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ABSTRACT
In today's modern day context, Corporate Social Responsibility (CSR) become the mantra for
businesses as it can be seen as a strategic approach for firms to be succeed in their business
endeavours. Hence, it remains the most widely used concept to refer to organizationalstakeholder relationships. An understanding about a stakeholder approach to CSR is an
important means for a firm to enhance their commitment to operate in an economically, socially
and environmentally sustainable manner. In support with above arguments, this article presents
a theoretical proposition based on stakeholder theory for better CSR and firm performance. By
drawing upon classic work in the field, the paper offers conceptual discussion and then
systematically develops a means of stakeholder approach into corporate CSR strategy. The aim
of this paper is to demonstrates the need for a firm to enhance further understanding about the
role of stakeholders in the context of corporate CSR strategy, which is increasingly necessary
in view of the fact that business entities are absolutely essential for economic development, but
at the same time, their business activities pose a huge impact to society and the environment.
Thus, firm's CSR disclosure is a pivotal tool to establish a relationship of working together with
the stakeholders that ensures mutual benefit and continue to be a firm that is needed by society.
This article contributes to the literature by providing a fundamental explanation of how a
business should embrace responsibility for the impact of its activities on the stakeholders across
various levels of the value chain. By doing so, firms are offered a means to take a much more
proactive approach to CSR through the stakeholder approach which is precisely helpful in
measuring the effectiveness of any CSR initiative on the society to foster business
sustainability.
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INTRODUCTION
The concept of Corporate Social Responsibility (CSR) remains open to various definitions and
understanding (Lu, 2013). However, in line with the literatures definition of CSR, it can be
concluded that CSR is a firm’s obligation and accountability for incorporating social and
environmental responsibilities into the business decision-making process as well as to use its
resources in ways to contribute to the well being of society (Caroll, 1979; Gill, 2008; Caroll &
Shabana, 2010).

Despite its controversial nature, CSR has become an avid interest of the millennial generation
within the business world, mainly due to globalization. Until the late 1970s, CSR was derided
as a joke, an oxymoron and a contradiction in terms of the investment and by the business
community (Whalen, 2013; Lu, Chau, Wang & Pan, 2014). However, as for now, CSR become
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the mantra for businesses to ensure that the company stays in business for a long time to come
(Ditlev-Simonsen & Midttun, 2011).
Today’s businesses are under increasing pressure to demonstrate and integrate their core
financial operations with the engagement of social and environmental concerns for the benefit
of its stakeholders (Amran, 2006; Pop,O.et al, 2011), in order to develop a sustainable and true
presence (Chen, Feldmann, & Tang, 2015). Thus, the overall demand has driven many
companies that are currently practicing corporate social responsibility. Hence, the business’s
purpose now is not only to earn profit but the welfare of the society as well (Zhu, 2011).
Therefore, the question that firm ask now days is not “why should we get involved in CSR?”
but rather “how should we do it?” and “how can we benefit the environment and contribute to
the community?” (Ghotb, 2011). As a result, CSR is getting famous and business organisations
are gradually more concerned with the way they operate their business and the impact of their
action on society and environment (Lu, 2014).
During this era, CSR is an action tool of top management for long-term success, as described in
earlier research by Gray, Owen and Adams (1996), since many corporate organisations believe
that success with CSR strategies will lead to success in organisation performance too, as it
constitutes a benefit not only to the society but to the business itself also (Ditlev-Simonsen &
Midttun, 2011; DiSegni, Huly, & Akron, 2015). Hence, a larger number of companies are
engaged in a serious effort to define and integrate CSR strategies into all aspects of their
businesses due to the globalization (Chen et al., 2015).

CSR and Stakeholder Relationships
Businesses are an essential part of the communities in which they operate (Belkaoui, 2000;
Dkhili & Ansi, 2012). Good management know that their long-term success is based on
continued good relations with a wide range of stakeholders because business can't succeed in
societies that are failing due to social or environmental challenges (Zhu, 2011). As a result,
when operate in businesses in present environment, the most important area that firms must
concern is businesses are under increasing pressure to demonstrably engage in activities which
are described as CSR.
CSR is the firm's social responsibility that gives a picture of how a firm take charge of their
business processes in order to produce an overall positive impact to the society (Neal &
Cochran, 2008). As such, firm's responsibility extends beyond the shareholders as it does not
operate in isolation of its surrounding, namely the society and the environment. In fact, business
success is increasingly affected by stakeholder relationships, which covers a wide range of
interests, the most pivotal of which being how the organisation works with social and
environmental issues (Gray et al., 1996; Russo & Perini, 2010).
This implying that firm should concern with the society ethically and not only pays attention
to their profit, and also should more care about their stakeholders' expectations and what they
are desired for. This is due to the fact that most of the investors are invest in firms that have
involve greatly in CSR activities (Raza, Ilyas, Rauf & Qamar, 2012). As a result, corporations
have adopted the concept of CSR, in fact, the corporation's concern is seen to be shifting to
broader components of CSR, which includes stakeholders as one of the most important focus
(Carroll, 1979; Gray et al., 1996; Orlitzky, Schmidt & Rynes, 2003; Amran, Zain, Sulaiman,
Sarker & Ooi, 2013).
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In a nutshell, CSR disclosure is becoming as an important tool to maintain the positive
relationship with stakeholders (Esa & Mohd Ghazali, 2012) in view of the fact that the
satisfaction of all stakeholders enhances the image and reputation of the company, thus
improving the financial performance (Freeman, 1984; Donaldson & Preston, 1995).
Strategically speaking, business can only flourish when the CSR program is implemented
effectively because CSR is essential resource for a firm to improve their stakeholders
relationships.
Stakeholder Theory
Stakeholder theory, as introduced by Freeman (1984), has been analysed exclusively from the
perspective of an organisation (Amran et al, 2013). This theory has been used as a tool to
identify those stakeholders to whom an organisation should be accountable as to recognises
their rights. Accordingly, Freeman (1984) defines a stakeholder as “any group or individual
who can affect or is affected by the achievement of the organisation’s objectives" (p. 46).
Similarly, Murray and Vogel (1997), define stakeholder as any entity, typically outside the
firm, that the organisation aims to influence and that has an impact on the organisation.
The aim of this theory is to develop a CSR framework using stakeholders due to the fact that
stakeholders are recognised as the group of people interested in the company's activities
(Freeman, 1984). Therefore, stakeholder theory suggests that the purpose of a business should
be to create as much value as possible for stakeholders and ensure the expectations of
stakeholders aligned and going in the same direction (O’Riordan & Fairbrass, 2008). In this
regard, Table 1.1 illustrates the primary stakeholders in an organisation and their most
important objectives or expectations. By knowing this, a firm would be possible to develop
business operations in tune with the frame of reference in which the firm operates.
Table 1:Stakeholders in the organisation and their objectives or expectations.
Stakeholder

Objectives

Management

Governance, corporate culture, strategies, and overall performance

Shareholders

Profit, and the value of the stock in the stock market

Customers

Characteristics of the product and quality of services

Government

Security of society, sovereignty, respect for the laws, and paying taxes

Community

Environmental and social effects

Employees

Fairly compensated employment, working conditions, and job satisfaction

Suppliers

Price and volume of procurement, and sustainability

Banks
Investors

Payment systems and their flexibility
Information about the liquidity and viability of payment

Source: Adapted from Caroll, 1979; Clarkson, 1995; Cramer & Bergmans, 2003

A stakeholder approach to CSR suggests that the expectations of all primary stakeholders need
to be met, and not just the shareholders (Elijido-Ten, 2007). This practically means an
organisation must be able to combine the profit maximization with all stakeholder’s benefits
and expectations in order to draw a complete map of all these relationships as to have a clearer
view of all the needs of its stakeholders (Freeman, 1984). Accordingly, stakeholder theory has
been applied to explain the motivations of firms regarding CSR disclosure (Freeman, 1984;
Donaldson & Preston, 1995; McWilliams & Siegel, 2001; Abd Mutalib, Muhammad Jamil &
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Wan Hussin, 2014). Under the umbrella of CSR, the firm is expected to fulfil its responsibility
to its primary stakeholders (Vormedal & Ruud, 2009; Hamid & Atan, 2011; Amran et al, 2013).
As a result, firm's CSR disclosure has been used as a strategy to maintain the support of
powerful stakeholders (Deegan & Blomquist, 2006). This implies that CSR represents an
important element between the organisation and its stakeholders relationship (Murray & Vogel,
1997; Elijido-Ten, 2007).
In sum, stakeholder theory proposes that CSR performance results in improved firm
performance (Orlitzky et al., 2003; Freeman, 2010). Therefore, organisations need to identify
and prioritise their stakeholders' expectations through their business operation (Clifton &
Azlan, 2010; Amran et al., 2013). In this respect, organisations must be able to secure their
relationship with all stakeholders consistently, especially when they make CSR disclosure
decision (Ahamed et al., 2014) since different stakeholders may have different impact on
organisations.
How Do Firms Benefit?
CSR is concerned about dealing with the stakeholders of the firm ethically or in a socially
responsible way. Stakeholders exist in a firm and outside of it (Hopkins, 1998). The stakeholder
theory does take into account the wider consequences of the society (Freeman, 1984), thus,
examine the nature of the CSR adoption and its link with the performance of the firm. Gyves
and Higgins, (2008) have said that the relationship between CSR and firm performance really
depends on how CSR is managed. Therefore, multiple stakeholder groups must be managed
effectively for the well-being of the firm.

According to stakeholder theory, the satisfaction of various stakeholder groups is instrumental
for a firm’s performance (Donaldson & Preston, 1995). The rationale on why CSR affects firm
performance is because a firm’s social involvements signal the firm’s genuine care and concern
for the welfare of its stakeholders, including investors, employees, suppliers, customers, and
the society at large. This public image helps build long-term relationships with those
stakeholders, facilitating cooperation with and support from them, which in turn contributes to
a higher level of firm performance. Indeed, the firm cannot continue to flourish and survive
without the support of stakeholders (Freeman, 1984), therefore, this study utilises stakeholder
theory as the governing theory to explain the relationship between CSR and firm's stakeholder,
as depicted in Figure 1.1, since firms involved continuously in activities of CSR with
stakeholders (Jones, 1995) on the basis of trust and cooperation.
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Figure 1
Focus of the Study: Scheme of the relationship between CSR and Firm Stakeholder according to Stakeholder
Theory

Stakeholder Theory
(Freeman, 1984)

+

as a strategy to
Firm's CSR

maintain the support

Disclosure

Better CSR
and firm
Performance

Source: Developed for this study

In other word, a firm’s financial success is contingent on the ability to formulate and execute
CSR strategy that manages effectively its relationships with stakeholders (Donaldson &
Preston, 1995) as the stakeholders have their rights to seek for information about how the firm
is impacting on them (Deegan & Unerman, 2006). Based on this perspective, Jones & Nisbet
(2011) emphasized that business is under pressure from their stakeholders to report its CSR
activities because these parties want to protect their long term interests in the firm. Thus,
reporting firm’s CSR activities is a major element that can be engaged by the firm to manage
the stakeholder in order to gain their support and approval.
In pursuing social responsibility, firms need to acquire both tangible and intangible resources
that allow them to greater spending on CSR activities in order to differentiate themselves and
increase their competitiveness (Russo & Fouts, 1997; Schnietz & Epstein, 2005). In conclusion,
this selection is grounded in the belief that firm stakeholder relationships are the essential assets
that managers must manage (Post, Preston & Sachs, 2002) and the important role of
stakeholders in addressing the issue of to whom a business should be accountable (Kakabase,
Rozuel & Lee-Davies, 2005).

CONCLUSION
CSR is understood to be the way firms integrate social, environmental and economic concerns
into their business processes, decision making, strategy and also operations in a transparent and
accountable manner, thereby establish better practices within the firm, create wealth and
improve society (Linh & Hieu, 2011). As such, the stakeholder theory is used as a basis to
analyze those groups to whom the firm should be responsible and how far that scope of
responsibility extends due to the fact that a firm's success is increasingly affected by
stakeholders relationships (O’Riordan & Fairbrass, 2008). Thus, practically, firms still need to
continually make commitment in implementing the CSR since there is a strong relationships
between firm's CSR practices and its stakeholders (Waddock & Graves, 1997; Orlitzky et al.,
2003; Ghelli, 2013; Abd-Mutalib et al., 2014).
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