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Abstract: With CSR spending becoming mandatory in some prominent economies, quantum of spend is increasingly
becoming a non issue. Instead spending right has acquired prominence. Ever since policy makers mulled the idea of making
CSR spending compulsory, there appears to be rush and panic in the business world to spend on CSR activities that gives
them the best return on their social investment. The debate is on for decades now, as to who should decide on what to spend
and how much? For long in the name of CSR activities businesses have been spending on initiatives that were either a part
of owner’s choice or were easy to identify and implement, mostly avoiding the views of stakeholders inside as well as
outside. This paper attempts to address broadly the issue of stakeholder confidence and preference in a CSR initiative. The
paper suggests a model of engagement of stakeholders both within and outside of a business for the roll out of a CSR

initiative.
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1. Introduction

Businesses have long been managed by a powerful
shareholder-oriented objective, stating that management
must maximise economic returns. According to this
doctrine, corporate responsibilities are merely legal and
economic in nature. During recent years, however, this
paradigm has been losing strength to the concept of
corporate social responsibility (CSR). Nowadays, society at
large increasingly expects companies to behave as good
corporate citizens. Hence, the company’s responsibilities
are not limited to making profit and creating employment.
Businesses are also responsible for the well-being of a
broader group of stakeholders, such as employees,
consumers, suppliers and society at large. Spending is just
the one side of the coin. The other and perhaps more
pertinent is measuring the impact of spends whether huge
or small. Time and again the debate surfaces about
legitimacy of CSR spending.

Corporate Social Responsibility (CSR) classically
described as the concept that business has an obligation to
society that extends beyond its narrow obligation to its
owners or shareholders (Bowen, 1953), has generally been
promoted as voluntary (McGuire, 1963; European
Commission, 2001; Commission of the European

Communities, 2006). The dominant argument is that the
desire of organisations to maintain legitimacy is sufficient
to promote CSR (Tuzzolino and Armandi, 1981; Powell
and DiMaggio, 1991; Elsbach, 1994).

Some writers contend that CSR is akin to promotion of
fundamental human rights e.g. right to property, dignity of
labour and good livelihood, and thus ethically necessary,
morally obligatory and within the sphere of compulsory
regulation (Utting, 2005; Wettstien, 2009). Compulsory
regulation refers to legislative enactments or judicial
judgements prescribing roles and sanctions. The advocacy
for compulsory regulation is seen as a sure way to promote
transparency and accountability and also regain the trust of
the public (Muller, 2010; Shaxson, 2009; Pritchard, 2003).
This is because evidence has shown that when companies
and government are left unchecked they do become
oppressive and irresponsible [Enron, the recent BP spillage
crisis] (Pritchard, 2003). Compulsory regulation also has
the benefits of certainty, enforceability (Gatto, 2002), fair
play and stakeholder empowerment (DBIS, 2009). In
stakeholder engagement, compulsory regulation will define
duties, provide for the rights of parties, and create order
and predictability in procedure (Gatto, 2002). Compulsory
regulation is usually universal (covering the entirety of the
identified population). This universality and enforcement
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feature is what ensures the right of aggrieved parties to
seek remedy and deters deviance.

At the same time scholars contend that compulsory
regulation has its limitations. These include high cost
(Glaser and Gyourko 2002), difficulty of access to justice
and procedural requirements. There is also lack of court
precedents to rely on because few CSR cases have been
conclusively decided in courts of law. Another limitation is
the reactive nature of regulation. Laws are generally unable
to anticipate some situations. They are written, or in the
case of court judgements reached in retrospect or reactive
instead of proactive (Ward 2000, 2002; Gatto 2002;
Pritchard, 2003). There are also drafting complexities
arising from tokenism and inelegant attempts to pacify
lobbyists (Arnstein 1969). However, despite these seeming
limitations, there appears to be more support for
compulsory regulation for its potential to create trust and
fairness in business relations (Muller, 2010; Shaxson, 2009;
Pritchard, 2003).The question, however, is can it work for
Corporate Social Responsibility? The term corporate social
responsibility (CSR) first appeared within the context of
business studies in the mid 1960s. Subsequently, the notion
of responsibility, traditionally attached to individuals,
started to be widely applied to companies (Epstein 1989;
French 1984; Soares 2003).

Moreover, it became clear that the CSR paradigm is not
only the final result of a process, but also a process itself
that must be considered in all decision making, as well as
evaluated and measured (Jones, 1980, refer table 1). Today,
CSR is focused on a stakeholder model, which has become
widely accepted among contemporary  business
organisations. Nevertheless, it is extremely dynamic, in that
stakeholders change as the company’s context of reference

changes (Dunfee, 1991; Hasnas, 1998). This new
perspective stresses the importance of inter-stakeholder
relationships, which involve a complex web of

relationships rather than just a series of dyadic connections
between stakeholders and the corporation. Crucial
questions still are who the relevant stakeholders are and
what influence they have on CSR spending avenues and
investment decisions.

Although the stakeholder concept can be approached
from many sides (Phillips et al. 2003), its connection with
management decision-making is an important underlying
principle (Jones & Wicks 1999). From this perspective,
effective management of the firm’s relationships with
societal actors is a primary concern. According to Carrol &
Bucholtz (cited in Keijzers 2003: 108), stakeholder
management centres around three equally important
questions: ‘“What stakeholders need to be dealt with? What
form should the relationship with a stakeholder take? And
how should stakeholder management be linked to internal
processes?’ It is proposed that firms can manage their
relationships with societal actors in two (rather extreme)
ways: an ‘inside—out’ and an ‘outside—in’ perspective.
Firms that operate from a particular perspective will define
their responsibilities towards society differently. However,

these two positions are extremes of a theoretical continuum.
In practice, firms might adopt various positions in between
and shift from one perspective to the other.

2. The Review of Literature

Wood (1991) suggests that the public responsibility of
business is divided into areas of social involvement directly
related to their business activities and competencies, with
secondary areas of involvement relating to its primary
activities. For example, an auto maker might reasonably be
expected to deal with vehicle safety and the environment
but not low-income housing or adult illiteracy. Clarkson's
long-term study of corporate behaviour (Clarkson, 1995)
indicates that companies deal with stakeholders, not society,
and that CSR must distinguish between stakeholder needs
and social issues; managers can address stakeholder
requirements but not abstract social policy. Carroll (1979,
1991) suggests corporate responsibility has different layers:
economic, legal, ethical and discretionary categories of
business performance and those business leaders must
decide the layer at which they choose to operate.

Stakeholders, acting either formally or informally,
individually, or collectively, are a key element in the firm’s
external environment that can positively or negatively
affect the organisation (Murray and Vogel, 1997, p. 142)
Underpinning the difficulties of managing the relationship
between a business and its stakeholders are issues such as:
divergent and often conflicting expectations between
stakeholders (Bowmann-Larsen and Wiggen, 2004;
Brammer and Pavelin, 2004, p. 706; Castka et al., 2004;
Deresky, 2000; Fairbrass, 2006; Greenfield, 2004; Murray
and Vogel, 1997); contextual complexities (CSR Risk
Mapping Initiative, 2004; Daniels and Radebaugh, 2001)
that are further complicated by varying interpretations
arising out of different geographical regions and cultures
(Castka et al., 2004; Deresky, 2000; Epstein and Roy, 2001;
Fairbrass, 2008; Maignan et al., 2002; Maignan and Ferrell,
2003; Woodward et al., 2001); the challenge of identifying
what might be considered to be ‘best practice’ with regard
to CSR stakeholder dialogue strategy and then
communicating this to stakeholders (Weiss, 1998). When
attempting to manage these challenges, CSR stakeholder
dialogue can be seen as a key vehicle for the ‘‘exchange’’
of CSR offerings between the firm and its stakeholders
(Murray and Vogel, 1997, p. 142). This exchange is one in
which the firm offers something of value (typically a social
benefit or public service) to an important constituency and,
in turn, anticipates receiving the approval and support of
key individuals and/or socio-political groups in its
environment (Fairbrass, 2006, 2008; O’Riordan and
Fairbrass, 2006). The discussion immediately above
indicates why it may be appropriate for managers to look to
the firms’ constituencies and stakeholders when
approaching strategic CSR-planning activities (Murray and
Vogel, 1997, p. 142), and how stakeholder dialogue plays a
vital part in the development of CSR and other operational



International Journal of Economic Behavior and Organization 2014; 2(2): 13-19 15

business strategies. Previous analytical frameworks Having
outlied in brief some of the basic issues arising from the
terms and concepts used in this paper, we now turn to
exploring in more detail some of the key contributions to
the literature on CSR and stakeholder dialogue.

Of particular merit in this literature is the suggestion that
five dimensions of corporate strategy may be particularly
critical to the success of the firm and useful in relating CSR
policies, programmes, and process to ‘value creation’.
Those dimensions include ‘centrality’, ‘specificity’,
‘reactivity’, ‘voluntarism’, and ‘visibility’ (Burke and
Lodgsdon, 1996, pp. 496-497). However, whilst this
approach is comprehensive, the relationships between the
elements could be better developed and the practices
portrayed in more specific detail. In addition, we find
Hofstede’s (1997) and Trompenaar and Hampden-Turner’s
(2004) work on culture to be relevant to the discussion
about CSR and stakeholder dialogue practices, particularly
when examining the behaviour of large multi-national
businesses, such as pharmaceutical companies. Ideas about
‘people’ and ‘events’, and theories about ‘values’, ‘strategy
alternatives’, and ‘response models’ we also find to be
significant in this context. Similarly, notions about
‘communication’ within CSR, as well as ideas about
‘control indicators’ (Welford, 2004, 2005) and ‘managing
goodwill, image and reputation’, and the ‘process of how to
execute stakeholder analysis’ (Weiss, 1998, pp. 33—44) are
also valuable.

3. Method and the Model

Perhaps one of the most influential and powerful model
in the CSR and Corporate Governance is the Stakeholder’s
theory. Ever since Freeman (1984) defined stakeholders as
‘any group or individual who can affect or are affected by
the achievement of the firm’s objectives’, scholars have
provided all kinds of possible interpretations of the theory.
Stakeholder theory has increasingly become the common
frame of reference when CSR is discussed. According to
the stakeholder model, a company must be aware of and
respond to the various demands of its constituents,
including employees, customers, investors, suppliers, and
the local community(Post and Sachs, 2002). Thus, it breaks
with the notion that the shareholders are the only important
constituents and that shareholder wealth is the only relevant
criteria for evaluating company behavior. One of the
reasons is that the clear-cut distinction between “social”
and “economic” does not hold up in reality (Harrison and
Freeman, 1983).

The conceptual model envisaged therefore takes the
stakeholder’s theory as the point of reference because
scholars convincingly argue that stakeholders theory
compels the firms to invest in CSR programs (Argandona,
1998; Freeman, 1984; Harvey and Schaefer, 2001; Post,
2003). Stakeholder theory and CSR activity have been
linked (Ullmann, 1985) by demonstrating that there exists
an interrelationship between social disclosure and social

and economic performance.

Occasionally stakeholder theory has been criticized as
“ambiguous” (Pesqueux, 2006) and has “so far had little to
say about how managers and other decision makers in
business are made aware of morally significant
relationships” (Palmer & Stoll, 2011).

However, taking the body of literature as a whole we
contend that it provides a fragmented patchwork of ideas
and concepts. None of the approaches is sufficient in its
own right in providing a comprehensive framework
(O’Riordan and Fairbrass, 2006).

Social Environment
Intended Beneficiaries

Government Regulatory
Framework

Mandatory Spending

Business Objectives
Internal Stakeholders

Choices in Sodal
Investment

External Beneficiaries

Analyzing the Choices

Aligning the Business
Obijectives with Social
Obiectives

Selecting the Most
Suitable Social Investment
Opportunity

Implementation

Feedback

Figure 1. The Conceptual Model.

The model suggested (Figure 1) is based on the outside
in perspective of the firm. Outside—in perspective firms
adopt an outside—in perspective to CSR are located at the
other end of the continuum; firm’s social responsibilities
are defined by its stakeholders’ claims, rather than by the
firm itself. This position bears a close resemblance to a
‘traditional’ stakeholder management approach. The
traditional stakeholder approach largely involves scanning
the environment for societal demands — often expressed by
formal organizations — and responding to these demands in
an acceptable manner. The widely cited article by Mitchell
et al. (1997) is demonstrative of this approach. These
authors have identified three criteria to prioritise
stakeholders: (1) the stakeholder’s power, (2) the
legitimacy of the stakeholder and (3) the urgency of its
claim. Essentially, Mitchell et al. posit that the higher a
particular stakeholder scores on these criteria, the more
salient this stakeholder is to the firm. In the end,
organisations that wish to preserve their licence to operate
must focus on powerful and legitimate stakeholders
presenting urgent claims. Power and urgency are tangible
criteria that companies use to assess claims or risks that
might endanger the company (or its reputation) in the short
run. Legitimacy, the third and most complex criterion that
Mitchell et al. mention, is often overlooked in stakeholder
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analyses. If power and urgency are used as key criteria for
identifying and managing stakeholders, the process turns
into a risk assessment instead of a method to understand
and weigh stakeholders’ expectations relating them to the
company’s competencies and (long-term) goals. Other
authors have also developed the argument that
organisations must focus on salient stakeholders. For
example, Clarkson (1995) argues that organisations must
concentrate on their primary stakeholders, those groups and
individuals who are critical to the organisation’s survival.
Rowley (1997) argues that firms do not merely face
individual stakeholders, but are confronted with
stakeholder networks. He posits that the firm’s power
relative to its stakeholders is derived from characteristics of
the stakeholder network.

The inherent inadequacy of the inside out approach has
been excess linkage to firm’s objectives. Even though
inside—out position allows firms to develop a long-term and
coherent CSR policy that is strongly embedded in the
organization, so that the firm’s societal activities will result
in a well-coordinated CSR policy. Nevertheless, some have
argued that defining the firm’s social responsibility from an
inside—out perspective suffers from inherent difficulties.
For example, Crane & Matten (2004) argue that the
identification of a firm’s responsibility is, in many aspects,
arbitrary. Maclagan (1999) even states that it is in general
impossible to define corporate responsibility in terms of
specific outcomes. Even though one might claim that
businesses have general responsibilities for preventing
pollution or the use of child labour, specific circumstances
might affect the firm’s responsibilities fundamentally.

The model envisages a three pronged input in formulation
of firm’s CSR objectives. The model proposes a three input
sources namely social environment, intended beneficiary and
the regulatory framework. It is assumed that these are the
ubiquitous sources of any firm level social investment

programs. It is argued that organisations as social entities
will be less vulnerable to social investment prejudices if
external beneficiaries are enrolled into the feedback loop.
Therefore a framework focused on outside in approach will
provide a more kaleidoscopic view of the impact of social
investment programs. The model proposes that such an
approach will induce more social choice investments within
the constraints of the firm. Hence ultimately reaching out to
the internal and external beneficiaries in one hand and
providing for a constant feedback for better social
engagement programs in the other.

4. The Analysis from the Business
Trends in CSR

A look at top 35 companies of India (Refer table 1) reveals
that only 6 or 15% of the companies spend more than 2% of
their profits (% of PAT) which is quite surprising given the
fact that companies have long been claiming on its social
investment programs and their commitment to meeting the
social objectives. Whereas the companies bill 2013 mandates
2% compulsory contribution from the profits after tax, which
amounts to close to 8,000 crores (Refer to table 2) alone
from the top 500 companies. Yet it is ironical that most
spending companies predominantly spend on two social
activities education and health (Refer to table 3) while
ignoring most other social investment opportunities,
therefore leading to imbalanced social priorities. At the same
time to accomplish its CSR mission only 11 out of top 100
companies have their own foundations to carry out their CSR
activities (Refer to table 4). The figures analysed above is far
below the expectations of the current social needs. The
companies need to have far more holistic input mechanisms
in its CSR programs.

Table 1. CSR Activities of Top 10 Companies of India.

Sr. NO & Rank Company CSR Activities

| i O earsaarasioa it On? time L'PG connecti?n s.cheme for rural household:s‘, developing tozfrist amenities at.
major tourist spots, sanitation, health care, scholarship scheme & environment protection.

. . Education, Community healthcare, Community safety initiative, Community environment

2 Reliance Indusries s L
initiative, Rural development, Livelihood support program,

3 Bharat Petroleum Corporation Rural Health, Community development, Education, Social enablement, Water conservation,

Limited Health, Women Empowerment, Child grooming, Women empowerment, Safety education
4 Hindustan Petroleum Corporation ~ Vocational training, Rural retail scheme for petroleum products, Community kitchen
Limited program, Rural Health, Girl child scheme

5 Tata Motors Rural and community health, Rural education,

6 Oil and Natural Gas Company Health, Education, Employability, Environment

7 Saste B T Assistance in Government programs, Health care, Sanitation, Drinking water project,
Rural energy

3 Tata Stecl Community Health, Preservation of tribal culture, Sustainable livelihood, Healthcare,
Employment, Employability, Empowerment & Sports

9 Punjab National Bank Sustainabi{ity, Corporate volunteering, Rural self employment training, Health, Social
collaboration

. Trusteeship, Education, Health care, Sustainable livelihood, Infrastructure Development,
10 Hindalco

Water and sanitation




International Journal of Economic Behavior and Organization 2014; 2(2): 13-19

Table 2. CSR Activities and Performance of Top 20 Spending Companies.

17

S. CSR Expenses Implementation
No/R  Name of the Financial Turnover PAT (in CSR % CSR Amount Own Through  Transparency
ank company Year (in Crores Crores of PAT (in Crores) Foundation NGO Score
Reliance 10
1 Industries  2012-2013 371,119 21,003 1.70 % 357.05 Yes Yes
Limited
2 Coallndia 5019 2013 77,049 17356 0.87% 15091 No Yes 10
Limited
3 Tata Steel 20112012 134,473 4,949 2.95% 146.00 Yes Yes 5
4 Statifi?gk of 20122013 135691 14,105 087 % 123.33 No No 10
5 ONGC 2011-2012 76,887 25,123 0.48 % 121.00 No Yes 8
6 CICIBank 000013 4421 8,325 1.40 11655 Yes Yes 10
Limited
7 HDFCBank 50013 42993 15401 0.58% 89.85 No Yes
Limited 7
g JndalSteel o001 0012 8,823 180 NC 88.00 Yes Yes >
limited
9 ITC 2012-2013 41,810 7,418 1.11% 82.34 No Yes 10
10 I0CL 2012-2013 414,909 5,005 1.60 % 80.08 Yes Yes 10
11 TCSLimited  2012-2013 64,168 13917 051% 71.60 Yes Yes 10
1 A& o002 65142 4691 149% 70.00 Yes No >
Toubro
13 SAIL 2011-2012 48,263 3,593 1.78 % 64.00 Yes Yes 8
14 NMDC 2011-2012 13,278 7265 0.87 % 63.32 No Yes 8
Sterlite 5
15 Industries 20112012 44,342 7,761 0.74 % 57.58 Yes Yes
Limited
16 GAIL 2011-2012 40,830 3,654 1.48 % 54.00 Yes No 2
17 NTPC 2011-2012 68,831 9,815 0.50 % 49.07 Yes Yes 8
18  AXISBank  2012-2013 33,734 5,179 0.82 % 4242 Yes Yes 7
Ambuja 10
19 Cement 2011-2012 9,675 1,297 3.01% 39.08 Yes Yes
Limited
Bharati 5
20 Enterprises  2011-2012 42,229 5,730 0.58 % 33.00 Yes No
Limited

CSR Spending - % of PAT

CSR Spending Categories - % of PAT

31

6 Loss-making
entities

CSRnot
disclosed

Figure 2. CSR Spending of Top 35 Companies.
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3. Conclusion

To conclude, stakeholder theory suggests that firms are
motivated to broaden their objectives to include other goals
in addition to profit maximization. Motivation for
satisfying stakeholder demands stems from the fact that
addressing stakeholder needs can be correlated with a
firm's survival, economic well-being, competitive
advantage, and the development of trust and loyalty among
its targeted customers (Mitchell et al., 1997). While ample
evidence exists supporting the idea that companies that
invest in CSR will achieve positive benefits across all
stakeholder groups, therefore, managers can adopt a
specific category of CSR program contingent on the desire

It may thus be concluded that the future of organizations
largely depends on the kind of social investment choices
they make and the partners involved in the decision making
process of such investments. Stakeholder theory (Freeman,
1984) suggests the idea that investing time and other
resources in addressing stakeholders’ interests is a
justifiable managerial activity. Therefore for managers and
firms seeking to serve the social mandate must adopt a
multi stakeholder participation in its social investment
plans and processes.
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