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Abstract 

The major points are summed up in this. Looking at the causal effects 
of these two forms of governance on CSR involvement, the goal of 
this work is to establish the empirical link between "corporate 
governance (CG) and corporate social responsibility (CSR)". Initially, 
delayed "Corporate Social Responsibility (CSR)" seems to have 
minimal effect on "Corporate Governance (CG)". On the other hand, 
delaying the CG variable favours corporate involvement in CSR 
projects. This is still the case when one takes into account other 
aspects unique to the company. We use a sizable and varied 
American sample. Agency theory and stakeholder theory are 
examined in connection to CFP and CSR. The purpose is to prioritise 
these three concepts. Despite endogeneity bias, CSR actions boost 
corporate CFP. The facts do not support stakeholder conflict-
resolution theory or agency CSR overinvestment hypothesis. CFP 
growth is also driven by company diversification, worker, 
community, and environment programmes. 
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Title 
Effect of Corporate Governance on Corporate Social Responsibility: A Theoretical Review 

Abstract 
The major points are summed up in this. Looking at the 
causal effects of these two forms of governance on CSR 
involvement, the goal of this work is to establish the 
empirical link between "corporate governance (CG) and 
corporate social responsibility (CSR)". Initially, delayed 
"Corporate Social Responsibility (CSR)" seems to have 
minimal effect on "Corporate Governance (CG)". On the 
other hand, delaying the CG variable favors corporate 
involvement in CSR projects. This is still the case when one 
takes into account other aspects unique to the company. 
We use a sizable and varied American sample. Agency 
theory and stakeholder theory are examined in connection 
to CFP and CSR. The purpose is to priorities these three 
concepts. Despite indigeneity bias, CSR actions boost 
corporate CFP. The facts do not support stakeholder 
conflict-resolution theory or agency CSR overinvestment 
hypothesis. CFP growth is also driven by company 
diversification, worker, community, and environment 
programmers. 
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Introduction 
Throughout the last few years, academics and business 
experts have extensively researched "corporate social 
responsibility (CSR)" programmers and what constitutes 
effective "corporate governance (CG)" procedures. Ever 
since 1960, at least, financial performance, corporate 
governance, & CSR have been hot topics of discussion. 
Corporate social responsibility, abbreviated CSR, is one 
notion showing how committed companies are to helping 
the communities where they operate. There hasn't been 
much study done on "corporate governance (CG), 
corporate social responsibility (CSR), or certified financial 
planners (CFPs)" up until recently. While doing his research, 

Margolis carried out several studies. Concerning Freeman 
(1984), a business keeps in constant communication with 
all its interested stakeholders. Among the numerous parties 
that are stakeholders are news sources, government 
organizations, consumer & environmental advocacy 
organizations, and many more. Though CSR is entirely 
optional, Wood (1991) counsels managers to apply their 
discretion in all facets of the issue to get results that are 
acceptable to society. In view of the connections between 
CFP, CG, & CSR, this research examines the connection 
between agency theory, stakeholder theory, and CSR. This 
will be done initially by investigating the connection 
between CSR and corporate governance, or CG. The effect 
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of CSR upon CG and, hence, CFP (the bottom line of the 
company) is the main topic of this study. More and more, 
works on "corporate social responsibility (CSR)" are 
referencing stakeholder theory. How CSR initiatives impact 
value & general significance has been a hot topic of 
conversation. It is divisive since views regarding what 
"corporate social responsibility (CSR)" is as well as how to 
define it differ. One could contend that the next natural 
step for a business is to implement good "corporate 
governance (CG)". The emphasis CG places on ethical 
business conduct & social responsibility is a key 
component of their sustainability strategy. And at last 
intentional acts of kindness were recognized for who they 
are. According to Carroll (2000), companies can pursue 
both ethical behavior and financial success, and perhaps 
should. Studies refuting this claim show that businesses 
cannot ignore social and economic concerns at the same 
time. In 2001, McWilliams and Siegel defined "corporate 
social responsibility" (CSR) of a company as pursuing 
financial success for the company as well as meeting its 
legal responsibilities and enhancing society. Beyond a 
company's financial, legal, & technological objectives, the 
social component is the main emphasis of most CSR 
definitions (Carroll 2008). Through their "corporate social 
responsibility (CSR)" initiatives, companies go much 
beyond what is mandated by law to support people, 
communities, & the environment. The agency theory of 
Jensen and Mackling forms the basis of the overinvestment 
hypothesis proposed by "Barnea and Rubin (2010)". This 
idea has as its foundation the agency hypothesis. 
Proponents of this viewpoint contend that corporate CSR 
programmers are worthless unless they raise the worth of 
the company. The authors claim that people who have 
inside knowledge are more likely to make significant CSR 
investments. Researchers investigate in-depth if ownership 
& financial structures of a firm affect its CSR scores. 
According to the overinvestment argument, "corporate 
governance (CG)" programmers and CSR are incompatible 
since CSR is linked to negative results. Competence with 
cost management is most often linked to strong corporate 
governance. We also expect a negative relationship 
between CFP and CSR because excessive investment harms 
CFP. At the same time, conflict resolution is getting more 
and more attention. Data gathered by "Jensen (2002), 
Calton and Payne (2003), Campbell, (1996), Cespa and 
Cestone (2007), and Harjoto and Jo (2011)" bolsters these 
claims. According to the stakeholder theory put forth by 
Freeman (1984), "corporate social responsibility (CSR)" 
ought to be applied in addition to good business 
management. This is especially valid for resolving conflicts 
between management & parties apart from investors. The 
instrumental component is built upon the difference 
between normative, instrumental, & descriptive definitions 
for stakeholders as described by "Donaldson and Preston 
(1995)". Conflicts of interest can develop between other 
stakeholders and management, who usually owns shares in 
the company; CSR-compliant companies are better 
prepared to handle these situations. The CFP, or financial 
health for the company, is improved by this. Conflict 
resolution theory states a favorable correlation between 

active participation in CSR & well-functioning corporate 
governance systems. Moreover, CFP & CSR need to be 
intimately intertwined. One of the goals of social 
responsibility programmers is to lessen the likelihood of 
bias and dispute between stakeholders and the 
management. All parties require accountability and 
openness, not just shareholders. Furthermore, this has an 
impact on the community at big. A lot of various activities 
fall under the category of "company social responsibility 
(CSR)". Then “Friedman (1970)" first defined "corporate 
social responsibility (CSR) "as follows: Application of 
business techniques to the benefit of shareholders is 
known as corporate social responsibility, or CSR. This 
usually involves maximizing profits while upholding social 
ideals, which encompass both moral and legal obligations. 
Hill et al. (2007), Gate wood and Carroll (1991) and Carroll 
(1979, 1991, 1999) have acknowledged the social, legal, 
ethical, & economic aspects of CSR. A firm deals with many 
different stakeholders during its life, as Freeman (1984) 
points out. Under the word "stakeholder" include 
companies, clients, news sources, environmental 
organizations, and even governmental agencies. In every 
aspect of CSR, Wood argues, managers need to exercise 
discretion (1991). Some decide on this beforehand. This 
research aims to assess the implications of stakeholder 
theory vs agency theory in the context of CFP, CG, and CSR 
partnerships. To that purpose, in order to establish a cause-
and-effect link, we shall first investigate the relationship 
between CG and CSR. We next get into how CSR impacts 
CG and ultimately the CFP, or the company's financial 
performance. In the literature on "corporate social 
responsibility (CSR)" there is growing interest in 
stakeholder theory. Arguments over the general 
importance, value creation, and worth loss brought about 
by CSR programmers are still hot topics. It is controversial 
since many people have varied definitions of "corporate 
social responsibility (CSR)" and its significance. "Corporate 
social responsibility (CSR)" is a branch of strong corporate 
governance (CG), which by implementing moral business 
practices ensures the long-term survival of an organization. 
Later on, planned acts were also given charitable status. 
According to Carroll (2000), businesses may and ought to 
pursue their moral values and financial goals at the same 
time. Other research that show companies can only give 
social or financial concerns the same importance dispute 
this claim. According to McWilliams and Siegel (2001), 
"corporate social responsibility" (CSR) is actions made by a 
firm that are mandated by rules and that claim to benefit 
society beyond the company's own self-interests. Generally 
speaking, most definitions of "corporate social 
responsibility (CSR)" focus on its social component, which 
encompasses activities beyond what is required by law, 
economics, and technology (Carroll 2008). Companies 
follow "corporate social responsibility (CSR)" practices 
beyond what is required by law. Expanding upon "Jensen 
and Meckling's (1976) agency theory," Barnea and Rubin 
(2010) suggested overinvestment. This concept first 
appears in the agency theory. This point of view holds that 
"corporate social responsibility (CSR)" initiatives waste 
valuable resources and may even lower value if they do not 
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help businesses maximize their value. The authors contend 
that people with access to private information are more 
likely to overspend on CSR initiatives. They investigate 
extensively to see whether the ownership or financial 
structure of a firm and its CSR rating are connected. The 
overinvestment argument shows that corporate social 
responsibility (CSR) and corporate governance (CG) are at 
odds since they are adversely connected. It should not 
come as a surprise that good company governance and the 
capacity to halt excessive investment go hand together. 
Overinvestment in corporate financial performance (CFP) 
is a given, hence a skewed relationship between CFP and 
CSR is expected. Published works on the idea of conflict 
resolution include those by "Jensen (2002), Calton and 
Payne (2003), Scherer et al. (2006), Cespa and Cestone 
(2007), and Harjoto and Jo (2011)". Stakeholder theory 
developed by Freeman (1984) implies that companies can 
use "corporate social responsibility (CSR)" as a means of 
establishing excellent corporate governance. Particular 
benefits from this could be in the resolution of conflicts 
between management and stakeholders who are not 
investors. Stakeholder definitions with their normative, 
instrumental, and descriptive properties provide the 
foundation of an instrumental component originally 
proposed by Donaldson and Preston (1995). Taking part in 
corporate social responsibility (CSR) helps you to handle 
any conflicts of interest that could develop between 
stakeholders—those who usually own shares in the 
business—and management. The company will so have 
better overall financial performance (CFP). Well functioning 
corporate governance systems and involvement in 
corporate social responsibility (CSR) are ideally related. 
Moreover, it is necessary to clearly distinguish between CFP 
(corporate financial performance) and social 
responsibility. CSR efforts try to reduce the potential of 
conflicts of interest between stakeholders and 
management. Shareholders need to be accountable and 
open just like other stakeholders. Moreover, this is true for 
the whole society. Definitions of CSR abound. Friedman 
(1970) proposed the concept of corporate social 
responsibility (CSR), which consists of the subsequent: 
Corporate social responsibility, or CSR for short, is the 
application of shareholder-interested business practices by 
an enterprise. Usually, this means maintaining the basic 
principles of society, such moral and legal obligations, 
while maximizing profits. Social, legal, ethical, and 
economic are the four primary elements of corporate social 
responsibility as acknowledged by Hill et al. (2007), Carroll 
(1979, 1991, 1999), and Gatewood and Carroll (1991).  
 
Methodology 
Freeman (1984) argues that a corporation's contacts with 
its stakeholders are ongoing. Stakeholders include, among 
other things, governments, consumer and environmental 
advocacy groups, and the media. Wood (1991) argues that 
in order to achieve socially acceptable outcomes in all 
aspects including “corporate social responsibility (CSR)”, 
managers must exercise discretion. You can easily back out 
of this agreement. This research evaluates, taking into 
account the relationships between CSR, “corporate 

governance (CG), and corporate financial performance 
(CFP)”, the applicability of agency theory and stakeholder 
theory to “corporate social responsibility (CSR)”. To that 
purpose, we will first look into the connection between 
“corporate governance (CG) and corporate social 
responsibility (CSR)”. Next 
 
Discussion 
“Corporate governance (CG) and corporate social 
responsibility (CSR)” of a firm can raise its worth 
significantly. Using an indigeneity adjustment, we can 
appropriately handle this problem and explain the 
treatment's impact. Indigeneity ignorance makes it more 
likely that the worth of a corporation will be overestimated 
by corporate social responsibility. A company with a 
special organizational structure that chooses to start its CSR 
initiatives right away is said to be endogenous. Intimately 
related to CSR are many corporate governance rules. 
Engaging in CSR programs helps a company stand out from 
other, seemingly comparable companies and demonstrates 
its own personality. This is true since CSR activities have the 
ability to immediately affect the value of the business. 
Furthermore, companies with multiple “corporate social 
responsibility (CSR)” projects may require close 
observation from both internal and external sources. There 
is no widely utilized and efficient monitoring technique, 
therefore organizations engaged in CSR activities are 
unable to reduce management entrenchment. We now 
know why this is happening. Tobin's q regression analysis 
is a first approach to find out how CSR initiatives impact a 
company's value. This paper looks at a binary variable that 
represents the decision to participate in CSR (corporate 
social responsibility) activities. This variable is a part of a 
bigger research of governance and business-related 
problems. Companies who actively engage in “corporate 
social responsibility (CSR)” may, on the other hand, surpass 
their non-participating rivals in terms of quality and 
performance. The decision of the business to forego 
“corporate social responsibility (CSR)” is irrelevant. The 
coefficient of the CSR dummy variable contributes to 
convey the notion that CSR activities have value, even 
though it is false. If the indigeneity issue is not tackled at 
any point throughout the estimation process “Ordinary 
least squares estimate (OLS)” will yield subjectively biased 
parameter values. First to identify an indigeneity problem, 
Tobin (1958) provided statistical support for his assertion. 
Gauss-Markov assumption states that there should be no 
correlation between the error component and the 
independent variables. This theory is disproved by the 
corpus of evidence now at hand. As will be discussed in 
the explanation that follows, this infraction is directly 
caused by the process of choosing the dependent 
variables. The inverse Mills' ratio was part of a two-stage 
estimation technique that Heckman created between 1976 
and 1979. Using this method was supposed to reduce 
indigeneity bias. First in the process to get a positive result 
from the dependent variable, or variable under 
examination, is a probity (or logit) model regression 
analysis. Building the inverse Mills' ratio using the 
parameters, it is then added as an extra explanatory 
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variable to the OLS estimate (Greene, 2003). One can 
obtain an approximation of the inverse Mills' ratio by 
changing the settings. The indigeneity problem of the 
model is addressed by Heckman two-stage estimate. We 
evaluate the overall value of the organization in relation to 
CSR initiatives as well.  
 
Conclusion 
Although closely related, “corporate governance (CG), 
corporate social responsibility (CSR), and corporate 
financial performance (CFP)” have received little research 
attention. To start filling this information vacuum, we will 
look at the relationship between CSR, CFP and CG. More 
precisely, we wish to know whether and in what ways CSR 
influences CG, unilaterally or reciprocally. The relationships 
amongst these three ideas will thus become more evident. 
We project that CSR and CG will be adversely correlated 
based on the overinvestment hypothesis derived from 
agency theory. On the other hand, we postulate, using the 
conflict-resolution paradigm from stakeholder theory, a 
direct link between CSR and CG. After then, we will actively 
monitor any relevant events and assess the relationship 
between increased CFP and CSR involvement. The ideas of 
indigeneity and causation will be discussed as well. Our 
case is that excessive investment will cause CFP to 
encounter CSR. Companies could anticipate greater 
financial returns from the execution of CSR initiatives, 
according to the conflict-resolution hypothesis. These two 
topics are connected to one other. We gather information 

about every American business that participated in CSR 
projects between 1993 and 2004. We find that “corporate 
governance (CG)” is not much impacted by CSR 
evaluations. Delaying the assessment of “corporate 
governance (CG)” on the other hand, really encourages 
corporate social responsibility (CSR). This paper validates 
the idea that stakeholder theory may be helpful in resolving 
conflicts. But every statistic in this paper disproves the 
agency theory-based overinvestment hypothesis. 
“Corporate social responsibility (CSR)” so raises the value 
of a company, so confirming the conflict-resolution theory, 
particularly when the two-stage approach is applied. 
Strategic partnerships with businesses engaged in 
community development, environmental protection, and 
diversity promotion are possible to benefit the CFP. 
Moreover, our study shows a significant correlation and 
suggests that the degrees of CFP (Corporate Financial 
Performance) and CSR (Corporate Social Responsibility) 
have been shifting. This is true even when one takes into 
account the possibility of prejudice against CFP as opposed 
to CSR stemming from business value. Moreover, I would 
want to convey my gratitude and my sincere apologies. In 
great part, guest editors Antonino Vaccaro and Michele 
Andreaus made the JBE special issue possible. We also like 
to express our gratitude to Luc Van Lied-ekerke, the other 
attendees of the 2010 EBEN annual conference, and the 
two anonymous assessors for their wise and useful 
criticism. For the financial support, Harjoto is grateful to the 
Julian Virtue Professorship endowment. Dona Maurer 
helped to improve the technique.  
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