possible models of how an
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organization may interact with its stakeholders in the implementation of its CSR/
sustainability activities (based on Morsing & Schultz, 2006) (see Fig. 1, “Stake-
holders’ engagement in CSR/sustainability”): (1) informing stakeholders about the
CSR/sustainability activities chosen and carried out by the organization (some
authors call this an “egoistic or self-centered approach” (Coombs & Holladay,
2012, p. 41), emphasizing that organizations decide on and implement CSR/sustain-
ability activities themselves, without any consultation with stakeholders), (2) involv-
ing stakeholders in the selection of CSR/sustainability activities in the organization,
taking into account stakeholder surveys, trends observed in the competitive envi-
ronment, etc. (Guthey et al., 2006), and (3) the involvement of stakeholders in the
development of the organization’s CSR/sustainability strategy and its implementa-
tion activities, including the organization’s strategic ambition based on the values of
the organization to engage with stakeholders to ensure the embedding of the results
of CSR/sustainability activities and the creation of societal well-being, including the
requirements of a triple bottom line. Equally relevant for analysis of CSR/sustain-
ability activities is the leadership or the role of driver of innovations assumed by the
organization, which reveals the organization’s approach to CSR/sustainability
activities—whether this is seen as mandatory conditions and requirements to be
met when operating in the field of interest in order to ensure the organization’s profit,
or whether this is more than the implementation of the essential requirements of
CSR/sustainability for organizations operating in the field of interest, but also a
voluntary assumption of the role of leadership and commitment to addressing global
sustainability issues. Organizations carry out many different activities and operate in
different contexts, and the task of communication and CSR/sustainability profes-
sionals is to reconcile all interests, and especially to include “the corporate bottom
line” (Guthey et al., 2006, p. 56) in the implementation of corporate initiatives (see
Fig. 1, “Initiatives in CSR/sustainability”).
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LOW

INITIATIVES IN CSR/SUSTAINABILITY

MEETING STAKEHOLDER
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ACTIVITIES
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INNOVATIONS IN
CSR/SUSTAINABILITY ACTIVITIES TO
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TRADITIONAL
CSR/SUSTAINABILITY

ACTIVITIES

Fig. 1 Matrix of corporate strategy and the role of communication professionals in
CSR/sustainability (proposed by authors)
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The role of communication professionals in activities of initiating, motivating,
and inspiring various actions in the context of corporate CSR/sustainability is
essential, as they are responsible for choosing appropriate tools for communication,
inspiring and maintaining corporate CSR/sustainability-driven culture, developing
the context for involving and engaging relationships with employees, and ensuring
that employees can not only offer initiatives but can get involved in and benefit from
them (Du et al., 2010; Duthler & Dhanesh, 2018; Gill, 2015; Jiang & Luo, 2020;
Schaefer et al., 2020).

Corporate social initiatives and management fashions generally do not always
clash with employees’ concerns (Guthey et al., 2006, p. 53). “Employees rather than
shareholders deserve to be treated as the primary concern of managers” (Heal, 2008,
p. 17) simply because the organization’s reputation, employee prestige, and, to a
large extent, work depend on the organization’s role in CSR/sustainability. In this
regard, communication professional operates not only as developer of environment
who supports sustainability initiatives but also as an innovator and leader who
promotes CSR/sustainability issues by herself/himself (see Fig. 1).

When choosing CSR/sustainability strategies, organizations often focus their
activities on external stakeholders, in formulating CSR/sustainability strategies,
developing initiatives, and implementing them. Organizations seek not only to
respond to market needs, but also want to involve external stakeholders in cooper-
ation, in creating and developing of joint projects for public welfare, thus responding
to the essential goal of communication: “dealing with latent, manifest and active
publics through communication and dialogue, interaction and partnership”
(Vallentin, 2006, p. 75).

By choosing such strategies, organizations position themselves as leaders in a
certain CSR/sustainability area through initiatives and activities they perform and
communicate that are designed to address the problems faced by a particular external
stakeholder or global issues. The task of communication professionals in this case is
not only to present the position of organizations in initiating and implementing CSR/
sustainability ideas and activities but also to involve external stakeholders both in
discussions on the topic raised by the organization and in communication activities
in collaboration with external stakeholders.

This approach highlights the role of a communication professional as a social
change agent in promotion, development, and implementation of CSR/sustainability
innovations and activities in organizations and in society at large. Such a develop-
ment of the profession could be seen through the statements of professional
PR/communication associations underlying the competencies of the communication
professional in relation to activities in the CSR/sustainability area: ethical leaders
and role models in CSR/sustainability (CPRE, 2006, 2012, 2018) acting “profes-
sionally, i.e., in a socially responsible manner, within their own societies as well as
within an emerging global community” (CPRE, 2018), and responsible drivers of
sustainable decisions having abilities “to consider business objectives in the light of
society’s expectations; conduct formative and evaluation research including the
collection of intelligence/insights and environmental scanning” (Global Alliance
(for Public Relations and Communication Management), 2016; Fawkes et al., 2018).
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The choice of such an approach to CSR/sustainability activities within the
organization, which indicates the respective role of communication professionals
in them, allows us to evaluate the activities of communication and sustainability of
the organization, highlighting the role of communication professionals as social
change agents. The social change agent responds to stakeholders’ needs and dem-
onstrates to them the benefits of social impact, whether he or she acts as a maintainer
of the status quo, ensuring continuity and coherence of activities without pursuing
dramatic change, on the contrary, by ensuring stability in the relationship (including
communication) with stakeholders.

2 Methods

Based on the approach proposed in the article on analysis of CSR/sustainability
activities and communication with stakeholders based on the level of engagement
with stakeholders and the level of initiatives driven by a communication profes-
sional, this chapter seeks to answer the question of how CSR/sustainability activities
are initiated, planned, and implemented in usual conditions and how the status of
organizations and communication professionals’ changes in the conditions of an
uncertainty—period of crisis (pandemic).

The aim of the study is to determine the role of communication professionals as
social change agents in promoting and implementing CSR/sustainability initiatives
and activities in communication and engagement with different stakeholders to
achieve the strategic goals of organizations.

The study raises the following questions:

• Q1: Which CSR/sustainability initiatives and activities are chosen to be
implemented in the organization—those that are aligned with the organization’s
strategy and values and that meet key market requirements for the organization’s
activities, those that involve stakeholders in identifying relevant CSR/sustainabil-
ity activities, or those that are undertaken by a communication professional,
creating opportunities for the organization’s stakeholders to be actively involved
in the proposal and implementation of CSR/sustainability initiatives and activi-
ties. The answer to this question will allow us to understand and compare the
CSR/sustainability activities chosen by the leading organizations in Lithuania,
assessing the operational and communication tactics.

• Q2: Has the organization’s CSR/sustainability initiatives and activities and com-
munication changed during the crisis (pandemic) and how? It is assumed that
during a crisis, organizations review their CSR/sustainability portfolio and focus
only on those that help to achieve strategic goals of the organization and that
concentrate on stakeholders and keep them motivated, engaged in the organiza-
tion’s activities, thus supporting and strengthening organization’s reputation.
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• Q3: What is the personal role and responsibility of a communication professional
in initiating and implementing CSR/sustainability activities? It is assumed that
CSR/sustainability activities carried out by the organizations largely depend on
the personal involvement of the communication professional, of his or her interest
in CSR/sustainability initiatives, activities, commitment, and leadership. The
answer to this question will help to identify the role (assumed or assigned) of
the communication professional as a social change agent.

The research methods used are content analysis of CSR/sustainability activities
and/or yearly reports of TOP sustainable brands (business organizations) in Lithu-
ania (2019, 2020) and qualitative in-depth expert interviews with communication
professionals working in those corporations.

For the research, the TOP Lithuanian sustainable brands (business organizations)
in 2020 were selected: brands acting on international level: Lidl Lietuva,
Eurovaistinė, IKI, Swedbank, Rimi, and locally based brands: Camelia, Maxima,
Norfa, Ignitis, and AUGA group.

Annual CSR/sustainability activity reports for 2019–2020 of the corporations
and/or info on the websites on these activities selected for the study in 2019–2020,1

with text coded by keywords such as “CSR” (in Lithuanian language ĮSA, SA,
“socialinė atsakomybė”), “Sustainability” (in Lithuanian language “tvarumas,”
“darnus vystymasis,” “tvarus verslas”), and related topics such as “Charity,” “Sup-
port,” and “Code of business ethics” (in Lithuanian language “labdara,” “parama,”
“verslo etikos kodeksas”).

The criteria for the selection of the informants are as follows: top-level commu-
nication managers (heads of communication/public relations/corporate communica-
tions departments of business organizations), responsible for CSR/sustainability
activities. They represent the top 10 most sustainable brands of 2021 according to
Lithuanian consumers (retail chains, pharmacies, banking, energy, and agriculture),
in which CSR/sustainability performance is under the responsibility of top-level
communication managers.

The interviews were conducted in March–April 2021.
The results of the study are presented through impersonalized data from inter-

views and by summarized statements taken from the reports and information on the
websites of organizations selected for the study.

1https://imone.lidl.lt/socialine-atsakomybe?_ga=2.9631989.1939807992.1623836055-67620
8951.1617882259; https://camelia.lt/blog; https://www.apie-eurovaistine.lt/apie-mus/verslo-
etikos-kodeksas/; https://iki.lt/esame-atsakingi/; https://www.swedbank.lt/about/swedbank/about/
financialResults?language=LIT; https://maximagrupe.eu/lt/socialine-atsakomybe; https://www.
rimi.lt/apie/tvarumas; https://www.norfa.lt/apie-mus/labdara-ir-parama/; https://ignitisgamyba.lt/
atsakingas-verslas/soc.-atsakomybes-ataskaitos/111; https://auga.lt/tvarumas/tvaraus-verslo-
ataskaita/#tabs.

https://imone.lidl.lt/socialine-atsakomybe?_ga=2.9631989.1939807992.1623836055-676208951.1617882259
https://imone.lidl.lt/socialine-atsakomybe?_ga=2.9631989.1939807992.1623836055-676208951.1617882259
https://camelia.lt/blog
https://www.apie-eurovaistine.lt/apie-mus/verslo-etikos-kodeksas/
https://www.apie-eurovaistine.lt/apie-mus/verslo-etikos-kodeksas/
https://iki.lt/esame-atsakingi/
https://www.swedbank.lt/about/swedbank/about/financialResults?language=LIT
https://www.swedbank.lt/about/swedbank/about/financialResults?language=LIT
https://maximagrupe.eu/lt/socialine-atsakomybe
https://www.rimi.lt/apie/tvarumas
https://www.rimi.lt/apie/tvarumas
https://www.norfa.lt/apie-mus/labdara-ir-parama/
https://ignitisgamyba.lt/atsakingas-verslas/soc.-atsakomybes-ataskaitos/111
https://ignitisgamyba.lt/atsakingas-verslas/soc.-atsakomybes-ataskaitos/111
https://auga.lt/tvarumas/tvaraus-verslo-ataskaita/#tabs
https://auga.lt/tvarumas/tvaraus-verslo-ataskaita/#tabs
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3 Results and Discussion

As shown by the analysis of the information on CSR/sustainability activities
(2019–2020) available on the websites of the surveyed business organizations (see
Table 1), they have been developed consistently in line with the CSR and sustain-
ability policies and strategies focusing on such areas as environmental protection
(reduction of CO2 and other emissions, energy saving, green energy consumption,
etc.); reduction of food waste; refusal of disposable plastic products; health (wide
selection of health-friendly products); youth (educational projects); technology
(innovation and investment for sustainable growth and productivity); locality
(increasing the range of locally produced goods); animal welfare (abandonment of
live fish in aquariums; supermarkets no longer buying endangered fish and seafood
and other animal welfare projects; support for animal welfare organizations), diver-
sity, equal rights, human (consumer) rights, ethical business, anti-corruption and
transparency, and quality assurance.

Due to the pandemic, changes in CSR/sustainability activities are related to
customer support (new activities), internal staff (employees), and more active
cooperation with NGOs/communities (see Table 2).

New Activities in the Field of Customer Service Support and restructuring mea-
sures were offered to customers during the pandemic, depreciation exemptions were
applied, prices of bank-leased terminals were reduced, traders were supported to
transform their business into e-commerce solutions, charges were deferred (prefer-
ential payment terms for services were provided as well as deferred payments for
consumed natural gas and electricity for the quarantine period and one additional
month), free helplines have been set up, assistance has been provided to women
victims of violence during quarantine, and vaccination rooms have been set up in
pharmacies.

Internal Staff (Employees) Due to the pandemic, business organizations devoted a
lot of effort and resources to the safety of employees (and customers) (organic glass
walls in supermarkets and pharmacies separating purchasers and cashiers, queue
locations at cash desks, as well as floors marked safe, 1 meter, distance, etc.);
ensuring financial stability of employees (increased amount of incentive bonuses
for employees); and providing employees with all the equipment needed for work at
home, preventive measures (face masks), regular disinfection, differentiation of
employee teams, and work from home. The organizations paid a lot of attention to
the psychological health of employees (free psychological helpline, psychological
health recommendations, online meditations, sports activities, measures to take care
of psychological well-being). New benefits have been included in employees’ social
packages (employees are reimbursed for COVID-19 tests when they become com-
mercially available; employees with COVID-19 are given the opportunity to
undergo a comprehensive health check, which is fully funded by the employer).
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Table 1 Reported CSR/sustainability activities (2019, 2020)

CSR/sustainability activities Consistent CSR/sustainability activities 2019–2020

Environmental protection • Reduction of CO2 and other emissions
• Energy saving
• Green energy consumption
• Biodiversity and ecosystem protection
• Waste management
• Transport fuel economy and accounting
• Water conservation and accounting
• Biogas production from waste
Activities related to the implementation of environmental
requirements or the leadership of the organization in this field:
• Advanced energy consumption monitoring, energy-efficient
heating, ventilation, and cooling; modern lighting systems are
being implemented
• Renewable energy loans, financing the purchase of solar
panels for private customers, as well as helping small business
customers to purchase solar panels, windmill turbines, or
geothermal heat sources
• “Green” home loan offered to private customers—a new
lending product that promotes energy efficiency in private
housing; the “sustainable leasing” proposal, which aims to
encourage customers to choose greener cars with lower CO2
emissions
• Reduction of food waste (optimization of forecasts, produc-
tion of goods, shelf life of goods on shelves)
• Refusal of disposable plastic products
• Animal welfare (abandonment of live fish in aquariums;
supermarkets no longer buying endangered fish and seafood
and other animal welfare projects; support for animal welfare
organizations)

Diversity, equal rights, human
(consumer) rights

• Prevention of discrimination and control of infringements
• Ensuring and monitoring gender equality
• Protection and guarantees of human rights
• Involvement of employees in volunteering (paid as a work-
ing day)
• Educational projects

Ethical business, anti-
corruption, and transparency

• Principles of sustainability in business processes
• Ensuring financial stability for employees (fair payment of
salaries)
• Employee’s safety and health
• Ensuring good working conditions
• Compensation for accidents and injuries at work

Product quality assurance • Quality services, competitive products, and products that
meet customers’ needs and expectations
• Innovation and investment for sustainable growth and pro-
ductivity
• The range of locally produced goods is being increased
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Table 2 Reported CSR/sustainability activities (2019, 2020) and change in activities during the
pandemic

CSR/sustainability
activities

Consistent CSR/sustainability
activities 2019–2020 Change during the pandemic

Customers, traders Principles of sustainability in
business processes

• Proposed support and restructuring
measures, reduced prices
• New services are provided
• Deferred taxes
• Free helplines have been set up

Internal staff
(employees)

Ensuring the welfare of
employees
• Ensuring financial stability
for employees (fair payment
of salaries)
• Employee’s safety and
health
• Ensuring good working
conditions
• Prevention of discrimination
and control of violations
• Ensuring and control of
gender equality
• Compensation for accidents
and injuries at work
• Protection and guarantees of
human rights
• Involvement of employees
in volunteering (paid as a
working day)
• Development of employee
competencies

• The amount of incentive bonuses for
employees has increased
• Greater attention to ensuring safe work-
ing conditions for employees
• Provision of all equipment necessary for
work at home, preventive measures with
face masks, regular disinfection, differ-
entiation of teams of employees, work
from home
• Attention to psychological well-being
(free psychological helpline, psychologi-
cal health recommendations, online med-
itations, sports activities, measures to take
care of psychological well-being)
• New benefits included in employees’
social packages (employees are reim-
bursed for COVID-19 tests when they
become commercially available,
employees with COVID-19 are given the
opportunity to undergo a comprehensive
health check, which is fully funded by the
employer)

Communities:
Social partners and
supporters

Support for NGO’s and
communities

• The amount of support provided to
NGOs/communities has increased
• New activities—support for various
organizations with food parcels (i.e., staff
of medical and paramedical organiza-
tions, specialists of the Public Health
Bureau, staff of Ambulance Stations,
General Emergency Centre 112, and
mobile coronavirus checkpoints)
• Support for medical institutions (provi-
sion of necessary protective equipment
and medical equipment)
• Assistance to women victims of
domestic violence during quarantine

Cooperation with NGOs/Communities During the pandemic, the amount of
financial support provided by business organizations to NGOs/communities
increased, and new activities appeared—support for employees of various organi-
zations with food parcels (i.e., staff of the Public Health Office, Ambulance Stations,
General Assistance Centre 112 and mobile coronavirus checkpoint staff) and the



provision of necessary protective equipment and medical equipment to medical
facilities.
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The analysis of the interviews with the informants shows that for the vast
majority, the personal involvement and belief of the communication specialist in
the topic of CSR/sustainability is the main driver for initiating, supporting, and
implementing initiatives in this field. How much a communication professional can
inspire an environment depends on his or her personal characteristics. “This position
requires a person who is hurt (by sustainability issues).” Informants believe that a
communication professional who does not personally care much about CSR/sus-
tainability will find it quite difficult to achieve the organization’s sustainable goals.
“In that case, you will simply work to do your duty. “If you are genuinely involved in
these issues, you will do your job sincerely, seek to resolve issues promptly.”

According to the informants, a communication professional is a generator of
sustainability ideas in their organization. This is the opinion of most communication
professionals surveyed. “If your job is ONLY to communicate about sustainability
and not to be a generator of social change, it will not be good. In this case, the
organization will look at such activities as follows: write a report, organize an event
and so on.” In terms of leadership, an important role is played by the extent to which
leadership is related to a person’s personality to be a leader, faith in his or her actions,
and help from leadership. “Yes, communication is definitely the driver. (. . .) we are
the driving force. But only when we have faith in that activity ourselves and when
there is support from management and other functions.”

Most of the informants state that communication in organizations is a strategic
level position; communication manager is a top-level manager who is involved in the
development of board strategic issues (including sustainability issues) at an early
stage and their implementation. According to some informants, all possible functions
(including internal and product communication, sustainability office, and event
organization) are integrated into the communication department, or the whole
environment is under communication’s responsibility; thus, they have the freedom
to make decisions related to the social agenda and to be catalysts for various
processes. “An empowered leader brings much better results.”

Sustainability in the communication professional agenda, according to the infor-
mants, is a rational decision of the organization not only because communication is
an intermediary between the organization and its stakeholders and knows their needs
and expectations, but also because it has the quality—empathy, which is most
needed for CSR/sustainability. On the other hand, CSR/sustainability is and must
be part of the communication professional’s activities, but only if sustainability is the
organization’s path, direction, strategy, and DNA. Otherwise, one communication
unit will be not able to achieve the sustainable goals of an organization: “I am against
it (sustainability) becoming just an area of communication. Communication is not a
goal in itself; it is means of achieving the company’s business objectives.”

Representatives of international corporations mention that CSR/sustainability
guidelines are centralized at the international level, but it is usually up to the country
to decide on the implementation of CSR/sustainability ideas, considering each



country’s specifics. The head of communication has a great deal of freedom to
decide for himself or herself and to suggest to the management board which
sustainability ideas are most suitable for their country. However, sustainability
initiatives do not come ONLY from the communication manager/communication
unit but are often promoted by the organization’s internal staff (employees), orga-
nizational units, the board, shareholders, or external partners. For example, in a
specific sector (energy, which is a state-owned enterprise strongly influenced by
political decisions), the main impetus for implementing sustainability themes comes
from the board.
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According to the informants, the most valuable initiatives are those that are born
within the organization, because when employees themselves are involved in the
implementation of sustainable initiatives, it generates more value for the organiza-
tion itself (stronger employee faith in the organization, better climate, etc.). “One of
the most important areas that employees emphasize as the greatest strength of the
organization is its activity in the field of sustainability. Employees appreciate that the
organization is not afraid of losing profits and refuses to work with a supplier that
pollutes nature.” On the other hand, here the role of the communication professional
is particularly important: “There is a special mailbox where employees can submit
their ideas. (. . .) Behind this intermediary activity between the manager and the
employees is always the communication people because they are those who collect
the employee ideas and pass them on to the board.”

Most communication professionals see their organizations as innovators dictating
certain sustainability trends to the market (e.g., the first to choose not to sell
endangered species; the first to refuse to sell fish in aquariums; the only trader in
Lithuania who did not sell alcohol on the actual day of September 1 and the day
when the students actually went to the school although it has lost € 100,000 from
turnover as a result (in Lithuania, the law does not allow the sale of alcohol on
September 1 when officially the study year starts); the first to implement the idea of
sustainable agriculture despite being one of the most polluting sector in the world in
terms of emissions; the first to set up a Money Museum and Finance Laboratory with
the aim of increasing digital literacy in the bank). Communication professionals
participate in these initiatives as their initiators or active implementers.

The analysis of CSR/sustainability activities carried out and the data of the
interviews of the communication professionals allows us to state that:

• Organizations tend to choose stakeholders’ involvement in the selection of CSR/
sustainability activities and seek to respond to their views on relevant issues of
stakeholders by offering assistance (employee volunteering, sponsorships, etc.),
but in times of crisis, organizations independently decide to change CSR/sustain-
ability activities in response to environmental changes. “At the very beginning of
the first quarantine, there was a lot of confusion in the market, we increased
sponsorships, provided more food, gift cards, sponsored volunteers on duty at the
airport; it was on-top unplanned sponsorship actions. But later we stuck to
consistent things”; “The pandemic has affected changes in CSR/Sustainability
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activities, but not fundamentally because sustainable activities are our DNA. The
business decision to defer loans is not economically justified. So, it was a social
action in the face of a pandemic.”

• Organizations tend to address local issues and implement their CSR/sustainability
activities, ensuring innovative CSR/sustainability solutions in the organization’s
activities. Representatives of international corporations mention that CSR/sus-
tainability guidelines are centralized at the international level, but it is usually up
to the country to decide on the implementation of CSR/sustainability ideas,
considering each country’s specifics. The head of communication has a great
deal of freedom to decide for himself or herself and to suggest to the management
board which sustainability ideas are most suitable for their country.

• Organizational leadership in the field of CSR/sustainability depends to a large
extent on the personal leadership of communication professionals and their
involvement in discussing CSR/sustainability issues, raising problems, and find-
ing possible solutions, and, of course, solving them. According to most of the
informants, the personal involvement and belief of a communication professional
in the topic of sustainability is a key driver in the organization’s development and
implementation of initiatives in this area. How much a communication profes-
sional can inspire an environment depends on his or her personal characteristics.
According to the informants, it will be quite difficult for a communication
professional who does not personally care much about CSR/sustainability to
achieve the sustainable goals of the organization. “In that case, you will simply
work to do your duty. If it hurts you sincerely, you will do your job sincerely, seek
to resolve issues promptly.” According to the informants, it is especially impor-
tant for communication professionals that their organizations are innovative; they
take it for granted: “if we are not the first, I immediately ask myself and other
members of the organization what happened that we are not the first?” According
to the informants, a great tone to be an innovator or a cautious market player is
posed by the organization itself; however, innovation-promoting initiatives com-
ing from communication professionals are accepted at the highest level and
encouraged to develop further. Thus, communication professionals are involved
as initiators of innovation or active members in their implementation.

Based on the survey data and qualitative in-depth interviews with communication
professionals, the distribution of the role of communication professionals in the
implementation of CSR/sustainability activities chosen by the organizations is
presented (see Fig. 2), according to the diagram describing the role of communica-
tion professionals developed by the authors of the paper (see Fig. 1).

The analysis of the results of the research highlighted the following roles of
communication professionals, as revealed through the description of their roles and
the discussion of best practices during the in-depth interviews (see Fig. 3):

• Implementor—a communication professional who plans and implements CSR/
sustainability activities and their communication in the context of the CSR/
sustainability strategy set out by the organization’s managers (owners, board
members, shareholders). The communication professional sees himself or herself
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Fig. 2 CSR/sustainability matrix based on analysis of roles of communication professionals in top
10 Lithuanian CSR/sustainability organizations

Fig. 3 Roles of
communication
professionals in CSR/
sustainability practices
(proposed by authors based
on the interviews)

Reactionist
Global 
activist

Implementor Activist 

as the implementer of CSR/sustainability activities proposed by the various
stakeholders of the organization, ranging from the organization’s employees to
the various groups of stakeholders external to the organization, who arrange the
opportunity to propose them, and who not only implement the activities, but also
communicate about them. (“The role of the communication professional is
particularly important: (. . .) [the communication professional’s role as] an inter-
mediary between the manager and the employees”).

• Reactionist—a role undertaken or assigned to a communication professional by
the organization’s management, with the task of reacting to external factors:
challenges from outside the organization or demands for CSR/sustainability
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activities from relevant strategic stakeholders. In this way, the communication
professional is like an observer of the organization’s environment, offering the
organization strategic and tactical solutions for the implementation of CSR/
sustainability activities and communication, in response to changes in the envi-
ronment related to the organization’s field of activity (“Employees appreciate that
the organization is not afraid of losing profits and refuses to work with a supplier
that pollutes the environment”).

• Activist—a communication professional who tries to encourage employees in the
organization to engage in CSR/sustainability activities by personal example,
usually linked to personal involvement, belief in CSR/sustainability (“Everything
in life is up to us: if you don’t personally believe in the things you do, nothing will
come of it”; “if your job is ONLY to communicate about sustainability, not to be a
generator of social change yourself, then nothing will work”).

• Global activist—a communication professional who not only takes personal
leadership in the promotion and implementation of CSR/sustainability activities
within the organization but also creates an environment that ensures the imple-
mentation of the organization’s CSR/sustainability strategy in line with interna-
tional/global trends and demonstrates the organization’s leadership in these
trends. (“Sustainability activism,” “communication really is a driver. (. . .) we
are the driving force”).

The research data show that communication professionals tend to take personal
leadership in CSR/sustainability initiatives and activities but propose these activities
in line with shareholders’ position, taking into account customers’ attitudes and
expectations, and in collaboration with NGOs promote CSR/sustainability goals to
society in general, to make it aware of issues, prospective solutions, and actions
needed to take.

The pandemic highlighted the importance of the performance of communication
professionals employing hybrid instruments to demonstrate organizations’ CSR/
sustainability initiatives and activities through involvement and engagement of
various stakeholders while taking a personal lead in sustainability: if in the past
communication professionals were able to communicate face-to-face through vari-
ous communication tools and encourage stakeholders to engage in various organi-
zational activities, the changed conditions not only forced to search for new forms of
communication building and strengthening relationships with stakeholders in the
“new reality” but also to review the organization’s activities, strengthen the moti-
vation of individual stakeholders, and encourage them to keep in touch with the
organization. Nevertheless, the CSR/sustainability initiatives the organization relates
itself with allocating human, financial, and other resources in most cases are
cascaded by the shareholders and only then implemented with the help of commu-
nication professionals.
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4 Conclusions

Communication professionals, driven by the organization’s values, take on the role
of social change and CSR/sustainability “ambassadors” in the pursuit of the organi-
zation’s corporate strategy, promoting/sharing sustainability ideas and encouraging
responsible actions.

The actions of communication professionals are related to integrating the relevant
values into the organization’s activities and communication, promoting CSR/sus-
tainability initiatives, motivating the launching of activities, and engaging actively in
the implementation of CSR/sustainability activities. The role of communication
professionals in CSR/sustainability can be seen in the context of the organization’s
system and culture for initiating and implementing CSR/sustainability activities but
is also determined by the communication professional’s personal leadership and
individual engagement in initiating sustainability activities, finding CSR/sustainabil-
ity solutions, and implementing activities involving different stakeholders in the
organization.

As the research data demonstrated, in performing CSR/sustainability strategies
communication professionals employ all communication functions (including inter-
nal communication, product communication, sustainability office, and organization
of events) taking the wide range of issues under the responsibility of communication;
thus, communication professionals have the freedom of decisions related to CSR/
sustainability. Therefore, having such a portfolio, communication professionals can
influence all processes related to the social agenda and to be catalysts for various
processes. As it was stated by several informants, responsibility for CSR/sustain-
ability initiatives and strategies is mostly implied by personal drive and deep
concerns on the issues.

The proposed approach allows us to analyze the role of a communication
professional in the development and implementation of CSR/sustainability initia-
tives and activities in the organization and to analyze how these initiatives and
activities are performed (on national level or globally).

The proposed model of CSR/sustainability activities and communication allows
us to assess not only an organization’s CSR/sustainability initiatives and activities
(achieving profit for the organization, securing and creating a competitive advantage
for the organization by meeting the general market and societal requirements for
organizations’ performance) but also value-based leadership and the promotion of
local or global initiatives that create opportunities for societal transformation and
sustainable well-being.
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Environmental Information Disclosure
and Profitability: The Environmental
Certification Influence

Albertina Paula Monteiro, Catarina Cepêda, and Francisco Barbosa

1 Introduction

During the last few decades, pollution and excessive use of natural resources have
caused environment destruction, putting future generations at stake. Indeed, society
(people and companies) should be environmentally responsible, where focus is to
meet needs of today without compromising the ability to meet future needs (Nejati
et al., 2011).

However, concern for meeting future generations needs is not the only reason for
companies to direct their attention toward the environment. These have already
realized that they can be more competitive, improve reputation, and achieve eco-
nomic growth if they are environmentally responsible and consequently contribute
to sustainable development (Elshabasy, 2018).

In a constantly changing world, sustainable development challenges are increas-
ingly important, with environmental protection and pollution prevention being
current concerns for any organization. Thus, environmental problems solution, or
their minimization, requires a new attitude from managers, who must start to
consider environment in their decisions and adopt technological methods that
contribute to the expansion of the planet’s carrying capacity (Barbieri, 2017).

With the concern of obtaining a better environmental performance, companies
implement Environmental Management Systems (EMS). In fact, an EMS imple-
mentation is something that companies have been betting, more and more, in recent
years. Literature suggests that environmentally certified entities are interested in
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disclosing their environmental achievements (Archel & Lizarraga, 2017), as well as
companies with environmental certification tend to disclose more environmental
information in their reports (Barbosa et al., 2021).
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The literature suggests that there are other factors, such as industry, profitability,
and corporate governance attributes, influencing environmental disclosure level on
annual and sustainability reports (e.g., Ahmadi & Bouri, 2017; Barbosa et al., 2021;
Monteiro & Guzman, 2010; Sumiani et al., 2007). On the other hand, attributes, such
as company size, capital requirement, profitability, and capital expenditures, are
positively associated with the extent or quality of environmental disclosure (Barbosa
et al., 2021; Sutantoputra et al., 2012).

Regarding the relationship between environmental disclosure and financial per-
formance, Nor et al.’s (2016) study, for 100 largest listed companies in Malaysia and
for the year 2011, shows mixed results between environmental disclosure practices
and financial performance. Nor et al. (2016) reinforce that the need for environmen-
tal information disclosure still exists if companies want to legitimize their position in
society. Sutantoputra et al.’s (2012) study analyzes environmental disclosure level of
53 ASX200 Australian listed companies and whether better performing companies
related to lower or more positive emissions disclose more information about their
environmental performance. Their results indicate a generally low level of environ-
mental disclosure, and that environmental performance was not significantly asso-
ciated with the level of environmental disclosure. However, the same results indicate
that larger companies, those in polluting industries and with higher levels of capital
investment, disclosed more environmental information. Huang and Kung (2010) and
Kathy Rao et al. (2012) verify a negative relationship between both variables in a
study performed for Taiwan and Australian listed companies.

The literature review identified a gap in the scope of studies that investigate
relationship between environmental certification, environmental disclosure level,
and company’s performance, more specifically studies that analyze, simultaneously,
the direct effect of environmental certification on companies’ economic performance
and indirect through environmental information disclosure level.

To fill this gap, this study, besides investigating environmental information
disclosure evolution in annual and sustainability reports, aims at analyzing whether
companies with environmental certification are those that disclose more environ-
mental information and whether this has an impact on the economic performance
(profitability) of Portuguese companies. In addition, this research analyzes whether
the Environmental Disclosure Index (IDA) mediates the relationship between envi-
ronmental certification and profitability.

Results empirically prove that environmental certification does not directly con-
tribute to profitability, but indirectly influences it through IDA.

This chapter is structured as follows. The first section refers to the introduction
and the second contains a literature review where the theoretical framework of
central themes of the study is carried out and research hypotheses are developed.
The third and fourth sections present the research methodology and results discus-
sion analysis. The last section highlights the main conclusions and makes final
considerations.
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2 Theoretical Framework and Research Hypotheses

According to Branco and Delgado (2011), pressures to consider a social and
environmental impact in the business sector have gradually grown in recent decades.
Caseirão (2000) states that public opinion and legislation exert pressure and make
companies feel the need to take into account social and environmental implementa-
tion measures in a more systematic and integrated manner in overall organization
management. For Bhattacharya and Sen (2004), consumers have a favorable attitude
toward companies that engage in social and environmental responsibility. It is in this
sense that the concept of corporate social responsibility (CSR) has started to develop
over the last few decades.

Howard Bowen is considered by Carroll (1991) the first to address the issue of
CSR in the 1950s. Bowen and Johnson (1953) state that entrepreneurs should have a
set of social obligations toward citizens and environment.

Throughout the second half of the twentieth century, many authors took various
approaches to this concept. Davis defined CSR as the consideration of and response
by companies to issues that go beyond their economic, technical, and legal aspects.
Years later, Carroll (1991) suggested a pyramid model to elucidate the concept of
CSR. This model is based on four levels: economic responsibility, legal responsi-
bility, ethical responsibility, and philanthropic responsibility. In this model, the main
objective of the entity is no longer only financial profit and legality but also ethical
and philanthropic which is displayed at its top. Ethical responsibilities incorporate
standards or expectations that reflect a concern with what consumers, employees,
shareholders, and society consider fair or understand to be in line with the respect
and protection of moral rights. Philanthropic level refers to awareness of social
context involving organization actions in the surrounding communities in order to
provide an increase in quality of life.

In the twenty-first century, according to the Green Paper of the Commission of
the European Communities (EC, 2001), CSR is essentially a concept whereby
companies decide voluntarily to contribute to a fairer society and a cleaner environ-
ment. Also, according to the EC (2001, p. 6), “being socially responsible means not
only fulfilling legal expectations, but also going beyond compliance and investing
“more” into human capital, the environment and the relations with stakeholders.”

With the concern of obtaining a better environmental performance, companies
implement Environmental Management Systems (EMS). An EMS aims to improve
overall economic development of companies through continuous improvement of
their environmental performance and compliance with environmental legislation
application (Monteiro, 2013). This system involves the entire organizational struc-
ture in a planned approach to identify correct procedures with a view to improving
different environmental items. The main goal of adopting an EMS is continuous
improvement of company’s environmental performance. To achieve this, the orga-
nization must define specific objectives based on its environmental policies and
adopt different practices and procedures that lead to these goals’ achievement.
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EMS process implementation is time-consuming and involves going through
several stages (Pinto, 2005). Initial phase involves surveying the situation in which
company finds itself; that is, an exhaustive diagnosis is made of all activities
involving environmental matters. This is followed by the company’s environmental
policy definition that will serve as a basis for the whole process called “project
team.” This team will have as its functions EMS documentation preparation and
project’s execution. The final phase comprises planning, implementation, and sys-
tem operation. This stage is considered most laborious because it is here that
everything that was previously discussed and projected is put into practice. Note
that environmental certification by an external entity ensures that system meets all
requirements and all organization’s stakeholders guarantee that company’s activities
are in line with EMS implemented.

Companies that choose to adopt an EMS have several possibilities of which
standard to follow, taking into consideration factors such as characteristics, stipu-
lated objectives, and conditions that company presents. Internationally, there are five
standards available to companies: standards produced by the United States Environ-
mental Protection Agency (US EPA), EMS British Standard 7750 (BS 7750),
Community Ecolabel System, certification by International Organization for Stan-
dardization (ISO) 14001, and Eco-Management and Audit Scheme (EMAS). In
Portugal, both ISO and EMAS standards are normally applied.

ISO 14001, published in 1996, was developed to be applicable to all types of
organizations. This standard provides guidelines for EMS implementation in order to
guarantee continuous improvement of environmental aspects and is based on four
pillars: plan, execute, verify, and act. Its general purpose is to balance environmental
protection and pollution prevention with socioeconomic needs.

For Zeng et al. (2005), ISO 14001 implementation provides several benefits for
an organization, including:

– Opening new national and international markets
– Improvement in management as a whole
– Increased customer satisfaction
– Reduction of waste and costs
– Improvement in the company’s image
– Improvement in environmental performance as a whole

EMAS is a voluntary environmental management instrument aimed at improving
and assessing environmental impacts of companies in the industrial sector. These
organizations intend to commit to manage their environmental performance
according to existing rules, in order to guarantee to third parties the credibility of
their EMS and to provide relevant information to the outside.

In addition to contributing to environmental responsibility and compliance with
legislation, these systems enable the identification of opportunities to reduce mate-
rials and energy use and improve process efficiency (Chan & Wong, 2006). Given
the global market environment, which brings to companies the need for cost
reduction and adequacy of products and production processes for market needs,
organizations, particularly industrial ones, are pressured to modernize their



management systems so that they provide higher product quality, enable and support
technological innovations, contribute to sustainable development, and ensure
increased competitiveness and, consequently, profitability (Oliveira & Pinheiro,
2010).
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Companies are pressured to develop actions within the scope of sustainability and
to disclose information about their performance to their stakeholders. For Saremi and
Nezhad (2014), environmental accounting is a difficult concept to define, given the
variety of meanings it can encompass, such as those related to environment.
According to paragraph 6 of the Portuguese Financial Reporting Accounting Stan-
dard (NCRF) 26—Environmental matters, the term environmental refers to “the
natural physical environment, including air, water, land, flora, fauna and
non-renewable resources such as fossil fuels and minerals.”

For Pires (2014), accounting has an obligation to concern itself with environ-
mental reality because, providing a service, it must be willing to address what is
relevant and of concern to civil society. The information to be provided must reflect
company’s assets truth, taking into account that the latter can be strongly affected by
environmental issues because their risks, in addition to causing ecological damage,
can also cause economic and financial damage to the entity itself (Ferreira, 2000).

Eugénio (2004) summarized advantages of environmental accounting for com-
panies both internally and externally, namely:

• To respond to new accounting control needs
• To make financial reporting more useful to its users and being an additional

element of the performance demonstration
• To improve the planning and control of the company’s environmental manage-

ment activities
• To enhance cost rationalization
• To stimulate new perspectives on the productive process
• To allow the correct determination of production costs and marketing prices
• To bring the environment into the management process
• To facilitate the collection and presentation of elements necessary for the fulfill-

ment of obligations, such as:

– Accountability documents for the national market
– Reporting documents for the international market
– Information requested by statistical authorities
– Information requested by regulatory bodies

Environmental information disclosure to outside world is mandatory, according
to paragraph 47 of NCRF 26, when those matters “are materially relevant for the
assessment of the performance or the financial position of the entity.” This informa-
tion may be disclosed through the management report, providing an explanation of
the facts, a description of the valuation methods used, and a perspective of company
economic situation. According to paragraph 48 of NCRF 26 (effective until 2015),
management report should include the following information:
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– Policies and programs adopted by the entity relating to environmental protection
measures, including pollution.

– Improvements made in key areas of environmental protection.
– Information on environmental performance (consumption of raw materials,

water, gas emissions, waste removal). Figures shall be expressed in physical
units rather than monetary terms.

– The entity may issue a separate environmental report containing more detailed
quantitative and qualitative information and the management report shall make
reference to such a document.

In relation to the information disclosed in financial statements notes, it is impor-
tant to highlight that the paragraph referring to these matters in NCRF 26 was
removed in 2015 due to SNC amendment. However, these same indicators are
currently explicit in paragraph 28 of Portaria 220/2015, published in the Decree-
Law n.° 143/2015, being the following:

– Measurement bases adopted for environmental assets and liabilities
– Public incentives related to environmental protection
– Accounting policy adopted in long-term expenditures
– Undiscounted amount of the liability as well as the discount rate used
– Contingent environmental liabilities
– Significant expenditures incurred with fines and penalties
– Emission of gases with greenhouse effects

Portuguese listed companies apply international accounting standards adopted by
the European Union. As they are not subject to any environmental reporting stan-
dard, they disclose environmental information on an optional basis in annual,
integrated, or sustainability reports (which may have different designations).

Various entities have emerged to promote non-financial information reporting.
Global Report Initiative (GRI) standards are the most widely used in sustainability
reporting. According to Eugénio and Gomes, GRI is the first organization, on a
global scale, that aims to reach a consensus on sustainability reporting guidelines or
standards, one of its fundamental objectives being to increase reports quality to a
level that is comparable, consistent, and useful on a global scale.

Environmental dimension of sustainability concerns organization’s impact on
natural living and non-living systems, including land, air, water, and ecosystems
(GRI, 2015). There are 34 environmental indicators for the aspects described above
that contain performance related to expenses such as raw materials, energy and
water, production of emissions and waste, and impact on biodiversity. Environmen-
tal factors’ influence on corporate decision-making is increasing day by day. This
greater influence forces companies to minimize their environmental costs, to include
environmental factors in strategic management decisions, and to try different ways
of dealing with competition (Tanc & Gokoglan, 2015). Thus, it is essential that
companies have access to organized and relevant information for management
decision-making, and GRI indicators are a valuable tool in this regard.
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In addition to the importance of disclosing organized and relevant environmental
information to various stakeholders, literature suggests that this is influenced by
several factors. EMS implementation is something that companies have increasingly
invested in and several authors have indicated this management system as a deter-
mining factor in environmental information disclosure, given that companies want to
disclose their benefits/performance (Archel & Lizarraga, 2017; Barbosa et al., 2021;
Sumiani et al., 2007). For Archel and Lizarraga (2017), environmentally certified
entities have an interest in disclosing their achievements which results in an increase
in environmental information disclosure. Also, Barros states in his research that
companies with environmental certification tend to disclose more environmental
information in their reports. In this context, the first research hypothesis is
formulated.

H1: Companies with environmental certification present a higher EDI.

The sub-hypotheses associated with this hypothesis are:

H1.1: Companies with environmental certification present a higher EDI on
management reports and notes to financial statements (EDIMR&N).

H1.2: Companies with environmental certification have a higher EDI on
sustainability reports (IDASR).

Profitability is defined as an indicator of a company’s performance in managing
its assets (Juhmani, 2014). For Elshabasy (2018), companies with higher profits tend
to disclose more environmental information unlike companies with lower profits that
opt for more secrecy. Brammer and Pavelin (2006) point out the same theory, as
companies with high profits are more able to pay for the costs associated with
environmental disclosure. On the other hand, Huang and Kung (2010) and Kathy
Rao et al. (2012) find a negative relationship between both variables in a study
applied to Taiwanese and Australian listed companies. Al-Tuwaijri et al.’s (2004)
study, which interrelates environmental disclosure, environmental performance, and
economic performance, evidences that better environmental performance is signif-
icantly related to better economic performance and more extension of the environ-
mental disclosure (of specific pollution measures and occurrences).

However, the literature tends to look at the impact of economic performance on
information disclosure rather than the opposite relationship. Considering that com-
panies that disclose more information tend to be more profitable, due to the advan-
tages that come from being environmentally sustainable, in this study we formulate
the following research hypothesis:

H2: More profitable companies have higher EDI.

The two sub-hypotheses are:

H2.1: More profitable companies have higher EDIMR&N.
H2.2: More profitable companies have higher EDISR.

Figure 1 presents the theoretical model.
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H2 H1 Environmental
Certification EDI Profitability

Fig. 1 Theoretical model

Table 1 Composition of the
sample

Altri
Commercial Bank
Cofina
Corticeira Amorim
CTT Post Office
EDP
EDP Renováveis
Estoril Sol Casinos
Galp Energia
Glintt
Ibersol
Impresa
Inapa Inv.Management
Jerónimo Martins
Martifer

Media Capital
Mota Engil
AT
Novabase
Orey Antunes
Pharol
Ramada
Ren
Semapa
Sonae
Sonae Indústria
Teixeira Duarte
Toyota Caetano
The Navigator Company
Vista Alegre

3 Methodology

The population group under study are the companies belonging to Euronext Lisbon,
currently composed of 43 companies. However, companies that have not exhibited
activity on the stock exchange in the last 3 months and sports corporations (FC Porto
SAD, SL Benfica SAD and Sporting CP SAD) have been removed from the study
because they have a purely sporting scope. Therefore, the final sample is made up of
the 30 companies, i.e., 70% of Portuguese companies listed on the stock exchange.
Table 1 shows the composition of the sample.

We choose listed companies because these firms tend to disclose more environ-
mental information than other firms (Monteiro & Guzman, 2010).

Content analysis technique was performed to codify qualitative information into
categories and to provide a synthetic analysis using a quantitative scale (Mion &
Adau, 2019; Monteiro & Guzman, 2010). The data were obtained from annual
reports (management report and notes) and sustainability reports of the companies
analyzed, in the period from 2015 to 2017, because they provide environmental
information. It should be noted that data were previously collected on the SABI
platform in order to collect data from companies under study (general and financial
data) more quickly. The remaining information or that which does not exist in the
SABI database, described above, was obtained.

In this survey two indexes will be calculated: Environmental Disclosure Index
(EDI), called EDIMR&N, which will allow us to know environmental disclosure level
by companies in documents of a mandatory nature, namely, management report and



notes to the financial statements, and designed EDISR, which will indicate environ-
mental disclosure level in documents of an optional nature, in this case, sustainabil-
ity report.
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Table 2 EDIMR&N indicators

Management report Notes to the financial statements

Environmental policy
Environmental Management System (EMS)
Environmental protection measures (EPM)
Training
Environmental auditing
Environmental performance
Environmental investments
Other environmental elements

Measurement criteria
Environmental incentives
Environmental expenditures
Extraordinary costs
Environmental liabilities
Contingent liabilities

Table 3 EDISR indicators Materials
Energy
Water
Biodiversity
Emissions
Effluents and waste
Products and services

Compliance
Transport
General
Supplier evaluation
Environmental complaints

In EDIMR&N development, 14 indicators were used (adopted from the study
conducted by Monteiro & Guzman, 2010). These indicators are those described in
paragraphs 48 and 49 of NCRF 26 (in force until 2016) and refer to information that
must be disclosed in the management report and in the annex to financial statements
(Table 2). It should be noted that information from the standard that was in force
until 2016 was used because the study covers years prior to 2016 and also because it
is easier to collect information according to the items in the said standard.

For EDIRS, indicators were selected according to the environmental category of
GRI guidelines, which are 12 (Table 3).

EDI results from the following formula:

EDIn =
Xe

n= 1

ej
e

where:

ej—Number of indicators included in reporting.
e—Total number of indicators.
When one indicator is disclosure, it is set to 1; otherwise it is 0.

Environmental certification is set to “1” if a firm has environmental certification
implemented and “0” otherwise.

Profitability is measured through the earnings before interest and taxes (EBIT),
according to Janošová.
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In this study, a descriptive analysis of the sample will be carried out first.
Statistical tests are performed in IBM Statistics SPSS software, version 21, using
the Process Macro of SPSS software.

4 Analysis and Discussion of Results

4.1 Descriptive Analysis

The sample, which is composed of 30 listed companies from the Lisbon Stock
Exchange, is mostly represented by companies from the “services” and “industry”
industries (56.7%). Table 4 presents the frequency of companies per sector of
activity.

On average, most analyzed companies (76.7%), in the period between 2015 and
2017, disclose environmental information in their annual reports. There is also an
increase of 28.6% in the number of companies that disclose environmental informa-
tion from 2015 to 2017. In 2017, only three entities do not disclose any type of
environmental information.

As for the structure of the sustainability report, it can be seen that 25 of the
30 reports analysed (9 in 2015, 7 in 2016, and 14 in 2017); i.e., more than 80% of the
companies follow GRI guidelines. Thus, companies, in sustainability report prepa-
ration and in part that concerns environmental matters, follow the 12 indicators as
previously mentioned to disclose the environmental performance.

In relation to the document type where the company discloses environmental
information, it can be seen that 56% of the companies disclose said information only
in management report and annex, 9% only in the sustainability report, and 35% in
both documents.

Regarding environmental certification, 50 of the 90 companies (56%) are certified
under the EMS (ISO 14001).

Table 4 Number of firms by industry and their relative position

Industry Absolute frequency (n) Relative frequency (%)

Services 9 30.0

Manufacture 8 26.7

Basic materials 5 16.7

Electricity 3 10.0

Technology 2 6.7

Business 1 3.3

Oil and gas 1 3.3

Telecommunication 1 3.3

Total 30 100%
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4.2 Results Discussion

In Graph 1, it is possible to observe the results obtained from EDIMR&N. There is a
decrease in the index in the year 2016 compared to 2015. However, there is an
increase in the last year analyzed (2017). In percentage terms, there is a negative
variation rate of 4.6% between 2015 and 2016, while between 2016 and 2017 the
variation rate was positive in the order of 20.13%. Overall, the figures for 2015 and
2017 show a positive variation of 14.6%

Regarding EDISR, taking into account GRI indicators, results, according to Graph
2, show a gradual and positive evolution in 3 years analyzed, with a positive
variation of 25.8% from 2015 to 2017.

EDIMR&N

0.33 0.32
0.38

2015 2016 2017

Graph 1 EDIMR&N 2015, 2016, and 2017

EDI

2015 2016 2017

0,3
90,

3

0,3
1

SR

Graph 2 EDIRS in 2015, 2016, and 2017
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0,99 (2,821)*Environmental 
cer fica on

EDIMR&N Profitability

1.40
(9.195)*

0.71
(6.219)*

R2=49%
R2=42%

Fig. 2 Results of model 1. * indicates significance at 0.1%

EDISR Profitability
1.154

(6.6233)*
0.41

(3.624)*

R2=33%
R2=27%Environmental certi ication

Fig. 3 Results to model 2. * indicates significance at 0.1%

Results show a positive evolution in the disclosure of environmental matters by
listed companies in annual report and accounts and sustainability report from 2015 to
2017. Results meet the conclusions drawn by Monteiro and Guzman (2010). These
authors verified, in a sample of 109 large Portuguese companies, that IDA evolved
positively between 2002 and 2004.

The main objective of this investigation is to analyze whether the environmental
certification directly influences EDI and indirectly company performance (profit-
ably). Figure 2 presents the regression results for EDIMR&N. Results show that the
type of environmental certification positively and significantly influences EDIMR&N

(β = 1.40; t = 9.195; p = 0.0000; F = 84.549) and that the first variable determines
49% of EDIMR&N. In turn, EDIMR&N impacts profitability (β = 0.71; t = 6.219;
p = 0.000; F = 12.493). R2 suggests that a significant portion of the variance of the
EDIMR&N variable (42%) is explained by the EDIAR variable. Results show that
EDIMR&N does not directly influence companies’ profitability (β = -0.21; t = -
0.9184; p= 0.3609), but have an indirect effect through EDIMR&N. The total effect is
0.994 (t = 4.205; p = 0.0001).

Figure 3 presents the results of the regression for EDISR. Results show that the
type of industry positively and significantly influences EDISR (β = 0.82; t = 2.091;
p = 0.0457) and that the first variable determines 14% of EDISR. In turn, EDIRS has
an impact on profitability (β = 1.154; t = 6.6233; p = 0.000). The coefficient of
determination (R2) suggests that a significant portion of EDISR variable (33%)
variance is explained by the EDISR variable. Results also indicate that EDISR does
not directly influence companies’ profitability ( p > 0.05), but does influence it
indirectly through EDISR. Thus, the total effect is 0.47 (t = 4.205; p = 0.0001).

In sum, results indicate that environmental certification has a positive impact on
EDI, which supports H1 (H1.1 and H1.2). In both the annual report and the
sustainability report, IDA is influenced by environmental certification. Our results
are consistent with previous research (e.g., Archel & Lizarraga, 2017; Barbosa et al.,
2021). On the other hand, EDI (annual report and the sustainability report) positively
influences companies’ profitability. Our empirical evidence supports H2.1 and H2.2.



Results lead to the conclusion that disclosure of environmental information on a
voluntary basis by companies contributes to their performance. Our study provides
statistical support to the existing foundations in the literature; i.e., companies with
higher EDIs become more competitive and gain advantages in terms of reputation
and economic growth (Elshabasy, 2018).
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Results also show that environmental certification does not directly affect corpo-
rate profitability, but nevertheless has an indirect effect through EDI, both for the
annual report (management report and annex) and the sustainability report.

5 Conclusions

During last few decades, pollution and the excessive use of natural resources have
caused environment destruction, putting future generations at stake. Indeed, in a
constantly changing world, the challenges for sustainable development are increas-
ingly important, with environmental protection and pollution prevention being
current concerns for any organization. Thus, environmental problems solution, or
their minimization, requires a new attitude from managers, who must start to
consider the environment in their strategic decisions.

Stakeholders are focused on corporate environmental responsibility. In this sense,
pressures to disclose environmental impact in the business sector have grown over
the last few decades. The literature suggests environmental information disclosure
tends to increase with the implementation of environmental management system
implementation. On the other hand, the companies with the highest EDI are the most
profitable. In this context, this study aims to develop and analyze a theoretical model
which seeks to measure the relationship between environmental certification, level of
environmental information disclosure, and profitability of Portuguese companies
listed on stock exchange.

Results show that companies are increasingly involved in responding to stake-
holder pressures. In sum, results indicate that environmental certification has a
positive impact on EDI. On the other hand, EDI (annual report and the sustainability
report) positively influences companies’ profitability. Results lead to the conclusion
that disclosure of environmental information on a voluntary basis by companies
contributes to their performance.

An important conclusion emerges from this study. Environmental certification by
itself does not guarantee business success, but this, together with the environmental
information disclosure, has a positive impact on the profitability of Portuguese listed
companies.

Our study provides statistical support to the existing foundations in the literature;
i.e., companies with higher EDIs become more competitive and gain advantages in
terms of reputation and economic growth (Elshabasy, 2018).

The main study limitation is the sample size and period of analysis, which is
relatively limited (2015–2017). Environmental information disclosure context is



analyzed to explain influences on environmental reporting practice, as well as
certification environmental influence on IDA and business performance.
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In future studies, we suggest a more extended analysis in order to analyze the
entry of new directive 2014/95/EU that obliges large companies and public interest
companies to report non-financial reporting and to verify if the crisis caused by
COVID-19 had an impact on production of this type of report.
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