CORPORATE GOVERNANCE AND CORPORATE
SOCIAL RESPONSIBILITY
UNIT 3

INTRODUCTION

Corporate Governance (s the system of rules, practices, and
processes by which a company is directed and controlled. It
is a framework that defines the relationships and
responsibilities among a company's stakeholders, including
shareholders, the board of directors, management, and
other entities that influence a company's strategic direction.
Corporate Governance focuses on ensuring transparency,
accountability, and ethical decision-making within an

organization.

Examples of Corporate Governance Practice include electing
a responsible board to curb oversight, compliance with
securities and exchange regulations, executive compensation

and accountability, risk management and internal controls.

Corporate Governance is often driven by legal and
regulatory requirements, designed to protect the interests
of shareholders and stakeholders. It primarily concerns the
internal mechanisms and structures that govern how a
company operates, including decision-making processes and
risk management. The ultimate goal of Corporate
Governance s to wmwaximize shareholder value by
emphasizing  fiduciary duties and accountability to

shareholders.  Corporate Governance enforces ethical
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behavior and vresponsible business practices within the

organization.

Corporate Social Responsibility (CSR) refers to a company's
commitment to address social, environmental, and ethical
concerns beyond its legal obligations. It involves practices
and initiatives aimed at making a positive impact on society
and the environment, often going above and beyond profit
generation. CSR encompasses a wide range of activities,
including philanthropy, sustainability initiatives, community

engagement, and ethical labor practices.

CSR may be undertaken through commitments to charities
and  nonprofits, environmental programs, employee

volunteering, and ethical sourcing and labor practices.

In India, the Companies Act, 2013 provides for CSR. It is
mandatory for the companies covered under Section 135
to comply with the CSR provisions in the country. CSR s
undertaken by a company to demonstrate its commitment
to social and environmental values. CSR is driven by a
company's desire to contribute long-term, often in
alignment with the United Nations Sustainable Development
Goals.
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Through CSR assessment it is possible to initiate projects
that align with the values and goals of the organization, to
create a more meaningful impact. CSR initiatives primarily
target external stakeholders. The primary objective of CSR
is to have a positive effect on society and the environment,
enhancing a company's reputation and social license to

operate.

Both of these practices, Corporate Governance and
Corporate Social Responsibility, are mandatory in India and
essential to the success of an organization. They require
monitoring to ensure smooth functioning of the company.
Also, both involve transparency in financial reporting and
disclosure that has an impact on the image of the company.
While they have similarities, let us chalk out the distinction
between the two in order to truly understand how each

practice plays a vital role.

Let us now dive into the nuanced differences between

Corporate Governance and Corporate Social Responsibility.

-Corporate Governance is centered on internal mechanisms,
and focused on governing a company's decision-making

processes, ethics, and accountability.


https://www.soulace.in/csr-impact-assessment.php
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-CSR primarily focuses on external factors, emphasizing a
company's commitment to social and environmental

responsibility.

-Corporate Governance seeks to maximize shareholder value,
ensuring the company's operations are transparent, ethical,

and in compliance with legal and regulatory requirements.

~-CSR aims to create a positive impact on society and the
environment, often by engaging in  philanthropy,
sustainability efforts, and community involvement.

-Corporate  Governance primarily addresses —internal
stakeholders, including shareholders, board members, and

executive management.

-CSR targets external stakeholders, such as communities,
consumers, and the environment. When it is implemented

well, it positively impacts all three.
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-Corporate Governance is legally regulated, with specific
[aws and guidelines in place to ensure corporate

transparency and accountability.

-Since CSR is mandatory, it has reporting requirements.
This (s why Corporate Social Responsibility assessment is

crucial to the process.

-Corporate Governance practices impact a company's
reputation by ensuring ethical and accountable behavior,

reducing the risk of corporate scandals and fraud.

-CSR initiatives positively impact a company's reputation
by demonstrating its commitment to social and

environmental responsibility.

While both Corporate Governance and CSR play essential
roles in the corporate world and are treated as distinct, as
you can see there is often significant conceptual overlap.
Studies find that firms with effective corporate governance
tend to engage in more CSR activities, to reduce conflict
between shareholders and other stakeholders of the firm.
The reduced conflict in turn increases the firm’s financial

performance. Corporate Governance and CSR reflect a
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CORPORATE GOVERNANCE AND CORPORATE
SOCIAL RESPONSIBILITY
UNIT 3

company's commitment to making a positive impact on
society and the environment. In the world of today, both
are vital for a company's long-term success. Understanding
their nuances is the key to effectively integrate, implement
and maintain them in the business landscape.

SoulAce is a one-stop solution for your CSR requirements as
you create a healthy and sustainable corporate culture. With
over a decade of experience in the Social Development
sector, we are well-equipped with the right resources to
manage your CSR projects. We provide everything you need
to implement your CSR project successfully. Find all your
analytics available at the click of a button with our

Technology for Good.

EARLY ROOTS OF CORPORATE SOCIAL
RESPONSIBILITY

The Origins of CSR

While widespread adoption of CSR has been relatively recent, the concept
itself has been around for over a century. It has its roots in the late 1800s,
when the rise of philanthropy combined with deteriorating working conditions
made some businesses reconsider their current production models. Business
tycoons began donating to community causes, and some business owners
(although somewhat reluctantly) reduced working hours and improved factory
conditions, laying the foundation of responsible corporations.

The term “Corporate Social Responsibility,” however, was not coined until
1953, when American economist Howard Bowen published Social
Responsibilities of the Businessman. In this book, Bowen identified the great
power of corporations and recognized that their actions had a tangible impact
on society. Therefore, he argued, businessmen have an obligation to pursue
policies that are beneficial for the common good.


https://www.soulace.in/
https://www.thomasnet.com/insights/history-of-corporate-social-responsibility/
https://www.thomasnet.com/insights/history-of-corporate-social-responsibility/
https://www.thomasnet.com/insights/history-of-corporate-social-responsibility/
https://jcsr.springeropen.com/articles/10.1186/s40991-018-0039-y
https://jcsr.springeropen.com/articles/10.1186/s40991-018-0039-y
https://jcsr.springeropen.com/articles/10.1186/s40991-018-0039-y
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From Philanthropy to Profit-Making

Although the concept of CSR has been around for a long time, it has changed
dramatically since its inception. Most notably, the scope of CSR started
extremely narrow, but has since widened to include many more issues and
impact a wider range of business decisions. What started as a movement for
businesses to give to charity and reduce working hours has blossomed into an
initiative that has changed the way business is done and affects every aspect
of a business’ operations.

This transformation began in the 1960s, when scholars began to approach
CSR as a response to the emerging problems of the new modern society, and
businesses in turn started implementing these practices. Yet, as before, CSR
was viewed through a relatively narrow lens, with many scholars claiming that
companies are not responsible for addressing large-scale social problems.
Instead, their responsibility extends only to the direct consequences of their
decisions and business actions. So while the 1960s did mark progress in the
CSR movement, it in no way mirrored our current understanding of corporate
responsibility.

Business adoption of CSR continued steadily in the 1970s and 80s and became
all the more important in the 80s due to greater deregulation of business,
meaning corporations had to engage in more self-regulation and take
responsibility for the social impact of their operations. However, CSR during
this time was mainly limited to human and labor rights, pollution, and waste
management.

Increasing globalization in the 1990s was instrumental in widening the scope
of CSR and laid the foundation for how we understand CSR today. A wide
array of international events and agreements occurred in the 90s, namely the
adoption of Agenda 21, the United Nations Framework Convention on Climate
Change, and the Kyoto Protocol. These events increased CSR concerns for
multinational corporations and, for the first time, made businesses consider
their impact on the world as a whole compared to just their local community.
Throughout the 90s and into the early 2000s, the rhetoric of CSR began to
shift from minimizing local harm to tackling global issues.

CSR Today: The Way to Do Business

Today, businesses are missing out if they aren’t participating in CSR. It has
become an integral part of doing business and is increasingly driving
consumer choice. For instance, nearly 90% of consumers would purchase a


https://jcsr.springeropen.com/articles/10.1186/s40991-018-0039-y
https://jcsr.springeropen.com/articles/10.1186/s40991-018-0039-y
https://jcsr.springeropen.com/articles/10.1186/s40991-018-0039-y
https://jcsr.springeropen.com/articles/10.1186/s40991-018-0039-y
https://jcsr.springeropen.com/articles/10.1186/s40991-018-0039-y
https://sustainabledevelopment.un.org/outcomedocuments/agenda21
https://unfccc.int/resource/docs/convkp/conveng.pdf
https://unfccc.int/resource/docs/convkp/conveng.pdf
https://unfccc.int/kyoto_protocol
https://everfi.com/blog/community-engagement/csr-history/
https://www.conecomm.com/research-blog/2017-csr-study
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product because a company supported an issue they care about, while 75%
would refuse to buy a product if the company had a different stance on an
issue. CSR is also a big factor in attracting talented employees, as people want
to work for a company that upholds strong values. Further, a comprehensive
CSR program can have the benefits of "increased brand reputation and
credibility, improved risk and supply chain management, cost savings from
efficiency improvements, and increased revenue." Companies are thus
discovering that CSR is not only better for society, but in many cases better for
business as well.

The scope of CSR has also never been wider. Now, companies craft their CSR
programs around the UN'’s 17 Sustainable Development Goals, ranging from
gender equality to the protection of ocean life. CSR is also increasingly related
to growing Diversity, Equity, and Inclusion initiatives, as socially responsible
corporations must foster a welcoming work environment and combat
discrimination. While not every corporation follows CSR principles and those
that do are far from perfect, it is encouraging that businesses are beginning to
recognize the myriad of ways that they affect society and can change it for the
better.

What the Future Holds

CSR is here to stay. As improving technology allows for increased corporate
transparency and scrutiny, the incentive to be socially responsible will
continue to grow. Also, the increasing severity of climate change and
inevitable resource shortages that are in store will reward companies that are
sustainable and have a small carbon footprint. Overall, CSR will likely continue
to evolve down the line, and will only become more important in our
uncertain future.

Does corporate social responsibility lead to
superior financial performance

Corporate Social Responsibility (CSR) can potentially lead to superior financial
performance, but the relationship isn't always straightforward and depends on various
factors. Here’s how CSR might influence financial outcomes:


https://www.conecomm.com/research-blog/2017-csr-study
https://csic.georgetown.edu/magazine/exciting-evolution-csr/
https://csic.georgetown.edu/magazine/exciting-evolution-csr/
https://csic.georgetown.edu/magazine/exciting-evolution-csr/
https://sdgs.un.org/goals
https://www.forbes.com/sites/georgkell/2018/06/18/the-future-of-corporate-responsibility/?sh=108bb3616105
https://www.forbes.com/sites/georgkell/2018/06/18/the-future-of-corporate-responsibility/?sh=108bb3616105
https://www.forbes.com/sites/georgkell/2018/06/18/the-future-of-corporate-responsibility/?sh=108bb3616105
https://www.forbes.com/sites/georgkell/2018/06/18/the-future-of-corporate-responsibility/?sh=108bb3616105
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Brand Loyalty and Reputation:

Companies that engage in CSR initiatives often build a stronger brand
reputation, which can foster customer loyalty. Consumers are increasingly
valuing companies that align with their values, and positive public perception
can drive increased sales and market share.

Attracting Talent:

Organizations with robust CSR programs tend to attract top talent, especially
younger workers who are seeking to work for companies that make a positive
societal impact. This can lead to higher productivity and lower turnover costs,
both of which can improve financial performance.

Operational Efficiency:

Some CSR efforts, such as sustainability initiatives (e.g., reducing energy
usage or waste), can lead to cost savings. These efficiency improvements can
directly impact the bottom line.

Access to Capital:

Firms with strong CSR practices might have easier access to investment and
financing. Ethical investors and funds focused on socially responsible
investing (SRI) are increasingly common, and companies with robust CSR
strategies may be seen as lower risk or more attractive to these investors.

Regulatory Advantages:

Companies that actively engage in CSR may have better relationships with
regulators, reducing the risk of fines, sanctions, or costly compliance issues.
They may also be ahead of regulatory trends, particularly when it comes to
environmental or social governance.

That being said, CSR does not always guarantee superior financial performance, and
there are challenges:
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¢ Initial Costs:

e CSRinitiatives often require upfront investment, and not all of these investments will pay off
in the short term.

e Greenwashing Risks:

e If a company’s CSR efforts are not perceived as genuine, or if they are seen as more about
marketing than meaningful action, this can backfire and damage both reputation and
performance.

In summary, while CSR has the potential to lead to superior financial performance, it
is not a guarantee and must be aligned with genuine, well-executed strategies that
resonate with stakeholders and align with long-term business goals.

Sustainable enterprise and stakeholder
perspectives

Sustainable enterprise refers to a business model that integrates social, environmental,
and economic considerations into its operations, aiming to generate long-term value
while minimizing negative impacts. This approach is often linked to the concept of
corporate social responsibility (CSR) and emphasizes the balance between
profitability and sustainability.

Stakeholders in a sustainable enterprise typically include:

Shareholders and investors — Interested in financial returns but increasingly
focusing on businesses with sustainable practices that align with ethical values
and long-term stability.

Employees — Seek job security, fair compensation, and work in environments
that reflect sustainable values. A sustainable company also often offers a better
work-life balance and promotes well-being.


https://www.ecolytics.io/blog/evolution-of-csr
https://www.ecolytics.io/blog/evolution-of-csr
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Customers — Growing consumer awareness and preference for
environmentally-friendly and socially responsible products/services are
pushing businesses to adopt sustainable practices.

Suppliers — Suppliers that embrace sustainable practices can form
partnerships that benefit both parties. Ethical sourcing, waste reduction, and
carbon footprint reduction are common focuses.

Communities and society — A sustainable enterprise should consider its
impact on local and global communities, supporting social welfare and
minimizing harm to the environment.

Governments and regulators — Governments increasingly set regulations that
encourage businesses to operate sustainably. Companies must comply with
policies related to carbon emissions, waste, labor rights, etc.

NGOs and advocacy groups — These organizations often advocate for
policies and practices that align with sustainability, pressuring businesses to be
more responsible and transparent.

From a stakeholder perspective, the key is recognizing that these diverse groups
have different needs, priorities, and expectations, but all must be considered for a
sustainable enterprise to thrive in the long run. Aligning the interests of all
stakeholders can lead to competitive advantage, risk mitigation, and increased
resilience in a rapidly changing world.
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Criticisms of corporate social responsibility
(CSR)

Some criticisms of corporate social responsibility (CSR) include:

Profit-making: CSR can be seen as a way for companies to
make money while appearing to be socially responsible.

Public relations: CSR can be seen as a way for companies to
manipulate the public.

Greenwashing: CSR can be seen as a way for companies to
make it seem like they are environmentally friendly, while actually
doing little to improve the environment.

Financial costs: CSR can be expensive for companies.

Inconsistent implementation: It can be difficult for companies
to ensure that they are consistently practicing CSR.

Lack of definition: There is no single definition of CSR, so
different people have different ideas about what it means.

Misleading: CSR can be seen as a way to distract people from
more important issues.

Unrelated to profit: CSR can be seen as separate from a
company's primary goal of making a profit.

Disadvantage: Conflicts with the Profit
Motive

Even for larger companies, the cost of CSR can be an
obstacle. Some critics believe that corporate social
responsibility can be an exercise in futility. A company's
management has a fiduciary duty to its shareholders, and
CSR directly opposes this, since the responsibility of
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executives to shareholders is to maximize profits. A manager
who forsakes profits in favor of some benefits to society

may expect to lose his job and be replaced by someone for
whom profits are a priority. This view led Nobel-Prize
winning economist Milton Friedman to write a classic

article with the title: "The Social Responsibility Of Business
Is to Increase Its Profits."

Disadvantage: Consumers are Wise to

Greenwashing

Greenwashing is term used to describe corporate practices
that appear to be environmentally responsible without
actually representing a change in how a company conducts
its business. For example, a product may be labelled as "All
Natural', even though it is being manufactured just as it
always has. Some dry cleaning services label their operations
as "Organic" which sounds similar to "organic food" but
really carries no specific meaning. Some customers may
react positively to these types of claims, but others are

wary of corporate green washing.
Sustainability Reporting

Sustainability reporting is a form of non-financial reporting that
enables companies to convey their progress toward goals on a

variety of sustainability parameters, including environmental, social
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and governance metrics, as well as risks and impacts they may face,
at the moment or in the future. The primary objective of
sustainability reporting is to drive concrete actions toward efforts.
Sustainability reporting helps companies communicate both positive
and negative impacts of their actions on the environment, society

as well as economy, and accordingly set priorities.

To provide complete transparency in communicating the progress
and efforts in sustainability, the reporting format could include
photographs, numbers, charts, infographics, etc.

In the long term, sustainability reporting helps companies assess
visks and opportunities and helps them drive green operations,
align with CSR goals and increase cost saving opportunities.

What is Sustainability Reporting or ESG Reporting ?

Sustainability reporting is a form of non-financial reporting

that enables companies to convey their progress toward


https://www.gep.com/knowledge-bank/glossary/what-are-sustainable-cost-savings
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goals on a variety of sustainability parameters, including
environmental, social and governance (ESG) metrics, as well
as risks and impacts they may face, at the moment or in
the future.

What is the Purpose of ESG / Sustainability Reporting ?

Sustainability reporting is valuable not only because it
enables a business to identify risks and opportunities that
may impact its long-term performance, but also because it
can help improve transparency and enhance brand image.
By reporting on sustainability, companies can mitigate
impacts from potential ESG risks, reduce waste and thereby
increase cost savings, ensure they are in compliance with
requlatory requirements and make more effective strategic

decisions.

Sustainable supply chain is a strategic business decision that
includes sustainable sourcing, production, packaging, and
optimized, responsible delivery of produced goods. SCM
sustainability efforts under an enterprise’s corporate social
responsibility activities also drive green operations and
result in cost savings and an improved supply chain over

the long term.

What are the Types of ESG Reporting / Sustainability
Reporting ?
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Different types of sustainability reporting standards exist.
Some of the more widely used frameworks for reporting on
sustainability and ESG impacts include India's Business
Responsibility and Business Reporting(BRSR), Global
Reporting Initiative (GRI), Sustainability Accounting
Standards Board (SASB), Task Force on Climate-related
Financial Disclosures (TCFD) and Carbon Disclosure Project
(CDP).
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Case Study: Corporate Social Responsibility (CSR) and

Corporate Governance at Unilever

Introduction

Unilever, a multinational consumer goods company, is widely
recognized for integrating Corporate Social Responsibility (CSR)

into its business model. With a strong commitment to sustainability,
Unilever's governance structure emphasizes ethical business
practices, environmental responsibility, and stakeholder

engagement.

This case study examines Unilever's CSR journey, its financial
impact, sustainability initiatives, criticisms, and sustainability

reporting practices.

Early Roots of Corporate Social Responsibility

at Unilever

Unilever’s commitment to CSR dates back to the early 1900s when
its founders emphasized social welfare. The company established
worker-friendly policies, promoted hygiene through its soap brands,

and supported local communities.

Key Early CSR Initiatives:

e Social Welfare Programs: Housing, healthcare, and education for
employees.
o Community Development: Funding for local sanitation and nutrition

programs.
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e Sustainability in Production: Early efforts to minimize environmental

impact in manufacturing.

Does Corporate Social Responsibility Improve

Financial Performance?

Unilever’s CSR initiatives have shown a strong link between

sustainability and financial performance.
Positive Financial Impacts of CSR at Unilever:

1. Brand Loyalty & Consumer Trust:
o Ethical and sustainable sourcing initiatives have enhanced
Unilever's brand reputation, increasing customer loyalty.
o Example: The “Sustainable Living Brands” (Dove, Hellmann’s, Ben
& Jerry’s) grew 69% faster than other brands in 2018.
2. Cost Reduction & Efficiency:
o Water and energy efficiency measures in production reduced
operational costs.
o Sustainable sourcing reduced supply chain risks.
3. Investor Confidence:
o High ESG (Environmental, Social, and Governance) ratings
attracted ethical investors.
o Unilever's stock price demonstrated resilience during market

downturns.

Sustainability and a Stakeholder Perspective

Unilever adopted a stakeholder-driven approach to CSR, ensuring

value creation for employees, customers, suppliers, and society.
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Sustainability Initiatives:

e Unilever Sustainable Living Plan (2010-2020): Aimed at reducing
environmental footprint while improving social impact.

e Sustainable Agriculture Programs: Partnered with small farmers to
promote ethical sourcing.

e Carbon Reduction Goals: Committed to net-zero emissions by 2034.

Criticism of Corporate Social Responsibility

Despite its CSR success, Unilever has faced criticism in several areas:

1. Greenwashing Allegations:
o Sowme critics argue that Unilever overstates its environmental
impact while continuing operations that contribute to

deforestation.

2. Supply Chain Issues:
o Reports of labor rights violations in some supplier factories raised

concerns about ethical sourcing.

3. Financial Trade-Offs:
o While CSR has long-term benefits, critics claim that excessive
sustainability investments may reduce short-term profits.

Sustainability Reporting at Unilever

Unilever publishes annual sustainability reports outlining its

environmental, social, and governance performance.

Key Features of Unilever’s Sustainability Reporting:

o Transparent ESG Metrics: Carbon emissions, water usage, and waste

reduction targets.
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o Stakeholder Engagement: Feedback from NGOs, investors, and regulatory
bodies.
e Third-Party Audits: Independent verification of CSR achievements.

Conclusion

Unilever’s corporate governance and CSR strategies demonstrate
how sustainability can drive long-term business success. Despite
criticisms, the company remains a global leader in responsible
business practices, showing that ethical governance and financial

performance can go hand in hand.

Here are seven questions based on the topics of Corporate

Governance and Corporate Social Responsibility (CSR):

1. Introduction to Corporate Governance and CSR
2. How does Corporate Social Responsibility (CSR) align with corporate

governance principles, and why is it important for modern businesses?

2. Early Roots of Corporate Social Responsibility

2. What were the early roots of Corporate Social Responsibility (CSR), and

how have historical business practices influenced its evolution?

3. Does CSR Improve Financial Performance?

3. What is the relationship between CSR and financial performance? Provide
examples of companies where CSR initiatives have positively impacted
profitability.
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4. Sustainability and Stakeholder Perspective

4. How does CSR contribute to sustainability, and what role do stakeholders
(employees, investors, customers, society) play in shaping corporate
responsibility strategies?

5. Criticism of Corporate Social Responsibility

5. What are the main criticisms of Corporate Social Responsibility, and how
can companies address these concerns?

6. Sustainability Reporting

6. What is sustainability reporting, and why is it essential for businesses to
disclose their environmental, social, and governance (ESG) performance?

7. Case Study-Based Question

7. Analyze a real-world example of a company that has successfully
integrated CSR into its business model. How has this affected its financial
and social performance?



