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Currentmoderncompanies,whicharealsothekeyfactorsofaglobaleconomy,aresubjecttoincreasing
pressurestoconducttheirbusinessinanenvironmentallyresponsiblemanner,duetosocialandenviron-
mentalproblems.Byintegratingmultipleprocessesandmethods,sustainabilityreportingplaysakey
rolebyprovidingreliable,relevant,accurate,andtimelyinformationtomanagers.Improvinglong-term
environmentalperformancecanbringeconomicbenefitstothosecompaniesthatareinnovativeandenvi-
ronmentallysensitive,especiallybyintegratingenvironmentalinformationintotheirbusinessstrategies.

Theidentificationofnewmodelsforpresentingenvironmentalinformation,ofthespecificindicators
forcertainsectorsoftheeconomy,aswellastheuseofsustainablebusinessmodelsaresomeofthe
topicscoveredinthisbook.Theissueofsustainabilityisacurrentandfutureonethatwillopennew
horizonsforspecialistsandthoseinterestedinsustainabledevelopmentandenvironmentalconservation,
andarealsothecenterofmajorinterestforalargecategoryofstakeholdersinknowingthefinancial
andnon-financialperformanceofprofitableornon-profitorganizations.

Ontheotherhand,inthe21stcentury,ethicsfulfillsboththeroleofmoraljudgmentanddecision-
makingintermsofbalancingproblemsthatcanleadtoconflict.Inthesametime,thebusinessresources
havebeenshapedbytheneedsofthepastandaresubsequentlyappliedinthecurrentsustainableprocess
torespondtotheneedsofthefuture.Takingintoaccountallthechanges,managementandfinancial
accountingbecomesapowerfulinformationtoolforexecutives,managers,andemployeeteamstogain
insightsandmakebetterdecisions.Basedonthis,themanagementbecomesthemainactorinwhose
rolethesuccessorthefailureofthebusinesscarriedoutthroughthecompanyheleadsisdecided.Along
withconceptssuchasethical,controlling,auditing,reporting,managementandfinancialaccounting
providesvaluewiththedecision-makingprocess.Allthesedebatesunderlinethemajorresponsibilityof
userswhenconfiguringaccountingandfinancemodelsandtherebyinmodelingbusinessinformation.

Accountingprofessionalschoose torespect thefundamentalprinciplesestablishedby theethical
codesinordertomaintaintheircredibilitywiththepublicandtodemonstratethehonestyandcorrect-
nessoftheworkstheypractice.Beingaffiliatedwithvariousspecializedorganizations,accountantsare
accreditedandprotecttheirprofessionalreputation.Unfortunately,therearealsopeoplewhoviolate
publicorprivatetrustandsolvingethicaldilemmasdoesnotalwaysendfavorably.Taxevasion,theft
andcorruptionarethemainnegativeeffectsofunethicalactionsofaccountantsandorganizations.Ethics
andpracticeinmanagerialandfinancialaccountingincludebothstrictadherencetotheguidelinesand
carefulevaluationoftheuniquesituationsinwhichprofessionaljudgmentisrequired.Understanding
ethicsthroughtheperspectiveofindependence,integrity,confidentialityandprofessionalcompetence
canhelpandguidedecision-makingbyhelpingtomaintainprofessionalreputationinthefield.
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ThebookSustainability Reporting, Ethics, and Strategic Management Strategies for Modern Or-
ganizationsproposesaninterdisciplinaryperspectiveandtoexplorevarioustheoreticalandpractical
approachesofethicalstandards,managementaccountinganditsimpactondifferentareasofactivity.
Itwillcontrastexternalfinancialaccountingforgovernmentregulatorsandtheinvestmentcommunity
withinternalmanagementaccountingformanagers toleveragefordecisionmaking.Also, thebook
examinestheroleofmanagementaccountingfromotherconceptspointofviewsuchas:ethicalstan-
dards,CorporateSocialResponsibility,creativeaccounting,greenaccounting,environmentalindica-
tors,e-accounting,KPI,leanaccounting,controlling,auditing,reporting,etc.offeringanumberofnew
insightsintomanagementandfinancialaccounting.

The dimensions of strategic management accounting and operated interconnected tools used to
makemanagerialdecisionsarepresentedbySorinelCăpușneanu,DanIoanTopor,DanaMaria(Oprea)
Constantin, Cristian-Marian Barbu, MihaelaȘtefan Hint, the authors of the first chapter “Strategic
ManagementAccounting:DimensionsandStrategicTools”.Themainobjectivesofthischapterare
topresentthegeneralapproachesoftheconceptofstrategicmanagementaccounting,thedimensions
of theapplicationofstrategicmanagementaccountingandthestrategic toolsusedbycompanies in
establishingstrategiesandmakingdecisions.Basedonthespecializedliterature,theauthorspresent
themostsignificant theoretical-methodologicalapproaches tostrategicmanagementaccounting, the
participationofmanagementaccountantsinthedecision-makingprocess,thetoolsusedbystrategic
managementaccounting.Allaspectspresentedbytheauthorsarebasedonexistingliterature,university
studiesandspecializedliteraturefromaroundtheworld.Thechapterendswiththeconclusionsofthe
authorsregardingthedimensionsandimplicationsofusingthespecifictoolsofstrategicmanagement
accountingfordecisionmakingatmanageriallevel.

AninterestingperspectiveontheethicsinaccountingandfinanceisprovidedbyVannieNaidoo,
theauthorofthesecondchapter“EthicsinAccountingandFinanceaSouthAfricanPerspective”.Eth-
icsformsthecornerstoneofbusinessandcommercetoday.Itisthelifebloodofeveryinstitutionbeit
privateorpublicenterprise.Organizations’havetodevelopandimplementaproperlystructuredpolicy
onethicsoutlayingpropergovernancewithintheinstitution.Accountingandfinanceservicesarecrucial
inmanagingacompany’sfinancesandwealth.Intheaccounting,professioninorderfortheretobe
transparencyandtrustethicsisacrucialareathatneedstobepresent.Themanyscandalsandethical
dilemmasfacedbycountriesorganizationsthroughouttheworldhasmadeuspauseandtakestockof
whatishappeninginindustryandhaspromptedactioninlawandgovernancetowardsethicsandcor-
porategovernance.SouthAfricatoo,hashaditsfairshareofscandalthathashadourlegalfraternity,
governmentandbusinesssectordeveloptheKingsI,KingsII,KingsIIIandKingsIVlawsthatstipulate
corporategovernanceandethics.Organizationshavetobehonest,professionalandtransparentintheir
businesspractice.

Theanswertooneoftheparadigmsoffinancebehaviorrelatedtofinancialreportingandenvironmental
reportingisidentifiedbySibelDinç,theauthorofthethirdchapter”UnseenLinkBetweenSustainability
ReportingandFinancialReporting:BehavioralFinanceParadigm”.Accountingprofessionhasintensely
witnessedcompellingchallengesinthe21stcentury.Duetoincreasednumberinstakeholdersandhuge
informationalneed,traditionalmodelhasremainedunsatisfactoryinmeetingthisneedandevaluating
company’sfutureperformance.Apparently,companiestryingtosurviveingloballycompetitivemarkets
couldn’tattainthisgoalbyfocusingmerelyonfinancialoutcomes.Thus,sustainabilityreportinghas
emergedasavitalnon-financialinformationdemandedbystakeholders.However,ethicalinsightson
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credibilityandaccountabilityofthisinformationhavebeendocumentedanddiscussedintheliterature.
Tapping intobehavioral financeparadigmandupperechelonapproach, thischapterexertsaneffort
to linkfinancial reporting/auditquality tosustainability reportinganddiscusses thoseethical issues
ontheseprocesses.Further,whiledrawingattentiontooverconfidencebiasinindividualsinvolvedin
reportingandassurancestages,itsuggestsinfluentialroleofdecision-makers’personaltraitsonthese
mechanismsinamisleadingway.

Thebusinessdriversofthecompanyandtheirrolearehighlightedbyacomparativestudyconducted
byRaunoRusko,theauthorofthefourthchapter“ValuesorStrategy?ComparativeStudyaboutthe
RolesofValuesandStrategyintheWebPagesoftheLargestScandinavia”.Accordingtotheauthor,
valuesandstrategiesaretwopowerfuldriversofbusiness.Bothofthemhaveeffectsontheactivities
andpracticesofthefirms.ThischaptercomparestherelevanceofvaluesandstrategyinScandinavian
businessbasingonthecontentsofthewebpagesforthelargestfirmsinSweden,Norway,Denmark
andFinland.Theresultsshowtheimportanceofvaluesintheformsofresponsibilityandsustainability
inthesewebpages.Thefirmsalsoprovidecomplementinformation,howtheywillfollowthesetopi-
calcontemporaryvaluesintheirbusiness.Accordingtoanalysis,theroleofstrategyisstillrelatively
important,butnotasimportantasvaluesespeciallyintheheadingsofhomepagesor“Aboutus”-pages.

Thebusinesscombinationspresentconvergentanddivergentthathasbeenstudiedthroughtheprism
ofIFRS3byAlinEliodorTănase,TraianOvidiuCalotă,GabrielaClaudiaOncioiu,theauthorsofthe
fifthchapter“ConvergenceandDivergenceRegardingBusinessCombinations”.Thischapteraimsto
studytheconvergenceanddivergenceregardingbusinesscombinationsinthejointbusinessaswellasto
analyzethemanagerialcontroversiesthattheyarepresentedtheconversionofthefinancialstatements.
Thepresenceofseverallegalentitieswithinthesamegroupentailstheexistenceofasmanyindependent
accountantsastherearecompanies.InaccordancewithIFRS3“Businesscombinations”,theresultis
goodwillthatwillberecognizedasanon-currentintangibleassetintheconsolidatedbalancesheet,being
subjectedannuallytotheimpairmenttest,insofarastheinvestmentcostislowerthantheacquisitioncost
ofthenetassets,thenegativegoodwillwillbeobtainedwhichwillberecognizedintheformaprofit
intheconsolidatedprofitandlossaccount.Inaddition,nationaldifferencesinaccounting,taxationand
auditingarethesourceofthevariousproblemsthatariseintheprocessofcontrollingsubsidiariesand
consolidatingaccounts.

TheidentificationofasetofCSRreportingindicatorsandtheirinfluenceonimprovingtheperfor-
manceofanorganizationarehighlightedbyNicoletaCristache,DanielConstantinDiaconu,Razvan
CatalinDobrea,CristinaDima,CristianConstantinDraghiciandDanielPeptenatu,theauthorsofthe
sixthchapter”TheroleofCSRreporting instruments in increasing theOrganization’sManagement
Performance”.ThechapteraddresseshowasetofCSRreportingindicatorscanbeidentifiedandbe
integratedintotheperformanceindicatorswhichcharacterizethesustainabilityofacompany.Thisinte-
gratedapproachimpliesabroadapproachtomonitortheperformanceoftheorganizationbothduringits
lifecycleandonthedifferentsocialdimensions,fromtheperspectiveoftheconformityofthemanage-
mentprocessesinrelationtotheeconomic,socialandenvironmentalprinciples.Currently,thesocial
responsibilityreportingisamajorchallengeforthemanagementoforganizationsinthecontextwhere
honesty,transparency,businessethicsarevaluessharedbyanentirecommunity.Theresearchinvolves
aprocessthroughwhichaseriesofcorrelationsbetweentheCSRreportingtoolsandtheorganization
performancemanagementcanbeanalyzedbyhighlightingtheroleofthedifferentreportingvariables
inthearchitectureoftheperformanceindicatorsoftheorganization.
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ByusingMultiCriteriaDecisionMaking(MCDM)methodsindigitalmarketing,anewdirectionfor
analyzingfinancialdecisionsislaunchedandpresentedbyPrabadeviBoopathy,NDeepa,theauthorsof
theseventhchapter“DecisionAnalysisinFinancialMarketingUsingMulti-CriteriaDecisionMaking
Methods”.Inthetrendofdigitalmarketing,thebackandfrontofficeactivitiesareatomized.Forany
businessorganizationofvariousdepartmentalactivities,theFinanceandMarketingplaysavitalrole.
FinanceandMarketingarethemostimportantfunctionalareasofoperationsinanybusinessorganization,
astheydirectlyimpactthefinancialgrowthaswellasmarketsteadinessofthebusiness.Asverycrucial
decisionstakeninthesefunctionalareasofoperationswhichaffectstheotherdepartments,thedecisions
inthesefinancialmarketingshouldbetakenwithalmostcare.Henceforth,thisresultsingreaterimpact
oneconomicgrowthoftheorganization.Therefore,thedecisionsinFinanceandMarketingactivities
shouldconsidervariousfactors(criticaltoquality)beforearrivingatfinalconclusion.Inordertoat-
tainthefinaldecision,Multicriteriadecisionmaking(MCDM)methodscanbeapplied.TheseMCDM
methodsconsidertheconflictingfactorstoevaluatetheFinanceandMarketingactivities.

A short but comprehensive implementation guide of sustainability reporting and its benefits in
theprofitableandnon-profitorganizationswaspresentedbyDanaMariaConstantin(Oprea),Sorinel
Căpușneanu,DanIoanTopor,ElenaGrigore,AdrianAmadeusTișscovschiandElenaBogan,theauthors
oftheeighthchapter”SustainabilityReporting:ShortImplementationGuideandItsBenefits”.Themain
objectivesofthischapteraretopresentabriefimplementationguideofsustainabilityreporting,according
toGRIrequirementsandthebenefitsofitsuse.Basedonthespecializedliterature,theauthorspresent
variousaspectsencounteredinimplementingsustainabilityreporting,interpretingtheinformationused
fortheinternalmanagementandthestakeholdersthroughthesustainabilityindicators.Alltheaspects
presentedandanalyzedarebasedontheexistingspecializedstudiesandonthehighereducationones.
Thechapterendswiththeauthors’conclusionsregardingtheimportanceofimplementingtheguideof
thesustainabilityreportinganditsadvantagesanddisadvantagesintheshortandlongterm.Throughthis
contributionoftheauthors,newopportunitiesareopenedinordertoexploittheinformationalcontent
specifictothesustainabilityreportingthatisparticularlyrelevanttoallstakeholders.

TheimpactproducedbyCSRonsmallbusinessesandthevalueobtainedbysmallcompaniesis
studiedbyMarkkuVieruandJannePeltoniemi,theauthorsoftheninthchapter“EffectofCorporate
SocialResponsibilityonPricingofSmallBusinessLoans:EvidencefromFinland”.Thisstudyanalyzes
corporatesocialresponsibility(CSR)issuesinsmallbusinessfinanceinFinland,especiallywithinre-
lationshipbanking.Thestudycombinescredit-filedataobtainedfromalargelocalFinnishbankwitha
CSRquestionnaireconductedwiththebank’sbusinessloanmanagers.Thecredit-filedatacontainspecific
detailsofCSRcharacteristics,aswellasrelationship,collateral,firm,andloan-specificcharacteristics.
CSR,typicallyconsideredasanon-financialitem,containsvalue-relevantfinancialinformationwhich
affectstheloanpricinglevel.TheresultsshowthatbothoverinvestmentinCSRandthevaluecreated
byCSRarevalid,butconnectedtodifferentCSRcharacteristics.Overinvestmentisassociatedwiththe
environment,andvaluecreationwithdiversityandemployees.Theresultscontributetotheunderstand-
ingofthecharacteristicsofCSRinthecontextofsmallbusinessbanklending,aswellasmoregenerally
toimportantimplicationsforsmallfirms,banksandmanagementpractices.

TheprinciplesandpossibilitiesofapplyingmodernleadershipareanalyzedandpresentedbyLavinia
Essen,MirelaAncaPostoleandMarilenaCiobanasu,theauthorsofthetenthchapter“FutureDirections
inLeadershipDevelopment:PrinciplesandApplications”.Theobjectiveofthischapteristodemon-
stratetheroleofleadershipdevelopmentinthedigitaleconomy.Theproblemofleadership,leaderand
leadershipstylehasprovokedaconsiderablenumberoftheoreticalandexperimentalresearches,being
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oneofthecentralthemesofthepsychosociologyofsocialgroups.Beinginfrontofaconsiderable
volumeofexperimentaldata,obtainedunderverydifferentconceptualandmethodologicalconditions,
theproblemofleadershiphasafragmentarycharacter,beingnecessaryacarefulselectionoftheresults
thathaveasufficientpracticalrelevance.

Inasustainableeconomy,themanagementofcertainrisksandthreatsatcompanylevelareren-
deredbyIonicaOncioiu,MirceaAlecsandruUdrescuandAlinaGheorghe,theauthorsoftheeleventh
chapter” Strategic Management: Company’s Management Strategies in Sustainable Economy”. The
materialpresentedinthischapteraimstocapturesomeparticularitiesofthestrategicmanagementof
thecompanyinmanagingrisksandthreats,todetectsomeinterferencebetweenthemanagerialstrategy
andtheorganizationalculture,tobringtoattentionthecorrelationsbetweenthevisionofthebusiness,
thestrategicsegmentationandthecorporatestrategies,throughwhichstrategicmanagementensures
thebehavioralchangeofthecompanyonthemarket.Thesustainableeconomyhasputinfrontofthe
company’sstrategicmanagementtwodirectionsofresponsibility:themotivationofthechangeorthe
disappearanceofthemarket.BecausethesustainableeconomyimposedfortheRomaniancompanies,
atthesametime,higherqualityrequirementsforproductsandservices,butalsoresponsibilitiesstrictly
regulatedbyrelationswiththenaturalenvironment.

Theimpactofthedevelopmentstrategyofacompanyishighlightedbythevalueaddedtothecom-
panyandthisispresentedbyLaviniaEssenYildirimandDianaMândricel,theauthorsofthetwelfth
chapter“ImportanceofValueoftheCompanyforDevelopmentBusiness”.Inthiscontext,theaction
ofthemarketcontemporaryforcesdeterminescertainbehaviorofthecompanies,whichbecomemore
andmoreengagedintheresources,quality,customersandsuppliers,inwhichthetoproleisplayedby
thetopqualitymanagement.Atthesametime,thevalueofanenterpriseorratherofitssharesisno
longercalculatedasthesumofthevaluesofitsassets,butdeterminedbyitsabilitytogenerateeconomic
benefits,thebalancesheetlosesinterestintheincomestatement.Thischapteranalysisthenewresearch
directionsregardingthevalueofthecompanyinmanagingbusinessrisks.

Anewperspectiveontheroleofcontrollingintheageofsustainabilityanddigitalizationisbroughtby
IbrahimObaandMirelaAncaPostole,theauthorsofthethirteenthchapter“TheRoleofControllingin
theBusinessEnvironment”.Environmentalchangesandespeciallythedevelopmentofthedigitaleconomy
haveposedrealexistentialquestionstobusinesses,provokedstrategicreflectionandmadetheemergence
ofcontrollingefficient.Theobjectiveofthischapterwastoexploretheroleofcontrollinginthebusiness
environmentandgeneralizesareflectiononstrategyandcontrollinginthelifeofcompanies.Theresults
showthatthecontrollinghasasignificantroleinenhancingthecorporategovernancepillarsincompanies,
andthesuccessesofcorporategovernancerequirescompliancewithallelementsofinternalcontrol.

Throughtheageofdigitalization,theroleofthetopmanagementofanentityhaschangedandadapted
tothefuturevisionsneededtoimproveperformance.Theseaspectstransposedbytheleader’svision
arepresentedbyIonicaOncioiuandAlinaStanciu,theauthorsofthefourteenthchapter“TheRoleof
theLeaderinIncreasingthePerformanceoftheEntity”.Digitalerahasbroughtwiththeexponential
growthoftheeconomicandtechnologicalopportunitiesthatentitiescanaccessandimplementinthe
developmentoftheirownactivitiesandaseriesofthreatswithstrategicimpact.Atthesametime,busi-
nessexcellencemodelsrepresenttheentity’sframeworkforsynchronizingvisionwithactiondecisions
inamoresystematicandstructuredmanner,whichresultsinanentity’sperformanceincrease.This
chapteraimstoopennewresearchanddeependirectionsattheintersectionofaccountingandmanage-
ment,betweenscienceandpractice,withtheroleofpotentiatingperformanceasaresultofmanagerial
accountingandleadershipvision.
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DuetotheincreaseoftheinterestofthestakeholdersinaccessingtheESGinformationofacompany,
theeffectoftheinformationdisclosureandtheimpactofthefinancialperformanceareevidencedby
astudymadebyIsmailCagriOzcan,theauthorofthelastchapter“Environmental,Social,andGov-
ernanceDisclosureandFinancialPerformance-EvidencefromtheRailIndustry”.TheEnvironmental,
Social,andGovernance(ESG)disclosureperformanceofthecompaniesisbecomingamajorcriterion
forsignificantstakeholderslikeshareholders,creditors,andcustomers.Inlinewiththeincreasinginter-
estinESGactivities,agrowingrespectiveliteratureemerges.Despitethisevolvingattraction,theESG
aspectsthetransportindustryingeneralandrailindustryinparticularremainrelativelyuntouchedexcept
forasmallbodyofresearchonairlines.ThisstudyaimsatfillingthisgapbyanalyzinghowtheESG
disclosureperformanceoftherailcompaniesaffecttheirfinancialperformance,whichwemeasureby
returnonassets(ROA),returnonequity(ROE),andTobin’sQ.Basedonasampleof35railcompanies
from9countriesoverthe2007-2017period,ouranalysesshowthatESGdisclosureperformancehasa
positiveandstatisticallysignificantassociationwiththeROAoftherailcompanies.

xx

 EBSCOhost - printed on 2/8/2023 12:09 PM via . All use subject to https://www.ebsco.com/terms-of-use





Acknowledgment



Lookingback,wewishtothankallthepersonswhomadethepublishingofthepresentvolumepos-
sible:JanTravers,MelissaWagner,ErinWesser,ChristinaHenning,NicoleElliott,KristinaByrne,
LindsayJohnston,JoshuaWitman,NickNewcomer,JaimieWatts,JosephineDadeboe,JordanTepper,
SeanEckman,MarianneCaesar,ColbyConwayandmanyotherIGIGlobalteammembers,reviewers,
collaborators,andallthecontributingauthors:withoutyoureffortsanddedicationthiseditorialproject
wouldhaveneverbeenpossible.

xxi

 EBSCOhost - printed on 2/8/2023 12:09 PM via . All use subject to https://www.ebsco.com/terms-of-use



1

Copyright © 2021, IGI Global. Copying or distributing in print or electronic forms without written permission of IGI Global is prohibited.

Chapter  1

DOI: 10.4018/978-1-7998-4637-6.ch001

ABSTRACT

This chapter deals with some dimensions of strategic management accounting, including the instruments 
with which they operate and interconnect in order to make managerial decisions. The main objectives 
of this chapter are to present the general approaches of the concept of strategic management account-
ing, the dimensions of the application of strategic management accounting, and the strategic tools used 
by companies in establishing strategies and making decisions. Based on the specialized literature, the 
authors present the most significant theoretical-methodological approaches to strategic management 
accounting, the participation of management accountants in the decision-making process, the tools 
used by strategic management accounting. All aspects presented by the authors are based on existing 
literature, university studies, and specialized literature from around the world. The chapter concludes 
with the conclusions of the authors regarding the dimensions and implications of using the specific tools 
of strategic management accounting for decision making at managerial level.
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INTRODUCTION

The computerization of the strategic management in the decision-making process is the main key in 
vitalizing the strategies and achieving the objectives proposed by an organization. An integrated strategic 
management system is based on management accounting, which is the creator and manager of these 
information flows needed especially for internal users to achieve the objectives pursued. Exceeding the 
internal information limits and the orientation towards the external environment is justified by determin-
ing the relationship between the strategy pursued and the information formation mode. By improving 
the methodology and strategic management needs, the efficiency of strategic management accounting 
is demonstrated. Thus, the entire information cycle of management accounting is oriented according 
to the strategic positioning of an organization. An organization is particularly interested in managing 
its cost structure, which is the subject of strategic management, but also the creation of the information 
flow necessary to optimize strategic decisions of senior management. The implementation of these prob-
lems determined the purpose of our study by clarifying some aspects related to the concept of strategic 
management accounting and its dimensions, but also to the strategic tools used in cost management 
and obtaining performance by an economic entity. The main objectives of this chapter consist in: (1) 
presentation of the conceptual approaches of strategic management accounting; (2) presentation and 
explanation of the dimensions of strategic management accounting and of the competitive advantage; (3) 
the integrated application of ABC and BSC methods in an economic entity in the winemaking industry.

Conceptual Approaches to Strategic Management Accounting (SMA)

The most important definitions of strategic management accounting focus on the components of mar-
keting, control or strategic management, as evidenced by the following approaches of specialists: (1) 
“providing and analyzing management accounting data on their businesses and competitors in the view 
of developing and monitoring the business strategy “(Simmonds, 1981); (2)” providing and analyzing 
the financial information of the market of the firm’s products and the costs of the competitors but also 
of the cost structures, including the monitoring of the strategy of the company and of the other competi-
tors in these markets during certain periods of time ”(Bromwhich, 1990); (3) “a generic approach to 
accounting for strategic positioning, defined by an attempt to integrate discoveries from management 
accounting and marketing management into strategic management” (Roslender & Hart, 2003), idea 
also shared by other specialists (Guilding et al., 2000; McManus & Guilding, 2008). (4) “identifying 
a set of information needed to support strategic decisions” (Agasisti et al., 2008). (5) “implies taking a 
strategic orientation for generating, interpreting and analysis of management accounting information and 
competitors’ activities provide the key dimension for comparison “(Langfield-Smith, 2008). (6)” using 
management accounting systems to support strategic decision making “(Tilman & Goddard, 2008). (7)” 
part of the management accounting dedicated to strategically oriented information for decision making 
and control ”(Ma & Tayles, 2009).

As it can be seen, the presented definitions highlight some clear aspects related particularly to the 
information about competitors, but do not question the customers or the business environment as this 
information is essential in developing and monitoring the business strategy but also for creating sustain-
able values (Carlsson-Wall et al., 2015; McManus, 2013). In addition to the limitations brought by the 
authors through the definitions presented, there are also other specialists who believe that non-financial 
information is a feature of strategic management accounting (Bhimani & Langfield-Smith, 2007; Cin-
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quini & Tenucci, 2010; Langfield-Smith, 2008), accounting and control systems, exceeding the limits of 
financial information and identifying the main success and performance factors of a company (Baines 
& Langfield-Smith, 2003; Cadez & Guilding, 2008; Chenhall, 2008). The relevance and importance 
of strategic management accounting in strategic planning is essential (Cuganesan et al., 2012) being a 
part of strategic management along with strategy implementation and control (Nixon & Burns, 2012).

In our opinion, strategic management accounting is that part of management accounting dedicated 
to developing and monitoring the business strategy by providing analysis documents based on internal 
(financial and non-financial) information of the company and external information from its other com-
petitors. In other words, strategic management accounting is dedicated to the strategic positioning of 
the company through the practice of strategic management.

Other specialists consider strategic management accounting as a set of strategic accounting practices, 
techniques or tools that support the strategic management process (Guilding et al., 2000; Cravens & 
Guilding, 2001; Cinquini and Tenucci, 2010). The object of strategic management accounting needs 
to be expanded by taking into account recent developments such as: focusing on internal resources and 
organizational capabilities to support external competitive bases (Tayles et al., 2007; Cummings & Dael-
lenbach, 2009; Nixon & Burns, 2012), intensifying the active role in rethinking the strategy, developing 
new forms of management accounting and obtaining sustainable competitive advantages (Cuganesan 
et al., 2012).

The Dimensions of Strategic Management Accounting (SMA)

According to the above-mentioned specialists, the dimensions of the SMA include: (1) the involvement 
of the management accountant in the strategic decision-making process; (2) involvement of the manage-
ment accountant in practicing the SMA. We consider that we can also add a third dimension called the 
analysis of strategic investments that has been debated and analyzed by other specialists in the field.

(1)  Involvement of the management accountant in the strategic decision-making process. This dimen-
sion of the SMA entrusted to the management accountant was approached and analyzed through 
the prism of:
 ◦ the active involvement of the managing accountant in the decision-making process of an 

organization (Simmonds, 1982; Bromwich and Bhimani, 1994; Brouthers & Roozen, 1999). 
According to the authors, the managing accountant can anticipate the reactions of the com-
petitors and can act accordingly. Thus, the skills of the management accountant extend to 
general management, marketing, strategic management, etc.

 ◦ presenting an expanded vision on business, sometimes playing the key role in promoting 
certain organizational changes needed under uncertain conditions (Fauré & Rouleau, 2011) 
or in adopting SMA (Tayles et al., 2007) and designing and implementing measurement 
systems of intellectual capital (Chiucchi, 2013). This aspect is explained by the greater use 
of contemporary SMA practices that take into account in the decision-making process both 
financial and non-financial information, business processes, human resources, markets, cus-
tomers and competition (Roslender and Hart, 2003).

 ◦ cooperation and understanding in an objective and transparent way of the alternatives that 
it offers to the management in order to make the best decisions (Dixon, 1998; Cravens and 
Guilding, 1999; Roslender and Hart, 2006; Tillmann & Goddard, 2008). Other studies have 
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been devoted to examining the characteristics, role and importance of the management ac-
countant in cooperating with several management functions and implementing the account-
ing systems and management control with strategic orientation (Feeney & Pierce, 2007; 
Lambert & Pezet, 2011; Chiucchi, 2013; Hiller et al., 2014).

Taking into account the aspects related to the new attributions and qualities of the management 
accountant generated by the SMA dimension, the specialists came up with a new concept of pro-
fessional accountant called strategic management accountant (Coad, 1996; Cadez and Guilding, 
2008; Tillman and Goddard, 2008). It plays an important role in designing team-based structures 
(Chenhall, 2008), demonstrating flexibility, high quality and performance (Scott & Tiessen, 1999). 
Management accountant’s skills are considered as advantages and far more objective than other 
categories of department managers directly involved and specialized in a particular field (Nixon and 
Burns, 2012). Its skills in financial guidance must be outpaced by adopting a non-financial orienta-
tion related to competition, markets and the internal and external environment in general (Nyamori 
et al., 2001; Feeney & Pierce, 2007; McManus & Guilding, 2008). He must have an interdisciplinary 
understanding, creativity and social skills, being able to communicate at an inter-relational level 
within a company (Coad, 1996; Feeney and Pierce, 2007; Tillmann and Goddard, 2008).
In the last decades, the role of the management accountant has changed from a simple information 
supplier to an active partner or advisor in strategic issues, in the foundation of the decision-making 
process (Nyamori et al., 2001), having a professional prestige by being involved in several activities 
and functions (Hiller et al., 2014). However, there are also conservative, contrary views that the 
managing accountant should only provide financial information (Lord, 1996), without his involve-
ment in the use of SMA practices or strategic decision-making. In other words, the implementation 
of the SMA can be achieved with other organizational functions not only necessarily with the help 
of the managing accountant or the strategic accountant (Dixon and Smith, 1993; Dixon, 1998).
In our opinion, taking into account the evolution of the business environment and the impact of 
the innovative technology that is going on and which will increase in the near future, but also the 
complexity of the decision-making process, it is necessary to cooperate with the strategic man-
agement accountant in the SMA practices. His role has expanded and his duties have increased in 
comparison with his previous duties, as well as his responsibility.

(2)  Involvement of the management accountant in the practice of the SMA. SMA practices are used 
in collecting, processing, analyzing and providing the information needed for decision makers 
for strategic management and other managerial and strategic functions (Pires et al., 2015). In the 
following, a series of concrete differences between the conventional practices of management ac-
counting and strategic management accounting are presented (Table 1):
A list of SMA practices has been completed (starting from the list developed by Guilding et al., 
2000) and presented by Cadez & Guilding (2008). According to this list, 16 practices of SMA 
classified into 5 broad categories were considered as follows:
(A)  The costs. This category includes practices that are found in conventional management account-

ing, such as cost determination and analysis (Atkinson et al., 2012; Horngren et al., 2012). The 
other practices are found in strategic management accounting with an external orientation to the 
future and very important for planning: target cost and value chain cost (Cooper, 1996; Ewert 
& Ernst, 1999; Roslender & Hart, 2010; Cuganesan et al., 2012); the life cycle of the products 
or the quality costs that contribute to the development of strategies based on the life cycle of 
the products or services, respectively quality management (Pires et al., 2015).
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(B)  Performance planning, control and measurement. This category includes two widely used 
practices with external and future orientations: (a) benchmarking consisting of identifying 
best practices used by competitors to improve organizational performance; and (b) integrat-
ing performance by using financial and non-financial measurement with internal or external 
perspectives that allow the practice of integrated performance management (Chenhall, 2008). 
The best example of an integrated performance measurement system is the balanced scorecard 
(Balanced Scorecard) used in performance planning, more specifically development, imple-
mentation and strategy control (Kaplan & Norton, 2001) or intellectual capital identification 
and management (Tan et al., 2008; Tayles et al., 2007).

(C)  Strategic decision making. It is focused on three accounting practices with strategic orientation: 
prices, costs and evaluation of the brand. Strategic pricing focuses on defining the strategy 
taking into account the actions and reactions of competitors with direct implications on future 
external orientation issues (Simmonds, 1992). Strategic costs focus on strategic analysis and 
enable the creation and realization of competitive advantages (Shank & Govindarajan, 1992). 
As part of the management accounting evaluation, brand evaluation is a relevant source for 
obtaining competitive advantages of an organization (Dent, 1996; Roslender & Hart, 2010). 
The information provided by management accounting on brand assessment is particularly 
useful for strategic managers in allocating resources on profitable brands and gaining competi-
tive advantages thus knowing the impact of their long-term decisions (Cravens & Guilding, 
1999).

(D)  Competition accounting. Information published by competing firms is an important source for 
formulating an organization’s strategy (Dixon, 1998). Also information from the media, from 
research contracts with universities or scientific papers held at conferences or published in 
magazines is an important source in developing competitive strategies and monitoring com-

Table 1. Differences between traditional management accounting and strategic management accounting

Traditional management accounting Strategic management accounting SMA practice lists

Historical, internal orientation 
Dimensional analysis (financial 
measurement)

Future-oriented, external 
Multidimensional 
analysis (financial 
and non-financial 

measurement)

Coad (1996); 
Guilding et al. (2000); 
Cadez & Guilding (2008); 
Cinquini & Tenucci 
(2010); 
Cuganesan et al. (2012);

ABC, LCC, Quality costing 
Target costing 
Value chain costing 
Benchmarking 
Customer profitability 
analysis 
Customer segment 
profitability analysis 
Lifetime customer 
profitability analysis 
Valuation of customers 
as assets 
Customer accounting

Advantages: creating and realizing 
benefits to improve performance by 
providing cost information

Advantages: it allows the creation and realization of 
competitive advantages and improves the organizational 
performance by providing strategic information about 
competition, customers, markets and the external 
environment.

Lack of focus on certain capabilities
Orientation to internal and organizational resources 
(Nixon & Burns, 2012) with management focus (Furrer 
et al., 2008; Cummings & Daellenbach, 2009)

Costs 
Performance planning, control 
and measurement 
Making strategic decisions 
Competition accounting 
Customer accounting 
Cadez & Guilding (2008)

Advantages: supporting managerial 
decision making Advantages: supporting competitiveness

Source: Authors’ own processing
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petitors (Dent, 1996). In other words, competition accounting comprises three competencies 
focused on external-oriented competitors needed to plan, make decisions and monitor the 
strategy of an organization (Dent, 1996; Dixon, 1998).

(E)  Customer accounting. It focuses on three important customer-centric practices: customer 
profitability analysis, customer lifetime profitability analysis, and customer evaluation. 
Customer profitability analysis refers to evaluating the profitability of a customer or customer 
segment, while customer lifetime profitability analysis refers to their lifetime, having a future 
orientation. Customer valuation is based on their valuation as assets and lifespan (Andon & 
Baxter, 2011; McManus & Guilding, 2008; Guilding & McManus, 2002) with future exter-
nal horizons and generating future profits for a customer or customer segment. The benefits 
of these practices can be summarized as: (a) improving the development of strategies; (b) 
improving cooperation between management, accounting and other managerial functions by 
practicing strategic management or strategic marketing (Andon & Baxter, 2011; McManus 
& Guilding, 2008); (c) consolidation of decisions regarding the development of the product 
range; (d) pricing and managing customer resources.

(3)  Involvement of the management accountant in the strategic analysis of investments. Not being 
included as an SMA practice, we will treat this dimension separately, as will the specialists who 
have previously analyzed this particularly important practice of an organization (Carr et al., 2010; 
Tillmann & Gooddard, 2008; Roslender & Hart, 2003; Carr & Tomkins, 1996; Bromwich & Bhimani, 
1994). According to experts, strategic investment analysis consists of the process of identifying, 
evaluating and selecting between strategic projects that can contribute to improving the position 
of competitiveness and other non-financial or intangible benefits (related to quality, efficiency, 
flexibility, innovation and customer satisfaction) and which can have effects on the development 
of long-term sustainability (Carr et al., 2010; Alkaraan & Northcott, 2006; Adler, 2000). In other 
words, strategic investment analysis analyzes the market, the needs of customers and the ability 
of competitors to meet these needs. In order to reach the goal of strategic investment analysis, it 
may be necessary to resort to other SMA practices such as: benchmarking, balanced scorecard or 
value chain analysis (Alkaraan & Northcott, 2006). We are of the opinion that we can also add to 
the strategic analysis of investments and the adoption of orientations towards internal resources 
and intellectual capital as parts of the strategic management and sources generating competitive 
advantages with future sustainable value.

Competitive Advantage and its Dimensions

The competitive advantage consists in the formulation and implementation of strategies by a company 
in order to achieve a better competitive position, appealing to the physical, technical and organizational 
capabilities and resources it has and which allows it to design and implement its competitive strategies. 
According to the experts, the competitive advantage is closely linked to: (1) the ability of companies 
to meet the needs of customers and employees, as well as to obtain a greater profit from investments in 
the development and achievement of the proposed objectives (Anik et al., 2010); (2) the ability of the 
company to achieve the excellence and the value perceived by customers (Weinstein, 2012), having a 
direct and indirect relationship with the stability of the company on the market (Baroto et al., 2012); 
(3) the ability of companies to defend and maintain their competitive position on the market, improve 
management decisions, production and marketing skills, as well as strengthen customer relationships 
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(Sigalas et al., 2013); (4) the creative and innovative tool to produce and deliver goods and services more 
efficiently than other market competitors (Naliaka & Namusonge, 2015), or the strategy that develops 
certain business models, accelerating the growth and development of a company contributing also to 
improving its reputation (Ranjith, 2016).

Considering the ones listed above, we believe that the competitive advantage can be considered a 
dimension of the company that helps it to reach its competitive and reputational objectives, contribut-
ing significantly to meeting the requirements of internal and external customers. Among all these, the 
company ensures a certain market share and stability in the competitive market and future profitability. 
According to the experts’ opinion (Brem et al., 2016; Diab, 2014), the basic dimensions of the competi-
tive advantage are (Alamri, 2018):

(1)  The cost. According to this dimension of competitive advantage, practicing low costs compared 
to competition allows companies to gain a higher market share, helps managers to support their 
strategy and ensure a leading position in the field of costs (Baroto et al., 2012; Ranjith, 2016). The 
reduction of the prices of the products also helps to increase the demand and to reduce the profit 
margin, in case the company does not incur low costs (Sachitra et al., 2016). Reduced costs can be 
achieved by: (a) efficient use of its production capacity; (b) improving the quality of the products; 
(c) innovation in the technological design of products (Baroto et al., 2012).

(2)  Quality. This dimension of the competitive advantage focuses on the ability of a company to meet 
the demands and expectations of customers at the highest possible level in order to ensure a relaxed 
competitive position and a customized reputation. Other specialists agree with this statement too, 
(Chen et al., 2013; Daru, 2016) also emphasizing other aspects such as imposing higher prices on 
customers by delivering high quality products.

(3)  Flexibility. This dimension of competitive advantage describes the ability of a company to rapidly 
produce a wide range of new or modified products as a result of customer requirements (Combe, 
2012). Other authors consider flexibility as the ability of the company to change processes into 
methods, identifying 4 types: (a) product flexibility (the ability of processes to execute new or 
modified products); (b) the flexibility of the product mix (the ability of the processes to produce 
mixed products); (c) product size flexibility (the ability of the products to change the level of pro-
duction or the level of production activity in order to adapt the products to the dimensions required 
by customers); (d) delivery flexibility (the ability of processes to adapt to changing delivery times 
of products) (Eryesil et al., 2015).

(4)  Delivery. According to the experts’ opinion (Prajogo & McDermott, 2011), delivery is the basic 
dimension of the competitive advantage that focuses on reducing the design and delivery time 
of new or modified products to customers. Other equally important issues related to delivery are 
mentioned by other specialists: (a) speed of delivery (it considers reducing the waiting time of a 
product or orders); (b) speed of development (envisages reducing the time between the design phase 
of the product and until the product is launched on the market); (c) timely delivery (Krajewsky & 
Ritzman, 2005).

 EBSCOhost - printed on 2/8/2023 12:09 PM via . All use subject to https://www.ebsco.com/terms-of-use



8

Strategic Management Accounting
 

Integrated Application of ABC and BSC in an Economic 
Entity in the Winemaking Industry

In order to apply the ABC method, it is necessary to divide the production process into its component 
activities. However, this division must be made in such a way that there is a balance between the infor-
mation needs and the costs of obtaining and processing the respective information.

An important step in applying the ABC method is to identify the main activities, the associated costs 
as well as the cost drivers. As for the specific costs of each activity, they can be grouped into direct 
costs and specific costs necessary to carry out the respective activity. In the category of direct costs we 
will include labor costs regarding the manufacturing or control process, the consumption of auxiliary 
materials (sulfur dioxide, bentonite, etc.), the cost of using and maintaining specific equipment, the 
depreciation charges, the costs of energy and water consumption, and other costs that can be directly 
identified as being specific to the activities analyzed. Additional or ancillary costs include the costs of 
ancillary activities (pumping, cooling, storage etc.) that are required to carry out the main activity. Table 
2 presents briefly the process-activities-associated costs - cost drivers scheme, which will be developed 
later in the case study by allocating the appropriate monetary values.

For the first activity, we will have the following relation of determining the cost of the raw material:

Cost of raw materialsi = Cg + Cpcrag (1)

Table 2. Process-activities-associated costs - cost drivers scheme

Processes Activities Associated costs Cost drivers

Grape harvesting, 
reception and quality 

testing

Grape selection, collection and transport Direct costs: cost of grapes, cost of labor 
hours, transport cost

Kg grapesGrape reception (quality testing, 
weighing, unloading)

Direct costs: hourly labor rate, equipment 
depreciation, energy

Ancillary activities Auxiliary costs: the cost of auxiliary 
materials (shovels, buckets, etc.)

Wine production

Pre-fermentation activities: 
- destemming 
- crushing 
- pumping in fermentation tanks

Direct costs: 
- hourly work rate 
- raw material cost (previously calculated) 
- costs associated with the equipment 
(depreciation, maintenance, cleaning) 
- electricity 
Indirect costs associated with ancillary 
activities: 
- equipment preparation

No of days
No. of types of 
wine made
Quantity of 
wine by types 
of wine

Fermentation

Post-fermentation, maturation, aging

Ancillary activities:
- equipment preparation 
- wine cellar guard

Unpacking of wine

Mixing different varieties of wines
Direct costs: cost of mixed wines, hourly 
rate of direct workers, cost of equipment 
(depreciation, maintenance, energy 
consumption), cost of auxiliary materials

No. of bottlesClarification and stabilization

Preparation for sale (bottling, plugging, 
labeling)

Source: Authors’ own systematization
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Table 3. Allocation of direct costs on activities according to ABC method

P1. Grape reception Unit Quantity Value (lei)

A 1.1 Raw material collection Grapes wag. 365.8 2926400

A 1.2 Grape reception: Total manual work: 2898.54

- quality testing direct wages wag. 365.8 860.68

- weighing powering the screw wag. 365.8 2,037.86

Total materials from which: 194.3

A 1.3 Ancillary activities Shovels pcs 10 24.3

Buckets pcs 40 48.6

straw brushes pcs 50 60.7

Brooms pcs 100 60.7

Total direct costs P1 wag. 365.8 2929492.84

P2. Wine production Unit Quantity Value (lei)

A 2.1 Pre-fermentation activities Raw materials: 2929492.84

- destemming - grapes wag. 365.8

- crush Lucrări manuale total: 480.58

- pumping fermentation tanks Feeding the screw wag. 365.8 2,037.86

serve crush clusters wag. 365.8 1,272.81

Directing the marc to the press wag. 135.3 79.33

Press service wag. 135.3 318.35

Placing the marc on the belt wag. 58.5 130.00

Sulfite grapes + must wag. 365.8 898.91

Service of decanted must pumps wag. 65.9 40.78

Transfer of decanting bulbs wag. 54.9 101.18

Transferred must over-sulphite wag. 11 20.27

Maintaining daily hygiene wag. 850 934.47

Total materials of which: 5317.02

Bulbs pcs 50 14

Rivets Kg 45 56.1

sulfur balls kg 200 59.4

Rush kg 400 93.4

Paraffin kg 500 336

Calcined soda kg 1000 179

bentonite kg 8000 2990

Gauze ml 30 1.12

Donate oak mc 10 1121

Striped board kg 500 467

Total direct costs A2.1 2935290.44

continued on following page
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Table 3. Continued

A 2.2 Ferment Raw materials:

- must 2935290.44

Total manual work: 4527.22

Transfer of over-sulphite must wag. 11 25.88

Installation supervision must wag. 274.5 432.21

Quantitative/qualitative reception must wag. 274.5 125.67

Concentrated must transfer wag. 274.5 505.91

Conditioning vessels wag. 530 1,165.34

Maintaining daily hygiene wag. 800 879.5

Ready SO2 solution wag. 450 247.36

Prepared vessels for winemaking wag. 450 989.44

Prepared inventory for winemaking wag. 450 6.8

Prepared spaces for winemaking wag. 450 989.44

Equipment transport + installation wag. 450 765

Transfer after fermentation wag. 274.5 754.45

Waste disposal wag. 27.5 45.35

Dishwashing wag. 274.5 452.67

Transferred yeast to 274.5 905.34

Total direct costs A2.2 2939817.66

A 2.3 Post-fermentation Raw materials: 2939817.66

Maturation and aging Total manual work: 4155.15

Preparation of sulfur filters wag. 247.1 351.55

Filling and correction with SO2 wag. 247.1 607.22

Treatment of wine with bentonite wag. 247.1 351.55

Laboratory sample collection wag. 247.1 581.4

Maintaining daily hygiene wag. 225 247.36

Fill and correct with SO2 wag. 274.5 169.87

Collected samples for the laboratory wag. 248.7 273.41

Transfer to decanting wag. 274.5 606.98

Waste disposal to 274.5 60.47

Dishwashing wag. 274.5 603.56

Transferred yeast to 274.5 301.78

Total materials of which: 8152.34

Lamps pcs 280.34

Wire brushes pcs 124

Insulating gloves pcs 56

Fir timber mc 1,240.00

fir balls mc 765

lime balls kg 125

continued on following page
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Paint kg 676

Asbestos pcs 345

Galvanized sheet kg 512

Other materials 2256

Overalls per 1298

PSI hose ml 54

Rubber boots per 421

Electricity kw 1000 1100

Total direct costs A2.3 2953225.15

A 2.4 Ancillary activities Guard cellar hours 2110 1200

Total direct costs A 2.1-A 2.4 2954425.15

P3. Unpacking of wine Unit Quantity Value (lei)

A3.1 Mixing of fermented wines Raw materials: 2954425.15

Total manual work: 497.01

Quality wine reception wag. 290 61.89

Harvested average sample for the laboratory t 290 95.11

Download wine t 290 178.16

Wine blending t 290 161.85

Total A 3.1 2954922.16

A 3.2 Clarification and stabilization Raw materials: 2954922.16

Total manual work: 4935.67

Treatment of wine with bentonite t 290 206.29

Homogenization of wine t 290 226.92

Drawing wine from the warehouse t 290 142.53

Evacuation of the deposit t 290 127.53

Treatment of wine with tannin and gel t 290 206.29

Wine mixing and blending t 290 185.67

Pulling the wine from the yeast t 290 142.53

Subjecting the wine to heat shock t 290 742.65

Filtration of wine for work t 290 618.88

Pulling wine under pressure vessels t 290 168.79

Making the full t 290 79.70

Performing the decanting t 290 142.53

Correction of alcohol blends + MC t 290 1,155.65

Correction of blends with sorbic acid+SO2 t 290 1,155.65

Reception of concentrated must 290 57.84

Yeast transfer and shipment t 14.5 47.82

Conditioning of vessels t 530 1,165.34

Ready SO2 solution t 450 247.36

Table 3. Continued

continued on following page
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Sulfite wines with SO2 t 365.8 1,005.38

Electricity: 24,274.80

Pump kw 90 7,499.94

ventilation kw 201.3 16,774.86

Total materials of which: 34,213.28

Filter board pcs 30 4,680.90

EC sterile plates pcs 30 20,163.90

Sulfur powder kg 0.6 5.4

Trisodium phosphate kg 0.03 3.6

Calcined soda kg 0.03 4.86

bentonite kg 10 286.86

Gelatine kg 0.05 28.51

Citric acid kg 5 1,500.29

Sorbic acid kg 2 6,601.28

K ferocyanide kg 0.15 58.51

Bicarbonate K kg 1.5 801.15

SO2 kg 1 78.02

Total A 3.2 3,018,345.91

A 3.3 Preparing for the sale Raw materials: 3018345.91

Total manual work: 33193.39

- bottling Foremen and shift managers 2376.88

- plugging Suply of empty bottles on the conveyor belt mb 2500 417.33

- labeling Powered washing machine with detergent and 
lye water

mb 2500 378.23

Mechanical washing of bottles mb 2500 575.63

Check the washed bottles mb 2500 546.68

Filled bottles with mechanical wine mb 2500 1604.53

Control full bottles mb 2500 546.68

Returned bottles with impurities mb 2500 521.72

Mechanically stapled or doped mb 2500 575.63

Applied thermo caps mb 2500 518.36

Mechanical tagging mb 2500 758.1

Applied flyers (contra-labels) mb 2500 575.63

Leveling content bottles mb 2500 758.1

Aesthetic control of bottles mb 2500 758.1

CTC control - belt end mb 2500 546.73

Retrieved bottles from the belt-laid shuttles mb 2500 1555.07

Sorting shuttles mb 2500 417.33

Transport of broken and palletized shuttles mb 2500 417.33

Table 3. Continued

continued on following page
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Empty shuttles on the belt - received mb 2500 575.63

Washed and sanitized softened water mb 2500 539.24

Washing/sanitizing sterilization bottling plants mb 2500 539.24

Filtered wine (filter format-plates removed) mb 2500 523.38

Pasteurized wine mb 2500 628.05

Sorting and dating labels mb 2500 518.69

Quantitative/qualitative bottles receiption mb 2500 582.86

Removed the chunks and took them to the 
container

mb 2500 7.56

Hygiene washing Filling mb 2500 518.36

Supply material mb 2500 417.33

Place the bottles in cardboard mb 2500 758.10

Closing and sealing the boxes mb 2500 518.36

Place the box on the conveyor belt mb 2500 1236.85

Handling full packaging mb 2500 4785.58

Handling empty packaging mb 2500 4785.58

removed the plugs manually mb 2500 46.96

Wash stained bottles manually mb 2500 352.22

Preparation and closing Act. mb 2500 758.1

Energy and water: 16490.63

Energy kw 150000 16,490.63

Total materials of which: 123781.07

Spare parts 5002.16

brooms pvc pcs 30 21.87

Brushes for washing bottles pcs 100 36.44

PVC brushes pcs 20 10.93

Illuminating lamps pcs 10 11.66

Different paint l 100 388.74

Caustic soda Kg 7000 3,061.32

Calcined soda Kg 3500 1,020.44

Trisodium phosphate kg 3000 1,749.33

Metal staples pcs 2000000 9,146.80

Cork plugs pcs 320000 14,955.02

Thermo caps pcs 680000 7,094.49

Filter board pcs 16000 28,583.76

Cardboard boxes pcs 25000 11,433.50

Gelux rolls pcs 800 291.55

Label wine 0.75 pcs 310000 1,196.23

Label winw 1/1 pcs 1930000 7,447.50

Table 3. Continued

continued on following page
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In which: Cg = the cost of grapes; i = the current period; and Cpcrag = the proportional costs related 
to the activities rendered for the collection of grapes.

For the other activities, the relationship will be a recurring one, as follows:

Cost of raw materialsi = Crmi-1 + Cpcrsai-1 (2)

Unde: Crmi-1 = cost of raw materiali-1; i-1 = previous period; 

Cpcrsai-1= the proportional costs related to the specific activitiesi-1. 

Following the allocation of direct costs on the activities identified under the ABC method, the fol-
lowing situation resulted in Table 3.

The next step is to allocate indirect costs to cost drivers. For this purpose, following the discussions 
with the employees, the percentages of the allocation of resources by activities were decisive. The final 
results of the application of the percentages previously determined on the expenses incurred by the 
auxiliary departments are presented in Table 4.

In order to calculate the unit cost by activities and by products, it is necessary to quantitatively deter-
mine the cost drivers, which is made based on the production technological records, and the accounting 
data (Table 5).

Applying the ABC method is not easy due to the large volume of calculations and the need for infor-
mation obtained from both the accounting documents, the technology sheets and the discussions with 
the staff, but the use of specialized software fit to the company specific, even if it involves an initial 
investment that it may seem significant, it brings significant benefits in the area of managerial accounting.

Another utility of applying the ABC method is to use the data provided by it, in applying the Bal-
anced Scorecard (BSC) method, the second part of the case study aiming to demonstrate how the two 
methods can be integrated in order to achieve the entity’s strategic goals.

The purpose of implementing the Balanced Scorecard (BSC) method consisted in: (1) facilitating the 
achievement of the economic entity’s mission and achieving the set objectives; (2) aligning the activity 
of the economic entity with the standards existing in the winemaking industry; (3) ensuring coherence 
between existing activities redefined in the context of the strategic managerial approach; (4) offering a 
tool for evaluating the activity and measuring the progress. Synthetically, the key objectives pursued by 

Table 3. Continued

armbands pcs 2230000 18,141.89

PVC shuttles 500 824.53

Bottles 1/1 70000 11,004.75

Bottles 0.75 15000 2,358.16

Total A3.3 3,191,811.00

Total P3 3191811

Source: Authors’ own calculations
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Table 4. Allocation of indirect costs by activities

Activities A1.1 A1.2 A1.3 A2.1 A2.2 A2.3 A2.4 A3.1 A3.2 A3.3

Administrative dep

- salaries 2,204.56 2,204.56 2,204.56 6,613.69 8,818.26 6,613.69 4,409.13 4,409.13 2,204.56 4,409.13

- metrological 
checks - 465.90 - 931.80 1,397.70 931.80 931.80 - - -

- advertising 
expenses and 
protocol

- - - - - - - - - 56,780.00

- licenses - - - 1,552.50 1,552.50 1,552.50 1,552.50 - - -

-expenses 
sanitation 514.51 257.25 257.25 1,029.02 257.25 257.25 771.76 514.51 514.51 771.76

- expenses 
different 
materials

1,236.00 1,236.00 1,236.00 1,236.00 1,236.00 1,236.00 1,236.00 1,236.00 1,236.00 1,236.00

Mechanical workshop

- salary - - - 1,255.70 1,883.55 1,883.55 1,883.55 3,767.10 1,883.55 -

-electricity - - - 65.80 98.70 98.70 98.70 197.40 98.70 -

-expenses 
workshop 
maintenance

- - - 93.50 140.25 140.25 140.25 280.50 140.25 -

- mat. repairs - - - 378.60 567.90 567.90 567.90 1,135.80 567.90 -

- exp. repair and 
maintenance 
sections

- - - 421.90 632.85 632.85 632.85 1,265.70 632.85 -

The boiler

-salary - - - 114.89 689.34 689.34 344.67 344.67 114.89 -

- exp. repairs - - - 67.53 405.17 405.17 202.59 202.59 67.53 -

- water - - - 71.30 427.80 427.80 213.90 213.90 71.30 -

- electric - - - 646.43 3,878.60 3,878.60 1,939.30 1,939.30 646.43 -

-fuel - - - 4,141.79 24,850.72 24,850.72 12,425.36 12,425.36 4,141.79 -

-consumables - - - 137.28 823.71 823.71 411.85 411.85 137.28 -

-mat. auxiliary - - - 282.98 1,697.88 1,697.88 848.94 848.94 282.98 -

Technological water station

- salaries - - - 201.47 302.21 302.21 302.21 302.21 302.21 302.21

-exp. repairs - - - 40.02 60.03 60.03 60.03 60.03 60.03 60.03

- raw materials - - - 116.00 174.00 174.00 174.00 174.00 174.00 174.00

- energy - - - 1,649.06 174.00 174.00 174.00 174.00 174.00 174.00

-mat. auxiliary - - - 48.59 72.89 72.89 72.89 72.89 72.89 72.89

Refrigeration plant

- salaries - - - - - 402.94 402.94 402.94 402.94 402.94

- electric energy - - - - - 10,995.42 10,995.42 10,995.42 10,995.42 10,995.42

- raw-materials - - - - - 1,539.40 1,539.40 1,539.40 1,539.40 1,539.40

- consumables - - - - - 752.32 752.32 752.32 752.32 752.32

TOTAL 3,955.07 4,163.72 3,697.82 21,095.86 50,141.30 61,160.92 43,084.26 43,665.96 27,213.74 77,670.10

Source: Authors’ own calculations
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implementing the Balanced Scorecard (BSC) method were: (1) the focus on creating Value and develop-
ing new business opportunities; (2) focus on the quality of the products offered; (3) increasing investor 
confidence by ensuring greater transparency of activities and their results; (4) the focus on the personal 
development of employees in the context of sustainable economic development.

Stage (1) Define the vision, the mission and the strategy. The purpose of defining the vision, mis-
sion and strategy is to ensure the coherence between the developed performance measures (indicators) 
characteristic of each BSC perspective and the strategic objectives of the economic entity. Also, a clear 
definition of the above elements allows employees to both visualize and understand the links between 
performance indicators and the achievement of strategic goals. In this sense, it is necessary to determine 
the point that the economic entity is expected to reach the near future.

Defining the company’s vision: Due to the fast changes and the evolution of the winemaking indus-
try from a fragmented agricultural activity to a professional industry, as well as changing the demand 
of customers, the success of the economic entity can only be achieved by managing these changes, by 
continuously adapting to innovation, to the demands of the market and its complexity as well as to the 
needs of the consumers.

The mission of the company: (1) reaching a market share that will ensure the economic entity the 
leading position at national level, as well as positioning in the first ten European wine producers; (2) 

Table 5. Calculation of the unit cost of production by ABC method for the Riesling Italian assortment

Activities Direct costs Indirect 
costs Overall cost Value 

driver
Cost/ 
driver UNIT

Value 
inductor/
variety

UNIT

A1.1 2,926,400.00 3,955.07 2,930,355.07 365.8 wag. 8,010.81 lei/wag. 0.8011 lei/kg

A 1.2 2,898.54 4,163.72 7,062.26 365.8 wag. 19.31 lei/wag. 0.0019 lei/kg

A 1.3 194.30 3,697.82 3,892.12 365.8 wag. 10.64 lei/wag. 0.0011 lei/kg

2,929,492.84 11,816.61 2,941,309.45 8,040.76 lei/wag. 0.8041 lei/kg

A2.1 5,797.60 21,095.86 26,893.46 9 wine 
varieties 2,988.16 lei/variety

A2.2 4,527.22 50,141.30 54,668.52 6 days 9,111.42 lei/day 2,024.76 lei/variety

A2.3 13,407.49 61,160.92 74,568.41 30 days 2,485.61 lei/day 1,104.72 lei/variety

A2.4 1,200.00 43,084.26 44,284.26 120 days 69.04 lei/day 3,690.35 lei/variety

2,954,425.15 187,298.94 3,141,724.09

A3.1 497.01 43,665.96 44,162.97 100000 
bottles 0.44 lei/bottle 0.44 lei/bottle

A3.2 63,423.75 27,213.74 90,637.49 100000 
bottles 0.91 lei/bottle 0.91 lei/bottle

A3.3 173,465.09 77,670.10 251,135.19 100000 
bottles 2.51 lei/bottle 2.51 lei/bottle

3,191,811.00 335,848.74 3,527,659.74 35.28

Total cost of production 6,825.2996

Quantity 1,000.00

Unit cost of production 6.83

Source: Authors’ own calculations
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strengthening the position on the local market by offering quality wines and expanding the distribution 
network, especially exports; (3) the sustainable growth of the business both from the perspective of the 
turnover and of maximizing the value for the shareholders.

Company strategy: (1) expanding the distribution network; (2) the introduction of new varieties of 
wine in the production process; (3) maintaining and consolidating the position held on the market of 
wine producers; (4) rapid adaptation to changes in the local and international wine market; (5) reducing 
dependence on certain markets or product groups.

The main values of the company refer to: (1) the focus on consumer requirements; (2) customer 
loyalty; (3) focus on quality and sustainability of the business; (4) maintaining a friendly atmosphere in 
the relations with the employees; (5) practicing the business respecting the ethical values, with honesty 
and integrity.

Stage 2. Development of operational objectives that characterize the performance, of indicators 
to quantify their achievement and of targets to be achieved. The operational objectives that character-
ize the performance concern those aspects of the activity that must be efficient and effective in order to 
achieve the vision. Based on these objectives, the performance indicators to be calculated are defined 
and their measures are established over a period of time (3-5 years).

In creating performance measures, the link between them and the strategic vision of the economic 
entity was considered. Also, at least one objective defined by the four perspectives was associated with 
at least one performance characterization indicator associated with that objective. The indicators have 
been precisely defined, including the object of the calculation, the method of quantification, the source 
of the data and the time period during which the evaluation is done. In defining or choosing indicators, 
we considered the inclusion of both quantitative and qualitative sizes.

Even if quantitative sizes provide objective information that can serve to justify managerial decisions 
related to resource allocation, qualitative measurements are equally important, even if they have a high 
degree of subjectivity being based on the experiences of customers, managers or employees. What is 
essential, however, is to ensure a balance between qualitative and quantitative indicators. Table 6, table 
7, table 8 and table 9 present the four specific BSC dimensions that are highlighted: the objectives, 
indicators, targets to be achieved, as well as the actions to be taken.

Table 6. The financial dimension

Objectives Indicators Targets Actions/initiatives

Maintaining a certain level 
of current liquidity to ensure 
normal activity

Cash flows - maintaining a constant level of cash 
flows - tracking of receivables

Keeping the turnover at a level 
at least equal to that of the 
previous year

Turnover; Change in 
turnover

- increase in turnover by at least 5% 
compared to the previous year

- bi-monthly analysis of 
turnover

Increased profit Market share; Financial 
rates: ROI, ROE

- 10% increase in market share; 
- the existence of a positive change 
in the value of the financial rates 
calculated in comparison with the 
previous year

- monthly market share analysis 
- monthly calculation of 
financial efficiency indicators

Source: The economic entity’s vision

 EBSCOhost - printed on 2/8/2023 12:09 PM via . All use subject to https://www.ebsco.com/terms-of-use



18

Strategic Management Accounting
 

Table 7. The customer dimension

Objectives Indicators Targets Actions/initiatives

Development of new varieties 
of wine

Percentage of sales of new 
varieties of wine from total 
sales; The ratio of new varieties 
/ existing varieties

-Value of the indicator of at least 
5%; 
- growth of new products by 10% 
compared to the previous year

-monitoring the research-
development activity 
- permanent analysis of the 
market, especially of the main 
competitors

Developing partnerships with 
important clients

Change in the number of 
permanent customers

- increase of permanent 
customers by 20%; 
- attracting a minimum of 4 
clients from the international 
market

- Permanent contact with 
potential clients from the 
internal and external market 
- extension of distribution 
channels 
- efficiency of the activity of 
the sales department

Ensure continuous distribution Timely distribution of products 
(appreciated by customers)

- obtaining a score of minimum 
4 offered by customers (on a 
scale from 1-5) on the speed of 
order fulfillment

- drawing up questionnaires 
and completing them by the 
main clients

Actions for improving the 
client fidelity

The situation of sales by 
customers and periods

- increased sales by at least 5% 
on each customer over one year 
old

- the bi-monthly preparation 
of the sales reports and the 
analysis of their dynamics

Source: The economic entity’s vision

Table 8. Internal processes

Objectives Indicators Targets Actions/initiatives

Improvement of operation lines The value of investments in 
relation to turnover

- increase of investments with 
respect to the previous year by 
a minimum of 10%

- analysis of investment needs

Enhanced efficiency of process 
lines

The time value of the 
production cycle on wine 
varieties 
The unit cost of each variety 
of wine 
Operational profit on wine 
varieties

- decrease of the production 
cycle 
- decrease of the production 
cost by at least 5% 
- increase of operating profit 
by at least 5%

- the re-technologization of the 
processing lines 
- the analysis of the production 
costs by the ABC method 
- monthly analysis of the 
operational profit by categories 
of activities and products and 
identification of the areas that can 
be made more efficient

Product design Number of changes made to the 
labels

- modification of at least 25% 
of the product labels

- the existence of a permanent 
concern for product design

Introducing new products The ratio new products/ existing 
products

- introduction of at least 2 
new products

- monitoring the progress related 
to the development of new 
products 
- permanent analysis of the 
competitors’ market

Source: The economic entity’s vision
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As can be seen from the analysis of the elements contained in the four dimensions designed for the 
implementation of the BSC method, the method aims at the future of the economic entity, and what it 
wants to achieve. The central point of the method refers to strategy and vision, and not to the exercise 
of excessive control, and the central premise is that the employees will adopt the necessary behaviors 
and exercise their attributions to achieve them. Therefore, defining concrete measures to evaluate the 
four dimensions is very important in order to provide employees with a basis for self-evaluation and 
subsequently for evaluation.

The dashboard is an important tool in obtaining numerous reports and situations widely used by the 
management of an economic entity. The entity does not use an efficient computer system and therefore 
no component related to the dashboard. With the help of the dashboard, it could generate reports such as: 
(1) analysis of the commercial flow for customers and suppliers (it presents the situation of the invoices 
received, respectively paid, and the differences determined by the exchange rate variation); (2) sales 
analysis (by agents, counties, localities, months, partners, products, etc.); (3) evolutions of cash flows, 
exchange rates, stocks; (4) the situation of the invoices received, respectively paid; (5) the situation of 
the orders. The analysis can be performed both on the basis of graphs and reports.

A very important report that is confined to the dashboard is that concerning the sales agents. The 
report presents the total and average points obtained during the current month, respectively year by an 
agent. This report was generated after a number of visits to potential customers had previously been 
made. The report presents information taken from the Visits forms, grouped by partners. The data refer 
to the following characteristics: sales agent, date of visit, number of visit, duration of the visit, purpose of 
the visit, start and end time of the visit, date of the next visit, future purpose, kilometers traveled, rating 
awarded, tasks, self-assessment of the activity, problems encountered, activity evaluation, observations. 
An example of this report is shown in Table 10. The report was designed starting from two objectives: 
on the one hand the supervision of the activity carried out by the agents of the company as well as their 
monitoring according to the individual achievements.

Table 9. Growing and learning

Objectives Indicators Targets Actions/initiatives

Increasing the qualification and 
specialization of the personnel

Number of trainings /No. of 
employees 
Percentage of employees 
trained periodically

- increase by 15% of the 
trainings carried out compared 
to the previous year 
- 40% increase in the number 
of employees participating in 
the training activities

- development of a human 
resources development plan by the 
specialized department 
- identification of training needs 
of staff 
- monitoring the performances 
of the employees participating in 
training activities

Focus on product quality No. of scrap / Production 
value

- weekly analysis of the 
number of rejections 
Decreasing the number 
of rejects by at least 10% 
compared to the previous year

- identification of the causes of the 
existence of rejects

Introducing new products

Number of products 
introduced/number of products 
introduced by the main 
competitor

- the introduction of a 
minimum of two new products

- permanent analysis of the market 
- efficiency of the activity of the 
R&D department 
- identifying potential market 
opportunities for niche products

Source: The economic entity’s vision
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Another report circumscribed to the dashboard is that concerning the commercial flow of custom-
ers. This situation calculates the commercial addition related to the products whose value was received 
from the customers, relating the invoices received with those issued. The report displays information 
related to a complete business cycle, from the issuance of the offer to the receipt of the invoice (Table 
11). The report is particularly important for the commercial department of the company for assessing 
the contracts and clauses obtained by each agent individually. Also, the report tracks the collection time 
on each client, and it is subsequently used to forecast cash flows based on the average collection time 
that can be calculated on each client. The information provided by this report is especially useful to the 
legal department because they allow the compliance of the contractual clauses regarding the payment 
terms by each client.

Table 10. Sales agents report

Visits made to the client

Partner: S.C. SERIC S.A.

Sales agent name Iftimoaie Costel

Date 20.05.2012

Nr. visit 1

Travel time 110 minutes

Purpose Product presentation

Visiting start time 09:00

Time to visit 15:00

Next visit date 25.05.2012

Aim for future visits Catalog presentation

Km traveled 120

Rating Not granted

Self-evaluation Promoter (potential customer)

Problems They were not identified

Remarks Company with a very large retail market, customers and very select products sold.

Source: authors’ own vision

Table 11. Customer commercial flow

Agent Partener Invoice 
no. Series Date Paid Total 

value Paid Rest Date of 
collection

Duration 
of 

collection

Iftimoaie Costel Simeco 
S.R.L. 1108894 BYVDJ 15.02.08 Yes 1120 1120 0 18.02.12 3 days

Duda Ionuţ Amadeus 
S.R.L. 1108895 BYVDJ 16.02.08 No 2425 2000 425 20.02.12

Florescu Angel PIV 
S.R.L. 1108896 BYVDJ 17.02.08 Yes 1310 1310 0 17.02.12 0 days

Source: Authors’ own synthesis
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Another report concerns the analysis of sales. The analysis of sales by agents, counties, localities, 
months, partners, regions or stocks is presented graphically, using as quantity, average price and value 
(Figure 1). This report is needed to establish future directions of action regarding target customers and 
how they can be attracted.

It is noted that a large share (43%) have exports during the period analyzed, which means that the 
company must make a series of investments necessary to expand international trade relations (appearance 
in foreign profile magazines, investment in the company’s website, appearance on foreign specialized 
sites etc.).

One of the most interesting reports included in the dashboard is the one regarding the calculation of 
performance indicators. Within the report the indicators are grouped according to the type of indicator 
(eg performance indicator, structure indicator). The data presented are the following: (1) indicator name 
(the name is entered in formulas); (2) the minimum limit (is the limit that can be defined when introducing 
the calculation formula); (3) Value (is the calculated value of the indicator); (4) the maximum limit (is 
the limit that is defined when introducing the calculation formula). The initialization was made based on 
the information obtained from the financial statements for the years 2010, 2011 and 2012. For example, 
we considered the evolution of three indicators, namely: net result, expenses with raw materials at 1000 
lei turnover and current liquidity (Table 12).

Figure 1. The situation of sales by geographical areas
Source: authors’ own calculations
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The report calculates a series of indicators considered relevant by the entity’s management. Moreover, 
if the indicators do not fall between the minimum and the maximum set level, then it will be written in the 
report in red color, meaning that the entity has to take a series of measures to enter in optimal parameters.

The presented report analyzes in the first part the evolution of the net result in real sizes (Euro), 
pointing to a decrease in 2018 compared to 2017 and a recovery in the year 2019. This fluctuation is 
due to the change in the range of products offered to the market in 2018, in the sense that this year the 
entity focused on the production expected to have a much larger market in the future. Regarding the 
second calculated indicator, Expenses with depreciation at 1,000 lei Turnover, it is observed that it had 
a negative evolution during the analyzed period, fact evidenced by “entering the red zone”. The entity 
registered an increase of this indicator due to the investment plan, which contributed to an increase in 
the value of fixed assets, a situation that did not materialize in a significant increase in turnover. Finally, 
the general liquidity had a favorable evolution, moving from the “red zone” to the normal area. Both 
limits (minimum and maximum respectively) were set based on the particularities existing in the wine-
making industry, with the existence of a safety stock to prevent stock breaks. The size of this indicator 
in the financial year 2019 signifies that the company has the capacity to cover its short-term liabilities 
by realizing short-term assets (cash, debt collection and stock trading respectively).

Another important situation for the choice of future accounting methods regarding stock valuation 
is the comparison of the discharge methods. This report allows a comparison between the values used 
for the discharge through different models of valuation of the outgoing stocks (FIFO, Weighted average 
cost, LIFO respectively). The situation is necessary in order to choose the optimal accounting method 
for the discharge. Currently, the entity uses the FIFO method for discharge, a method which, under the 
conditions of an inflationary economy, leads to an underestimation of expenses and, therefore, to an 
overestimation of profit. Thus, it is recommended to the management to use the LIFO method for the 
unloading from the management of the stocks, obviously to the extent that this method will be allowed 
by the international reference accounting standards.

SOLUTIONS AND RECOMMENDATIONS

In view of the issues addressed during this chapter, we propose to the specialists and to all those inter-
ested, the following improvement solutions:

Table 12. Evolution of economic and financial indicators by the economic entity (winemaking)

Indicator name Minimum limit 2017 2018 2019 Maximum limit

Result of the exercise (Euro) 0 499.946 424.193 452.757 n/a

Depreciation expenses at 1000 lei turnover 0 21,63 31,78 29,77 25

General liquidity 1,4 1,22 1,35 1,49 2

Source: Authors’ own calculations
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• adopting strategic management in formulating strategies, and implicitly the use of strategic man-
agement accounting as the main source of information needed to formulate strategic decisions.

• development of current management accounting systems through their integrated use, which guar-
antees obtaining complete information, the efficiency of strategic decisions and improving the 
performance of an organization;

• implementation of information technology (IT) type Big Data Analytics or software packages 
dedicated to strategic management accounting methods such as: Activity-Based Costing/Activity-
Based Management (ABC/ABM), (Anghelache et al., 2019; Căpușneanu et al., 2019; Constantin 
et al., 2019), Economic Resource Planning (ERP), Balanced Scorecard (BSC) etc.

Based on the concepts discussed above, we recommend to the specialists and to all those interested 
in deepening the strategic management accounting the following aspects:

• research of specialized literature regarding the successful adoption and implementation of new 
innovative technologies along with other strategic management accounting tools such as ABC/M, 
ERP, Balanced Scorecard, LCC, Target costing, etc.

• research at national and global level of the impact produced by the new innovative technologies 
on the strategic management accounting at the level of the entities/organizations that have imple-
mented them.

• adapting and extending the culture of management accountants regarding the advantages and 
limitations offered by strategic management accounting.

• Extending the culture of information technology within companies/organizations that have ad-
opted or wish to adopt software packages dedicated to strategic management accounting and im-
proving the performance of an organization.

FUTURE RESEARCH DIRECTIONS

Through the objectives set out in this chapter, we consider that we have reached our target in the busi-
ness or academic environment. The chosen topic is current and of future interest for all categories of 
interested specialists. The amount of information presented covers a wide range of international specialty 
literature dedicated to strategic management accounting.

This amount of information was synthesized in an attempt to present segments with real future re-
search directions. By this, we suggest to the specialists and to all those interested the following research 
directions:

• analyzing the possibilities of adapting and implementing the new innovative technologies to other 
strategic management accounting methods, existing or to the integrated methods used;

• analysis of the position of the management accountants regarding the new concepts and tools of 
the strategic management accounting within an entity/organization;

• analysis of the impact of the strategic managerial decisions resulted by adapting or implementing 
other strategic management accounting tools, as well as their impact on the cost or performance 
management of an entity/organization.
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CONCLUSION

Due to its structure, this chapter covers some segments dedicated to the conceptual approaches of strate-
gic management accounting and its dimensions, as well as the impact produced by the use of integrated 
methods on the cost and performance management of an economic entity. As strengths of this chapter, 
the following can be mentioned:

• it fills some existing gaps in the field of strategic management accounting and the influence of its 
dimensions on the management accountants by interpreting the debated conceptual approaches, 
including their advantages;

• analyzes some hypotheses of strategic management and strategic management accounting and of 
the role of the management accountant in the conditions of their application within an organization;

• presents a case study on the integrated use of strategic management accounting tools (ABC and 
BSC) within an economic entity in the winemaking industry and some proposals for generating 
reporting situations that can be starting points in the future analysis of research undertaken.

Through the contribution made to the realization of this chapter and through the challenges launched 
along the lines of adopting and implementing strategic management accounting tools, we are confident 
that new research directions have been launched. All that remains is the involvement of the specialists in 
the extension of the research framework launched and the continuation of the effort started in identifying 
new opportunities to substantiate the managerial strategic decisions with direct effect on the improve-
ment of the performance of an entity/organization.
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KEY TERMS AND DEFINITIONS

Activity-Based Costing (ABC): An accounting method that identifies the costs of (indirect) activities 
and then allocates these costs to the products. The allocation of the costs of the activities on the products 
is realized through the cost drivers.

Balanced Scorecard (BSC): Tool for measuring the performance of strategic management used to 
provide a feedback on identifying and improving internal business functions and external results.

Strategic Management Accounting (SMA): Part of the management accounting dedicated to de-
veloping and monitoring the business strategy by providing analysis documents based on the internal 
and external information of the other competitors of the company.
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ABSTRACT

Ethics forms the cornerstone of business and commerce today. It is the lifeblood of every institution 
be it private or public enterprise. Organisations have to develop and implement a properly structured 
policy on ethics outlaying proper governance within the institution. Accounting and finance services 
are crucial in managing a company’s finances and wealth. In the accounting profession, in order for 
there to be transparency and trust, ethics is a crucial area that needs to be present. The many scandals 
and ethical dilemmas faced by countries organisations throughout the world has made us pause and 
take stock of what is happening in industry and has prompted action in law and governance towards 
ethics and corporate governance. South Africa too, has had its fair share of scandal that has had its 
legal fraternity, government, and business sector develop the Kings I, Kings II, Kings III, and Kings IV 
laws that stipulate corporate governance and ethics. Organisations have to be honest, professional, and 
transparent in their business practices.

INTRODUCTION

In today’s business environment, the area of ethics is a very contentious issue that is becoming a ma-
jor driver for responsible business practices world- wide. Corporate scandals have rocked economies 
throughout the world, which has resulted in us relooking at ways to improve the area of finance, and 
accounting, which have in recent years been plagued with issues of unethical behaviour. This unethical 
behaviour perpetuate within the organization, can have serious consequences to the shareholders’ and 
other stakeholders of the organization and can affect the local and international economy in which the 
business operates. This ripple effect can have a catastrophic effect and ruin business relationships with 
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current and future investors. No economy can survive, if investors’ perceptions about a countries busi-
ness is poor.

The auditors and financial accountants within the organization have a moral obligation to the public to 
aspire to a strong ethical mind-set that they should consciously practice in their daily business dealings. 
Fostering goodwill in the business environment with stakeholders specifically is high on the agenda, in 
order to receive continued support and investment. It is important to reiterate that a strong investment 
climate depends on investors’ having a high regard for the ethical standards implemented by business 
and confidence and trust in the organization. It is imperative for accountants and financial directors to 
take the lead in being vigilant in upholding a strong ethical code of conduct. If we turn to South Africa, 
this country has also been shamed in the media for unethical scandals that have soured investor trust.

To improve the country’s business climate and attract foreign direct investment it is the duty and 
responsibility of the accounting and financial practitioners’ to uphold and practise a strong code of 
ethics that can uplift, develop and sustain a positive business climate that investors can feel proud and 
confident to invest in. Transparency, honesty, good business practice and social responsibility should 
be the guiding principles to uphold the accounting and financial fraternity.

The discussion will start by firstly, highlighting different theorists’ views on ethics in accounting 
and finance.

ETHICS IN ACCOUNTING AND FINANCE

To gain an understanding of ethics in accounting and finance, theorists have provided different views 
and insights on the subject. From all the different theorists’ views explored by the researcher, an impor-
tant realization has emerged namely; that ethics is crucial to the survival and growth of the accounting 
profession. A synergistic approach should be followed within the organization, in order for ethics to 
permeate the relevant structures of the organisation in a holistic manner. Since the main aim is to instil 
a high moral code of ethics in accounting and finance, this means that all accounting and finance staff 
at all levels within the organization should implement this in their daily business practices.

The discussion will now turn to defining ethics. The word “ethics” is etymologically derived from 
the Greek word “ethos”, which means “character” or “manners” (Skorupski, 2003). Brinkmann (2002), 
defined ethics “as a discipline in which matter of right and wrong, good and evil, virtue and vice are 
methodically examined. Ethics looks at human behaviour, moral principles and the attempt to distinguish 
good from bad. When trying to identify common issues being dealt with within the business environ-
ment, professional bodies’ codes of ethics is the right place to look. These codes represent what we can 
consider to be the reflection of business ethics. Codes of ethics should mainly address the particularities 
of high risk activities and are built on the collective conscience of a profession as a proof for the group’s 
acknowledgment of the moral dimension”. In a South African tertiary business ethics education module, 
Rossouw and Van Vuuren (2010) define ethics as: “Ethics concerns itself with what is good or right in 
human interaction. It revolves around three central concepts: ‘self’, ‘good’ and ‘other’. Ethical behaviour 
results when one does not merely consider what is good for oneself, but also considers what is good for 
others. It is important that each of these three central concepts be included in a definition of ethics”.

Ethical standards are thought to first be introduced and developed at the home front, by the family 
members or guardians. Later in the life of an individual, ethical principles can be strongly influenced 
by the standards of an individual’s surrounding community, with the improper or even criminal behav-
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iour of others influencing some individuals’ behaviour, (O’Leary, 2009). Shaw (2008) claimed that the 
personal standards that people adopt is formed in a large part from the influence of others in their lives, 
and that ethics and moral judgements involve the application of basic guidelines of societal values and 
standards. Painter-Morland and Werhane (2008) argue that character is never fully formed, but always 
vulnerable to circumstances, and that people are malleable, responding in fascinating ways to their en-
vironment, peers and pressures around them. Jackling, Cooper, Leung and Dellaportas (2007) adds that 
in their study, the majority of the adult population, including accountants, possess conventional levels 
of moral reasoning. They go on further to add that evidence suggests that these can be influenced by 
external factors, including religion, legal systems, the political system and specific regulations, rather 
than universal principles.

Theorist argue that the area of ethics in recent years have emerged more prominent because of 
corporate and political scandals that have surfaced in recent years. Egham and Mhedhbi (2016) argue 
that the question of integrity within the accounting profession has been challenged stemming from the 
global scandals, such as Enron, WorldCom, Bank of Credit, Global Crossing, Commerce International, 
Cadbury, Parmalat, and Polly Peck.

Accountants have a duty to the public to ensure that the public entities, be it a company or public 
enterprise have transparent, honest and accurate recording of their respective transaction incurred. 
Ogbonna and Ebimobowei (2012) investigated how ethical accounting standards had affected Nigerian 
banks financial reports. The study’s findings indicated that standards of ethical accounting had been 
extensively linked with the financial reports of the Nigerian banks. The findings indicated that there was 
a positive relationship relating ethics in accounting and financial reporting quality concerning return on 
investment, dividend per share, and earnings per share.

Langlois and Lapointe (2010) indicates that ethical skills can be enhanced through teaching and 
learning. Haberman (2003) argues that the issue of accounting fraud has to be tackled from the root of 
it-, which is education. The detection of accounting fraud alone will not end the problem; he further 
argues that to tackle unethical behaviour requires that one have to look at the prevention of it as well. 
Kelly (2004) posits that the challenges to the accounting profession, which had included the Enron 
bankruptcy scandal that resulted in the indictment and conviction of Arthur Andersen, had reinforced 
the requirement that accountants must adhere to the highest ethical standards. It is important to note that 
the personal beliefs and ethical perceptions of accounting students are attributes that can indicate the 
respective students’ moral reasoning ability. This should be the rationale in teach accounting students 
at universities on salient areas that constitutes unethical behaviour and the punishment that goes with it.

The accountancy, professional body SAICA, in South Africa, responded to the challenge of ethics 
by putting in practice in 2007 that all universities affiliated with SAICA must have in place a formalised 
ethics education curriculum, in addition to the study of the profession’s codes of ethics, as a mandatory 
curriculum requirement (SAICA, 2011). It is important to note that this step taken by the accounting 
board in South Africa, served to strengthen the profession in terms of their commitment in upholding 
a solid code of ethics in their profession. Accountants and financial practitioners should aspire to per-
forming their duties and tasks with utmost professional courtesy and integrity based on a high moral 
compass of transparency and honesty. Jamnik (2011) suggests that a professional accountant must have 
a high degree of professional integrity. Professional accountants and financial practitioners should have 
an ethical responsibility to gain specialist knowledge before offering their professional services. They 
need to improve their knowledge by continuous training so that they develop a strong mental attitude 
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to serve the public the best way possible. Accountants, auditors and financial practitioners have a duty 
and responsibility to the public like no other profession in the world.

Professional behavior requires that accountants and auditors refrain from any actions that may place 
the profession in a bad light (SAICA 2006). The five fundamental principles in the IFAC code are: in-
tegrity; objectivity; professional competence and due care; confidentiality; and professional behaviour 
(IFAC, 2006). In the discussion that follows the international ethical standards developed for accounts 
will be put forward and discussed in detail:

• Integrity: Integrity is not a set of guidelines or a development of achievement, but rather a state of 
awareness oriented near honesty and an obligation to acting a succeeding principle rather than for 
the sake of personal gain.

• Objectivity: to the degree, that it is physically possible, the interests or outlooks of the individuals 
or companies who hire them should not prejudice accountants. An accountant also should not let 
individual biases or benefits influence either the numbers that go into a bookkeeping system or the 
fallouts that come out of it. Facts and results should at all times be taken at face value and result 
in the accountant making the necessary assumptions and decisions accordingly.

• Professional Competence and Due Care: The arena of accounting is a body of an evolving frame 
of situation that changes as regulation and best practices are re-defined over different periods. It 
is the duty of an ethical accountant to stay well-informed of these expansions and provide clients 
with up-to-date material and the highest eminence of service.

• Confidentiality: Accountants are privy to sensitive information. It is the duty and responsibility 
of an accountant to never disclose any of this information to outside parties, friends or family 
members who may stand to advance from it. Likewise, an accountant should not use any informa-
tion gotten while performing his/her professional services for the sake of individual gain, such as 
vending stock in a business whose books appear doubtful.

• Professional Behaviour: As with any living, an accountant should ensure that he fulfils his/her 
designated tasks and activities to the highest personal and specialized standards. These include 
completing tasks methodically and on time, subsequent though on commitments and only putting 
through compliant expenditures for services that have been rendered, (IFAC, 2006).

In the discussion, that follows ethical dilemmas in the South African context involving accounting 
and finance will be unpacked and explored in detail.

ETHICAL DILEMMAS IN SOUTH AFRICA INVOLVING 
ACCOUNTING AND FINANCE

South Africa has also had major financial, bribery and corruption scandals in recent years, which has 
reared its ugly head and soiled the foundation of the countrys’good business practice. Motlanthe, (2011) 
the former South African Deputy President, stated that corruption was “cancerous” and “the pestilence 
of corruption menacing the soul of our democracy is a life-and-death matter on which our future de-
pends”. He further stated: “what we need is a conscious intervention at the level of education to enable 
our nation to appreciate the devastation corruption is causing in the long term”.
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The current political struggle is fuelled by corruption in government that has reduced a once rich 
country like South Africa to a ‘junk” status. In view of corruption and bribery scandals in South African 
politics, Olifant (2009) states that the South African government is very clear on the amount that should 
be declared as acceptable gifts and they should not exceed a rand value of a thousand rand (R1000). It is 
not known whether this standard rate set, of a thousand-rand value is a South African or an international 
standard set. Sbu Ndebele, a former Member of Executive Council (MEC) for transport in Kwa-Zulu 
Natal made world-wide news, when he was given a gift worth R1.1 million (a Mercedes-Benz) and some 
cattle by a group of contractors who benefitted from government contracts during his term of office. 
This blatant disregard of power can cripple a good country like South Africa, when politician choose to 
line their pockets instead of championing the cause of the hard working people of South Africa. Calhoun 
(2011) indicates in guanxi in China what the Western countries might call corruption (bribe) is indeed a 
form of acceptable business practice as it is seen as a gift. This raises the question of a countries culture 
and how it can be interpreted within the context of ethical standards. The author advocates that a universal 
principle be followed by all countries when it comes to upholding a high moral code of ethics in business.

An international ethical code of business conduct should be standardised and mandated across the 
world. Therein lies the challenge, as countries pride themselves in following their own ethical standards, 
principles and codes that is conducive to that specific country’s culture. According to Transparency 
International (2010) in a study they conducted in 2010 in which members of the South African public 
were asked how they thought the level of corruption in the country had changed in the last 3years. The 
results indicated that 24% of respondents said it had decreased, 14% felt it had stayed the same and the 
remaining 62% of respondents said it had increased.

South Africa faced another scandal in 2011, when accusations of corruption by officials of the Depart-
ment of Mineral Resources (DMR) in their handling of the mineral rights debacle involving Kumba and 
Imperial Crown Trading (ICT) erupted. Roberts (2012) indicated that Kumba accused ICT, a politically 
connected company with shareholders such as President Jacob Zuma’s son Duduzane and Deputy Presi-
dent Kgalema Motlanthe’s partner, Gugu Mtshali, of paying a bribe to a government official at the DMR 
and of forging parts of its prospecting rights application so that they could benefit from the deal. This 
shows how political figures reputations are brought into disrepute if they allow their family members to 
manipulate the government departments for their own person gain. This again is a blatant disregard of 
power. The author feels strongly that this situation could be avoided if proper policy be legislated and 
put in place, to prevent such abuses from occurring. The policy must mandate that no persons should 
stand to benefit financially in business dealings if their family is politically connected in government. 
If evidence is made available and the persons are found guilty, the said persons be it politician or fam-
ily member must pay a heavy fine and be prevented from making such business dealings again. This is 
the only way corruption can be rooted out in South Africa, as it is crippling the very foundation of our 
democracy and contaminating our economy from prospective growth opportunities.

Now, we would turn to reviewing the Telkom scandal in South Africa. After a decade-long inves-
tigation into Telkom’s practices, the partially government- owned company was fined R449 million in 
2012 by the Competition Tribunal for abusing its dominance in the telecommunications market in South 
Africa between 1999 and 2004 (Motaung, 2012).

In South Africa, reports on the “moral-ethical” crisis in the country and the country losing its “moral 
compass” appear on a regular basis (Raga & Taylor, 2005). Various issues influence ethics within an 
organisation. According to Carroll and Buchholtz (2006) the following issues in ethics is present within 
South African organisation. They are presented below and discussed in detail:
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• Conflicts of interest - Companies and Public owned enterprises must have policy in place that 
stipulates implicitly that accountants, auditors, employees, and stakeholders must declare conflict 
of interest or they will be in breach of their contacts and face fines and other penalties.

• Receiving gifts, gratuities and entertainment- The accountants, auditors, directors, CEO and em-
ployee’s and stakeholders must disclose receiving gifts, gratuities and entertainment from the 
companies’ clients or suppliers or future suppliers, as these “gifts” cannot be construed by the 
public as being made in a dubious manner to “bribe” or have a tender allocated to their company 
or public enterprise.

• Protecting company proprietary information- The Company or Public owned enterprise has sen-
sitive information that its staff at all levels of management need to protect. Management or staff 
cannot leak sensitive information, to family or friends to make a personal profit as this could be 
construed as unethical business practices.

• Giving gifts, gratuities, entertainment – A Company or Public enterprise cannot give gifts etc. in 
order to gain new clients and contracts. This is unethical business practice that can ruin the repu-
tation of the company or public enterprise. These organizations if found guilty of such unethical 
misconduct can be subject to fines and penalties.

• Discrimination- the Company or Public enterprise has to uphold the country’s law. This means 
that discrimination at any level should not be tolerated. Discrimination of staff, discrimination 
in handing out tenders, discrimination of sourcing suppliers etc. is an example of unprofessional 
business practice. South Africa has a strong Labour law and Constitution that strongly rejects 
discrimination within any organisation or public enterprise. Since the country comes from a past 
regime based on apartheid, great in-roads in terms of legal statute was crafted and mandated by 
laws and legislation in South Africa, to protect the rights of men, women, people of colour and 
sexual orientation.

• Sexual harassment – sexual harassment within any Company or Public enterprise should not be 
tolerated. Specific South African Labour laws advocates a safe work environment be present for 
both men and women who are employed by the Company or Public enterprise. The Company or 
Public enterprise is responsible for its employees and any unethical behaviour of this nature, needs 
to be reported and dealt with according to Company or Public enterprise policy that is in keeping 
with the country’s laws.

• Kickbacks – If management, accountants, auditors or any other stakeholder of the organization 
receive or give kickbacks to gain tenders, is an example of unethical business practice and aside 
from damaging the reputation of the respective Company or Public enterprise, these organizations 
can face the strong arm of the law and be prosecuted for this unethical practice in business.

• General conduct – The general conduct of business must be professional, honest and transparent 
at all times. If it is not, then the Company or Public enterprise is guilty of unethical behaviour and 
should be prosecuted by law accordingly.

• Employee theft- the money and assets of a Company or Public enterprise must be safeguarded at 
all times. Staff at any level, who steal money or assets from the organization, is guilty of unethical 
business practice and this should be considered a crime. In terms of the South African law, once 
evidence is gathered, the person or persons if found guilty should be prosecuted accordingly.

• Proper use of company assets – Staff within an organization must not intentionally neglect or dam-
age with malicious intent the assets of an organization. If evidence reveals that the person be found 
guilty, then he or she should be prosecuted by the full extent of the law.
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Many organisations are developing policies or programs to perpetuate strong ethical behaviour within 
their organisation. According to Ferrell and Ferrell (2009), the following seven steps represents a brief 
summary of an effective ethics programme that Companies and Public enterprises in South Africa can 
aspire to, to combat unethical behaviour. They are:

1.  Assessing risks and putting in place standards and codes of ethical conduct.
2.  Providing high-level managerial oversight to ensure compliance with these standards (for example, 

the appointment of a dedicated ethics officer within the organization).
3.  Taking due care not to place individuals with a propensity to engage in misconduct in a position 

of authority where they can influence others.
4.  Using training programmes to communicate the agreed standards to all employees. (On- the- job 

training can take place within the organization every year to establish, reaffirm or sustain a culture 
of a strong ethical code of conduct within the organization).

5.  Establishing systems to monitor conduct and allow employees to report abuses. (Having an anony-
mous tip off line for example, that employees or the public can call to report abuses).

6.  Enforcing standards, rewards, and punishments consistently across the company. (A strong code 
of ethical conduct should be included in the organizations’ culture so that everyone is holistically 
called upon to uphold a strong ethical code of conduct, when representing the organization or dur-
ing the staffs’ daily activities).

7.  Constantly reviewing the system, and taking steps to revise and improve the way it works, (Ferrell 
& Ferrell,2009)

In the discussion, that follows the need and importance of ethics education to accounting students 
will be reflected on and discussed.

ETHICS EDUCATION DELIVERED TO ACCOUNTING STUDENTS

To ground a good code of conduct in our accountants, auditors and financial managers there needs to be 
strong educational curriculum in place at university level that guides students on what is construed as right 
or wrong behaviour. The curriculum should be designed to illustrate the implications of unethical busi-
ness practices and unethical behaviour on the professional, the profession and the business organization.

Milanzi’s study (1997) found an information deficit in the field of Business Ethics. This prompted 
many universities to redesign their programs and curriculum in recent years to include ethics in business 
to accountants and financial managers. Sager (2003) is of the opinion that the ideal education of a profes-
sional individual is not complete without an examination in ethics. Armstrong, Ketz and Owsen (2003) 
determined that educators play a pivotal role in the development of ethical character and behaviour by 
increasing the students in accounting to moral sensitivity, moral reasoning and moral motivation. Low, 
Davey and Hooper (2008) posit that it is important to have ethics as part of an education programme 
and it is also still possible to mold the thinking of the accounting students who will enter the business 
environment once they graduate. On the other hand another construct by theorists Ghaffari, Kyriacou 
and Brennan (2008), reflects that whether students can actually apply what they have learnt from ethics 
education to specific practical business situations depends on the prevailing cultural norms.

 EBSCOhost - printed on 2/8/2023 12:09 PM via . All use subject to https://www.ebsco.com/terms-of-use



37

Ethics in Accounting and Finance
 

Academics within South African universities are charged with a huge responsibility to teach and 
train students in accounting in what is good business ethics. The sad reality sometimes within South 
African universities, is that the accounting ethics curriculum focuses more on cases of poor ethics from 
Europe, America and other countries abroad than cases from Africa and South Africa specifically. It is 
therefore imperative that academics at South African universities are trained accordingly in developing 
curriculum. The curriculum should focus on key themes, some of them should include; what is ethics, the 
rationale behind why accounting students should subscribe to it, the relevance and importance of ethics 
to accountants, South African ethical dilemmas and the South African culture of ethics. It is important 
when designing curriculum to include both local and international case study.

Kerr and Smith (1995) argue that although great effort is expended on teaching Accounting students 
the technical aspects of accounting, the development of ethical values generally seems to be left to 
chance, because these students’ exposure to ethical issues is often limited to a discussion of the ethical 
code of the profession in Auditing courses or Tax courses for example. The same tendency appears in 
South Africa, because the Accounting students who want to become auditors and public accountants 
follow a curriculum based on the requirements of SAICA and the PAAB, which does not make provision 
for a separate course on business ethics and limits these students’ exposure to ethical issues concerned 
with the profession’s ethical code. According to Chan and Leung (2006), Accounting students who are 
exposed to a core course of ‘Ethics in Accounting’, in their Accountancy degree curriculum, have higher 
ethical sensitivity ability, compared to the students who are given only a few hours of integrated ethical 
interventions of their entire curriculum coverage.

Rothenburg (2003) promotes the offering of mandatory courses in Business Ethics and the integration 
of the subject into introductory Accounting courses because prospective Accounting students should 
realise that accountants can and must make decisions independently of their client’s or employer’s wishes. 
He goes on further to argue that such courses should make Accounting study a more dynamic field, 
with grey areas to be explored through case studies, and that in the long run this would attract more and 
better-qualified candidates to the profession (Rothenburg 2003:8).

Within the South African context, Smit and Steenkamp (2015) summarised the challenges to incor-
porating pervasive qualities and skills such as ethics and ethical behaviour into the CA(SA) curriculum 
as follows:

• The traditional nature of the CA(SA) curriculum is that a large proportion of time and focus is 
placed on technical knowledge, with limited time available to develop pervasive qualities and 
skills;

• Pervasive qualities and skills are more difficult to develop than technical skills. Pervasive skills are 
implicit skills and furthermore, these skills are more easily developed with working experience 
and small groups; and

• It is more difficult to assess pervasive skills in a theoretical environment compared to a practical 
environment.

The difficulty in teaching ethics is that many Tax, Auditing and Accounting academics are subject 
experts and not trained educators. To close this gap, the University of KwaZulu- Natal requires academ-
ics to enrol on the Academic Development Program (UEIP) that assists academics to embrace proper 
teaching pedagogy, teaching paradigms, curriculum development and supervision skills. This training 
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can assist Accounting academics to redesign their curriculum and teach ethics in a more appropriate 
style to their students.

DePaul University’s vision includes the objective to ‘provide opportunities for all students to learn 
ethical systems and demonstrate ethical practice’ and, in line with this vision which is akin to the SA-
ICA competency framework, (DePaul, 2007). De Paul (2007) indicates that the following key aspects 
on ethics should be included in curriculum. They are:

• To develop and enhance awareness of ethical issues in the discipline, subject or profession.
• To challenge students to understand basic principles of ethics, to think and write critically, and to 

confront inconsistencies in their own ethics and values systems.
• To develop a decision model for reasoning through ethical issues; and
• To enable students to apply ethics traditions and their decision model to new ethical issues they 

encounter (De Paul, 2007).

CONCLUDING REMARKS

The author put forth a lively academic discussion on ethics. The key theme filtering through is that eth-
ics in accounting and finance is crucial to the business environment in South Africa. Accountants and 
financial practitioners have a duty and obligation to uphold a high moral code of conduct and practice 
their work with integrity, honesty and professional courtesy. A way forward for the accounting discipline 
to prosper and sustain itself in years to come, is if the fraternity continues to ensure that proper education 
in ethics be delivered to their students at university level. The Accounting curriculum needs to reflect 
current ethical scandals in South Africa and the world. Training Accounting academics to be better 
teachers is also a crucial factor to consider. Accounting students need to understand the consequences 
of unethical business practice and how they will be persecuted if they are found in preach of this ethical 
code of conduct.

FUTURE RESEARCH AREAS

There should be research conducted on how African culture impacts on ethics. Studies in this research 
area can assist Accounting academics to understand different African countries take on ethics. Since 
South Africa does business in Africa, understanding how accountants from Africa are influenced by 
their culture can enhance the current knowledge on the subject.

Another area of future interest; is embarking on comparative studies on developed and developing 
countries and their views on the ethical code of conduct amongst accounting practitioners in various 
industries. Africa and its Western counterparts have different approaches to ethics that can be explored. 
The pros and cons on the ethical code of conduct amongst accountants can bring interesting dialog and 
relevant information that can reveal possible gaps.

A critique and review of the existing accountants ethical code of conduct in South Africa needs to 
also be investigated to provide insights into the gaps present.
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KEY TERMS AND DEFINITIONS

Accounting: Accounting is the reliable, systematic, and transparent recording and communication 
of economic information in accordance with Generally Accepted Accounting Principles (GAAP).

Corporate Governance: Is grounded by three principles namely transparency, accountability, and 
security. Organisations have to conform to the necessary laws and legislations in South Africa that 
govern corporate governance.

Ethics: Is a moral philosophy or code of conduct practiced by a person or group of people within 
the business world.
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Finance: Refers to the management of money and includes activities like investment, borrowing, 
lending, budgeting, saving, and future forecasting of shares or financial issues.

South Africa: Refers to a country on the southernmost tip of the African continent. It includes des-
sert, beaches, animal and plant life and a well- built infrastructure and business district.
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ABSTRACT

The accounting profession has intensely witnessed compelling challenges in the 21st century. Due to 
increased number in stakeholders and huge informational need, the traditional model has become un-
satisfactory in meeting this need and evaluating company’s future performance. Apparently, companies 
trying to survive in globally competitive markets couldn’t attain this goal by focusing merely on financial 
outcomes. Thus, sustainability reporting has emerged as a vital non-financial information demanded 
by stakeholders. However, ethical insights on credibility and accountability of this information have 
been documented and discussed in the literature. Tapping into behavioral finance paradigm and upper 
echelon approach, this chapter exerts an effort to link financial reporting/audit quality to sustainability 
reporting and discusses those ethical issues on these processes. Further, while drawing attention to 
overconfidence bias in individuals involved in reporting and assurance stages, it suggests influential 
role of decision-makers’ personal traits on these mechanisms in a misleading way.

INTRODUCTION

In an increasingly changing and complex world, information, already important issue, has made a world 
of difference in early 2000s. Accounting and auditing scandals, market collapses following bubbles 
starting from US markets and expanding into nearly those of all financial markets have amplified the 
significance of the all relevant information, let alone financial information. This is because that compa-
nies trying to survive in a globally competitive markets couldn’t attain this goal by focusing merely on 
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financial outcomes. Therefore, suggesting a tool for companies to survive in this challenging environment, 
sustainability reporting (SR) has emerged as a vital non-financial information demanded by stakehold-
ers. At the same time, the efforts to reduce information asymmetry, to deal with agency problems and 
further to improve stakeholder engagement/relation have let to discussing credibility and accountability 
of all this information meticulously.

On the other hand, extant research has heavily concentrated on quality, credibility of companies’ fi-
nancial reporting (FR) systems for two main reasons. First, audit quality (AQ) has been defined in terms 
of FR systems and measured frequently through FR indicators since traditional accounting approach 
toward reducing information asymmetry and dealing with principal-agent problems has predominantly 
overvalued financial information, shareholders and present investors. Therefore, AQ and FR quality have 
been used interchangeably. Second, accounting/auditing scandals, frauds occurred unprecedentedly in 
the 2000s have directed efforts of not only researchers but also businesses and regulatory bodies on this 
issue. Researchers started to explore audit/financial reporting quality, its determinants and consequences. 
Thereby, governments, accounting associations and other significant regulatory bodies all over the world 
have been striving to reconstruct confidence in the auditing/financial reporting functions through a series 
of ethical, disciplinary and institutional arrangements. However, on the other side, crucial sustainability 
issues such as climate change, human rights, governance and social well-being as mostly pronounced 
themes have urged companies in all countries to understand sustainability and empower their decisions 
concerning sustainability aspects both at national and also at international level. As such, in addition 
to financial information, non-financial information has gained prominence and stakeholders, future 
investors have been added as new counterparties in addition to shareholders and present investors for 
corporate communications and relations. Successively, sustainability indexes have been appeared in both 
developed and also developing countries’ capital markets due to the investors who seek for sustainability 
components and apply to this criterion in their investment decisions. Ultimately, SR has come to the fore 
as common practice and worldwide trend in the 21st century.

These two substantial issues do not definitely compete in a horse race. Rather, there are both 
similarities and also key differences between them. First, both FR and SR systems share essentially 
the same mission; (1) reducing information asymmetry between counterparties in the markets and (2) 
showing how the reporting companies are functioning economically and to which degree this disclosed 
information –financial or non-financial is credible and to what extent these companies pay regard to 
their stakeholders, (3) dealing with principal-agent phenomenon, or currently deemed as stakeholder 
engagement. Second, both two reporting processes have some global guidelines or standards released 
by international regulatory bodies. Yet, as mentioned above, there are some major differences between 
them. In the first place, FR process addresses relatively narrower scope in terms of the limited nature of 
financial information and hence the span of stakeholder engagement while SR process appeals to broader 
scope and the increased number of outside users because of the wide and diversified nature of economic, 
environmental and social aspects. Second, FR is mandatory whereas SR is still voluntary. That’s why, it 
can be said that independent auditors as assurance providers have engaged in an established audit market. 
Yet, assurance providers of SR have still been performing in an unsettled area. Third, extant research on 
financial reporting/auditing could be recognized as relatively matured and most popular whereas SR is 
ever-developing research area, compared to the former.

However, this matured research body lacks in delineating FR/AQ through audit partner specific or 
individual attributes since it has highly argued audit firm specific characteristics’ role on it. This is in-
teresting since this process is entirely decision-making process and the role of decision-makers seems 
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crucial, considering the studies suggesting that the research design overwhelmed by the firm-level at-
tributes should be carried down to the individual-level characteristics (Lennox & Wu, 2018). Through 
behavioral finance suggestions on systematic biases such as overconfidence, the comprehension of audit-
ing outcomes could extend into audit partner specific attributes thoroughly. First, managerial overconfi-
dence has been documented on various organizational decisions. Second, the audit profession principles 
such as professionalism and skepticism in addition to international standards have remained unsolved 
or unsatisfactory in explaining many auditing frauds and failures in more recent times. Although there 
are key differences between FR and SR, they are similar regarding their mission. Also, both the two 
mechanisms fully represent a thoroughly decision-making process including too much information to 
be searched, to be processed and hence to be assured by assurance providers in those decision-makers’ 
hands. More importantly, upper echelons (Hambrick, 2016; Hambrick & Mason, 1984) approach sug-
gests that corporate behaviors reflect the personal attributes of top executives. Then, it isn’t surprising to 
assume that responsible managers, assurance providers of both FR and also SR could view the decisional 
information concerning these reporting processes with their highly personalized and less standardized 
and sometimes client-guided decision-making styles. Some research arguing the credibility of SR and 
the independency of assurance providers has documented a considerable amount of management control 
on assurance providers’ verification processes and management “readership” on these reports (Owen 
& O’Dwyer, 2004). Briefly, FR and SR seem to carry a significant manipulative risk of being prepared 
by their reporters in a misleading way at all stages of these processes. First, managers could manipulate 
this process in order to gain access to financial instruments, to improve the company’s reputation and to 
maintain or attract the present and future investors respectively since the extant research has provided 
evidence of the relation between overconfident managers and unethical behaviors (e.g., Hsieh et al., 2018; 
Schrand & Zechman, 2012). When the managerial overconfidence exists, these overconfident manag-
ers think optimistically and couldn’t see the outcomes of future’s uncertain events and take risk easily 
and even improperly. Or, their overconfidence would increase the likelihood of occurrence of unethical 
corporate behaviors as manifested above by the extant research. Second, when the assurance providers 
are overconfident, they would not exploit all decision-specific information and they would ignore some 
of them due to the fact that the verification process is knowledge intensive task and that individuals have 
limited capabilities in information gathering, information processing and risk evaluation as suggested by 
behavioral finance paradigm (Kahneman & Tversky, 1979). Or due to their overconfidence-inopportune 
optimism- they would not anticipate some material risks or hence they would engage in risky activities 
in this process. Or due to their familiarity with the reporting company, their perspective would probably 
be highly client-guided and less standardized, etc. Third, the worst, when both the top managers and also 
assurance providers are inopportune optimists, the likelihood of occurrence of unexpected risky events 
and/or unethical behaviors in reporting and assurance providing processes would be higher. In a study, 
it is found that companies tend to engage in tax-avoidance activities more when their CEOs and CFOs 
are overconfident (Hsieh et al., 2018).

This chapter could bring novelty to the extant literature on both FR and also SR for several reasons. 
First, prior studies on FR/AQ have overwhelmingly put emphasis on the audit or client firm specific 
attributes in understanding it. Limited part of research has focused on mostly observed features of these 
reporting actors. This chapter strongly suggests that individual and psychological aspects of these actors 
of reporting processes should be examined. Due to some behavioral biases such as overconfidence, these 
reporting and assurance processes could deviate from the expected and actual form, making these reports 
dubious and untrustworthy for all stakeholders or outside users. Particularly in SR realm, there is a great 
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body of research on ethical and problematic issues such as the credibility and trustworthy of this huge 
information. Then, this behavioral perspective could enable this research body which has heavily focused 
on process-specific factors such as compatibility with the global standards or guidelines to extend into 
both the reasons and the solutions of these ethical lapses. Amount of the information disclosed by the 
companies every day couldn’t definitely decrease. Then, striving to ensure the accuracy and credibility of 
this immense information seems a vital task and this task requires first to know what’s actually going on.

Second, from interdisciplinary perspective, this chapter discusses the ignored link between FR and 
SR. Through the ideas of upper echelon theory and the tenets of behavioral finance paradigm, this study 
first suggests that reporters could reflect their personal traits into reporting task and that assurance pro-
viders view the reports with their highly personalized, less standardized and sometimes client-guided 
lenses. Additionally, due to (1) their limited capabilities of information gathering and processing, (2) 
subjective probabilities attributed to the uncertain outcomes, (3) overconfidence bias in decision-making 
process, these reporters and assurance providers could (1) not include and evaluate all the information 
in decision environment, (2) not assess the likelihood of future events properly and (3) tend to think 
optimistically and hence to ignore decision-specific information and to engage in risky activities more, 
easily and improperly.

Third, prior studies seem to have evaluated reporting and assurance processes with the observed 
characteristics, and under the lights of the global guidelines. Through drawing attention to the impor-
tance of unobserved components of these processes, this chapter endeavors to break the routine in order 
to understand both FR/AQ and SR. Fourth, this chapter integrates two research areas- immature SR 
and mature FR- which are seemingly different and unlinked and therefore enables the researchers to 
transfer of the accumulated knowledge on the latter into the former and ultimately to make the former’s 
comprehension clear.

BACKGROUND

DeFond and Zhang (2014) define audit quality as “greater assurance that the financial statements faith-
fully reflect the firm’s underlying economics, conditioned on its FR system and innate characteristics”. 
By implying its attestation function whereby audit partners render an opinion as to fair presentation of 
their clients’ financial statements, thus lending credibility to the FR system, this definition makes audit-
ing institution valuable and important. Furthermore, the effort to define it in this manner seems to have 
encouraged overwhelmingly audit quality research body to focus on FR quality perspective. At the same 
time, reducing information asymmetry while the individuals make their investment decisions has enabled 
the scholars to delineate audit quality through FR quality. That is why, in the accumulated research, 
firstly, these two concepts are used interchangeably or audit quality is deemed as the component of FR 
quality since it is documented that the first improves the credibility of the latter. Second, in the studies, 
AQ has been measured by FR quality indicators such as discretionary accruals (Al-Thuneibat et al., 2011; 
Campa, 2013; Choi et al., 2010; Hoitash et al.,2007; Jackson et al., 2008; Jenkins & Velury, 2012; Kumar 
& Lim, 2015; Nagy, 2012), accounting conservatism and value relevance of earnings (Campa, 2013) for 
a long time. Unprecedented and unexpected audit and accounting scandals have leaded the researchers 
to reconsider audit quality concept and alter its operationalization or their research design. Then, audit 
quality has been started to be measured as audit firm’s or auditor’s industry expertise (Jensen & Payne, 
2005; Muttakin et al., 2017), audit firm size (Chen et al., 2005; Johl et al., 2007; Lee & Lee, 2013; Mut-

 EBSCOhost - printed on 2/8/2023 12:09 PM via . All use subject to https://www.ebsco.com/terms-of-use



46

Unseen Link Between Sustainability Reporting and Financial Reporting
 

takin et al., 2017), audit time (Leventis & Caramanis, 2005), auditor’s propensity to issue going concern 
opinion (Carey & Simnett, 2006; Jackson et al., 2008; Knechel & Vanstraelen, 2005), auditor ligitation 
outcomes (Fuerma & Kraten, 2009), the frequence of Accounting and Auditing Enforcement Releases 
(Kumar & Lim, 2015) and even twenty-eight audit quality indicators issued by Public Company Ac-
counting Oversight Board (PCAOB) (Brown et al., 2016).

Ultimately, by the virtue of the immense changes in dynamics of the audit market trivet (i.e. audit 
firms, client firms and regulatory bodies), there has been a great body of research on audit quality. 
Specifically, due to accounting and auditing errors, misrepresentations, frauds and unexpected and 
unprecedented corporation collapses starting in early 2000s, researchers started to explore audit/finan-
cial reporting quality, its determinants and consequences. Not only researchers but also governments, 
accounting associations and other significant regulatory bodies all over the world have been striving to 
reconstruct confidence in auditing/financial reporting functions through a series of ethical, disciplinary 
and institutional arrangements. Companies have also strived for persuading their present or future inves-
tors or other stakeholders about the credibility of their FR mechanism and hence for reducing information 
asymmetry. Prior literature on audit quality has found that firm size (Choi et al., 2010; Francis & You, 
2009), audit firm’s industry expertise (Carson, 2009; Craswell et al., 1995; Francis & Yu, 2009;), audit 
fees (Hoitash et al., 2007) have contributed to improving audit quality while audit tenure (Almutairi et 
al., 2009; Bazerman et al., 1997; Carey & Simnett, 2006) has a negative impact. However, the findings 
have been controversial for the relationship between audit fees and audit quality and on the role of audi-
tor rotation in enhancing auditor independence and hence in improving auditing quality (Bazerman et 
al., 1997; Carey & Simnett, 2006; Hoyle, 1978; Jackson et al., 2008). For example, Al-Thuneibat et al. 
(2011) found that audit firm tenure had an adverse effect on audit quality while Jackson et al. (2008) 
showed that audit quality increased with audit tenure.

Although there is a consensus on the importance of reconstructing the trust in both audit and also 
financial reports from the views of the all stakeholders in order to obviate frauds, corruptions and scandals 
all over the world, countries differ in attaining this crucial goal or providing auditor’s independence due 
to nonuniformity in terms of their law, regulatory and governmental systems. For example, only French 
law applies joint-auditing in ensuring audit quality for the reason that this system enables cross-review, 
reciprocal monitoring. Also, the presence of two auditors enhances auditor independence (Piot, 2007). 
Additionally, countries vary across available or disclosed data concerning both supply and also demand 
dynamics of the market. Specifically, while audit fees are available data in US, it isn’t disclosed in Turkey. 
In spite of international common regulations and requirements such as International Financial Reporting 
Standards (IFRS), to a great extent, research body in countries has been motivated by market function-
ing, rules of regulatory and advisory institutions, auditing/accounting events and even the jurisdictions, 
all of which are peculiar to the countries.

For good or ill, it is obvious that extant research has documented too much evidence for the drivers 
of audit quality in the years that followed unprecedented accounting scandals. Yet, these studies have 
implicitly assumed that audit partners distribute a uniform audit quality level, by putting excessive em-
phasis on audit firm-specific factors in explaining auditing quality. Some studies have drawn attention 
and suggested that the research design overwhelmed by the firm-level attributes should be carried down 
to the individual-level characteristics. Lennox and Wu (2018) review this archival literature and provide 
valuable insights into how this kind of research strand would extend the existing literature beyond the 
knowledge overly accumulated at firm or office level.
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On the other hand, the limited research taking auditing partner specific or individual level attributes 
into consideration doesn’t focus on psychological components of audit procedures, and the final decision-
making process in itself. Yet, due to the fact that audit process is completely a decision making process 
in which capabilities, personalities, competencies of auditing partners impact their professional judgment 
and hence the audit opinion they ultimately render, some researchers have suggested that auditing part-
ner level characteristics should be taken into consideration in audit quality research. Moreover, peculiar 
knowledge and competencies of the audit partners couldn’t be carried to neither the firm nor the office 
level (Goodwin & Wu, 2014).

Reheul et al. (2007) have observed the relationship between individual auditor characteristics and audit 
opinion. They found that auditors with sector expertise tended to provide better assurance by disclosing 
financial statement errors in their reports. Similarly, some researchers found presence of restatements 
to be negatively related with some auditor attributes such as auditor industry expertise (Chin and Chi 
2009; Romanus et al. 2008) and client tenure (Stanley & DeZoort, 2007). While Zerni (2012) provided 
evidence of industry expertise’s positive effect on audit fees, Knechel et al. (2014) find that audit partners’ 
style (agressive vs. conservative) had an influence on audit fees. There are a few behavioral studies in 
accounting that examine (1) the role of auditors’ time pressure on their judgments (Svanberg & Ohman, 
2013), and (2) the relationship between organizational error climate and auditor’s propensity to handle 
errors (Gronewold & Donle, 2011), and (3) appearance of dysfunctional behaviors in auditors (Donnelly 
et al., 2003). However, the research linking the behavioral and attitudinal characteristics of audit partners 
and key managers with audit quality is interestingly rare.

All in all, it seems immensely precious to extend the audit quality literature into a more comprehen-
sive manner through psychological and attitudinal aspects of audit outcomes including both this critical 
decision-making process and also those decision-makers with plentiful and complex information which 
has to be searched, processed and ultimately assured in their hands. For this purpose, it is necessary to 
wear behavioral finance lenses and to tap into these generous tenets in understanding auditing which 
basically puts place professionalism and skepticism on a pedestal, both by definition and by legislation.

BRINGING THE INVISIBLE INTO VIEW

Behavioral Finance

What would I eliminate if I had a magic wand? Overconfidence. (Kahneman, 2018)

Classical finance has assumed that people are rational, that even if there’re some deviations from rational 
behavior, these are random, adding up to zero. Freely operating markets favor rational people and organi-
zations. In this perspective, choice has been described as a maximization process (Tversky & Kahneman, 
1986). Calculating stochastic probabilities of possible outcomes of decision alternatives, people make 
a choice of the alternative with most expected utility value. Briefly, this process inherently necessitates 
engagement of individual’s statistical/computational capabilities into decision making process. Hence, 
these arguments in classical finance enable rational behavior assumption more conceivable. Certainly, 
in the markets, classical paradigm assumes that there could exist some people behaving irrationally. 
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Yet, in time, they could learn from their past experiences and their behaviors would converge to the 
rational. With the advent of prospect theory (Kahneman & Tversky, 1979), there’s been a confounding 
shift regarding classical paradigm assumptions. Although its proponents have claimed that they don’t 
negate tenets of classical finance, it has been necessary to change researchers’ lenses according to new 
extended assumptions. According to them, classical paradigm does not describe actual choice behavior 
enough. First, people aren’t rational. Due to bounded rationality (Simon, 1955) and limited information 
processing capacity (Dolinsky & Feinberg, 1986), people don’t behave rationally in every time. They’re 
human beings and could make errors in both perceiving decision environment as a whole and also cal-
culating possibilities and expected value of each decision alternative. They could make computational 
errors and evaluate stochastic probabilities improperly. They even don’t have the information enough 
regarding decision alternatives. Moreover, deviations from the rational behavior are systematic, not ran-
dom. Due to some biases, they behave irrationally in a systematic way. Second, unlike classical finance, 
probabilities aren’t stochastic. Individuals perceive the likelihood of decision outcomes subjectively 
(Kahneman & Tversky, 1972). People assign subjective probabilities to occurrence of some uncertain 
events. Third, it’s asserted that prospect theory is “a description of the behavior of real people” (Tver-
sky & Kahneman, 1986). Unlike classical view describing normative or idealized behavior of decision 
makers, it tries to explain actual individual behavior. Again, it should be stated that the new paradigm 
doesn’t negate expected utility theory, by extending its assumptions. Principally, these two paradigms 
can be considered as “separate enterprises”. It actually presents a descriptive choice model for anomalies 
in expected utility theory setting (Tversky & Kahneman, 1986).

Since classical finance approach supposes that people are “bayesian statisticians”, rational, the extant 
literature has preponderantly focused on and tapped into demographics and sociodemographic factors in 
order to explain the individual financial behavior (Aren & Aydemir, 2015). At the institutional side, the 
case isn’t different (please see Aren, Aydemir, Sehitoglu, 2016 for a review). Objective measures have 
been used to understand institutional behavior. However, the behavioral finance highlights the psycho-
logical and emotional aspects of the financial behavior. Seeing that people are irrational, error-prone 
and that they have limited information processing capacity and that the probabilities are subjective, all 
individual characteristics could then be important in understanding the financial decisions. In other words, 
relatively ignored factors which could probably influence a financial decision have been highlighted in 
the light of behavioral finance axioms.

Starting from this point of view, deep-rooted concepts in psychology, have been articulated and 
discussed again in the financial context. Decision making theories have been argued with these psy-
chological and attitudinal factors for every stage of the decision making processes. Expected utility 
theory prioritizes the amount of information in order to make a wise, reasonable decision. Yet, having 
too much information doesn’t ensure a plausible financial decision in behavioral finance view. People 
have limited information processing capacity and they may perceive the same information differently 
owing to their different attributes and psychological/emotional levels. Or, differences in the framing 
of the same decisional information could lead people to make diverse choices. Briefly, the perception 
may be different from the reality, hence they may exhibit biased behaviors in a systematic way. Thus, 
behavioral finance researchers have manifested many behavioral biases and delineated them thoroughly. 
As a matter of fact, these biases have been found as substantial in explaining the actual behavior of both 
individual and institutional investors.
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Cognitive vs. Affective Bias

These biased behaviors exhibited by the individuals can be grouped into two main categories. Some could 
be originated from cognitive factors whereas the others may have an emotional origin. Put it differently, 
the cognitive factors such as perceiving the information incorrectly, evaluating the accurate information 
improperly, calculating the possibilities wrongly may make the observed behavior biased. These behav-
iors are recognized as cognitive biases. On the other hand, people may attach some positive or negative 
affects to some images (Finucane et al. 2000). They encode the given situations with different feelings 
and emotions. The same image may be perceived as favorable by someone, while it reminds the other 
person of negative feelings. More importantly, they are generally used to make quick evaluation. Due to 
their affects, feelings and emotions, people may display some biased behaviors. These are known affec-
tive biases. More explicitly, in cognitive biases, there is an information leading the decision, however, 
this information is wrong or perceived or processed improperly, whereas in affective biases, that is the 
positive/negative affect or feeling which drives a person to make a decision.

A great number of biases have been articulated and documented in behavioral finance studies such 
as availability, representativeness and anchoring (Tversky & Kahneman, 1974) yet in this chapter, over-
confidence bias as most common and salient phenomenon in complex decision-making processes will 
be highlighted.

Overconfidence Bias

The claim that the probability judgements of people are susceptible to systematic biases and that the 
most prevalent one is overconfidence bias has been documented by Lichtenstein and Fischhoff (1977). 
First delineated by Oskamp (1965), overconfidence bias is the tendency of which people perceive their 
judged probabilities higher than actually they are. Through general-knowledge questions, people are 
asked firstly to select the most probable answer and later to express the certainty degree about their 
answers’ accuracy (Fischhoff et al., 1977). Interestingly, those participants in the study are consistently 
overconfident.

Overconfidence bias is recognized as a cognitive limitation in behavioral finance literature and it 
exists when people are greatly optimistic in their initial assessment of a situation and hence are not good 
at taking the new additional information into their consideration due to their starting overconfident 
thinking (Fischhoff et al., 1977). Overconfident people are generally said to think optimistically about 
uncertain outcomes, about themselves and their decisions and hence they are able to ignore the relevant 
information about the possible outcomes pertaining to their decision-making tasks. There has been a 
proliferation of research manifesting the impact of overconfidence on various decision-making contexts. 
In the managerial context, top level managers tend to make more corporate investments since they are 
more likely to overestimate the expected returns of their investment alternatives (Malmendier & Tate, 
2004). In a later study, they also provided evidence for the relationship between greater likelihood of 
merger decisions and overconfident CEOs (Malmendier & Tate, 2008). Further, Busenitz and Barney 
(1997) showed that entrepreneurs are more likely subject to decision-making biases (i.e., overconfidence) 
than managers in large organizations.

More importantly, there are some studies reviewing the research emphasizing the importance of 
CEO/CFO characteristics on reporting outcomes (Habib & Hossain, 2013). This study reviews the 
research documenting the significant role of managerial overconfidence on FR outcomes. It refers that 
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some research has found that overconfident managers used earnings management strategies more than 
the others. Similarly, Presley and Abbott (2013) have drawn evidence of positive relation between CEO 
overconfidence and financial restatements. More interestingly, CEO overconfidence remained significant 
both pre- and post-date SOX periods, suggesting overconfidence bias as a permanent phenomenon in 
financial restatement setting. Moreover, Schrand and Zechman (2012) have found that overconfident 
managers were more likely to appeal to financial misreporting. Duellman, Hurwitz, & Sun (2015) have 
documented a negative relation between managerial overconfidence and audit fees and also found a 
lower likelihood for their use of industry-specialist auditors. An experimental study has manifested that 
managerial overconfidence caused an increase in the auditor’s perceived risk of client fraud behavior 
(Johnson et al., 2013). Hsieh et al. (2018) have showed that companies were more likely engaged in tax 
avoidance activities when they had both overconfident CEO and also overconfident CFO, compared to 
other combinations in their study.

Considering the agency theory in which managers become agents of shareholders or rather stake-
holders-they are principals-, the evidence of managerial overconfidence on FR outcomes could turned 
into a critical question in terms of all corporate communications, let alone to FR. Huge amount of data 
including financial and non-financial information are being disclosed by companies almost every day. 
Briefly, when resorting to upper echelons perspective (Hambrick & Mason, 1984), the likelihood of 
manipulation of this disclosed information by managers with some specific personal attributes which 
drive them to behave differently than the reasonable, expected behavior seems as easy as pie. Upper 
echelons theory is the idea that organizational strategies and decisions are greatly shaped by top ex-
ecutives’ personal background since top executives assess their organizational situations through their 
own heavily individualized lenses (Hambrick, 2016). Then, it is suggested that “strategists” should be 
understood first in order to comprehend organizational “strategies”. Also, Hambrick and Mason (1984) 
state that the upper echelon model entails both the psychological and also observable characteristics of 
upper echelons yet it is articulated that the observable characteristics have been focused on. Perhaps, 
regarding upper echelons model, researchers should put emphasis on psychological aspect more in order 
to understand organizational strategies thoroughly.

Furthermore, similar to top management decisions on hand, auditing process also accommodates gath-
ering and processing a lot of information simultaneously and ultimately making a professional decision 
which greatly concerns outside users, including themselves since they are also liable for the outcomes 
of this weighty decision. Yet, the studies concentrating the relation between the auditing partners’ over-
confidence and auditing quality directly is rare. And all arguments about managerial overconfidence 
are still valid for audit processes. And inspired by this upper echelon perspective suggesting focusing 
on “strategists” to understand corporate “strategies”, this chapter purports that reporters, auditors and 
assurance providers of these financial and non-financial reporting processes should be understood first 
if these processes are determined to be understood well.

Sustainability Reporting

In an increasingly changing and complex world, information-already important issue- has actually made 
a world of difference in the 2000s. As mentioned above, accounting and auditing scandals, market 
collapses following bubbles starting from US markets and expanding into nearly those of all financial 
markets have amplified the significance of the all disclosed information, let alone financial information. 
This is because that companies trying to survive in a globally competitive markets couldn’t attain this 
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goal by focusing merely on their financial outcomes. Therefore, as a tool for companies to survive in 
this challenging and demanding competition environment, SR has emerged as a vital non-financial in-
formation demanded increasingly by all stakeholders. At the same time, the efforts to reduce information 
asymmetry, to deal with agency problems and further to improve stakeholder engagement and relations 
have let to discussing credibility and accountability of all this information in detail and meticulously. 
Although sustainability concept’s environmental component was mentioned first in the 1980s and its 
definition has been made in terms of ecosystem sustainability (Chapin et al., 1996), Dyllick and Hockerts 
(2002, p.131) have defined corporate sustainability as “meeting the needs of a firm’s direct and indirect 
stakeholders (such as shareholders, employees, clients, pressure groups, communities, etc.), without 
compromising its ability to meet the needs of future stakeholders as well”. For this goal to be attained, 
companies should keep and grow economic, social and environmental capital. By the way, it should be 
stated that sustainability has sometimes been deemed as “Corporate Sustainability (CR)” and “Triple 
Bottom Line (TBL)” in the literature (Aggarwal, 2013).

According to Global Reporting Initiative (GRI) (2011), SR is defined as “the practice of measuring, 
disclosing, and being accountable to internal and external stakeholders for organizational performance 
towards the goal of sustainable development’’. Global Reporting Initiative is “an independent interna-
tional organization that has pioneered SR since 1997” (GRI, 2019). This initiative has been the pioneer 
of worldwide practice in SR, helping both governments and businesses to understand this issue and to 
empower their decisions concerning crucial sustainability issues such as climate change, human rights, 
governance and social well-being through “the first and most widely adopted global standards for SR”.

KPMG Survey of Corporate Responsibility Reporting (2017, p.9) declared that the world’s largest 
250 companies’ SR ratio had increased from 35% in 1999 to 93% in 2017. Accordingly, the discourse 
which there has been a worldwide movement on SR doesn’t seem an exaggerated phrase. Moreover, rapid 
increase in the number of investors attaching importance to social responsibility and/or sustainability issues 
has urged capital markets to construct sustainability index in both developed countries (e.g. Dow Jones 
US Sustainability Index, first in 1999) and also developing countries (e.g. Borsa Istanbul Sustainability 
Index, first in 2014). Actually, the first index was The Domini 400 Social Index (DSI) which represents 
a meticulously constructed portfolio of socially responsible common-stocks due to demands of socially 
responsible investors applying social criteria as well as the financial outcomes (Sauer, 1997). In spite of 
the critics that socially responsible investments would have poor investment performance, Herremans 
et al. (1993) manifested that socially responsible manufacturing companies financially predominated 
companies with poor corporate sustainability reputation during the six-year period 1982–1987. What’s 
more, some research has manifested a link between corporate social responsibility (CSR) strategies and 
better access to finance. Companies with better CSR strategies (stakeholder engagement and increased 
transparency) have faced with lower capital constraints (Cheng et al., 2014). Actually, socially responsible 
investing isn’t easily apprehensible issue. The studies (McLachlan & Gardner, 2004; Williams, 2007) 
have already manifested that in terms of observed features such as demographics, socially responsible 
investors are not different from the conventional investors, drawing attention to unobserved drivers of 
socially responsible investing. Therefore, studies attempting to classify investors as socially responsible 
have come under criticism by some research (Pasewark & Riley, 2010) due to (1) the multitude of social 
issues that individuals seek for, (2) the differences in the intensity of social feelings that they have, and 
(3) the socially responsible people’s variability in their degree of financial commitment, remarkably 
pointing to psychological and personal motives for socially responsible investing.

 EBSCOhost - printed on 2/8/2023 12:09 PM via . All use subject to https://www.ebsco.com/terms-of-use



52

Unseen Link Between Sustainability Reporting and Financial Reporting
 

To get to the main point, a wave of socially responsible investment thoughts in the 1990s has given 
way to sustainability in the 2000s. Indeed, sustainability concept has been in the limelight in this cen-
tury or “…become a mantra for the 21st century” as stated by Dyllick and Hockerts (2002). Through 
its reporting standards, GRI, as a global stakeholder institution, has started a worldwide movement in 
sustainability realm. There are a wide range of international disclosure formats for companies to reveal 
what they do about their sustainability strategies in their reports (Camilleri, 2018) and fortunately GRI 
has also global strategic partnerships with other disclosure format providers such OECD (Organisation 
for Economic Co-operation and Development), UNEP (The United Nations Environment Programme), 
The Global Compact. Also, GRI guidelines have also synergies with UNCTAD (United Nations Confer-
ence on Trade and Development), IFC (International Finance Corporation), aiming to help companies in 
presenting all these required non-financial information in an integrated way (GRI, 2019). These efforts 
have also aimed to stress the inadequacies in corporate communications.

In spite of these efforts to integrate the non-financial information, academic conservation has a great 
consensus on that the credibility and trustworthy of this information is of vital importance. In a study 
examining the quality of sustainability reports from the view of assurance providers, it is observed that 
their assurance statements have seemed to have an optimistic and deliberative wording in that problematic 
issues and weaknesses were not explicitly expressed (Boiral et al., 2019). Additionally, some previous 
research has revealed that verification process by assurance providers seems preponderantly to consist 
of internal stakeholders, hindering full stakeholder engagement (Manetti & Toccafondi, 2012). How-
ever, the research body has predominantly put emphasis on the normative structure of SR and it lacks 
in the studies which strive to focus on actual, unobservable idiosyncratic mechanisms occurred in these 
processes. Second, there is a need for research designs which include influential role of decision-makers 
who are apt to delude involved counterparties on these decision-making processes.

The Link Between Sustainability and Financial Reporting

Actually, in general terms, the link between SR and FR isn’t confounding and invisible in some man-
ner. There are some joint constituents between them. First, both reporting mechanisms share essentially 
the same mission; (1) reducing information asymmetry between counterparties in the markets and (2) 
showing how the reporting companies were functioning economically and to which degree this disclosed 
information –financial or non-financial was credible and to what extent these companies pay regard to 
their stakeholders, (3) dealing with principal-agent phenomenon, or currently deemed as stakeholder 
engagement. Second, two reporting processes have some global guidelines or standards released by inter-
national regulatory bodies. Yet, there are some major differences between them. For example, FR process 
addresses relatively narrower scope in terms of the limited nature of financial information and hence 
narrower span of stakeholder engagement while SR appeals to broader scope and the increased number 
of outside users because of wide and diversified nature of economic, environmental and social issues. 
Above all, FR is mandatory whereas SR is voluntary. That’s why integrated reporting exists, improving 
the legitimacy of companies’ sustainability reports (Camilleri, 2018), in addition to suggesting a solution 
to the drawbacks of traditional FR (Dumay et al., 2016). Due to its voluntary basis, the assurance of the 
latter is much more important than the former. Yet, FR research has been the most popular research area, 
outperforming SR/accounting studies (Sharma & An, 2018). Perhaps, one reason is that FR has taken 
part in the literature much earlier than SR. It would be fruitful to link this matured literature to newly 
developing SR research. Although limited, there are some current studies focusing on this relationship 
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(Canning et al., 2019). Yet, this research has examined how financial audit concepts such as materiality 
could be transferred to sustainability assurance process. Or, they have mostly argued the credibility and 
assurance of sustainability reports in financial auditor context. In other words, they have referred that 
the big4 (PwC, KPMG, EY, and Deloitte) have increasingly been operating in SR assurance market both 
at national level (Sierra-García et al., 2013) and also at international setting (Fernandez-Feijoo et al., 
2018). The research in international setting has provided evidence of higher disclosure level and more 
credibility in sustainability reports when the assurance provider and the financial auditor is the big4. 
On the other hand, prior research also has manifested that assurance process has been exposed to the 
management control to a greater degree due to the fact that (1) assurance providers have been reluctant 
to stressing the statements involving certain stakeholder constituencies, (2) assurance process has not 
captured stakeholder participation enough, (3) assurance statement has been directed at management’s 
“readership” since assurance providers were appointed by management and this statement was reported 
to them (Owen & O’Dwyer, 2004). These findings refer apparently to the probable risk of employing SR 
communication in an abusing way, as proposed by this chapter. Further, Li (2019) has found that some 
managers had a tendency to apply to repetitive disclosures in order to suppress disclosures, providing 
evidence for management’s manipulative power on these reports. Interestingly, repetitive disclosures have 
been used more if company had a new CEO, a high level of new disclosures in the notes, newly issued 
equity, and if it couldn’t catch the prior year’s return level. This is remarkably interesting. Eventually, 
under certain conditions, it seems that managers and/or assurance providers of SR could frame these 
reports in a misleading way. Overconfident individuals tend to think optimistically, to ignore risk-specific 
or decision-specific information and hence to take more and improper risks. Prior research has already 
showed that this inopportune optimism could hinder the individual’s ability to evaluate the outcomes of 
uncertain events in the future and therefore could lead them to undertake unreasonable risks. Moreover, 
these people tend to display some unethical behaviors in diverse settings as mentioned above. Informa-
tion asymmetry and agency theory really help the researchers and regulatory bodies in guiding them to 
delineate why and what should be done in terms of all corporate communications. However, behavioral 
finance paradigm and upper echelon perspective greatly enable to understand all these reporting processes 
thoroughly and actually and provide insights into why and what is really going on in this wide realm.

In the first place, focusing on merely FR/SR, when top or middle level managers are overconfident, 
they tend to think overly optimistic about their companies, not to be able to see some probable risks 
concerning uncertain future events and hence to ignore the important decision-specific information, due 
to their hubris. Therefore, they would make these reports be prepared in an optimistic rhetoric or more 
hazardously in a misleading way. Even if the middle managers or responsible managers with these report-
ing processes are not overconfident, they will obey to the instructions by overconfident top managers, 
driving the reports to reflect the tone of top managers. At the end of the day, they would admit that they 
have just done their duty. Let’s remember Milgram experiment.

In the second place, the auditors and/or assurance providers stand for decision-makers of their at-
testation or verification functions. Interestingly, it is found that Andersen’s audit quality was not materi-
ally different from other Big-Five auditors in the years before its failure. Yet, Andersen’s independence 
seems to have suffered due to issuing less going-concern opinions in its audit reports in the years before 
its collapse (Kumar & Lim, 2015). This finding is really important since it manifested that there is no 
difference in observed indicators of audit quality yet unobserved factors harming auditor’s independence 
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or good sense could lead to failures or frauds. In this chapter’s context, when the auditors of FR and/
or assurance providers of SR are overconfident, they would examine these reports with their optimistic 
lenses. They would not exploit all information sources concerning their decision - audit opinion or as-
surance statement. Their hubris would hinder themselves from catching some material errors or falla-
cies or could harm their good sense. On the other hand, remembering the literature manifesting the link 
between overconfidence and unethical behaviors, both managers as reporting actors and also assurance 
providers seem to be apt to display unethical or dysfunctional behaviors concerning corporate com-
munications at the expense of stakeholders’ interests. Although both reporting mechanisms have been 
wrapped up with a series of ethical, disciplinary and institutional arrangements, financial auditors are 
also liable for the decision they render through legislation such as Sarbanes-Oxley Act, etc. However, 
SR mechanism seems vulnerable due to its voluntary basis. Unfortunately, SR mechanism, manifesting 
company’s means of the end of sustainable development, appeals to broader scope (e.g., environmental, 
economic and social issues) and hence has more audiences (e.g., internal-external stakeholders, com-
munities, pressure groups, etc.).

SOLUTIONS AND RECOMMENDATIONS

The previous section has strived to manifest how the actors of FR and SR mechanisms have an important 
role in these processes. Amidst the research preponderantly putting emphasis on normative structure of 
these mechanisms, there is a need for the research aiming at arguing these actors’ role on credibility and 
trustworthy of this information. Additionally, the decision environment in both reporting mechanisms 
seems to be exposed to misdetections, inadequate information gathering and processing facilities and 
erroneous evaluations. Through the studies linking overconfidence bias in managers to unethical behavior 
in organizational decision-making setting, this chapter contributes to the extant research through drawing 
attention to the impact of idiosyncratic factors on these reports as well.

In terms of SR, firstly, it is proposed that some material principles and practices could be transferred 
from matured FR function to this immature mechanism since traditional FR approach has learned too 
much from its inadequacies and unprecedented accounting/auditing scandals and hence adapted itself 
and its devices as necessitated by the challenging and demanding global environment. Well established 
methods in financial audit process could serve as a beneficial tool for SR and its verification process. 
Second, in verification process, assurance providers should not prepare their statements individually. 
Rather, based on unanimity, let alone plurality, a team should express their opinion about the credibility 
of this information. Particularly, their statements should be as clear and explicit. The team work could 
hinder these reports from being dominated by an overconfident assurance provider’s manipulative power.

Third, companies could submit their reports to one regulatory body at national level and this institu-
tion could randomly deliver these anonymous reports to randomly chosen assurance providers, just as 
anonym as paper evaluation. This could prevent assurance process from management control or other 
weaknesses. Fourth, depending on the prevalent measures suggested by literature, assurance firms could 
detect whether overconfident bias in reporting company’s managers exists. Due to increase in perceived 
risk of reporting company when it has overconfident managers, they should view this company’ reports 
more meticulously.
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FUTURE RESEARCH DIRECTIONS

This chapter presents new research areas for academicians. First, they could include overconfidence and 
other most common bias (e.g., representativeness, availability, anchoring) in decision-making processes 
into their research models. Extant research on FR/SR has overly focused on normative and/or observed 
constituents in these processes. That’s why, the research design aiming to highlight this relatively unstudied 
area could greatly contribute the literature. Second, it is better for researchers to focus on the individual 
factors’ role on these mechanisms since reporters, assurance providers are ultimately human-being, 
prone to making errors. Understanding the role of invisible factors on reporting mechanisms could help 
in defining actual functioning of the processes and hence solving the peculiar problems.

CONCLUSION

Accounting profession has intensely witnessed compelling challenges in the 21st century. In the pres-
ence of increased number in stakeholders and hence of immense informational needs, traditional FR 
model has remained unsatisfactory in meeting this need and more importantly evaluating a company’s 
future performance. On the other hand, the companies’ SR activities in accordance with GRI guidelines 
have increasingly been common practice since SR is considered as a tool for improving their decisions 
concerning sustainability. Additionally, for the sake of improving their reputation, fame and maintain-
ing and/or increasing their investors, companies have certainly seized the power of SR for stakeholder 
engagement and corporate communications. Yet, this power is a mixed blessing. SR could be turned 
into a misleading way of conveying the information to the stakeholders for gaining access to financial 
capital, getting an overrated impression, and deluding both the direct and indirect investors, etc. In fact, 
in terms of assurance providers, some current studies refer to major ethical debates on SR such as (1) 
interdependence between audit and consulting activities, (2) familiarity with the audit companies, (3) 
symbolic nature of assurance process, (4) commercial pressures on assurance providers (Boiral et al., 
2019). More importantly, another prior study draws attention to management control on assurance processes 
and hence value-added to corporate management, not to the stakeholders (Owen & O’Dwyer, 2004).

In spite of these critics on SR, it is obvious that these global disclosure formats or standards have 
encouraged companies to change themselves and empower their strategies and corporate communica-
tions concerning sustainability aspects increasingly. Further, socially responsible investors’ concerns 
about the companies’ sensitivity to sustainability matter could have put pressure on them, as suggested 
by Sauer (1997). Hence, companies in both developing and developed countries have placed emphasis 
on sustainability indexes of capital markets. Consequently, the investors have been the most important 
stakeholder group which have evidently linked financial outcomes to SR to a large extent. As such, SR 
process carries an invisible risk in that firms could drive this process in a misleading way at the expense 
of stakeholders’ interests. That’s why, credibility and assurance of this huge non-financial information 
is very substantive for all stakeholders. Unfortunately, these corporate communication ways would not 
become proper and clear unless the actors’ manipulative power is impeded. Through (1) transferring the 
accumulated knowledge on FR into SR sphere, (2) enabling FR and SR of anonymous companies being 
judged by anonymous auditors or assurance providers, (3) establishing an assurance process based on 
unanimity by an assurance team and (3) developing devices which could ameliorate the peculiar prob-
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lems (i.e., overconfidence in responsible people) and ethical debates, value added to all stakeholders 
could be guaranteed.
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KEY TERMS AND DEFINITIONS

Audit Quality: It refers to degree of attestation function whereby auditing partners render an opin-
ion as to fair presentation of their clients’ financial statements, thus lending credibility to the financial 
reporting system.

Behavioral Finance Paradigm: It is a paradigm that gives a delineation of actual choice behavior 
under the assumptions that people are not rational, that sum of the deviations from rational behavior 
doesn’t sum up to zero and that subjective probabilities rather than stochastic probabilities determine 
the decision weights.
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Financial Reporting: It is a form of mandatory corporate communication through which represents 
fair presentation of the company’s financial statements and which discloses the information to the stake-
holders about the company’s economic functioning.

Overconfidence: Overconfidence bias is recognized as a cognitive limitation in psychology literature 
and it exists when people are greatly optimistic in their initial assessment of a situation and hence are 
not good at taking the new additional information into their consideration due to their starting overcon-
fident thinking.

Prospect Theory: A choice theory in which value function is determined by gains, losses, and 
concave for gains and convex for losses, and in which stochastic probabilities are replaced by decision 
weights derived from. subjective probabilities. This theory also suggests that individuals make inconsis-
tent preferences when the same choice is presented through different framing due to the isolation effect.

Sustainability Reporting: It is a form of corporate communication through which the company 
discloses to all stakeholders (internal-external or present-future investors or pressure groups) for the 
company’s corporate strategies and practices about sustainable development.

Upper Echelon Theory: It is the idea that organizational strategies and decisions are greatly shaped 
by top executives’ personal background since top executives assess their organizational situations through 
their own heavily individualized lenses.
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ABSTRACT

Values and strategies are two powerful drivers of business. Both of them have effects on the activities 
and practices of the firms. This chapter compares the relevance of values and strategy in Scandinavian 
business basing on the contents of the web pages for the largest firms in Sweden, Norway, Denmark, 
and Finland. The results show the importance of values in the forms of responsibility and sustainability 
in these web pages. The firms also provide complement information, how they will follow these topical 
contemporary values in their business. According to analysis, the role of strategy is still relatively im-
portant, but not so important as values especially in the headings of homepages or “about us” pages.

INTRODUCTION

The contemporary public discussions about business and enterprises emphasize the responsible themes 
of business, such as corporate social responsibility (CSP), ethics and sustainable development. The 
popularity of these responsible themes of business are based on the several reasons, but especially cli-
mate change, which has changed and will change in the several ways the tool and practices to carry on 
business in the forms of energy use, travelling, recycling, among others (Jones, & Levy, 2007; Wells, 
Ponting, & Peattie, 2011).

These responsible themes of business emphasize the role of values. This development is based on 
the changes in the natural environment. Also, the changed business environment, such as the changed 
attitudes of stakeholders, have effects on how to make business in the firms.

Values or Strategy?
Comparative Study About the Roles of 
Values and Strategy in the Web Pages 

of the Largest Scandinavian Firms

Rauno Rusko
University of Lapland, Finland
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Strategy as a concept leans on military history, such as Sun Zu and writings of Clausewitz. Sun Zu 
describes the strategy and tactics of Chinese military leaders 300-400 B.C. and Clausewitz strategy and 
tactics of Napoleon during his wars. Gradually term “strategy” has also used in the context of business 
and planning. (See, e.g. Mintzberg et al., 1998). However, this kind of history has effects on the con-
notations of strategy even today.

This study focuses on the roles of values and strategies in the firms. And especially, this study focuses 
on Scandinavian firms, which are known, according to some researches (Vidaver-Cohen & Brønn, 2015), 
relatively responsible firms among other firms in the world.

According to several studies (Goodpaster, 1991; Graafland, Van de Ven, & Stoffele, 2003; Collis & 
Rukstad, 2008) both strategies and values are important guidelines of business. Even everyday activities 
and practices of the firms might follow these guidelines (Rossouw et al., 2010). On the contrary, both 
strategies and values are often relatively general umbrella terms, which are difficult to follow exactly 
in the business activities. However, the connotations of strategy compared to value is harder and more 
competitive (c.f. Llewellyn & Tappin, 2003; Verenich, 2014). Term value might easily have connota-
tions with CSR, ethics and sustainable development, but connotations of strategy are generally far away 
from the concepts.

It is possible to define strategy in a way, which is linked with CSR, ethics or sustainable develop-
ment, but without this kind of direct definition of strategy the linkage between strategy and these terms 
of responsibility is relatively weak.

The content and structure of the public documents for the firm, such as official webpages and an-
nual reports, hints the attitudes of the firm about values, corporate social responsibility (CSP), ethics 
and sustainable development, among others. Therefore, the fact whether the emphasis of these public 
documents is on strategy or on values, will tell something about aims, routines and practices of the firm.

This study compares the relative importance of values and strategies of the largest Scandinavian 
firms using official public documents, such as webpages and annual reports as an empirical source. It 
is possible to define Scandinavian in several ways: the smallest area of these definitions covers Norway, 
Sweden and part of Finland and the largest area covers Norway, Sweden, Finland, Denmark, Island and 
even Faroe Islands. This study follows the definition, where Norway, Sweden, Denmark and Finland are 
included in the Scandinavian countries (Alestalo & Kuhnle, 1986).

Practically, this study is directed in 80 Scandinavian firms, 20 Norwegian, 20 Swedish, 20 Danish 
and 20 Finnish firms. All of these firms are among top 100 firms in each country. They are coming 
from different industries and geographically their headquarters are in different parts of these countries. 
Many of these firms are internationally oriented and they have large activities even in all Scandinavian 
countries – and often all over the world.

Literature Review: Values and Strategies

Values

In the context of business values, arise several possible themes for study: decision-maker, decision-making 
process and content of business values. Empirical part of this study focuses on the content business val-
ues and especially their relationship and position to the content of strategies. This sub-chapter mainly 
contains these other themes associated with business values.
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Values of business, or “business values” have connotation with corporate social responsibility (CSR) 
and business ethics (Joyner, Payne & Raiborn, 2002) - and also with corporate social opportunity (CSO) 
(Jenkins, 2009). According to Grayson & Hodges (2004, 13) CSO mentality can be achieved “in achiev-
ing alignment of business values, purpose and strategy with the social and economic needs of customers 
and consumers, while embedding responsible and ethical business policies and practices throughout the 
company”. This perspective shows also the linkage between business values and strategy.

However, business values are, compared to strategy, more strongly linked with CSR and business eth-
ics. Term “strategy” itself do not reflect or have any direct ethical connotations, such as CSR or business 
ethics. That is, in order to have ethical reflections term “strategy” need adjective or further definitions, 
such as “legal compliance strategy” or “integrity strategy” (Joyner et al., 2002).

Values and especially “business values” are popular themes of literature, which is often focused on 
family firms. However, several variables have effects on the values of the firms. Age and size of the 
firm and the structure of the ownerships, for example, affects the prevailing values of the firm. Koiranen 
(2002) has studied over 100 years old Finnish family firms with the following research question: ‘How 
do certain firms that have been involved in business for over one century perceive and rank their busi-
ness values?’ The data of his study based on self‐assessments of the active family executives working 
at the top level (response rate 39.7%). The top values were honesty, credibility, obeying the law, quality, 
and industriousness, but the values of yielding good economic return to owners, willingness to grow, 
and to get social recognition all scored surprisingly low. According to Koiranen (2002), the adjectives 
best describing the characteristics of owning families were: committed, responsible, fair, hardworking, 
and successful.

Several studies have compared the business values of family firms to non-family firms (e.g. Erdem 
and Gül Başer, 2010; Adams, Taschian and Shore, 1996). Erdem and Gül Başer (2010) study family 
and business values of regional family firms. According to them, family values are rather traditional 
hand, which the value of business are innovating. The family values and business values are a synergistic 
construct. Erdem and Gül Başer (2010) notice that the founders are dominant factors in the formation of 
values of the family firms and the second generation voluntarily continues this effect.

Adams et al. (1996) study ethics in family business and especially whether family firms are more, 
less or equally as ethical as non-family controlled firms. Comparing structured interview data from 214 
respondents in family firms with a proportionally matched sample of 230 respondents in non-family-
owned firms, they found some differences in ethics-related attitudes, behavior and experiences: fewer 
family-owned businesses had formal codes of ethics. Family-firms were more likely to employ informal 
methods to promote ethical behavior, with role modeling of expected behaviors regarded as more im-
portant than in non-family firms. (Adams et al., 1996)

In addition to business values of family firm versus non-family firm, also business values of small 
firms related to large firms have been studied. According to Spence and Lozano (2000), in the small 
firms (from Spain and USA) the importance of informal mechanisms such as the influence of friends, 
family and employees are highlighted, and the likely ineffectiveness of formal tools such as codes and 
social and ethical standards. Thus, it seems that the features of the emphasized values of family firms and 
small firms resembles each other. In both cases informal mechanism of values are especially important. 
However, this chapter focuses on the values and strategies of (Scandinavian) large, international, firms.

In international firms the business values differ from the value of small firms. Among large Scandi-
navian firms, however, are some family-owned firms. Ciulla (2007) emphasizes the leaders’ role in the 
content of business values. However, she sees that the more important question is not “Whose values?” 
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but “What values?” Important is, what a leader actually does to demonstrate his or her values (Ciulla, 
2007). Ciulla (2007) studies how leaders translate values into action and actions into enduring organi-
zational values. She emphasizes what theories of leadership say about how leaders influence follower 
and looks at the leadership of P. Roy Vagelos of Merck & Company to illustrate the how the values of 
founders and current leaders shape the values of their own organizations, and can shape the values of 
the industries in which they operate.

Strategies

History of the term “strategy” stem from military activities in China. The most famous old military strat-
egy book is Sun Tzu’s “The Art of War”. However, there are altogether seven early books about military 
strategy in China dated to the periods of Spring and Autumn (722-481 BC) and Warring States (403-221 
BC) (McCaffrey, 2015, 23). According to McCaffrey (2015), “the reason for this strategic attention is 
that Art of War contains a system of strategic thought that lends itself to social science interpretations. 
In particular, there is an emphasis in Sun Tzu’s thought on universal principles of strategy that are often 
cast in essentially economic terms.” McCaffrey (2015) interprets, that numerous other early Chinese 
works are included in the canon of classic Chinese strategic thought. Also, the book of Clausewitz has 
been mentioned among initial strategic books. According to Kitchen (2010, 119), “the early history of 
strategy is concerned solely with military campaigns, and was distinguished by Clausewitz from tactics, 
which ‘is the art of using troops in battle; strategy is the art of using battles to win the war’.”

Gradually term “strategy” launched into the management and business-making discussions. However, 
due to history of term strategy, connotations of strategy easily linked with war and (hard) competition, not 
with values. However, strategic discussions have developed and diversified to the various directions. In 
strategy-as-practice (SAP) discussions, for example, strategy making is based – not only on the manag-
ers of the firms – but also on the practitioners of the organization (Jarzabkowski, 2004; Jarzabkowski, 
& Spee, 2009).

Methodology

Methods

This study is possible to interpret as some kind of comparative case study, because it compares the relative 
importance of values and strategies of the largest Scandinavian firms using official public documents, 
such as webpages and annual reports as an empirical source (cf. Zitzler & Thiele, 1998, September). 
However, the cases are these countries and announcements of their largest firms related to values and 
strategies. The main point is not to compare these countries, but generally the positions of values and 
strategies in the firms of Scandinavian. Scandinavian is possible to define in several ways: the smallest 
area of these definitions covers Norway, Sweden and part of Finland and the largest area covers Norway, 
Sweden, Finland, Denmark, Island and even Faroe Islands. This study is focused on the 20 large firms 
in Norway, Sweden, Denmark and Finland, that is altogether 80 firms. All of these firms are among 
top 100 firms in each country and they are not purposely focused on any particular industries and their 
headquarters are not specific parts of the countries. Mostly these firms have multinational activities.

Though values and strategies are the main point of the chapter this study has also reflections of 
multi-case study because of several studied firms, which are informants of the study. In other words, 
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four Scandinavian countries form the sampling base for multi-case study (cf. Otero-Neira, Lindman, & 
Fernández, 2009).

Data

Data contains 80 Scandinavian (Nordic) firms and their official web pages. The main focus is on their 
ways to consider values and strategies – and especially the hierarchic order between these two concepts 
in each company. (Largest Companies, 2020) http://www.largestcompanies.com/toplists.

Data covers 20 largest companies (basing on turnover in year 2017) from Denmark, Finland, Sweden 
and Norway. Analysis is based on webpages of the companies and especially the position and context of 
the values and strategy in the webpages. Analysis focuses on homepage/main pages and pages “About 
us” or “About company”. In addition to word “value(s)”, also Corporate Social Responsibility (CSR), 

Table 1. Largest companies of Denmark and their turnover and main industry.

Firm Turnover (1000 euros) Main Industry

A.P. Møller – Mærsk A/S 192 168 000 Water transport

Centrica Energy Trading A/S 69 259 259 Electricity, gas, steam and air conditioning supply

Danske Bank A/S 48 149 000 Financial service activities

Ørsted Salg & Service A/S 43 134 000 Electricity, gas, steam and air conditioning supply

Ørsted Wind Power A/S 42 581 928 Electricity, gas, steam and air conditioning supply

Vestas Manufacturing A/S 36 637 686 Manufacture of machinery and equipment n.e.c.

Lego A/S 36 391 000 Financial service activities, except insurance and 
pension

Coop Danmark A/S 35 541 000 Retail trade

Energi Danmark A/S 32 541 064 Electricity, gas, steam and air conditioning supply

Lego System A/S 27 354 841 Other manufacturing 
- Manufacture of games and toys

Equinor Refining Denmark A/S 23 007 458 Manufacture of coke and refined petroleum products

Pandora A/S 22 806 000
Wholesale trade, except of motor vehicles and 
motorcycles 
Wholesale of watches and jewellery

Siemens Gamesa Renewable Energy A/S 21 460 302 Manufacture of electrical equipment

Danish Crown A/S 21 406 000 Manufacture of food products

Lundbeck A/S, H 18 117 000 Manufacture of basic pharmaceutical products and 
pharmaceutical preparations

Reitan Distribution A/S 16 978 596 Wholesale trade, except of motor vehicles and 
motorcycles

Coloplast A/S 15 528 000 Manufacture of medical and dental instruments and 
supplies

Bestseller A/S 13 859 805 Wholesale of clothing and footwear

Dansk Shell, A/S 13 082 700 Manufacture of coke and refined petroleum products

Velux A/S 12 772 000 Wholesale of wood and other construction materials, 
Wholesale of sanitary equipment

 EBSCOhost - printed on 2/8/2023 12:09 PM via . All use subject to https://www.ebsco.com/terms-of-use



68

Values or Strategy?
 

“Responsibility” and “Sustainability” are interpreted to be in the category of Values. Strategy in the 
analysis is exactly in the form of “Strategy”, “Strategies” or with some other complementing word 
(However, e.g. “Sustainable strategy is mainly interpret to be part of “Values”.

These webpages were checked 9.-11. January 2020. In the case of some firms it was difficult to 
determine the importance/position of values or strategy following these criterions above, In these cases 
data was missing (--) in the analysis.

Tables 1-4. introduces these firms of the analysis with turnover and main industry.

Table 2. Largest companies of Finland and their turnover and main industry.

Firm Turnover (1000 euros) Main Industry

Nokia Oyj 23 147 000 Activities of head offices; management consultancy activities, Manufacture of 
computer, electronic and optical products and communication equipment

Neste Oyj 13 217 000 Manufacture of coke and refined petroleum products

Kesko Oyj 10 675 900 Wholesale trade, except of motor vehicles and motorcycles

Stora Enso Oyj 10 045 000 Manufacture of paper and paper products

UPM-Kymmene Oyj 10 010 000 Manufacture of paper and paper products

KONE Oyj 8 942 400 Manufacture of machinery and equipment n.e.c. 
- Manufacture of lifting and handling equipment

Outokumpu Oyj 6 363 000 Financial service activities, 
Manufacture of basic metals

Sampo Oyj 5 815 000 Financial service activities

Metsäliitto-konserni 5 040 000 Forestry and logging

Wärtsilä Oyj Abp 4 923 000 Manufacture of machinery and equipment

Fortum Oyj 4 520 000 Activities of head offices; management consultancy activities, Electricity, gas, 
steam and air conditioning supply

Cargotec Oyj 3 280 100 Manufacture of machinery and equipment 
Manufacture of lifting and handling equipment

Valmet Oyj 3 159 000 Activities of head offices; management consultancy activities 
Manufacture of machinery and equipment ..for paper and paperboard production

Konecranes Oyj 3 136 400 Manufacture of machinery and equipment 
Manufacture of lifting and handling equipment

Huhtamäki Oyj 2 988 700 Activities of head offices; management consultancy activities 
Manufacture of rubber and plastic products

Metso Oyj 2 706 000 Manufacture of machinery and equipment

Amer Sports Oyj 2 685 200
Financial service activities, 
Wholesale trade, except of motor vehicles and motorcycles 
Wholesale of sporting equipment

Finnair Oyj 2 568 400 Air transport 
- Passenger air transport

Kemira Oyj 2 486 000 Manufacture of chemicals and chemical products

Caverion Oyj 2 282 800 Architectural and engineering activities; technical testing and analysis
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RESULTS OF THE ANALYSIS

Results are based on 80 Scandinavian firms, 20 from Denmark, Finland, Norway and from Sweden. 
The main research question leans on the hierarchic position between values and strategy, that is whether 
values or strategy is in the most important driver of firm. In other words, whether values, such as sus-
tainability or responsibility among others, are the main point and strategy perhaps supports values in 
the (webpages of the) firm or vice versa.

The results mainly focus on the physical place of values and strategy in the webpages of the firms. 
The results are placed in the Tables 5.-8. These Tables contain some details about the pages of the 
company (or details/problems of the analysis) and answer to the question whether strategy or values are 
more important in these webpages, basing on the criterions of the analysis. This column has remarks 
“Strategy”, “Values”, or Values(Strategy), which means that Values are more important, but these pages 
emphasize (somehow) also the Strategy. “Strategy & Values” or “Values/Strategy” mean, that these two 
concepts are equally important in these webpages.

In the case of Denmark 16 out of 20 companies emphasize more Values in the webpages. One firm 
emphasize strategy and in one of the companies these two are equally important (or actually unimport-
ant). In Finland 11 out of 20 firms emphasize values clearly compared to strategy, in six Finnish cases 

Table 3. Largest companies of Sweden and their turnover and main industry.

Firm Turnover (1000 SEK) Main Industry

Volvo, AB 390 835 000 Manufacture of motor vehicles, trailers and semi-trailers

Volvo Car AB 252 653 000 Manufacture of motor vehicles, trailers and semi-trailers

Ericsson, Telefon AB LM 210 838 000 Manufacture of computer, electronic and optical products

H & M Hennes & Mauritz AB 210 400 000 Retail sale of clothing in specialised stores

Skanska AB 171 730 000 Construction of buildings

Vattenfall AB 156 824 000 Electricity, gas, steam and air conditioning supply

Scania CV AB 137 126 000 Manufacture of motor vehicles, trailers and semi-trailers

Electrolux, AB 124 129 000 Manufacture of electrical equipment

Essity AB 118 500 000 Manufacture of paper and paper products

ICA Gruppen AB 115 354 000 Wholesale trade, except of motor vehicles and motorcycles

Corral Petroleum Holdings AB 103 641 000 Financial service activities

Securitas AB 101 466 700 Security and investigation activities

Sandvik AB 100 072 000 Manufacture of basic metals

Atlas Copco AB 95 363 000 Manufacture of machinery and equipment

Nordea Bank AB 93 269 650 Financial service activities,

SKF, AB 85 713 000 Manufacture of machinery and equipment

Assa Abloy AB 84 048 000 Manufacture of fabricated metal products, except machinery and equipment

Telia Company AB 83 559 000 Telecommunications

Axel Johnson Holding AB 82 354 000 Retail trade
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Values seems to be more important compared to Strategy, but Strategy is, however, mentioned in the 
webpages, but not so strongly as Values. In two Finnish cases both Values and Strategy have been em-
phasized equally in the webpages.

Among the webpages of the largest Swedish companies Values are more important compared to Strat-
egy. Only in two cases their importance seems to be equal. In six cases out of 20 both values and strategy 
are emphasized, but Values seems to be more important. Table 8 contains the information about largest 
firms of Norway. In the case of Norway, the analysis met more problems compared to other countries. 
The webpages of several companies do not have English versions and do not have reflections of Values 
or Strategy even in Norwegian. However, in nine cases Values are clearly more important compared to 
strategy and in one case strategy complements Values. In three cases the ownership is the same and their 
pages Values have been mentioned, but not in the headings.

Generally speaking, the largest Scandinavian firms resembles each other in the use of values and 
strategy in their webpages – and especially in the headings of their webpages. There is not any remark-
able differences between these four countries, Denmark, Finland, Sweden and Norway. In all of these 
countries the headings, such as “responsibility”, “CSR” or “sustainability” are very important.

Table 4. Largest companies of Norway and their turnover and main industry.

Firm Turnover (1000 SEK) Main Industry

Norsk Hydro ASA 160 914 000 Manufacture of basic metals

Telenor ASA 110 425 000 Telecommunications

Helse Sør-Øst RHF 81 755 329 Public administration and defence; compulsory social security

Equinor ASA 79 593 000 Extraction of crude petroleum and natural gas

Odd Reitan Private Holding AS 72 042 000 Financial service activities

Reitangruppen AS 72 042 000 Wholesale trade

Rema 1000 AS 54 359 000 Rental and leasing activities

Coop Norge SA 49 297 000 Wholesale trade

The Resource Group Trg AS 42 176 000 Financial service activities

Aker ASA 42 163 000 Manufacture of other transport equipment 
- Building of ships and boats

Orkla ASA 40 837 000 Manufacture of food products

Norwegian Air Shuttle ASA 40 265 000 Air transport

Norsk Tipping AS 38 134 000 Gambling and betting activities

Veidekke ASA 35 667 000 Construction of buildings

Total E&P Norge AS 35 091 000 Extraction of crude petroleum and natural gas

Atea ASA 34 709 000 Wholesale trade

Esso Norge AS 31 061 000 Manufacture of coke and refined petroleum products

Axis-Shield AS 30 578 000 Research and experimental development on biotechnology

Exxonmobil Exploration And Production 
Norway AS 30 239 000 Extraction of crude petroleum and natural gas

Laco AS 29 537 000 Water transport
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CONCLUSION AND DISCUSSIONS

The analysis of the chapter based on public announcements of the firms, and especially their webpages. 
This kind of analysis do not reveal the actual activities and attitudes of the managers and planners of the 
firms. It only reflects the public message of the firm and these announcements and heading of them is 
possible interpret part of the marketing and image & brand activities of the firms. Basing on the theoretic 
perspectives about the content of the announcements, it is important to consider the questions of theory 
in use and espoused theory.

Table 5. Denmark. Values or Strategy?

Firm Details Strategy or values more 
important?

A.P. Møller – Mærsk A/S Strategy used in the context of sustainable strategy (e.g. 
values) Values

Centrica Energy Trading A/S Strategy listed before values Strategy

Danske Bank A/S Strategy used in the context of sustainable process (e.g. 
values) Values

Ørsted Salg & Service A/S Sustainability one of the headlines of the homepage Values

Ørsted Wind Power A/S Sustainability one of the headlines of the homepage Values

Vestas Manufacturing A/S in About –page Sustainability one of the headlines of the 
homepage Values

Lego A/S -- --

Coop Danmark A/S “Ansvarighed” (responsibility in English) one of the 
headlines in main page. Values

Energi Danmark A/S Corporate Social Responsibility is one of the headlines in 
“om os” (about us) page. Values

Lego System A/S -- --

Equinor Refining Denmark A/S “Our values” is one of the headlines in “About us” –page. Values

Pandora A/S Sustainability is one of the headlines in the main page Values

Siemens Gamesa Renewable Energy 
A/S Sustainability is one of the headlines in the main page Values

Danish Crown A/S Sustainability is one of the headlines in the main page Values

Lundbeck A/S, H Sustainability is one of the headlines in the main page Values

Reitan Distribution A/S “Social 
ansvarlighed” one of the headlines in the homepage Values

Coloplast A/S In “About coloplast” page “Vision and values” and 
“Corporate Responsibility” among headlines of the page. Values

Bestseller A/S in “about” –page “BRINGING SUSTAINABLE FASHION 
FORWARD ” is one of the headlines Values

Dansk Shell, A/S Do not contain values or strategy in homepage or in About 
us -page (Values/strategy)

Velux A/S CSR &Sustainability one of the headlines in the Our 
Company -page Values
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There is dilemma between theory-in-use and espoused theory: there is often a gap between what is 
genuinely valued (espoused theory) and what actually occurs in practice (theory-in-use) (Argyris, 1990; 
Laiken, 2001; Rusko et al., 2017). In other words, it is difficult to know exactly, what the ACTUAL role 

Table 6. Finland. Values or Strategy?

Firm Details Strategy or values more 
important?

Nokia Oyj
About Us –page contain ”Sustainability” as one of the headlines. Main 
page contains headline: “Three strategies to help you capture the 5g 
opportunity”

Values/Strategy

Neste Oyj Sustainability is one of the headlines in homepage. Name of the 
homepage is “Creating a healthier planet for our children” Values

Kesko Oyj Responsibility is one of the headlines in “Company”-page. Three themes 
of sustainability in the news of the homepage. Values

Stora Enso Oyj The renewable materials company in main headline of the homepage Values

UPM-Kymmene Oyj About us page contains “Strategia” as one of the headlines (In Finnish) Values

KONE Oyj Sustainability is one of the headlines in homepage. Values

Outokumpu Oyj Sustainability is one of the headlines in homepage. Values

Sampo Oyj “Responsibility” is one of the headlines in the main page, in the About 
Us- page Strategy and Objectives is one of the headlines. Values (Strategy)

Metsäliitto-konserni 
(Metsä Group)

Sustainability is one of the headlines in homepage. In the About Us- 
page Strategy and Objectives is one of the headlines. Values (Strategy)

Wärtsilä Oyj Abp
“Enabling sustainable societies with smart technology” is in the headline 
of web (search engine), sustainability is in the headline of homepage, 
Strategy and purpose is the first headline in the About –page.

Values (strategy)

Fortum Oyj Join the change for a cleaner world -is in the headline of web (search 
engine), Sustainability is one of the headlines in About -page. Values

Cargotec Oyj Sustainability is one of the headlines in all pages, About Us –page 
contains also “strategy” Values (strategy)

Valmet Oyj
In the homepage below About Valmet is Sustainability one of the 
headlines. In the About Us –page “Valmet’s value creation” is before 
“Strategy”

Values (strategy)

Konecranes Oyj About Konecranes –page contains e.g. following headlines: Mission, 
Vision and Values; Corporate Responsibility Values

Huhtamäki Oyj “Responsibility” is one of the headlines in the main page, in the About 
–pages contain headline “values and Direction” Values

Metso Oyj
“About Us”- page includes e.g. following headlines: Strategy, 
Sustainability. Sustainability is also one of the headlines after “Explore 
more”>Metso Corporation.

Strategy & Values

Amer Sports Oyj Responsibility is one of the headings in homepage, strategy is ones of the 
headings in About Us -page Values (Strategy)

Finnair Oyj Corporate responsibility is one of the headings (in Finnish) homepage. 
Values of Finnair (In Finnish is one of the heading in About Finnair. Values

Kemira Oyj About Us –page “Corporate responsibility” in hweadings up of the page; 
Strategy the first heading middle of the page Values/Strategy

Caverion Oyj In About Caverion –page (In Finnish) is heading “Sustainable 
development” (In Finnish) Values
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of values and strategies are in the practices of the large Scandinavian firms. Now values, such as CSR, 
responsibility, sustainability, SEEM to be more important compared to strategy. This might be fact in 
espoused theory, but not necessarily in theory in use.

Official announcements, such as webpages reflect the perspectives of espoused theory. In order to 
study actual practices, that is theory in use, it is necessary to have other sources of data, such as inter-

Table 7. Sweden. Values or Strategy?

Firm Details Strategy or values more 
important?

Volvo, AB About Us-page contains headings “Strategy” and “CSR and 
sustainability” Strategy/Values

Volvo Car AB -- --

Ericsson, Telefon AB LM In “More” –page contains “Sustainability & CR” and “About 
us”; About us –page contains also “Sustainability & CR” Values

H & M Hennes & Mauritz AB H & M Group -homepage contains heading: Sustainability. 
About us –page contains Our Values Values

Skanska AB Sustainability is one of the headings of the mainpage. About 
us –page contains heading “Strategy” Values (Strategy)

Vattenfall AB Main page contains heading “See also”, which contains 
subheading “Sustainability” (Values)

Scania CV AB -- --

Electrolux, AB Homepage contains heading “sustainability”. About -page 
contains “Strategy” Values (Strategy)

Essity AB Homepage contains heading “sustainability”. Company 
-page contains “Strategy” Values (Strategy)

ICA Gruppen AB Homepage contains heading “sustainability About ICA 
Gruppen -page contains “Goals and strategy” Values (Strategy)

Corral Petroleum Holdings AB
About Corral Petroleum Holdings AB - Preem.se -page 
contains “Sustainability” (upper heading) and “Strategy” 
(Left heading)

Values and strategy

Securitas AB Homepage contains heading ”Our responsibility” and About 
us- page has heading “Our values” Values

Sandvik AB About us- page contains sustainable business Values

Atlas Copco AB
In the homepage is heading “More about” and there 
sub-heading “Social responsibility: Water for all” also in 
homepage.

Values

Nordea Bank AB In the homepage is heading “sustainability” up of the page 
and end of the page. Values

SKF, AB
About SKF -page is the main heading: ”The values that drive 
us ”. In the down of the main page is heading Organization 
and the subheading “Sustainability”

Values

Assa Abloy AB In the homepage is heading “Sustainability” ad About us- 
page contains heading “Strategy” Values (Strategy)

Telia Company AB ”Sustainability is one of the headings in the homepage. 
About the company -page contains heading “Strategy” Values (Strategy)

Axel Johnson Holding AB ”Sustainability is one of the headings in the homepage. 
Homepage contains also heading: “Sustainable ambitions” Values
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views or observations about the actual practices, routines and culture of the firms. This fact provides 
interesting theme for further studies of strategy and values.

Table 8. Norway. Values or Strategy?

Firm Details Strategy or values more 
important?

Norsk Hydro ASA ”Sustainability” is one of the headings in the homepage. Values

Telenor ASA ”Sustainability” is one of the headings in the homepage. About 
us-page contains headings: “Our strategy” and “Our culture” Values (Strategy)

Helse Sør-Øst RHF --(No pages in English) --

Equinor ASA
Homepage contains large heading: Towards a sustainable 
energy future in Norway. About us-heading contains 
subheading: Ethics and compliance in Equinor

Values

Odd Reitan Private Holding AS
Values or strategy are not in the headlines of the webpages. 
There are, however, contents focused on values: “…Our values 
govern everything we do – and they define who we are.”

(Values?)

Reitangruppen AS
Values or strategy are not in the headlines of the webpages. 
There are, however, contents focused on values: “…Our values 
govern everything we do – and they define who we are.”

(Values?)

Rema 1000 AS
Values or strategy are not in the headlines of the webpages. 
There are, however, contents focused on values: “…Our values 
govern everything we do – and they define who we are.”

(Values?)

Coop Norge SA -- --

The Resource Group Trg AS -- --

Aker ASA Homepage contains heading: Corporate responsibility. About 
Aker -page has heading “Values” Values

Orkla ASA ”Sustainability” is one of the headings in the homepage. About 
Orkla -page contains heading “Sustainability” Values

Norwegian Air Shuttle ASA
Everything about our company – page contains e.g. following 
headings: “A sustainable business model” and “Corporate 
responsibility”

Values

Norsk Tipping AS Homepage contains “samfunnsansvar” (Social responsibility 
in English) Values

Veidekke ASA Verdigrunnlag is one of the headings in om oss (About us) 
page. Values

Total E&P Norge AS Our Group -page contains heading “Our identity”, which 
contains e.g. heading “Values” and “Etics policy” Values

Atea ASA “Corporate responsibility” is one of the headings of the 
homepage. Homepages contains also heading “Values” Values

Esso Norge AS -- (Values in international ESSO 
-pages)

Axis-Shield AS -- --

Exxonmobil Exploration And 
Production Norway AS -- (Values in international ESSO 

-pages)

Laco AS
(Specific homepage is difficult to find; according to several 
sources, e.g. Bloomberg Markets) this company has only one 
worker)

--
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However, the analysis revealed the importance of values in the contemporary actions of the firms. 
Firms do not necessarily to use term “values”, but several connotations of this term, such as “sustain-
ability”, “responsibility” or CSR”, among others in their headings of the homepage or “About us”-pages. 
“Strategy” is still important term in business, but not so often used heading as it might be expected to 
be in the official announcements.

It seems that at least large Scandinavian firms have adapted the perspectives of New Economy and 
Green Economy (cf. Pop, Dina & Martin, 2011) in their official announcements. Furthermore, these 
terms reflecting new values are HEADINGS of these announcements, which means that there are plenty 
of content in the pages, which describe the details, how the ideas sustainability/responsibility are fol-
lowed in this particular company. Actually this detailed content might confirm more about these values 
based practices of the firm than just the headings.

It is important to understand some restrictions of the study: empirical analysis focused on large Scan-
dinavian firms. It is difficult to enlarge these results to the SMEs (Small and Medium-sized enterprises) 
in Scandinavian. Furthermore, it is possible that the emphasis of strategies and values is different from 
the results of this study in other parts of world.
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ABSTRACT

The presence of several legal entities within the same group entails the existence of as many independent 
accountants as there are companies. In accordance with IFRS 3 “business combinations,” the result is 
goodwill that will be recognized as a non-current intangible asset in the consolidated balance sheet, be-
ing subjected annually to the impairment test; insofar as the investment cost is lower than the acquisition 
cost of the net assets, the negative goodwill will be obtained which will be recognized in the form a profit 
in the consolidated profit and loss account. In addition, national differences in accounting, taxation, and 
auditing are the sources of the various problems that arise in the process of controlling subsidiaries and 
consolidating accounts. This chapter aims to study the convergence and divergence regarding business 
combinations in the joint business as well as to analyze the managerial controversies that are presented 
in the conversion of the financial statements.

INTRODUCTION

Intangible assets acquired in a business combination, including a project represented by an internal 
research and development process, are recognized in accordance with IFRS 3 as assets separated from 
goodwill if they meet the definition and criteria for recognizing assets, if they are separable or result 
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from contractual or legal rights, and the fair value of the assets can be measured reliably (Ball, Li & 
Shivakumar, 2015; Iatridis, 2010; Guthrie & Parker, 2016).

Also, the same Standard stipulates that “in some circumstances, the acquirer may be required to make 
a subsequent payment to the seller, as compensation for a reduction in the value of the assets given, the 
equity instruments issued or the debts existing or assumed by the acquirer in exchange for control on 
the acquired company. This is the case when, for example, the acquirer guarantees the market price of 
the issued capital or debt instruments as part of the cost of the business combination and is required to 
issue additional capital or debt instruments to recover the initially determined cost. In such situations, no 
increase in the cost of the business combination is recognized. in the case of equity instruments, the fair 
value of the additional payment is offset by an equal reduction in the value attributed to the instruments 
originally issued. in the case of debt instruments, the additional payment is regarded as a reduction of 
the premium or an increase of the discount at the initial issue” (Choi, Peasnell & Toniato, 2013; Barth, 
Landsman & Lang, 2008;).

The high degree of competitiveness of an entity depends fundamentally on the degree of structur-
ing, optimization and relationship between its processes. If the management of the entity wants lower 
production costs, lower delivery times and high quality of works, it must necessarily change its business 
processes. All the issues related to the mentioned issues are centralized and analyzed by a specialist, 
called a business analyst who will prepare two situations regarding the business processes of the entity: 
a current situation and a future situation that is desired. The business analyst also has the responsibility 
to facilitate, aggregate and monitor the business processes, while the management responsibility only 
includes providing the information necessary to guarantee the entire process. Ensuring success on the 
line of business process optimization can be translated by permanently optimized internal processes or 
by a methodology of permanent improvements.

The emphasis in this standard is on the accounting treatment at the date of purchase. In particular, 
it provides that all business combinations will be accounted for by applying the acquisition method 
(Schleicher, Tahoun & Walker, 2010).

There may be situations where more investors are interested in investing in the same entity (Ball, Li 
& Shivakumar, 2015). They may at any time have a greater or lesser influence on the entity, but only one 
of them may have control (Iatridis, 2010). Other investors may have the right to participate in decision-
making on the activities of the entity, which may eventually constitute evidence of significant influence, 
but not of control (Cairns, Massoudi, Taplin & Tarca, 2011).

The so-called acquisition cost and the cost of the business combination represent the sum of the fair 
values of the transferred assets, the acquired debt and the equity instruments issued by the acquirer, in 
exchange for the control over the acquired entity, at the date of the transaction. It also includes direct 
costs, directly attributable (such as professional fees), but not the costs of issuing equity or debt used to 
pay the obligation. When a contract for a business combination provides for an adjustment of the cost of 
the combination based on future events, the acquirer will include the value of that adjustment in the cost 
of the combination at the date of purchase, if the adjustment is probable and can be reliably evaluated 
(Allen & Ramanna, 2013; Bozec, 2008; Chen, Tang, Jiang & Lin, 2010; Tendeloo & Vanstrelen, 2005).

Despite the solid principles embodied in IFRS 3, many analysts believe that determining fair value 
implies a considerable degree of managerial flexibility. Intangible asset values, such as computer soft-
ware, may not be easily validated when analyzing acquisitions.

The managerial reasoning can be evident especially in the allocation of the purchase price surplus 
(after all other allocations to assets and liabilities). If, for example, the remaining excess purchase price 
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is allocated to goodwill, the net profit of the firm will not be affected because goodwill is not amortized 
(but tested for impairment). If the surplus (positive difference) were to be allocated to the fixed assets, 
the amortization would increase, thus reducing the net profit and generating incorrect financial state-
ments (Fu, Kraft & Zhang, 2012).

Over time, goodwill has become one of the most controversial topics in accounting. Goodwill cannot 
be evaluated directly. Its value is generally determined by evaluation, which is based on the evaluator’s 
assumptions. As such, the value of goodwill is subjectively determined (Alzola, 2017).

According to IFRS 3, goodwill must be capitalized and tested annually for impairment. Goodwill is 
not amortized. Impairment of goodwill is a non-cash expense. However, impairment of goodwill affects 
the reported net profit. When the fund is deducted from the current period profit, the reported current 
profit decreases, but the future reported profit should increase when the asset’s value is reduced to zero 
or when it is no longer impaired (Mechelli & Cimini, 2014).

The Standard specifies that an entity’s functional currency reflects the transactions, events and un-
derlying conditions that are relevant to it (Xiong, 2006; Leuz, Nanda & Wysocki, 2003). Consequently, 
once determined, the functional currency changes only if there is a change in those transactions, events 
and underlying conditions.

Foreign currency transactions are those transactions that are denominated or which provide for 
settlement in foreign currency (Zeghal, Chtourou & Fourati, 2012; Dechow, Sloan & Sweeney, 1996). 
They include, in accordance with IAS 21, the resulting transactions: when an entity buys or sells goods 
or services the price of which is denominated in foreign currency; borrows or lends funds when the 
due amounts are denominated in foreign currency; or otherwise acquires or disables assets, supports or 
repots debts denominated in foreign currency.

A foreign currency transaction - once the functional currency is established - may be recorded in 
the functional currency according to the two moments, initial recognition and subsequent recognition, 
as follows: initial recognition - the foreign currency exchange rate of the functional currency and the 
foreign currency, at the time of the transaction; the subsequent recognition (at the end of each reporting 
period) - the items will be converted according to their nature, monetary or non-monetary items (Ahmed, 
Neel & Wang, 2013; Thong, Ding & Lim, 2008; DeFond, 2010).

Enron, HealthSouth, Kmart, Parmalat, Tyco, WorldCom, Waste Management, Sunbeam, Adelphia 
Communications or Xerox represent just a few examples of companies that were subject to profound 
debates regarding the manipulation of financial information, with undesirable effects upon the investors’ 
community. As a result of the accounting fraud unrevealed within these corporations, investor confidence 
has been seriously shaken, which has led to the collapse of trading prices (Fan, Li & Zheng, 2016).

The interest in an associate or a joint venture is the carrying amount of the investment in the associ-
ate or joint venture established by using the equity method, and any long-term interests that, in fact, 
part of entity’s net investment in the associate or joint venture (Barth, 2013; Kothari, Leone & Wasley, 
2005). After the holding entity is reduced to zero, additional losses are accounted for and a liability is 
recognized only to the extent that the entity has incurred legal or constructive obligations or made pay-
ments on behalf of the associate or joint venture. If the associate or joint venture subsequently reports 
profits, the entity resumes recognizing its share of those profits only after its share of the profits equals 
the share of losses not recognized.

This chapter aims to study the convergence and divergence regarding business combinations in the 
joint business as well as to analyze the managerial controversies that they are presented the conversion 
of the financial statements.

 EBSCOhost - printed on 2/8/2023 12:09 PM via . All use subject to https://www.ebsco.com/terms-of-use



81

Convergence and Divergence Regarding Business Combinations
 

Background

Effective functioning of joint enterprise is ensured only when accurate and reliable information is dis-
seminated between stakeholders who have invested in the performance and financial perspectives of an 
entity. IFRS 10 Consolidated financial statements, consolidated financial statements are the financial 
statements of a group presented as if it were a single economic entity (Barth, Landsman & Lang, 2008). 
It is assumed that the consolidated financial statements are more useful for management, owners and 
lenders entity acquirer. Separate financial statements are those presented by a parent, an investor in an 
associate or a venture in a jointly controlled entity, in which investments are accounted rather on the 
basis of the direct equity than on reported results and net assets of the investee (Alzola, 2017; Houque, 
Zijl, Dunstan & Karim, 2012; Jeanjean & Stolowy, 2008). A complete set of consolidated financial 
statements include: consolidated statement of financial position at the end of the period; consolidated 
statement of comprehensive income in the period; consolidated statement of changes in equity over time; 
consolidated cash flow period and notes, comprising a summary of significant accounting policies and 
other explanatory information (Lang, Raedy & Wilson, 2006; Fu, Kraft & Zhang, 2012).

The consolidated financial statements are prepared in accordance with IFRS 10, taking into account 
the following rules: individual financial statements of the main and its subsidiaries, which are used to 
prepare consolidated financial statements will be prepared for the same reporting date (Messier, Glover 
& Prawitt, 2008). If the end of the reporting period of a subsidiary is different from that of the main 
company, the subsidiary prepares, for consolidation purposes, additional financial statements on the 
same date as the financial statements of the main unless it is impracticable to do so. In these circum-
stances, the subsidiary will make some adjustments for the effects of significant transactions or events 
that occur between that date and the date the financial statements of the main company. However, the 
difference between the end of the reporting period of the subsidiary and the end of the reporting period 
of the parent company shall not be less than three months (Fan, Li & Zheng, 2016; Klein, 2002). Dur-
ing the reporting periods and any difference between the endings of the reporting periods shall be the 
same from period to period.

With regard to non-controlling interests (INC), IFRS 10 makes the following statement: INC will be 
presented in a consolidated statement of financial position within equity, separately from the equity of 
the owners of the parent; profit or loss and each component of other comprehensive income are attributed 
to owners of the parent and non-controlling interests. Total comprehensive income must be attributed 
to owners of the parent and non-controlling interests even if this results in a deficit balance in the non-
controlling interests (Rittenberg & Schwieger, 2005).

If the INC is holding the cumulative preference shares classified as equity owned by a subsidiary, 
then the main company computes its share of profits or losses after adjusting for the dividends on such 
shares, whether or not dividends have been declared (Louwers, Ramsay, Sinason & Strawser, 2007).

If modifications in the capital shares of the main company in a subsidiary appear, but it did not re-
sult in the loss of control, then like the operations they are accounted like transactions with own capital 
(meaning transactions with the stockholders). Also, the carrying amounts of controlling interests (ICI) 
and the non-controlling (INC) should be adjusted to reflect changes related holdings in the subsidiary. 
Any difference between the amount by which the adjusted non-controlling interests (INC) and the fair 
value of consideration paid or received is recognized directly in equity and attributed owners of the 
main company.
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A group share an associate or a joint venture - IAS 28 - is given by amount of packages of shares 
held by the parent company and its subsidiaries in that associate or joint venture (Whittington & Pany 
2008; Lin, Riccardi & Wang, 2012). Shareholdings of the group in other associates or joint ventures are 
not taken into account for this purpose. When an associate or joint venture has subsidiaries, associates 
or joint ventures, profit or loss, other comprehensive income and net assets taken into account in apply-
ing the equity method are those recognized in the financial statements of the associate or joint venture 
(including share of associate or joint venture of profit or loss and other comprehensive income and net 
assets of its associates and joint ventures).

On the other hand, the financial asset is investment made by the main company in the net assets of 
the subsidiary (Iatridis, 2012). The net assets of the subsidiary is equivalent to its equity. Since the ele-
ments of assets and debt of the subsidiary are added to those of the main company in the consolidated 
balance sheet, it is normal to remove the asset representing investment the main company in a subsidiary, 
in return for the subsidiary’s equity to avoid counting double of these assets net (Brüggemann, Hitz & 
Sellhorn, 2013; Beasley, M.S., Buckless, Glover & Prawitt, 2009). The consolidated financial statements 
will be included only equity belonging to the main company. Any non-controlling interests (ICN) will 
be presented separately, separately from the equity of the owners of the main company.

THE IMPACT OF BUSINESS COMBINATION ON 
THE CONSOLIDATED STATEMENT

Any transaction in which a company obtains control of entities may qualify as a joint enterprise (Jones 
& Smith, 2012). An entity shall determine whether a transaction or other event is a joint enterprise by 
applying the definition in IFRS 3 Joint Enterprises, which requires that the assets acquired and liabilities 
assumed constitute a business (Houque, Dunstan & Karim, 2012). If the assets acquired are not a busi-
ness, the reporting entity shall account for the transaction or other event as an asset acquisition.

An enterprise is defined as a set of active and integrated activities that can be directed and managed 
in order to provide a return (Iatridis, 2010). Profitability can be in various forms such as, for example, 
dividends, lower costs or other economic benefits directly to investors or other owners, members or 
participants.

For each business combination, one of the combining entities shall be identified as acquirer (Lang, 
Raedy & Wilson, 2006). Determining the acquirer has implications from an accounting perspective, 
meaning that it will prepare consolidated financial statements. Determining the acquirer is considering 
the provisions of IFRS 10, meaning that the entity that obtains control is deemed to be the acquirer.

The conversion occurs when the currency in which the financial statements are prepared is different 
from the presentation currency (Zéghal, Chtourou & Mnif, 2011; Lobo & Zhou, 2001). With respect to 
the conversion of financial statements, it should be noted that this standard applies only if the entity whose 
financial statements are converted has a functional currency that is not a hyperinflationary economy 
(Jones & Smith, 2012; Watts & Zimmerman, 1978; Richardson, 2011).

Potential voting rights that are currently exercisable or convertible must be taken into account be-
cause an entity may own warrants on shares, options to purchase equities, debt or equity securities that 
are convertible into ordinary shares or other financial instruments - if exercised or converted - and that 
can lead: either providing an entity that holds more voting rights; or reduce the voting rights of another 
party’s financial and operating policies (i.e. potential voting rights).
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A joint venture type of shared commitment where the parties have joint control of the undertaking 
and also of the rights to the net assets of the undertaking (Daske & Gebhardt, 2006; Marra, Mazzola & 
Prencipe, 2011). There may be joint commitments which the parties have rights to the assets and obli-
gations for liabilities related to commitment (Ghosh & Olsen, 2008; Landsman, Maydew, & Thornock, 
2012). This type of commitment is called joint venture operation and it is not covered by this material, 
nor do we apply the equity method (Pope & McLeay, 2011; Pieper, Trevor, Weller & Duchon, 2017).

The method to be used for converting foreign entities’ financial statements and the amount of resulting 
conversion adjustments depends on the determination of the functional currency (Balachandran & Faff, 
2015). Taking into account the three types of coins that may arise in the discussion, such as the local 
currency in which the foreign entity operates, the functional currency and the presentation currency, 
there may be the following three cases: Local currency = Functional currency # Presentation currency; 
Local currency # Functional currency = Presentation currency; Local currency # Functional currency 
# Presentation currency (Barth, M. E., Landsman, Young & Zhuang, 2014).

Case 1 assumes that the entity carries out its accounting records and keeps its books in local currency, 
which is the same as the functional currency, and will therefore need to convert - where necessary - those 
records, expressed as financial statements, into presentation currency. In this case, the method known 
in the literature will be used as the current course method. Gains or losses resulting from conversion are 
recognized in other comprehensive income or equity.

Case 2 assumes that the entity carries out its accounting records and keeps its bookkeeping accounts 
in the local currency, which is different from the functional currency, and recalculates these values   into 
equivalent units of functional currency, the result obtained being - in fact - the same as the currency of 
presentation because of the fact that the functional currency and the presentation currency are the same. 
The recalculation term is used as these values   have already been initially calculated in the local currency. 
This recalculation should provide results comparable to those that would have been obtained if the entity 
had used its functional currency from the outset when recording its foreign currency operations. In this 
case, the method known in the literature will be used as a temporal method. Gains or losses resulting 
from recalculation are recognized in profit or loss for the period.

IAS 21 does not explicitly use these terms, but it can be inferred from their scope of application 
(Barth & Konchitchki, 2013). Thus, account will be taken of the provisions of the section on how to 
register at the level of each individual entity, whether or not a member of a group, the foreign currency 
transactions in its functional currency or how the financial statements denominated in foreign currency 
are converted into currency functional; the section on the conversion to the presentation currency of 
financial statements denominated in another currency.

The temporal method treats balancing items by their nature: monetary and non-monetary items that 
are translated as follows: monetary items (e.g. cash, receivables or trade payables) are translated using 
the closing rate and the resulting differences in differences are recognized in profit or loss; non-monetary 
items (e.g. tangible, intangible, etc.) are converted: using the exchange rate at the transaction date if 
they are valued on the historical cost basis or using the exchange rate from the date they were measured 
at fair value if valued based on fair value, and the resulting differences in profit or loss are recognized 
either in profit or loss because, when a gain or loss on a non-monetary asset is recognized in profit or 
loss, any exchange component of that non- the gain or loss must be recognized in profit or loss; or in 
other items of the comprehensive income because, when a gain or loss associated with a non-monetary 
item is recognized in other comprehensive income (e.g. revaluation of assets), any component of that 
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gain or of that loss must be recognized directly in other items of comprehensive income (Chebaane & 
Othman, 2014).

Regarding non-controlling interests (ICN) standard makes the following statement regarding the fair 
value at the acquisition date: acquirer may measure a non-controlling interest held in the acquire at fair 
value at the acquisition date; if available prices in an active market for shares - the acquirer can measure 
the fair value at the acquisition date of INC given these prices; if not available in an active market prices 
for shares - the acquirer shall measure the fair value at the acquisition date of INC using other valuation 
techniques; fair values per share of the acquirer’s interest in the acquire and the non-controlling interest 
calculated per share may be different. It is possible that the main difference is the inclusion of a first 
control in the fair value per share of the acquirer’s interest or, conversely, the inclusion of a discount 
for lack of control (also called reducing minority) in the fair value per share of interest in controlling.

Sum of the first three components (VJ of the consideration transferred, INC and VJ of acquisition of 
ownership interest held previously) is the default (VI) in the transaction (Doukakis, 2010).

It should also be borne in mind that the financial statements of previous years should be translated 
at the exchange rates that were duly applied at the time when the conversion was made. In other words, 
they will not update at the closing rate or at the current average rate used in the financial statements of 
prior periods. If this update takes place, then these items would have different chair values   and if they 
did not record movements.

The use of exchange rates and income from transaction dates in the case of income and expenditure is 
quite difficult to achieve (Horton, Serafeim & Serafeim, 2013). Consequently, from practical reasoning, 
a conversion rate can be used to convert exchange rates from transaction dates, for example, an average 
of the courses for that period. However, if exchange rates fluctuate significantly, the use of the average 
rate over a period is inadequate

SOLUTIONS AND RECOMMENDATIONS

The cumulative amount of exchange rate differences is presented in a separate component of equity 
until the disposal of the foreign operation. If these differences are related to a foreign operation that is 
not wholly owned (i.e. there are non-controlling interests) and which is reinforced, then the share of 
these differences for non-controlling interests is recognized as part of the non-controlling interest of the 
consolidated statement of financial position.

The difference between the involved in the transaction value and the accounting values will be allo-
cated in the purchased assets and assumed liabilities from the acquisition date in order to obtain the fair 
value of them. The excess is allocated to the commercial background. It is important to bear in mind that 
this table of allocation will be established only once, at the purchasing date, and will remain unchanged. 
The revenue and expenses of a subsidiary are included beginning with its date of acquisition and until 
the date when the mother society doesn’t control anymore. It is important to know that the value of the 
assets and the liabilities from the acquisition date will affect the consolidated result.

When talking about the fixed assets that are not depreciable (land), the values that are reported by the 
subsidiary don’t take into account of the fair values from the acquisition date. The difference between the 
accounting values and fair values from the business combination date will be reflected only in mother 
society and in the worksheet that is necessary to obtain the consolidated financial situations. This dif-
ference, however, doesn’t make any of the objects of an adjustment because the land is not depreciable. 
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Anyway, in the situation in which the land is not sold or it is noticed a temporary depreciation, we must 
make adjustments in the worksheet as well.

The commercial background registered as a consequence from the business combination won’t be 
registered by any of the entities in the own individual financial situations. The commercial background 
will appear only in the consolidated financial situations of the mother society for an unlimited period 
of time.

Its value will be adjusted only if – a consequence of the depreciation test- we will notice depreciation. 
This depreciation will be registered as expenses, and there will be like a discount of the consolidated 
result. We observe that in the first year there is no depreciation, unlike the following years where the 
depreciation is present.

An enterprise should disclose, in its financial statements, information about the exchange differences’ 
value either included in net profit or net loss for the period, or classified as equity. It should also recon-
cile the opening and closing balance to the cumulative exchange difference recorded as part of equity. 
Other information on functional currency should be included in the financial statements, including: if 
the functional currency is different from the currency of the country where the enterprise has its head-
quarters, the reason for using a different currency should be mentioned; the reason that was considered 
when making the decision to change the presentation or functional currency; if the financial statements 
are presented in a currency other than the functional currency, the enterprise must present, together with 
a description of the method used in the conversion process, the reason for using a different presentation 
currency and certify that the functional currency reflects the substance economic circumstances and 
the circumstances underlying this.

FUTURE RESEARCH DIRECTIONS

Business process management is a management approach focused on adapting the activities of an entity 
to the constantly growing and diversifying needs of customers. This approach is based on the flexibility 
and integration of computer applications that help to increase the efficiency of the economic entity, 
leaving a clear horizon for innovation. The most important aspect is that of contributing to the reduction 
of the operational costs by automating the operations with the help of computer programs, by attracting 
information from a process in order to understand and make the process more efficient and to eliminate 
the intermediaries within it.

We reiterate the following explanations regarding the statement of equity and the position of other 
items of comprehensive income: the cumulative amount of exchange rate differences is presented in a 
separate component of equity to the disposal of the foreign operation; the position of other elements of 
the overall result includes adjusting the conversion as an increase or decrease.

When a contract for a business combination provides for an adjustment of the cost of the combination 
based on future events, the acquirer will include the value of that adjustment in the cost of the combina-
tion at the date of acquisition, if the adjustment is probable and can be reliably evaluated.

The fair value of long-term debt, taken over by a combination of companies, is the present value of 
the capital payments and the interest for the remaining period up to the maturity, the update being made 
at the current interest rate on the market. Therefore, the fair value of the debt of the acquired entity, 
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which was issued at an interest rate below the current rate, will be lower than the value recognized in 
the balance sheet of the acquired entity. Conversely, the fair value of the debt of the acquired entity will 
be greater than the value recognized in the financial statements of the acquired entity if the interest rate 
related to the debt is higher than the current interest rate.

Another challenge would be to extend and adapt this research to the specifics of different national 
economic systems, to generalize the relationship between business combination and company perfor-
mance and other countries and industries, and not go on forever with examples and studies.

CONCLUSION

Societal groups must keep in mind that their efforts: to apply IFRS changes will be reported by inves-
tors - many managers consider confidentially management and consider discovery to be far too far 
(Mechelli & Cimini, 2014). They also have a positive attitude about the high degree of transparency 
and comparability that IFRSs apply.

It may be a priority for a group’s management team to maintain that confidentiality - such as the 
progress made in implementing IFRS, on the day-to-day business of societies, more special projects.

Most of the managers interviewed are aware that they are well informed and understand the impact 
of IFRS.

Goodwill can significantly affect the comparability of financial statements between companies using 
different accounting methods. As such, the analyst must eliminate any distortion that the goodwill may 
create, its recognition, depreciation or impairment, by adjusting the company’s financial statements. 
Adjustments must be made by: calculating financial indicators using balance sheet data without goodwill; 
examining operational trends using data that exclude depreciation of goodwill or impairment; evaluating 
future acquisitions of enterprises, taking into account the price paid in relation to the net assets and the 
profit possibilities of the acquired company.

A summary of the above-mentioned conversion rules on the financial statements of a foreign entity 
would show: income and expenses are translated to the average exchange rate of the period and thus 
the converted value of the current period result (profit or loss) ; all assets and liabilities are converted 
to the closing rate; social capital accounts are converted to the historical exchange rate from the date 
of acquisition; accounts that comprise accumulated profits: initial balance accrued profits - the amount 
carried forward from the previous year; dividends - are converted at the exchange rate from the report-
ing date; the current result of the period (profit or loss); Conversion differences - a distinct category in 
equity (balance amount of the active equation - debt = equity).

Much of the criticism of the benefits and limitations presented in the literature is universal in all 
sources. Unlike other elements, there were also contradictions and the dispersion of anomalies was 
extremely rare (i.e. most of the benefits / limitations were repeated throughout the literature). Despite 
this, three criticisms were identified: (1) lack of strong empirical evidence as a basis; (2) the departure 
from the specific perspectives of the key actors and, (3) the absence of a close connection with other 
elements (for example: approaches or types of adaptability).
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KEY TERMS AND DEFINITIONS

Accounting Estimates: Are often made under uncertainty in terms of determining their value as it 
involves the use of judgment. As a result, the risk of material misstatement is greater when these esti-
mates are involved and in some cases the auditor may determine that the risk of material misstatement 
is greater and it requires special attention in the audit.

Equity: Total debts and owners’ rights claimed for a specific period of time.
Fair Value: The amount at which an asset is bought or sold in an arm’s-length transaction, in which 

neither party is forced to act.
Joint Business: Is defined as a transaction or other event in which an acquirer obtains control of 

one or more businesses. After completion of the combined entity as transferee undertaking and acquire 
continues its existence as a separate legal entity. In practice, some transactions sometimes called “true 
mergers” or “mergers between equal entities” are also business combinations.

Performance: The ability of an organization to exploit its environment to access scarce resources.
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ABSTRACT

This integrated approach implies a broad approach to monitor the performance of the organization both 
during its life cycle and on the different social dimensions, from the perspective of the conformity of the 
management processes in relation to the economic, social, and environmental principles. Currently, the 
social responsibility reporting is a major challenge for the management of organizations in the context 
where honesty, transparency, business ethics, are values shared by an entire community. The research 
involves a process through which a series of correlations between the CSR reporting tools and the or-
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INTRODUCTION

The performance of a business, in the context of economic globalization, should be approached from 
a multidimensional perspective, which should address at least the organization and community levels, 
as well as the resulting correlated social impact. This new integrated approach involves an ample effort 
to ensure and monitor the performance of the organization throughout its life cycle, across the different 
social dimensions, with the management processes complying with the economic, social and environ-
mental principles.

Currently, Corporate Social Responsibility (CSR) reporting is a major challenge for the management 
of organizations in the context where truth, transparency, business ethics are values shared by the whole 
community. The parties involved in corporate social responsibility processes must outline their own 
strategies, adapted to their field of activity and the needs of the communities, building and promoting 
their long-term ideas, approaches and projects, assuming a real role to inform and educate in order to 
support the performance level.

CSR reporting was subject to an accelerated assimilation process. While initially it was imposed as 
a trending phenomenon, it results now from the awareness for the need to perform at the level of any 
organization. In this dynamic economic, social and political context, but also difficult to predict, corpo-
rate social responsibility was valued in the business environment more for its commercial valences than 
for the ethical ones. In a highly competitive market, the organizations quickly discovered the potential 
of this dimension, in the process of image building and reputation strengthening, as a prerequisite for a 
performant management.

Generally, the approaches in the specific literature provide a broader dimension when assuming the 
concept of CSR reporting as a guarantee for the success of an organization’s business and for improv-
ing the performance of the management system. However, corporate social responsibility is not only an 
instrument of maximizing the value of the image, but also an essential element in the long-term success 
of the business, directly linked to the economic, social and environmental performance as well as the 
proper use of the reporting instruments (Li, Kim, Wu & Yu 2019).

Integrating an organization into the evolving environment and the use of CSR reporting instruments 
may generate value and contribute to strengthening the links with the stakeholders, and finally, generate 
a sustainable competitive edge based on elements of differentiation from the competition.

Organizations should be aware that a proactive approach to CSR reporting may generate benefits by 
creating and promoting a positive image on the market, which argues for the inclusion of appropriate 
reporting systems as priority instruments to ensure business sustainability.

The assessment of each of the criteria defining the measure of Social Responsibility and, finally, the 
sustainability of a business, may be carried out by different methods, which also allow to identify options 
for improvement. Also, the existing instruments enable the definition of the ways wherein the performance 
concerned organizations have to take into account all the economic, social and environmental impacts, 

ganization performance management can be analyzed by highlighting the role of the different reporting 
variables in the architecture of the performance indicators of the organization. The chapter addresses 
how a set of CSR reporting indicators can be identified and be integrated into the performance indica-
tors which characterize the sustainability of a company.
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while taking into account the importance of the communication process with the various stakeholders in 
order to raise the level of awareness of employees, suppliers, customers, consumers and the community 
with respect to issues of corporate social responsibility and sustainable development.

BACKGROUND

Literature Review

Corporate Social Responsibility programs of different organizations are frequently affected by lack 
of internal and external credibility and recognition. Given the wide range of actions falling within the 
category of corporate social responsibility, the assessment processes, respectively communication have 
also gone through various phases, relative to the level of acceptance and recognition, at least at the com-
munity level, and the immediate external environment.

The impact of a pro-active approach of the CSR reporting system on the financial performance of an 
organization, has been studied and researched (Hammann, Habisch & Pechlaner, 2009; Rhoua & Signal 
2020), and numerous studies have been published showing a positive correlation (Torugsa &O’Donohue, 
2012).

A first direction targeted by the organizations concerning their visibility in the social environment 
wherein they operate, was the creation and the strategic management of their communication with the 
stakeholders. CSR reporting has practically become a voluntary activity aimed at two major objectives: 
assessing the current condition of the company and communicating to the stakeholders the company’s 
efforts and progress in the field of CSR practices (Dalal-Clayton & Bas, 2002).

The use of CSR reporting instruments represents a complex process (Elkington, 2017), involving 
changes of attitude at the company’s management level, changes in the organizational structure and 
management processes (Waddock, 2015). The decision to implement the CSR reporting instruments is 
influenced by the size of the company, the corporate governance factors and the intrinsic motivation of 
the management (Koerber, 2015). In recent years, more and more companies have voluntarily engaged 
in the process of designing and implementing Corporate Social Responsibility standards, in particular 
those related to the environment. Due to their increased responsibility to the society, the organizations 
have started to publish information on corporate social responsibility in separate reports, which often 
accompanied their financial statements (Schwindenhammer, 2013).

As regards the existing reporting instruments, Prado-Lorenzo, Gallego-Alvarez and Garcia-Sanchez 
(2009) say that a large part tries to capture the results of the organizations in social terms. Clarkson, 
Overell and Chapple (2011) also say that recent studies show a significant relationship between the 
Information voluntarily reported by companies and their performance.

The European Commission, in 2011, revised the previous definition of Corporate Social Responsibil-
ity through a new approach, meaning that it represents “the responsibility of companies for their impact 
on society” (European Commission, 2011). In fact, the organizations are given a partner position with 
rules-setting skills, namely entities that have technical expertise or important financial resources that 
can help solve environmental problems.

Ligteringen and Zadek (2015) recommend that companies take the following actions leading to the 
convergence around a set of CSR reporting instruments:

 EBSCOhost - printed on 2/8/2023 12:09 PM via . All use subject to https://www.ebsco.com/terms-of-use



95

The Role of CSR Reporting Instruments in Increasing the Organization’s Management Performance
 

• adoption of instruments to constitute the overall global framework on corporate social responsibility;
• promoting these CSR reporting instruments;
• supporting the actions enabling entities to integrate the use of CSR reporting instruments to in-

crease effectiveness and create value.

Social reporting generates benefits in terms of the direct effects in the assessment and communica-
tion of the conditions wherein different entities act but also contribute to building internal and external 
credibility. In a climate dominated by the distrust of others, it is difficult for organizations to prove their 
social and environmental performance, and for this reason an appropriate response was to focus on social 
and environmental reporting practices.

A first Corporate Social Responsibility Reporting Initiative belongs to the Global Reporting Initiative 
(GRI) that has launched a complex tool covering the economic, social and environmental performance 
aspects of organizations. In this context, GRI provided a unitary instrument that turned CSR reporting 
into an agreed and recognized practice in companies worldwide (Orlitzky, Schmidt & Rynes, 2003). 
According to the statistics, at present, the number of instruments for CSR reporting reached 413, distrib-
uted worldwide on 4 axes: environment, sustainability, governance, social, out of which approx. 65% are 
mandatory (Lozano, 2019; Shada, Laia, Fatt, Klemeš & Bokhari, 2019). Basically, these CSR reporting 
instruments allowed the organizations to provide to whom it may concern information about the activi-
ties carried out, and facilitated the possibility to be actively involved in designing solutions to improve 
the processes of corporate social responsibility, transparency and social image (Margolis, Elfenbein & 
Walsh, 2007; Hickman & Cote, 2019; Morsing & Spence 2019).

In this context, managers also realized that it is important for companies to ensure the public transpar-
ency of information on practices and performance in the areas of Social Responsibility and sustainabil-
ity. There are other theories of literature, which refer to the fact that the formal reporting mechanisms, 
reflecting the levels of commitment in corporate social responsibility, such as the annual reports may 
also become issues for the organization, for the interpretation of the interested parties, being potentially 
inconsistent from one organization to another (Bachmann & Ingenhoff, 2016; Burns, Houghton & 
Stewart 2019; Abbas 2020). In addition, if CSR reporting does not reflect corporate social responsibility 
practices, it could only act to enhance the image and to promote inefficient or symbolic CSR practices 
(Greg, Fernie & Dainty, 2018; Argento, Culasso & Truant 2019).

Current Framework of CSR Reporting in Romania

At national level the organizations initiated the first actions of Corporate Social Responsibility, mostly 
in response to the challenges of the external environment or to the pressure of communities. Started in 
the form of support or aid actions, the intentions of corporate social responsibility evolved significantly 
in terms of complexity, diversity, but particularly of budgetary allocation.

With the expansion of Corporate Social Responsibility actions and the relevant increase in budgets 
allocated to such interventions, domestic organizations faced a new problem, namely that of objective 
recognition and transparency relative to the needs of communities and business interests of owners or 
investors.

The first CSR reporting exercises were carried out by regional and national organizations as part of 
their international affairs or by the National representatives of transnational entities. In 2003, the first 
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report on social involvement was published by a telecommunications company, followed by an increas-
ing number of international organizations, operating at national level.

Corporate Social Responsibility reports were published and disseminated in a first phase with the 
aim of strengthening the image in relation to the different categories of stakeholders, without ensuring 
a high degree of uniformity and recognition.

Spreading of GRI standards at European level determined in the national organizations a quick as-
similation process, in the context of concerns for non-financial performance. The main reason that has 
led to an increased number of reports as compared to the previous experience, is the commitment of 
the multinational companies conducting business in Romania to increase the level of transparency of 
the results. Currently, the organizations are at the stage of understanding and increasing awareness for 
the need for CSR reporting, to identify and capitalize on potential alternatives, as well as developing 
integrated strategies for training consumers and employees.

The year 2014 was a major reference in CSR reporting through the entry into force of Directive 
2014/95 / EU on the obligation of large organizations to report annually a number of non-financial is-
sues and information related to the diverse CSR actions and sustainability.

This directive compels “public interest enterprises” having more than 500 employees to publish a 
non-financial statement, including “information on at least environmental, social and personnel aspects, 
the observance of Human Rights and fighting corruption and bribery”. The entities within the scope of 
the directive must publish, on an annual basis, beginning with the year 2017, a statement that contains a 
brief description of the business model, a description of the policies adopted in terms of the non-financial 
said aspects, the results of such policies, the main risks related to the said aspects, resulting from the 
operations of the business, and the manner wherein the company manages such risks, performance 
indicators relevant to the company’s business, as well as a description of the diversity policy as applied 
to the administration and management bodies.

The organizations in Romania that got involved in CSR reporting have a clear preference for separate 
reports, to the detriment of including non-financial information in their annual financial reports, while 
integrated reporting has not become common practice. In a study conducted in 2018 by the company 
“the Azores Sustainability & CSR Services”, a number of 696 companies were identified that published 
CSR reports, the areas most frequently quoted in the reporting being the food industry, chemical industry 
and telecommunications (Romania CSR Index, 2018).

For the medium and long term, the involvement in CSR reporting of Romanian companies will intensify 
and mature considerably in the conditions of more stringent legal requirements, increased market pressure 
and awareness, with direct effects on the number and quality of Corporate Social Responsibility reports.

RESEARCH ON MANAGERS’ PERCEPTION OF THE ROLE 
OF CSR REPORTING INSTRUMENTS IN INCREASING 
ORGANIZATION’S MANAGEMENT PERFORMANCE

The completeness of the scientific endeavor on CSR reporting is ensured by the design of a quantitative 
research, with the objective of finding the extent to which the Romanian managers know, apply and 
develop operational instruments in organization management. This quantitative research aimed to test 
and validate objectives and assumptions formulated by means of appropriate statistical instruments and 
methods.
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The purpose of research conducted with Romanian managers was to study the notoriety of these 
concepts, the evolution stage of CSR at the level of Romanian organizations, the way wherein the ap-
proach of the CSR policy influences the attitude of stakeholders towards the organization and implicitly 
the management performance from their perspective. According to the definition of the research subject 
matter, the following research objectives were established:

• Establishing the notoriety of the CSR reporting instruments;
• The extent to which CSR is considered as having a favorable or unfavorable role in the business 

environment and the impact on the performance of the company’s management;
• Identifying the evolution stage of CSR reporting: incipient-growth-maturity;
• Differentiating CSR reporting across different types of organizations;
• Determining the perception of managers regarding the impact on the relations with the stakeholders

In addition to these research objectives the research hypotheses were defined and will ultimately 
be validated or disproved by the results obtained. Based on these considerations regarding the subject 
matter of the research, the following assumptions were formulated:

1.  CSR reporting at the level of the Romanian business environment is in its infancy;
2.  Romanian managers’ perception of CSR reporting is favorable;
3.  The impact of the CSR reporting instruments on the performance of the organization’s management 

varies depending on the size of the organization, the sector of activity, year of establishment.

The variables submitted for research considered the conceptual and operational definition of the main 
aspects, that may be addressed from the perspective of the relationship between CSR reporting and the 
organization’s management performance. Table 1 lists the main variables/analytical indicators and the 
respective approach perspective.

The approaches associated with the variables for analyzing the performance of the management 
processes from the perspective of CSR reporting are represented by:

• The operational approach - aims to identify the extent to which certain activities in the CSR re-
porting field can contribute to achieving an optimal profile of socially responsible organizations 
according to the existing international standards;

• Conceptual approach - it reflects the way CSR policies and existing reporting instruments support 
the management processes within the organization, respectively the strategic guidelines.

In the context of the objectives and assumed assumptions, we designed a questionnaire, structured in 
two parts, respectively Part 1- Identification of the role of CSR reporting instruments in increasing the 
organizations’ management performance and Part 2- Company Profile, which included 19 questions. 
The questions were formulated based on known scales in quantitative and qualitative research, mainly 
using the previously defined variables.

The data were collected between November 15 and December 15, 2019, and the sample submitted 
for research included 172 willing managers as follows: 36 - managers from the South-East Region; 
21-managers from the Center Region; 32-managers from the South Region; 30-managers from the 
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Table 1. Research variables/analytical indicators and associated approach

No. 
CRT.

VARIABLE / ANALYTICAL 
INDICATORS CONCEPTUAL APPROACH OPERATIONAL 

APPROACH

1. Notoriety of CSR reporting 
instruments

Knowledge level of Romanian managers of CSR 
reporting instruments

Great extent 
Average extent 

Low extent 
Unknown

2. Evolution stage Consistency of CSR approach in organization’s policy
Incipient 
Growth 
Maturity

3. Problems/areas of interest
Diversity of issues that can be addressed by 

organizations in CSR policies and providing viable 
solutions

total agreement 
agreement 

neither agreement nor 
disagreement 
disagreement 

total disagreement

4. Transparency at organization 
level

Highlighting the degree of education and the existing 
framework for strategic Management at Organization 

level/relationship with stakeholders

Very high 
High 

Doesn’t matter 
A little 

Very little

5. CSR reporting standards
Opportunities to increase the involvement of the 

organization and strengthen ties with stakeholders in 
terms of non-financial performance

Very high 
High 

Doesn’t matter 
Small 

Very small

6. Competitive advantage
Aspect that influences the performance of the 

organization, the extent to which the organization can 
differentiate itself from competition

Very much 
Much 

Doesn’t matter 
A little 

Very little

7. Public confidence The extent to which the public has a perception that 
results in a benefit for the organization

Very high 
High 

Doesn’t matter 
A little 

Very little

8. Integration into society The way the organization can join the value chain

Very high 
High 

Doesn’t matter 
A little 

Very little

9. Cost-benefit ratio The extent to which the investment in CSR meets the 
expectations of managers

Very favorable 
Favorable 

Doesn’t matter 
Unfavorable 

Very unfavorable

10. CSR communication instruments Ways in which organizations make their CSR projects 
known

Appropriate 
Not appropriate

Eleven Organization Size Category to which it belongs SME 
Multinational

Twelve Field of activity The field in which each researched organization operates -

Thirteen Seniority on the market Number of years after the appearance on the market
<10 years 

10-20 years 
> 10 years
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North-East Region; 20-managers from the North-West Region; 15-managers from the West Region and 
18-managers from the South – West Region.

The first question was a filter question, so that managers who do not know about the CSR concept 
could not answer the questions of the questionnaire. As a result of the filtering there were 160 valid 
respondents, whose results were centralized and processed accordingly.

From the collected answers we selected those related to 6 questions, considered relevant to the research 
objectives. Thus, to question number 5, respectively: “Identify to what extent the following aspects are 
opportunities leading to an increased need to use CSR reporting instruments to increase the performance 
of the organization?” the synthesis of the collected answers (Figure 1).

From the data collected it is noted that social involvement influences the decision to buy to a very 
large extent and that the major interest of stakeholders for the non-financial performance increases 
significantly. The social impact on the image of the organization, has the lowest percentage of “Very 
high” answers, reflecting the fact that the corporate social responsibility does not guarantee a quality 
image of the organization.

In Figure 2 we presented the synthesis of the collected answers to the question ” mention to what 
extent do you think CSR reporting generates benefits at the level of the organization.”

Figure 1. Synthesis of answers to the question: “Identify to what extent are the following opportunities 
leading to an increase in the need to use CSR reporting instruments to increase the performance of the 
organization?”
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Most responses, classified in the “very high” category were focused in the area of the option on im-
proving the image of the company by CSR reporting, while in the response variant “better integration 
of the organization in the local community”, the share of responses was focused in the variant: “High” 
(Figure 3).

Figure 2. Synthesis of answers to the question: „To what extent do you think that CSR reporting benefits 
the organization.”

Figure 3. Synthesis of answers to the question: “To what extent do you consider the following issues to 
be challenges for CSR reporting?”
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To the question about the challenges of reporting corporate social responsibility, the responses in 
the category of “Influence, to a large extent”, focused on the possible answers on the entrepreneurship 
education, the contribution of the reporting system to improve the organization’s performance and com-
pliance with the legislative framework (Figure 4).

According to the responses, the major part of the CSR instruments is related to increased financial 
and non-financial performance, followed by the alternative of improved relations with stakeholders. 
In all the answers we have noticed that CSR reporting may support effective risk management. In the 
synthesis of the collected responses, a correlation is noted between the aim, objectives and hypotheses 
of the research, and the preparation of the questionnaire and the responses collected from managers 
involved in the research.

For a broader analysis of the impact of CSR reporting at the level of organizations in Romania, we 
proceeded to research the analytical indicators of their CSR profiles.

In order to test the hypotheses formulated we used the IBM SPSS Statistics Program, through which 
correlations were determined and a regression analysis was performed.

From the perspective of hypothesis H1: Is the competitive edge of the company influenced by the 
notoriety of CSR reporting instruments, the results of correlation analysis are presented in Table 2.

Figure 4. Synthesis of answers to the question: “What do you consider to be the role of CSR reporting 
instruments?”
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According to the information in Table 2 the value of the asymptotic significance is higher than the 
acceptable threshold (0.311>0.05), while the value of the Pearson Chi-Square coefficient is less than 
the threshold for the 4 degrees-of-freedom (4,779<9,488), which means that there is no statistically 
significant relationship between the two variables, and the hypothesis is disproven. The competitive edge 
of the organization is not influenced by the extent to which managers know the CSR reporting instru-
ments, most of the managers questioned being informed about the reporting process and the instruments 
currently available on the market.

For hypotheses H2: The trust of the public is influenced by the transparency at the organization level, 
the results of the correlation analysis are presented in the Table 3.

The asymptotic significance does not exceed the acceptable threshold (0.010<0.05), and the Pearson 
Chi-Square value is higher than the value in the distribution table for df = 4 (13,291>9,488), which 
means that the hypothesis is validated and there is a relationship between the two variables. According 
to the contingency table for this hypothesis, the managers of the analyzed organizations are convinced 
that the public is prone to trust those who are transparent and clearly transmit information of interest 
regarding their social responsibility initiatives and projects.

For the hypothesis H3: The favorable perception of Romanian managers on CSR reporting is influenced 
by the size of the organization, the results obtained from processing with IBM SPSS Statistics (Table 4).

The table shows that the value of asymptotic significance is higher than the acceptable threshold 
(0.065>0.05), and the value of Pearson Chi-Square coefficient is lower than its value in the distribu-

Table 2. Results of correlation analysis for hypothesis H1

Chi-Square Tests

Value df Asymptotic Significance (2-sided)

Pearson Chi-Square 4,779a 4 0.311

Table 3. Results of correlation analysis for H2 hypothesis

Chi-Square Tests

Value df Asymptotic Significance (2-sided)

Pearson Chi-Square 13,291a 4 0.010

Table 4. Results of correlation analysis for hypothesis H3

Chi-Square Tests

Value df Asymptotic Significance (2-sided)

Pearson Chi-Square 11,863a 6 0.065
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tion table for df=6 (11,863<12,592), which means that the hypothesis is invalidated and the size of the 
organization does not influence the favorable perception of the managers.

Hypotheses H4: The impact of using the reporting instruments on the organization’s management 
performance depends on the age of the company, it has also been tested adequately, and the results are 
shown in the Table 5.

The value of asymptotic significance is within the acceptable range (0.000<0.05), and the Pearson 
Chi-Square coefficient is higher than the acceptable threshold (120,928>50,998), the hypothesis being 
validated. Basically, the longer the tradition on the market of the companies, the more their involvement 
in CSR projects is more efficient and transparency, visibility may provide the prerequisites for a better 
management.

For hypothesis H5: The competitive edge of a company generated by the involvement in CSR projects 
is influenced by its field of activity, the results were properly processed, their synthesis being presented 
in Table 6.

This hypothesis is also invalidated, which is inferred from Table 6. The value of asymptotic signifi-
cance exceeds the acceptable threshold (0.119>0.05) and the Pearson Chi-Square coefficient is lower 
than the value in the distribution table (10,127<12,592). The field wherein the company operates does 
not generate competitive edges in the CSR policy field.

Hypothesis H6: The trend of adopting CSR reporting standards is influenced by the cost-benefit ratio, 
has been properly tested and the results are centralized in Table 7.

Table 6. Results of correlation analysis for H5 hypothesis

Chi-Square Tests

Value df Asymptotic Significance (2-sided)

Pearson Chi-Square 10,127a 6 0.119

Table 7. Results of correlation analysis for H6 hypothesis

Chi-Square Tests

Value df Asymptotic Significance (2-sided)

Pearson Chi-Square 18,953a 6 0.004

Table 5. Results of correlation analysis for hypothesis H4

Chi-Square Tests

Value df Asymptotic Significance (2-sided)

Pearson Chi-Square 120,928a 36 0.000
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The data in the table indicates that the asymptotic significance is within the acceptable range 
(0.004<0.05), while the Pearson Chi-Square coefficient exceeds the value in the table for distribution 
(18,953>12,592), which means that the hypothesis is valid, and that the decision of the managers to 
select certain CSR reporting instruments is influenced by the cost-benefit analysis.

From the perspective of hypothesis H7: The evolution stage that marks the consistency in the approach 
of CSR reporting policies influences the diversity of areas of interest approached by the company, the 
results obtained after testing are presented in Table 8.

The value of asymptotic significance exceeds the acceptable threshold (0.180>0.05) and the value 
of Pearson Chi-Square is lower than that in the distribution table (8,882<12,592), as shown in the table. 
The assumption is disproven, which means that areas and issues of interest to a company do not generate 
different degrees of consistency in the non-financial reporting of the companies.

The testing of the hypothesis H8: The use of CSR communication instruments influences public 
confidence, generated the results presented in Table 9.

According to the results in the table, the hypothesis is validated, the value of the asymptotic signifi-
cance is less than the maximum value (0.037<0.05), and the value of the Pearson Chi-Square coefficient 
is greater than that of the table of distribution for df=18 (30,097>28,869), which demonstrates that the 
public confidence may be influenced by the use of the adequate instruments for the communication of 
CSR at the company level.

For hypothesis H9: The notoriety of CSR reporting instruments among managers influences the CSR 
performance, the results obtained are presented in Table 10.

Table 8. Results of correlation analysis for H7 hypothesis

Chi-Square Tests

Value Df Asymptotic Significance (2-sided)

Pearson Chi-Square 8,882a 6 0.180

Table 9. Results of correlation analysis for H8 hypothesis

Chi-Square Tests

Value df Asymptotic Significance (2-sided)

Pearson Chi-Square 30,097a 18 0.037

Table 10. Results of correlation analysis for H9 hypothesis

Chi-Square Tests

Value df Asymptotic Significance (2-sided)

Pearson Chi-Square 30,786a 18 0.030
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According to the table data, the hypothesis is validated, the value of asymptotic significance is lower 
than the maximum threshold (0.030<0.05), and the Pearson Chi-Square coefficient is higher than the 
value in its distribution table for df=18.

The managers’ knowledge of the CSR reporting instruments influences the change in the policy of 
addressing CSR practices within the organization, including reporting practices with effects over the 
performance in this field.

In the regression analysis: the variable ”aggregate CSR management performance“ was considered 
dependent and the variable ”Organization Size“ was assessed as independent.

In Table 11 we presented the synthesis of the results of the regression analysis carried out in the 
research.

Table 12 integrates the results of the ANOVA analysis test, conducted for this research.

The analysis coefficients for the results obtained in the conducted research are presented in Table 13.

Table 13. Coefficients of analysis

Model
Unstandardized Coefficients Standardized 

Coefficients t Sig.
B Std. Error Beta

1
(Constant) 14,568 2,018 7,218 0.000

Organization size 2,335 0.614 0,309 3,802 0.000

(a. Dependent Variable: All variables CSR management performance aggregated)

Table 11. Synthesis of regression analysis results

Model R R Square Adjusted R Square Std. Error of the estimated

1 0.309a 0.095 0.089 9,230

(a. Predictors: constant “Organization Size”)

Table 12. ANOVA test results

Model Sum of Squares df Mean Square F Sig.

1

Regression 1231,564 1 1231,564 14,455 .000b

Residual 11672,450 137 85,200

Total 12904,014 138

(a. Dependent Variable: All variables “aggregate CSR management performance”; b. Predictors: constant “Organization Size”)
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According to the data in the table a value of R= 0.309 is indicated, less than 0.5, which means that 
the size of the organization is not a strong predictor. R Square = 0.089 or 8.9%, signifying the propor-
tion of the variation of the dependent variable (performance) explained by the regression model, this 
being very small. The 0.00 significances in the table are lower than 0.05, which reflects the fact that the 
model is statistically significant.

Some of the hypotheses formulated following the research carried out and the tests applied have been 
validated. Thus, we can conclude that managers who know the CSR reporting instruments are concerned 
with the transparency of the organization and their integration into the organization. At the same time, 
they tend to become more concerned with CSR reporting with the confidence that all these initiatives 
offer the organization new opportunities to improve management practices and increase performance 
regardless of the company’s size. The positive correlations between the CSR reporting level and finan-
cial and non-financial performance results could encourage more firms to engage in CSR activities and 
report these activities objectively and transparently.

Strategic Guidance Based on the SWOT: AHP Related 
Analysis of the Role of CSR Reporting in Increasing the 
Performance of the Organizations’ Management

The CSR reporting has become not just an option but a necessity for the Romanian business environment 
and, in particular, for organizations that want to be more efficient. In this case, the components identified 
in the SWOT analysis are evaluated using the AHP (Analytic Hierarchy Process) method to measure 
their strengths and impacts. Analytic Hierarchical Processes represent decision modeling techniques, in 
which both tangible, quantitative and intangible, qualitative aspects may be evaluated, with the purpose 
of determining the comparative importance of several implementation alternatives.

AHP is the method that allows taking complex decisions using several criteria for managing critical 
aspects of a hierarchically structured problem or solving unstructured problems (Coyle, 2004). By ap-
plying the AHP method, one can obtain the best decision accompanied by a justification of the choices 
made, by presenting the weight of the criteria chosen in the final solution. This method integrates in a 
systematic approach both quantitative and qualitative aspects, and from their interaction the final deci-
sion is grounded (Ayag, 2005). Thus, a complex problem is divided into a hierarchy structure consisting 
of a goal and a set of objectives, criteria are assigned to the different levels of alternatives for decision, 
which may be addressed in terms of the comparisons in pairs.

Modeling and optimizing by using this technique allows also to achieve a controlled and quantified 
consensus of the decision makers with respect to the problem in case, it provides the possibility of a 
relapse; and the adjustment/correction of the model, based on the latest developments in the context 
wherein the issue of decision-making is placed.

The priority in this research is to identify the accessibility of CSR reporting instruments for Romanian 
managers and their role in increasing the organizations’ management performance.

In this section, the elements of the SWOT analysis will be assessed and ranked according to the AHP 
method, which can provide a quantitative measure for the significance of each factor. The SWOT analysis 
of the social responsibility framework in Romania offers, through an integrated approach, the possibility 
to create a first image of the CSR reporting phenomenon in the Romanian business environment.

Subsequent to this image we will determine the effects of implementing CSR reporting instruments 
that may have an impact on the organizations’ management performance, highlighted by the analytical 

 EBSCOhost - printed on 2/8/2023 12:09 PM via . All use subject to https://www.ebsco.com/terms-of-use



107

The Role of CSR Reporting Instruments in Increasing the Organization’s Management Performance
 

hierarchy process (AHP). Practically every single factor of the four categories will be compared to the 
others, resulting in a cross-analysis of the strategies agreed upon by the managers who participated in 
the study. The final assessment involved determining the weights for each strategic alternative using 
the K. Goepel version 9.5.2012 software. The decision-making process at the corporate level often 
involves the analysis of all the relations and interests of the parties involved. In this context, the imple-
mentation of the analytical hierarchy process as a standard method for multicriterial problems requires 
a deeper perspective offered by the K. Goepel version 9.5.2012 software. Thus, in the case of a group 
of decision-making elements for each pair, the consensus indicator calculated in the form of a matrix is 
identified. In the next step, according to the consensus indicator, the decision sequence is rearranged to 
find groups with a high Consensus Index. Finding high consensus groups generates the development of 
new alternatives for a given decision issue.

SWOT Analysis of CSR Reporting System in Romania

SWOT analysis is a tool used for the simultaneous analysis of the internal and external environment, used 
as a support for substantiating decisions. The use of SWOT analysis in the decision-making mechanisms 
having a strategic scope facilitates the choice and application of a strategic variation leading to an optimal 
correlation between the elements of the internal environment and those of the external environment. 
Based on the conducted studies and research we presented a synthesis of SWOT analysis matrix for the 
CSR reporting system in Romania:

The AHP process is applied to the SWOT Matrix and virtually every preference of the responding 
managers is turned into a numerical value that can be compared and evaluated on a scale of 1-9. In the 
comparison of two preferences, a linguistic scale with nine categories is used, where the indifference 
relationship is expressed by the phrase “equally important” and the relation of extreme preference is 
expressed by the phrase “extremely important”. For example, if the words “equally important” are as-

Table 14. SWOT Matrix

Strengths
S1- Existence and availability of CSR reporting instruments (GRI, 
ISO 26000, etc.) 
S2 - Large diversity of activities in the CSR area that can be reported 
according to standards 
S3 - Increased interest of the Romanian managers for CSR reporting 
S4 - Relatively low input cost level according to CSR standards 
S5- CSR reporting in line with recognised standards is a tool to create 
a sustainable competitive advantage

Weak points
W1 - Lack of reporting facilities for organizations involved in 
CSR campaigns 
W2- Poor monitoring of existing reporting initiatives 
W3- Weak promotion of the CSR reporting concept 
W4- Lack of an integrated CSR Development Strategy and of 
the requirement for CSR reporting at organization level 
W5- Lack of a strategic vision at the level of organizations’ 
management related to CSR

Opportunities
O1- Increasing CSR reporting initiatives at company level 
O2- Increased interest for CSR at the level of the Romanian business 
environment and at the international level 
O3- Registration of the non-financial performance as criteria for 
additional evaluation of organizations 
O4- Compulsory non-financial reporting 
O5- The possibility to connect Romanian organizations to an 
international CSR reporting platform

Threats
T1- Lack of studies on the impact of CSR reporting on the 
organizations’ management performance, approached from a 
qualitative and quantitative perspective 
T2 - The behavior of stakeholders (reluctance for such 
initiatives) 
T3- Lack of Education on CSR reporting 
T4- No motivation/reward system for reporting organizations 
according to CSR standards
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sociated to the number 1 and the words “extremely important” are associated to the number 9, then, the 
term “not at all important” may be associated to the number 1/9. All the comparisons were made after 
processing the data collected in the study and the results are presented in Table 15.

CR (Consistency Ratio) is an index that enables measuring the validity of the respondents’ answers 
in the survey. The consistency ratio must be lower than 0,1 (10%) in order to have an improved level of 
consistency. In other words, the consistency index is important for the decision maker to verify that its 
decisions are consistent, and the final decision is the right one (Saaty, 2004). Next, we calculated the 
local and global values of the SWOT Matrix elements presented in Table 16:

The need for an integrated approach to CSR reporting behavior at the level of Romanian companies 
is justified by the systemic perspective on CSR in the business environment, which allows highlighting 
the influential elements from economic, social and environmental points of view.

Thus, an integrated model of the CSR reporting process can target three major objectives, namely: 
promoting the importance of CSR reporting, developing CSR reporting instruments for companies, 
sustainable CSR reporting. In this context, we will consider the possibility of analyzing five strategic 
alternatives with the following structure (Table 17):

S1-monitoring strategy of Romanian companies that have so far opted for a form of CSR reporting activities
S2-information strategy aimed at accessing information for CSR reporting instruments
S3-implementation strategy focused on a process of implementing CSR reporting instruments
S4-the integration strategy that aims at horizontal and vertical integration of the CSR reporting process 

in the organization’s management.

The relationships between the elements of the SWOT analysis and the proposed strategic alterna-
tives are presented in Table No. 18, depending on the way they were assessed on a scale from 1-5 by 
the managers who participated in the study. The AHP method determined the importance value of the 
criteria in the SWOT analysis. The degree of relations (rij) represents the opinions of the questioned 
managers related to the way each element in the SWOT quadrant can contribute or not to each strategic 
alternative and how they can be integrated subsequently to establish an optimal strategic variation. The 
footprint of each element may be positive (S, A) or negative (W, T) and contribute with different rates 
to the overall assessment of the strategic alternatives. The values of the strategic alternatives (Sti) were 
calculated using the following formula (Eq. 1):

Table 15. Comparison of the pairs between the SWOT elements

SWOT elements S W O T Weight

S 1,000 2,000 0.500 0.250 0.220

W 2,000 1,000 3,000 0.333 0.290

O 0.500 3,000 1,000 0.500 0.320

T 0.250 0.333 0.500 1,000 0.170

CR=0.06
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Sti=
j

n

wj rij
=
∑ −( )
1

1 k
 (1)

k, can take the value 2 - for the elements in the S, O quadrants and the value 1-for the elements in the 
W, T quadrants where:

Sti - The total value of the strategic alternative I;

Table 16. Local and global values for SWOT Matrix elements

SWOT Elements/Weight ID Content SWOT Matrix Local 
values

Global 
values

Strengths 
0.220

S1 Existence and availability of CSR reporting instruments 
(GRI, ISO 26000, etc.) 0.301 0.069

S2 Large diversity of activities in the CSR area that can be 
reported according to standards 0.246 0.056

S3 Increased interest of the Romanian managers for CSR 
reporting 0.153 0.034

S4 Relatively low input cost level according to CSR 
standards 0.145 0.028

S5 CSR reporting in line with recognized standards is a tool 
to create a sustainable competitive advantage 0.155 0.033

Weak points 
0.290

W1 Lack of reporting facilities for organizations involved in 
CSR campaigns 0.266 0.077

W2 Poor monitoring of existing reporting initiatives 0.259 0.075

W3 Weak promotion of the CSR reporting concept 0.200 0.058

W4 Lack of an integrated CSR Development Strategy and of 
the requirement for CSR reporting at organization level 0.166 0.048

W5 Lack of a strategic vision at the level of organizations’ 
management related to CSR 0.109 0.032

Opportunities 
0.320

O1 Increasing CSR reporting initiatives at company level 0.260 0.083

O2 Increased interest for CSR at the level of the Romanian 
business environment and at the international level 0.213 0.068

O3 Registration of the non-financial performance as criteria 
for additional evaluation of organizations 0.200 0.064

O4 Compulsory non-financial reporting 0.197 0.063

O5 The possibility to connect Romanian organizations to an 
international CSR reporting platform 0.130 0.042

Threats 
0.170

T1
Lack of studies on the impact of CSR reporting on the 
organizations’ management performance, approached 
from a qualitative and quantitative perspective

0.350 0.068

T2 The behavior of stakeholders (reluctance for such 
initiatives) 0.285 0.043

T3 Lack of Education on CSR reporting 0.229 0.039

T4 No motivation/reward system for reporting organizations 
according to CSR standards 0.136 0.02

Source: Processing by authors with the K. Goepel V. 9.5.2012 software.
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wj - the global weight of a J element in the SWOT analysis;
rij- the degree of relations between the strategic alternative i and SWOT elements j
n - number of elements in the SWOT analysis;
k - factor of positive or negative contribution of the elements in the SWOT Matrix.

The value of each factor for each strategic alternative can be multiplied considering the overall values 
of SWOT analysis elements and the degree of relations with the SWOT elements (Table 18).

Table 17. Strategic alternatives assessment matrix

SWOT Elements ID K Factor Global 
values S1 S2 S3 S4

Strengths

S1 2 0.069 5 4 3 2

S2 2 0.056 4 3 2 1

S3 2 0.034 5 3 1 3

S4 2 0.028 5 4 4 1

S5 2 0.033 4 2 5 3

Weaknesses

W1 1 0.077 1 2 3 3

W2 1 0.075 4 2 2 1

W3 1 0.058 5 4 2 3

W4 1 0.048 2 2 3 2

W5 1 0.032 1 2 3 2

Opportunities

O1 2 0.083 2 2 3 3

O2 2 0.068 2 3 2 5

O3 2 0.064 1 2 4 5

O4 2 0.063 5 2 2 3

O5 2 0.042 3 3 2 2

Threats

T1 1 0.068 1 3 1 2

T2 1 0.043 1 1 3 2

T3 1 0.039 1 2 4 2

T4 1 0.020 2 3 4 2

Source: Processing by authors with the K. Goepel V. 9.5.2012 software.

Table 18 - Values of strategic alternatives

Strategic alternatives

S1 S2 S3 S4

Total value 0.008(4.) 0.159(3.) 0.268(2.) 0.419(1.)

Source: Processing by authors with the K. Goepel V. 9.5.2012 software.
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It may be seen that by applying the calculation formula in order to quantify the impact of each stra-
tegic alternative, variant S4-which involves horizontal and vertical integration of CSR reporting in the 
management of the organization is the most attractive for Romanian managers. Even when the ensemble 
of elements in the SWOT analysis is not very large, the analysis of strategic alternatives based on the 
evaluation matrix is consistent. Following the evaluation of strategic alternatives, the following correla-
tions were obtained (Table 19).

It can be seen that there is a consistent margin of the S4 strategic alternative for SO-type elements, 
as factors able to increase the organizations’ management performance and a consistent marking for 
the WT-type elements (r=0.68), which indicates a positive perspective on the strategy aiming to the 
horizontal and vertical integration of CSR reporting within the management processes of the organiza-
tion. For the strategic alternative S1 denotations generated by the value r = -0.29 are recorded. Also, the 
evaluation of strategies aimed at interaction and development (S2 and S3) relative to all factors involved 
in the analysis generated certain similarities (r = 0,20).

CONCLUSION

The results of this analysis highlight the need for the development of an integrated approach of CSR 
reporting in the framework of the Romanian organizations involving, on one hand, current management 
practices, and, on the other hand, to exploit the existing reporting instruments, with an impact on the 
performance of the organizations’ management.

Most of the problems of managing the CSR reporting process target combating its complexity through 
methods to optimize the decisions related to costs and objectives. Optimization in this case targets, as 
a strategic alternative, the integration of CSR reporting in the management of the organization both 
horizontally and vertically.

For companies measuring their social impact it is essential to be able to demonstrate the non-financial 
results of their business. This practically facilitates their meeting with investors and to easier obtain tar-
geted financing. From the perspective of the internal dimension we can talk about the internal function 
of measuring the social impact as CSR reporting instruments are used in a planned and efficient way.

Table 19. Correlations of the evaluation of strategic alternatives

Variables Total values S1 S2 S3 S4 k Factor

Total values 1.00 -0.10 -0.32 - 0.49 - 0.56 - 0.25

S1 -0.10 1.00 - 0.18 - 0.29 - 0.61 - 0.29

S2 -0.32 - 0.18 1.00 0.20 - 0.76 - 0.33

S3 -0.49 - 0.29 - 0.20 1.00 - 0.38 - 0.48

S4 -0.56 - 0.61 - 0.76 - 0.38 1.00 0.68

K Factor -0.25 - 0.31 - 0.33 - 0.48 0.58 1.00

Source-processing by authors with the K. Goepel V. 9.5.2012 software.

 EBSCOhost - printed on 2/8/2023 12:09 PM via . All use subject to https://www.ebsco.com/terms-of-use



112

The Role of CSR Reporting Instruments in Increasing the Organization’s Management Performance
 

CSR reporting can be an open and collaborative process that provides companies the opportunity to 
create new social relations, of cooperative actions and improves the participation of stakeholders (Milne 
& Grey 2013; Mukherjee & Nuñez 2018, Watts, Fernie & Dainty 2019).

The major challenge currently faced by Romanian managers is the need to ensure, for the beginning, 
a minimum of performance at the management level of the organization and in this respect the impact 
of an integrated strategic approach must be acknowledged. The results of this study can be a useful sup-
port in the decision-making process for the validation of strategic alternatives, in order to accelerate the 
conversion of CSR reporting policy towards a sustainable form of business management.

Basically, the adhesion of the managers to the strategic alternatives and to a behavior directed to CSR 
reporting, can also have the effect of bottom-to-top harmonization, and from an operational point of view, 
the implementation of these strategies is a necessary option in order to achieve a level of performance. 
Identifying the expectations of Romanian managers regarding the results of implementing strategies 
related to CSR reporting will help to focus attention on those elements that can proactively influence 
the performance of the organizations’ management.

CSR reporting can be a relevant source for complex decision support, in which the elements of strategic 
scale are both a success factor and an element of differentiation. It can also be the major challenge faced 
by managers of Romanian companies, who want to implement the various CSR reporting instruments 
in response to ever increasing competitiveness.
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ABSTRACT

In the trend of digital marketing, the back and front office activities are automized. For any business 
organization of various departmental activities, finance and marketing play a vital role. Finance and 
marketing are the most important functional areas of operations in any business organization, as they 
directly impact the financial growth as well as market steadiness of the business. As very crucial decisions 
taken in these functional areas of operations affect the other departments, the decisions in these finan-
cial marketing should be taken with utmost care. Henceforth, this results in greater impact on economic 
growth of the organization. Therefore, the decisions in finance and marketing activities should consider 
various factors (critical to quality) before arriving at a conclusion. In order to attain the final decision, 
multi-criteria decision-making (MCDM) methods can be applied. These MCDM methods consider the 
conflicting factors to evaluate the finance and marketing activities.

INTRODUCTION

As financial areas of operation are the lifeblood for determining whether a business is profitable or not, 
decision making in Financial Marketing plays a crucial role in Business World. The business executives 
can able to assess the financial allegations of investments and other activities related to business, only 
after understanding the financial analysis and valuation. Effective marketing involves understanding 
the needs of customers, demands of customers from season to season, cost negotiation to meet and 
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withstand in the market, advertisements to please and attract customer, retaining existing customers, 
planning and implementing. Finance and marketing are directly proportional, with a good marketing 
strategy in place one can effectively attain a decent financial value in their business. For an organization 
to survive in the recession period, it must have control over its cost incurred in various operations. So 
most of the contemporary business organization maintain a project team at each division to manage the 
cost incurred. To address the needs of customers, identify the various cost control parameters criteria 
relevant to the requirement of customers on various occasion and cost parameters at various divisions 
has to be identified. For developing such marketing decision models, a finite number of alternate deci-
sions and the elements or attributes which influence to take correct decisions should be recognized. 
The limited set of alternatives (alternate decisions) are evaluated with respect to the identified set of 
attributes. There are many complexities in taking decisions in various activities of marketing in large 
businesses. Therefore marketing executives need decision support models for taking suitable decisions 
in order to gain more profit. Several Multi-criteria decision making (MCDM) methods have been used 
so far to build reliable decision-making models. There are various steps in taking reliable decisions using 
such MCDM methods. A decision matrix is constructed with a set of alternatives and attributes which 
are used to evaluate those alternatives. It is important to find the relative importance of the attributes 
as it plays a very significant role in decision making. Multi-criteria decision-making methods are used 
to find the assessment scores by considering the relative importance of the attributes. The assessment 
scores are then used for appropriate decision making.

Also, these MCDM methods can help the finance manager to make decisions on profit planning 
as profit is determined by various factors like pricing in the market, analysing demands in market, 
demand-supply chain and cost. Finance manager needs to manage the fund’s allocation and fundraising 
from various sponsors for predicting the profit. Marketing managers play a greater role in promoting 
the product to the customer with attractive designs and trending patterns. They have to focus on right 
product delivery with zero per cent damage to right customers, identifying various price drivers to fix 
the product price, product promotion channels, location identification for the business, identifying best 
distribution networks and mapping products to customers (identifying right customers for the product). 
Altogether Financial marketing has to take various decisions from framing a budget plan to deliver the 
right product to the customers. So, here we discuss the decision making in various financial marketing 
services using MCDM approaches.

In the world of technological advancements, various functional areas of operation in business must 
adapt to the technological advancement for surviving in the market. The standard and vital functional 
areas of operation in any business is finance and marketing. Though automated software is prevailing 
in the market to automate the back-office activities and functional areas of the business, there are no 
best software tools for assisting in decision making. These software tools automize the manual opera-
tions, thus alleviating the manpower or labour costs involved. The financial and marketing researchers 
acknowledge that there is wide requirement for better decision making systems to address the decision 
problems in finance and marketing. Each functional areas of operation such as marketing & sales, Sup-
ply chain management, Accounting & finance and Human resources are interdependent among each 
other, for instance, accounting and finance module collaborates with other functional areas of operation 
as shown in Table 1. Table 1 also portrays the collaborative activities of Marketing and Finance with 
other functional areas of operation.
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A business process is the set of activities that intakes some input from the resources available and 
produces an outcome that is of value to the customer. A sample business process initiated by Marketing 
and Sales functional area of operation is depicted in Figure 1.

Table 1. Collaborative activities of Finance and Marketing with other functional areas of the organization

Functional Areas of operation
Collaboration Activities

From Finance and Accounting To Finance and Accounting

Customer Invoices and Credit memoranda Payments

Human Resources Gathering Hiring needs and personnel 
information in Finance and Accounting

Legal requirements and Job details, Employee 
Payroll and profit – expense data

Supply Chain Management Sale data forecasting and manufacturing cost 
analysis

Determining Production plans, stock 
maintenance, materials procurement

Marketing and Sales Cost/profit analysis Sales order data

Collaboration activities of Marketing and Sales

Functional Areas of operation From Marketing and Sales To Marketing and Sales

Customer Status of the customer orders Sales orders to be processed

Human Resources Hiring requirement and personal information 
needed in Marketing and Sales

Legal requirements and Job details of recruited 
candidates

Supply Chain Management Sales forecasts and sales orders Product Availability data and order status

Finance and Accounting Sales order data Cost /profit analysis

Figure 1. A sample Business Process
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Any business process has four components, namely input, output, a functional area of the operation 
responsible for the input and the process done. The business process helps the manager to look at their 
organization from the perspective of the customer. Consequently, to stay on demand in the market with 
satisfied customers.

Background

This section provides broad discussion on financial marketing functional area of operation and various 
parameters to be considered while making marketing and financial decisions.

Decision Making in Finance Functional Area of Operation

Finance is the major functional area of operations in Banks, institutions, public accounting and corpora-
tion. Corporate finance is responsible for various decision making in an organization, which is of greater 
importance for value promotion in an organization. Financial managers need to decide on funding, profit 
analysis and tools for prioritizing financial resources (for assisting in effective utilization of financial 
resources). The organization should have proper perceptions of different investments made and their 
Return on Investment (ROI). Also, they should decide on various risk factors to be considered. Therefore, 
the activities of finance include deciding on investments, financing, dividends (among Shareholders) 
and the ROI. They must decide on what to invest, how to manage or fund the investment decision, and 
when to return ROI. All the above, they should ensure the highest possible risk factors are addressed with 
organization’s optimized financial structure. The optimized financial structure refers to maximizing the 
organization’s market value by minimizing the capital cost involved by the effective utilization of funds.

Financial Activity: Investment Management and Capital Budgeting

This activity must decide on the following:

1.  Treasury: They must choose where to place or what can be done with the long term assets, i.e. 
whether to pursue investment opportunity. Also, decide on how to effectively manage short, me-
dium payment flows and risk involved. Better analysis on realized and planned financial tractions 
in treasury impacts an organization’s success. To assess market risk, they maintain an integrated 
central risk control system.

2.  Financial Accounting Tools: The organization must decide on best accounting tools in the market 
because with which they will identify the capital expenditures, estimated cash flows, budget, cost 
allocation exploration, financial statements, forecasting, general ledger, special ledger, accounts 
payable/receivable, fixed asset accounting, legal consolidation and for comparative analysis of 
planned versus projected outcome.

3.  Financial Modelling: To estimate the economic impact of the investment opportunity, it makes 
use of the Internal Rate of Return-IRR and the Net Present Value-NPV to evaluate the proposals 
on investment and compare various projects.
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Financial Activity: Capital Financing

This activity makes decisions on how to finance investments optimally through equity and debts. If they 
decide on equity, they must ensure that the massive equity plans do not dilute their earnings and value of 
their investors. If they decide on the latter one, then they should be aware of increased risks with repay-
ments of the enormous number of debts. Their goal must be to optimize the company’s capital structure 
by reducing the Weighted Average Cost of Capital (WACC).

The optimal capital structure must have control on overhead cost, overhead orders, cost centre account-
ing (analyse the places where overhead incurs), Activity-based costing (controlling cross-departmental 
functions), product cost, cost object and profitability analysis (source of returns). The profitability 
analysis helps in decision making on selecting customers, determining prices, developing constraints 
and choosing distribution channels.

Financial Activity: Dividends and ROI

This activity has to decide on whether to retain excess business earnings for future funds and operational 
requirements or to dispense the earnings to the shareholders in the form of dividends.

The retained earnings help to fund a business extension. Retained earnings for business expansion is 
recommended if done without incurring additional debts nor diluting the value of equity by issuing more 
shares. If the Rate of Return (RoR) is more significant than Capital cost incurred, return the earnings 
to shareholders(i.e. make dividends among shareholders) or share buyers, else retain for future funds.

In addition to the above mentioned activity, some other criteria must be considered. The most impor-
tant one is investment banking, which is used for evaluating financial needs and then raising appropriate 
capital to fulfil the need.

Thus to make financial decisions, the following criteria must be considered:

Decision Making in Marketing Functional Area of Operation

Marketing means not just advertisement its making people aware of the organization’s evolution, its 
product, offers and services. For this to happen, an organization will involve in outreach activities like 
connecting customers through a phone call (call existing customers or new via the numbers obtained 
through the campaign), a punchy newsletter on every update, appearing on user searches of similar 
products in search engine, Promoting products or reaching the customer trade shows and product place-
ment during game shows, movies, reality shows. Better decisions in marketing help the organization to 
retain the existing customers, attracts new customers and empowers longer-term customer relationship. 
The marketing managers must plan and execute all the marketing activities, thus maximizing the ef-
ficiency of the marketing resources in the organization. The marketing activities help to understand an 
organization’s products, places, prices, promotion methodologies and market demands. An organization 
producing different products uses different types of strategies for each product type. The standard set 
of marketing activities for each product include: Selection of product/service, Product /service pricing, 
product placement, Incentive and promotion management, Segments and list management (attractive 
User Interface), Web-based marketing surveys, Email marketing, search engine marketing, campaign 
management, marketing resource management, self service portal for marketing and marketing analytics. 
The marketing module often gets input and assists other modules of an organization.
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Table 2. Criterion to be considered for decision making in financial decisions

S.No Criterion Subcriterion

1 Investment management and Capital budgeting

Treasury 
     • Long term Assets 
     • Short term asset 
     • Medium-term asset 
     • Market risk 
Financial accounting tool 
     • Capital expenditure 
     • Cost estimation 
     • Planned versus projected outcome 
     • Ledger 
     • Cost allocation forecast 
Financial modelling 
     • IRR 
     • NPV

2 Capital Financing

Asset 
     • Equity 
     • Debts 
     • WACC 
Cost controlling 
     • Overhead cost 
     • Activity-based costing 
     • Cost object 
     • Accounts payable/receivable 
               o Elcetronic Data Interchange (EDI) 
               o Electronid fund transfers (EFT) 
     • Fixed asset accounting 
     • Legal consolidation 
     • Profitability analysis 
               o Pricing 
               o Customer selection 
               o Distribution channel selection 
               o Developing constraints

3 Excess Earnings
Business Expansion 
Dividends 
RoR

4 Enterprise Controlling

Executive information system 
Business plan 
Profit centre accounting 
     • Business transactions like Financial accounting, Materials 
management, Asset Management and Sales, which affects 
profit are included in profit centre accounting.

5 Other Criteria

Credit risk assessment 
Valuation methods 
Financial Plan 
Investment banking 
Risk management 
     • Insurance 
     • Business 
     • Reputational risk 
     • Interest rate risk 
     • Liquidity risk 
     • Operational risk 
     • Volatility risk 
     • Settlement risk

 EBSCOhost - printed on 2/8/2023 12:09 PM via . All use subject to https://www.ebsco.com/terms-of-use



121

Decision Analysis in Financial Marketing Using Multi-Criteria Decision-Making Methods
 

Marketing Activity: Selection of Product or Service

The organization or the manufacturer must first decide on what type of product or service to be deliv-
ered with the consent from the customer because, without a customer, better quality product produced 
has no value. They have analysed or predict customer buying patterns (Eg: consider a supermarket in 
Educational Institute, the student during admission will buy amenities for a hostel. So the supermarket 
set up will be rearranged showcasing a different type of products to be used in the hostel rooms (such 
as bed, cosmetics, new sim cards and so), whereas remaining groceries will be shifted to another corner 
of the supermarket. This setup will change when the admission time closes, and now groceries will be 
showcased.), research market trends (understanding the demands of the product or service in the market), 
identify the various competitors in the race (identifying the business people delivering same product or 
service) and learning their way of approach to the customers to bring out the best. This activity requires 
details about customers which require better segment and list management containing the organization’s 
customer profile data and personalized marketing messages. The organization may adopt some techniques 
to learn marketing analytics for predicting customer behaviour.

Marketing Activity: Product Price Fixing

To decide or fix the product or service’s price, an organization has to consider the following market of 
the commodity, compare and analyse the price chart of similar product/ services by various competitors, 
commodity’s status within the market. E.g., when introducing a new type of same products existing in the 
market, an organization will plan for an initial discount to promote the product and lure the customers. 
If a product’s demand is saturated in the market, the organization has to move the product to inventory, 
thus reducing the price.

Marketing Activity: Product Placement

The organization uses direct or indirect sales method to decide on where to distribute its product so that it 
will reach the marketplace. Through former one, the organization sells the product to customers directly, 
e.g., franchise, while with later one, the organization will approach the retailer and in turn, the retailer 
will sell the product. This depends on the nature of the product and its customer. Email marketing (ef-
fective means for communicating and distributing essential details) and Lead management (automizing 
leads distribution) are the sub-activities in the product placement.

Marketing Activity: Product Promotion

For better sales, an organization must create customer demand in the market. To attain it, an organiza-
tion will promote its product through media advertisements (Newspaper, TV, Radio, web portals) and 
incentives on the product (customer card, product discounts, gifts and so). This will be followed by 
sales promotion. For instance, a hotel business can be promoted by adding hotel ads in railway ticket 
booking system based on the forecast of different tourist spots in the Journey. They conduct an effective 
public relations management campaign to promote the organization and its commodity. Trade Promotion 
Management must inculcate effective promotions to increase brand equity for attaining sales objectives 
and enables a closed-loop process depicted in figure 2.
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Campaign management for long term profitable relationship (for analyzing the activities via various 
inbound and outbound interaction channels) and may showcase their company through a volunteered 
donation towards the charity. A user-friendly self-service portal can be launched for customer interaction 
and organization’s loyalty. Through which they can conduct a web-based marketing survey for better 
customer feedback on brand value and the distribution of promotional offers to the customers.

Alexis Leon states that the stages of the product life cycle are determined based on the marketing 
strategies viz., Product, Price, Distribution, Advertising and Sales Promotion (Zolfani, S. H et al., 2013). 
The stages of the product life cycle are

1.  New Product development: In this stage, the organization has just started to develop a new product 
based on the idea generated. So here, the values for the marketing strategies will be:
a.  Product – no product is developed; the only purpose is evolved.
b.  Price- No price is fixed, Sales is zero. But investment costs will be high now.
c.  Distribution- No production to distribute.
d.  Advertising- No advertising will be entertained.
e.  Sales Promotion- Profits are negative now, so no promotion.

2.  Introduction: The product has just developed, and now the strategies will be:
a.  Product-The company offers a primary product (to forecast the customer demand).
b.  Price- Set low to achieve the market strategy.
c.  Distribution- Build a selective distribution, because overproduction may be wasted before 

reaching the customer
d.  Advertising- create awareness about the product among early adopters, wholesalers/ retailers.
e.  Sales Promotion- Incurs massive expenditure to create a trial.

Figure 2. The closed-loop trade promotion process
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3.  Growth: The product has reached the market or has created its customers and strategies will be:
a.  Product- The manufacturer offers product extensions, service and product warranty.
b.  Price- Now penetration pricing, because it has its place in the market
c.  Distribution- Build intensive distribution
d.  Advertising- Build awareness and interest among people through ads in media (i.e., mass 

market)
e.  Sales Promotion- Lower the expenditure to take advantage of customer demand

4.  Maturity: The product is on-demand in the market with a trend set for its brand, and the strategies 
will be:
a.  Product- The manufacturer diversifies the brand and the models, among others.
b.  Price- Set the price to beat the market demand or match with the top competitors.
c.  Distribution- Build more intensive distribution.
d.  Advertising- Focus more on brand differences and benefits.
e.  Sales Promotion- Increases to encourage brand switching for adapting this product.

5.  Decline: The product’s demand is lost, and customers are switching to other brands, and the strate-
gies will be:

Table 3. Criterion to be considered for decision making in financial decisions

S.No Criterion Subcriterion

1 Selection of product or service

customer buying patterns 
          market trends 
          competitors in the race 
     • competitors approach customer 
marketing analytics 
     • predict customer behaviour

2 Product price fixing
The market of the commodity 
price chart of similar product/ services 
commodity’s status within the market

3 Product Placement

Sales method 
     • direct sales 
     • indirect sales 
Email marketing 
Lead management

4 Product Promotion

media advertisements 
Product incentives 
     • Customer card 
     • Discounts 
     • Gifts 
     • Lucky draw 
Trade Promotion 
Campaign 
     • Inbound and out bound channels 
Self-service portal 
     • Web-based marketing

5 Marketing strategies

Product 
Price 
Distribution 
Advertising and 
Sales Promotion
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a.  Product- Phase out the delicate items from the inventory.
b.  Price- Cut price to attract customers based on price.
c.  Distribution- Use selective distribution and phase out unprofitable outlets or distribution 

centre.
d.  Advertising- Reduce to retain at least hard-core loyalists.
e.  Sales Promotion- Promote to minimal level, spend less.

So while making decisions on marketing the criterion and sub-criteria specified in table 3 must be 
considered.

The Literature on MCDM Approaches in Finance and Marketing

A comprehensive decision model was developed to find the location for the construction of a shopping 
mall to attain maximum profit. The model was developed using two MCDM approaches, namely Step-
wise Weight Assessment Ratio Analysis (SWARA) and Weighted Aggregated Sum-Product Assessment 
(WASPAS) (Zolfani, S. H et al., 2013). A Fuzzy, TOPSIS based hybrid model was developed for the 
selection of the location in group decision making (Chu, T. C., 2002, Deepa et al., 2019). An intel-
ligent decision tool was developed for self-assessment in business innovation, and the tool can handle 
incomplete and uncertain data (Xu & Yang, 2006). An MCDM based model was proposed using three 
MCDM methods and six clustering algorithms for financial risk analysis (Kou et al., 2014). A hybrid 
approach was developed for the assessment of credit risk in Enterprise using Support Vector Machine 
(SVM) algorithm (Wang & Ma, 2012).

An approach was presented for the evaluation of classification algorithms for the prediction of Fi-
nancial Risk, and a final ranking of the classification algorithms are provided using MCDM approaches 
such as Technique for Order of Preference by Similarity to Ideal Solution (TOPSIS), Preference Ranking 
Organization METHod for Enrichment of Evaluations PROMETHEE and VIKOR (Peng et al., 2011; 
Deepa and Ganesan, 2018). A prediction model was developed to select the best classification algorithm 
for analysis of credit risk using Analytical Hierarchy Process (AHP) method (Kou & Wu, 2014). An ap-
proach was proposed to rank financial sectors for stock selection using Grey Relational Analysis (GRA) 
method, and three weight calculation methods were used namely Heuristic, AHP, and Learning via a 
sample (Hamzaçebi & Pekkaya, 2011; Deepa and Ganesan, 2019). An enhanced decision model was 
proposed using Relevance vector machine and decision tree algorithm to forecast the credit risk (Wu & 
Hsu, 2012). A decision support system was presented to find credibility scoring for banks to calculate 
the credibility of manufacturing companies in Turkey using the TOPSIS method and Fuzzy approach 
(Ic & Yurdakul, 2010). PROMETHEE II, a Multi-criteria decision-making method, was applied for the 
selection of portfolio manager in which nine criteria were identified for the selection process (Hababou 
& Martel, 1998).

An integrated model was built using MCDM methods such as Dominance based rough set approach, 
Analytic Network Process and VIKOR to improve the operational and financial performance of Air-
lines by extracting the necessary critical factors (Pineda et al.,2018). An MCDM based approach was 
developed for the evaluation of imbalanced classifiers in the prediction of bankruptcy and credit which 
are characterized by multiple performance metrics using the TOPSIS method (Song & Peng, 2019). A 
group decision model was proposed for credit granting based on Strategic Choice Approach (SCA) in 
Financial marketing organization and the developed model showed many advantages in terms of trans-
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parency, goals of the organization, decision-makers’ security and minimization of organization conflicts 
(Schotten, P. C., & Morais, 2019). An MCDM based hybrid Evaluation model was built for Corporate 
Governance to rank the financial companies by integrating Decision-making trial and evaluation labo-
ratory (DEMATEL), VIKOR, ANP and Fuzzy evaluation technique (Huang et al., 2019). A multiple 
rule-based decision-making model was proposed using variable consistency dominance-based rough set 
approach with a multi-graded preferential degree of each Decision class and the model was validated by 
evaluating the performance of the group of financial holding companies in Taiwan (Shen et al., 2019).

An integrated fuzzy MCDM model was developed to rank the alternative distribution channels of 
the Turkish banking sector in corporate governance using Fuzzy DEMATEL and Fuzzy TOPSIS. The 
consumer needs and other internal, as well as external factors of the corporate government, were con-
sidered to build the model. Fuzzy DEMATEL was applied for the calculation of weights of the factors 
and Fuzzy TOPSIS was applied to rank the distribution channels (Dinçer et al., 2019). A forecasting 
model was developed using MCDM method namely Data Envelopment Analysis (DEA) to provide so-
phisticated corporate operating performance for managers in order to reach the objective of sustainable 
development. In order to present the overall characteristics of the data, a fuzzy visualization technique 
using Fuzzy robust principal component analysis was presented. The results were given to the restricted 
Boltzmann machine to develop a model for forecasting the operating performance of firms (Zhang & 
Lee, 2019). A hybrid decision model was developed to assess the performance of given public and pri-
vate banks using Combinative Distance-based Assessment (CODAS) method. An Entropy method was 
deployed for the calculation of weights of the criteria and K-Means clustering algorithm was applied to 
check the consistency of ranking performance with the efficiency of asset management (Laha & Biswas, 
2019). A framework was developed to identify and evaluate the barriers in the supply chain and also 
investigates the Sustainable Production and Consumption initiatives. Fuzzy Analytical Network Process 
was applied for evaluation purpose and the framework categorizes the key barriers into internal dimen-
sions such as organization and supply chain and external dimensions such as regulation and customer 
(Torkabadi et al., 2018).

A methodology was developed for the assessment of the market value of companies based on their 
financial and social responsibility aspects using Analytical Hierarchy Process and Goal Programming. A 
set of variables from sustainability reports representing relative and absolute economics such as liquidity, 
leverage or solvency were considered for the assessment (Gómez et al., 2018). A model was developed 
to establish a performance evaluation model for corporate sustainability practices of Turkish banks. 
TOPSIS method was applied for the assessment and weights were calculated using Entropy method 
(Aras et al., 2018). A decision model was developed using MCDM approach namely Fuzzy Analytical 
Hierarchy Process in order to identify and rank the key factors which affect the financial position of the 
airline companies. The results of the decision model showed that the sustainability of the airlines plays 
major role in the annual inflation and GDP growth of the country (Mahtani & Garg, 2018). A study 
was proposed to calculate the relative importance of relevant factors that inspire the customer choice in 
Mobile Financial Services (MFS) namely mobile banking and mobile payments.

Fuzzy Analytical Process was applied for ranking the critical factors for the selection and evaluation 
of various MFSs (Gupta & Manrai, 2019). A model was developed using Fuzzy approach and MCDM 
methods to design and select products by integrating fuzzy Quality Function deployment(QFD) and the 
prototype product selection model. Various characteristics and factors required for the development of 
product were considered in prototype product development and the best prototype product was selected 
using Fuzzy Multi-criteria decision-making approach (Liu, 2011). An approach was developed using 
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Fuzzy Multi-criteria decision making for evaluating the performance of banks using three MCDM meth-
ods namely SAW, TOPSIS and VIKOR. The approach selected 23 parameters for evaluation purpose 
through literature and experts and ranked the performance of banks (Wu et al., 2019).

A decision model was built for online reputation management in Internet Marketing to evaluate and 
improve the performances of professional marketing services using hybrid MCDM models such as 
Decision-making Trial and Evaluation Laboratory and Analytical Network Process (Hung et al., 2012). 
A decision model was developed using a hybrid Multi-criteria decision-making method based on Fuzzy 
Multi-Objective Optimization approach to select the sustainable supplier and to allocate the order by 
considering various criteria such as social, economic and environment. The model was built using Fuzzy 
AHP and Fuzzy TOPSIS for ranking the suppliers based on three parameters such as social, green and 
conventional (Mohammad et al., 2019).

Hence it is evident from the literature that MCDM models provide better support in making Financial 
and marketing decisions. The MCDM approaches like TOPSIS, SAW, AHP, VIKOR, GRA, ELECTRE, 
PROMETHEE, ANP etc., are prominent approaches for various business decisions. From the literature, 
it is obvious that the MCDM approach TOPSIS provides better results in varied applications like crop 
disease prediction, crop classification, agriculture land suitability analysis (Vincent et al., 2019), crop yield 
prediction, ranking universities, predicting market trends, product distribution, resume scrutinization and 
more. So TOPSIS can be preferred over other MCDM approaches for making better financial decisions.

CONCLUSION

This chapter presents a brief discussion on various activities involved in Financial and Marketing deci-
sions. Also, the decision models developed using MCDM approaches for Finance and Marketing in 
Business functional areas are discussed. The various conflicting factors required for taking decisions 
in Finance such as investments, capital budgets, accounting tool selection, treasury management, asset 
management, profit analysis, planning on excess earnings and Financial risk are identified. Some of the 
MCDM approaches can be applied to find the relative importance of these factors. Similarly the fac-
tors to be considered for making decisions in marketing activities like product selection, price fixation, 
product distribution or product placement are customer buying patterns, marketing trends, marketing 
analytics, commodities status in the market, trade promotion etc., In order to develop decision models, 
there is no specific method. Based on the problem, appropriate MCDM approaches can be applied or 
integrated for taking better decision in Finance and Marketing. MCDM methods are currently applied 
for prediction and ranking. In future, further research can be enhanced for classification problems in 
financial marketing by integrating with soft computing techniques such as rough set approach, soft set 
approach and evolutionary algorithms. MCDM approaches can be applied to financial marketing for 
group decision making. Based on the problem, it can be decided whether to include or exclude criteria for 
financial decision making. Thus the MCDM approaches are recommended to develop reliable decision 
models which helps to obtain better decisions in business. So the financial practitioners can predict and 
make better financial decisions by making use of various MCDM approaches in future.
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ABSTRACT

This chapter approaches some issues related to the implementation of sustainability reporting and its 
benefits within an economic entity. The main objectives of this chapter are to present a brief implementa-
tion guide of sustainability reporting, according to GRI requirements and the benefits of its use. Based 
on the specialized literature, the authors present various aspects encountered in implementing sustain-
ability reporting, interpreting the information used for the internal management and the stakeholders 
through the sustainability indicators. All the aspects presented and analyzed are based on the existing 
specialized studies and on the higher education ones. The chapter ends with the authors’ conclusions 
regarding the importance of implementing the guide of the sustainability reporting and its advantages 
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INTRODUCTION

In the last decades, the sustainability reporting has undergone a significant expansion both among the 
profitable entities and among the non-profit organizations. The companies have recognized the importance 
of information transparency about the sustainability profitability and their ability to run their business 
in a sustainable manner, as the expectations of the stakeholders increase from year to year.

In order to implement sustainability in companies, it is necessary to use an implementation guide 
that will provide users the information needed to complete this process step by step. This guide will be 
the starting point in the implementation of sustainability reporting, establishing, among other things, 
the resources involved, but also the tools and guidelines necessary to achieve the goal.

In order to achieve the goal of implementing sustainability reporting, there were mainly taken into 
consideration the GRI Sustainability Reporting (Guidelines on Economics, Environmental and Social 
Performance) and the Global Reporting Initiative: G4 Sustainability Reporting Guidelines - principles, 
standard disclosures and implementation handbooks.

BACKGROUND

Implementation Guide: Considerations, Aim and Phases

What is an implementation guide? This is the first question that each individual asks to start in adopting a 
method or methodologies, models etc. The implementation guide is an introduction to the implementation 
process that contains certain phases or steps that are taken in order to achieve it, offering the necessary 
help that will guarantee its success. Starting from the general purpose of the chapter, namely sustain-
ability reporting, there have been tried to achieve two objectives: (1) presenting a short implementation 
guide of the sustainability reporting in accordance with the GRI requirements and (2) the benefits of 
using the implementation guide within entities.

The proposed guide will describe the general modalities necessary for the adoption of sustainability 
within an economic entity, offering also the necessary guidance for its achievement by: (1) facilitat-
ing, supporting and promoting corporate and social value; (2) improving awareness of certain risks 
and opportunities; (3) identifying, evaluating and managing material risks for the economic entity and 
stakeholders in order to create long-term value; (4) improving the quality and depth of the information 
disclosed according to the expectations of the sustainability information users.

This guide is addressed to all categories of entities or specialists interested in implementing sustain-
ability practices and sustainability reporting in accordance with the GRI requirements, offering assistance 
and encouragement in achieving this endeavor. Worldwide, many organizations have gone beyond the 
CSR borders, adapting to the knowledge about sustainability and developing management models that 
integrate sustainability. The interested parts want to understand the approaches of the organizations in 
managing their risks and their economic, social and environmental opportunities. This is due to the 

and disadvantages in the short and long term. Through this contribution of the authors, new opportuni-
ties are opened in order to exploit the informational content specific to the sustainability reporting that 
is particularly relevant to all stakeholders.
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climate change, resource scarcity, changing of the social expectations and environmental legislative 
requirements which mean increasing the impact of sustainability risks that determine the organizations 
to incorporate all of its considerations and long-term challenges.

GRI Reporting Principles

The sustainability reporting principles are the fundamental principles needed to report the activities of 
an organization and their impact, as well as their expectations by providing reliable information to all the 
stakeholders. According to GRI (2016), the reporting principles comprise two categories of principles:

• Reporting principles needed to define the content of the sustainability report (include: the prin-
ciple of stakeholders’ inclusion, the principle of the sustainability context, the principle of mate-
riality, the principle of completeness), and

• Reporting principles necessary to define the quality of the sustainability report (include: the prin-
ciple of accuracy, the principle of balance, the principle of clarity, the principle of comparability, 
the principle of reliability, the principle of punctuality).

(1)  The principle of stakeholders’ inclusion. According to this principle, the body which sets sustain-
ability report must identify the interested stakeholders and to offer explanations to the expectations 
of the stakeholders. According to GRI (2016), the stakeholders are defined as ‘entities or natural 
persons that can reasonably be expected to be significantly affected by the activities, products 
or services of the reporting organization or whose actions can reasonably be expected to affect 
the organization’s ability to implements its strategies or the achievement of its objectives’. The 
stakeholders include: shareholders, customers, suppliers, vulnerable groups, local communities, 
NGOs, employees or other workers, civil societies etc., whose rights are in accordance with the 
international law or conventions and which provide legitimate claims towards the organization.
The sustainability report must specify (in its content) information about: (a) the stakeholders con-
sidered responsible; (b) the results of the stakeholders’ involvement processes in the activities of 
the organization in accordance with the legal and institutional framework.

(2)  The principle of sustainability context. According to this principle, the entity that prepares the sus-
tainability report must present the broadened framework of sustainability, which includes information 
on the entity’s performance and its future contributions to the economic, social and environmental 
improvement or deterioration at local or global level. Also, the relationship between sustainability 
and the expected organizational strategy can be included in the context of the disclosures.
The sustainability report will specify (in its content) information related to: (a) its performance 
with a focus on the sustainable development in accordance with the objectives set at district, local, 
regional or global level; (b) their impacts and contributions in appropriate geographical contexts 
reflected in the entity’s performance; (c) description of the economic, social and environmental 
elements of the entity’s long-term strategies, including the risks, opportunities and objectives of 
the entity.

(3)  The principle of materiality. According to this principle, the entity that prepares the sustainability 
report must include its most significant economic, social and environmental impacts or that which 
substantially influence the evaluations and decisions of investors or other stakeholders. The prin-

 EBSCOhost - printed on 2/8/2023 12:09 PM via . All use subject to https://www.ebsco.com/terms-of-use



133

Sustainability Reporting
 

ciple of materiality is the one that determines the degree of relevance of the material subjects that 
deserve to be part of the sustainability reporting.
When assessing the sustainable material subjects, there can be taken into consideration the com-
petitive mission and strategy of the organization, the expectations of the suppliers and customers, 
the compliance with the expectations expressed in laws, regulations, standards and international 
or the voluntary agreements of strategic importance, the main topics and future challenges for a 
certain sector, the basic competences of the organization and the way to contribute to sustainable 
development etc. For the assessment of the significant economic, social and environmental impacts, 
specific tools such as the Life Cycle Assessment can be used.

(4)  The principle of completeness. According to this principle, the entity that prepares the sustainability 
report should include the coverage of the material topics and their limitations in order to allow 
the interested parts to evaluate the performance of the reporting organization during the reporting 
period, regarding the most significant economic, social and environmental impacts.
By covering the sustainable material subjects, the information provided is expected to reflect, in a 
sufficient and correct manner, the most significant economic, social and environmental impacts of 
the entity that will allow the interested parts a better evaluation based on the commitment process 
and in accordance with their expectations. The limits of the sustainable topics refer to the descrip-
tion of those material topics that have a direct impact on the entity and how it resolves it, as a 
result of the business relationships. In other words, the entity must present the significant impact, 
the causes that contributed to the impact and how they are resolved. The information in the report 
includes all those significant impacts from the reporting period and the reasonable appraisals of 
the predictable, inevitable or irreversible impacts.

(5)  The principle of accuracy. In accordance with this principle, the information provided to the stake-
holders should be sufficiently accurate and detailed to enable them to better evaluate the perfor-
mance of the entity that has prepared the sustainability report. The characteristics of the provided 
information can vary, and they can be expressed quantitatively or qualitatively so that they might 
give their accuracy in the sustainability report.
The database, as well as the method of measuring them (quantitative or qualitative) should be ad-
equately described, explaining the results obtained. The basic assumptions and techniques used to 
estimate the data, as well as the sources of provenance should be indicated. For quantitative data, 
the margin of error should be sufficient not to lead to wrong conclusions from the stakeholders. 
The qualitative statements in the report are in accordance with other reported information and 
other available evidence.

(6)  The principle of balance. In accordance with this principle, the information in the sustainability 
report prepared by the reporting entity must contain both its negative and positive aspects in order to 
allow the interested parts to carry out a balanced assessment of the entity’s performance. Emphasis 
should be placed on priority issues.

(7)  The principle of clarity. In accordance with this principle, the information in the sustainability re-
port prepared by the reporting entity must be accessible and easily understood by the stakeholders. 
In other words, the information should be presented in a readable format (in the form of tables of 
contents, maps, links etc.), avoiding the technical terms (acronyms, jargons or other terms unknown 
to the general public), offering explanations in a relevant section (glossary), being available to the 
interested parts (written, online etc.).
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(8)  The principle of comparability. According to this principle, the information presented in the 
sustainability report of the reporting entity must have been selected and reported in such a way 
as to enable the stakeholders to perform comparisons of the performance over time or with other 
organizations. In other words, the information collected, selected and reported can be analyzed and 
compared annually by the stakeholders, thus, being able to detect any significant changes during 
the reporting period of the addressed topics or of the obtained performances.

(9)  The Principle of reliability. According to this principle, the information in the sustainability report 
of the reporting entity can be certified by examining the quality and materiality of the information 
presented as a result of the collection, registration, preparation, analysis and reporting processes. 
In other words, the external insurance is insured, the entity can identify the original source of the 
information, can provide reliable evidence, can support the assumptions or calculations. Also, 
the internal insurance is given by the owners of the information provided, which guarantees their 
accuracy.

(10)  The principle of punctuality or periodicity. According to this principle, the entity that draws up 
the sustainability report must regularly present the information of the interested parts so that they 
can make informed decisions. In other words, the information disclosed in the sustainability report 
should refer to the reporting period, to the most recent updates, indicating possible retractions of 
the previous presentations and their motivation.

General Disclosures of the Sustainability Reporting

According to GRI (2019), the sustainability reporting must disclose the following information regard-
ing the reporting entity in the GRI 102 Standard ‘General Disclosures’: (1) organizational profile, (2) 
strategy, (3) ethics and integrity, (4) governance, (5) stakeholders engagement, (6) practical reporting.

(1)  The organizational profile will provide information on: the name of the entity, the activities, 
brands, products or services of the entity, the location of the entity’s headquarters, the location of 
the operations, the right of ownership and the legal form, the markets, the scale of the organization/
entity, the employee information and other workers, the supply chain, the significant changes in the 
organization and its supply chain, the preventive principles or approaches, the external initiatives, 
the membership of associations.

(2)  The strategy will provide information on: the statement of the senior decision-maker and the key 
impacts, risks and opportunities of the entity.

(3)  Ethics and integrity will provide information on: the values, principles, standards and norms of 
behavior, including mechanisms for advice and concerns regarding the application of ethics within 
the entity.

(4)  The Governance will provide information on: the governance structure, delegating authority, 
accountability level for economy, environment and social issues, the stakeholder consultation 
on economic, social and environmental, President and the composition of the highest governing 
body including its committees, the way of designating and selecting the highest governing body, 
including its role in establishing the purpose, values and strategy, conflicts of interest. GRI (2016) 
also refers to the evaluation of the performances of the highest governing body, but also its role 
in reporting the sustainability, the economic and environmental identification and management, 
the social impact, the efficiency of risk management processes, the review of economic, the social 
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topics and environment, the communication of critical concerns, the nature and total number of 
critical concerns, the remuneration policies, the involvement of stakeholders in the remuneration 
process, the annual compensation report, the percentage increase of the total compensation year 
report.

(5)  The stakeholders’ engagement will provide information on: the list of stakeholder groups, the 
collective bargaining agreements, the identification and selection of stakeholders, the stakeholder 
engagement approach, the key issues and critical concerns.

(6)  The practice report will provide information on: the entities included in the consolidated financial 
statements, defining the content and limit of the topics report, the list of material topics, the infor-
mation statements, the change in reporting, the reporting period, the latest data of the report, the 
reporting cycle, dates of contact for questions regarding the report, reporting claims in accordance 
with the GRI standards, the GRI content index, the external insurance.

The Importance of Integrating Sustainability and Sustainability Reporting

The stakeholders (investors, customers, employees, suppliers, NGOs, local communities etc.) have become 
more aware of the positive or negative impact that the entities have on the economy, the environment 
and society. The problems on sustainability can significantly affect the risk profile of the organization, 
the potential liabilities and its value. Therefore, it is necessary for the business community to respond 
appropriately and recognize the key benefits obtained from the integration of sustainability in business, 
such as: (1) improving the risk management; (2) promoting innovation and attracting new customers; 
(3) maintaining an operating license; (4) answering to the responsible investments and ensuring the 
capital; (4) improving productivity and optimizing costs; (5) improving the value and reputation of the 
brand (UNEP, 2012).

(1)  Improving risk management. The entities need to consider integrating the economic, social and en-
vironmental risks because by sustainability reporting, the entities must present, evaluate significant 
risks with impact on their business. In other words, the management of the social and environmental 
economic risks is important for three major aspects, concerning the entity: (a) reducing exposure 
to the sustainability risks; (b) avoiding emerging risks and disclosures due to the legislative regula-
tions; (c) reducing the capital costs.
(a)  Reducing the exposure to the sustainability risks. Given the increased exposure to the social 

conditions (population growth) and the environmental conditions (climate change, floods, 
high rainfall etc.), the entities must be able to proactively manage their sustainability risks. 
The lack of proper management of these sustainability risks can lead to negative effects for 
the entity, such as: increased costs, interruptions of the production cycle, financial losses, 
strikes etc. Also, the financial and non-financial risks can have a direct impact (exposure to 
the credit risks due to the economic, social and environmental problems) or indirectly, on 
an entity (increasing the unpredictability of the customers related to the assessment of fossil 
fuels that can become blocked assets).

(b)  Avoiding emerging risks and disclosures due to the legal regulations. The entities must consider 
in advance all changes to be applied, in particular those related to the environment, such as 
the greenhouse gas (GHG) emissions. In this way, the entities are already keeping pace with 
all the changes that appear and are even one step ahead of those that are undecided.
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(c)  Reduction of the capital costs. The investors are attracted to investing in those entities that 
practice very good sustainability risk management. This aspect determines the increase of 
the corporate value and diminish the capital costs by adding the capital premiums to these 
entities.

(2)  Promoting innovation and attracting new customers. The entities that have already been prepared for 
the sustainability and have introduced products and services based on sustainability have conquered 
new market segments, thus, contributing to the growth of their business, but also stimulating the 
circular economy.

(3)  Maintaining an operating license. This consists in obtaining the organizational legitimacy in the 
vision of the company or more correctly said the implicit approval of the local community on the 
commercial operations of an entity. The operating license can help an entity in achieving the op-
portunities and the management of the business risks, but the local community as an interested 
party can support the entities that engage in effective communication with them, especially on the 
management of the economic, social and environmental problems.

(4)  Answering to the responsible investments and capital assurance. The investment decisions are made 
based on the analysis of the financial performance of an entity, as a result of the assessment of the 
economic, social and governmental factors. In this respect, the approach of a responsible social 
investment or sustainable investment is used and it aims to incorporate the economic, social and 
governmental factors in the investment decisions. There are very important the TCFD (2017) and 
Accenture (2016) recommendations in terms of encouraging the sustainable investments. Thus, 
the entities will have to adapt their business strategies to the sustainability strategies, to manage 
the sustainable performances or the lack of transparency in the sustainability reports.

(5)  Improving the productivity and optimizing the costs. Improving the productivity can be achieved 
by recruiting and retaining the model employees, very capable and determined in carrying out ef-
ficient activities. Through this aspect, an entity can improve its reputation, attract new customers 
and suppliers, optimize its capital costs, increase the operating profit etc. The negative effects of 
not applying the sustainability considerations within an entity can lead to production disruptions, 
investigations by government agencies, fines or a bad reputation.

(6)  Improving the value and reputation of the brand. Identifying the factors with high impact on the 
value and the reputation of an entity’s brand can be achieved by analyzing the aspects related to 
the energy and water consumption, the raw material supplies, the human rights etc. (KPMG & 
ACCA, 2011; Environmental Leader, 2008). Increasing the confidence of the stakeholders in the 
entities that comply with the presented ones can lead to an increase in the value and reputation of 
the brand, but also to a customer loyalty.

The Analysis of the Sustainability Implementation 
Aspects Within a Profitable Entity

Based on the importance of sustainability and of the sustainable reporting described in the first part, 
the aim is to detail the most important aspects for which an entity wishes to integrate sustainability into 
its business strategy and use it to reduce its risks and take advantage of business opportunities. These 
are: (1) supporting the senior management; (2) identifying and prioritizing the sustainable material 
problems; (3) managing or solving the sustainable material problems; (4) ensuring the credibility of a 
sustainable performance, the disclosure of information by sustainability reporting.
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(1)  Supporting a senior management. The effective integration of sustainability within an entity in-
volves ensuring the responsibility of the senior management. The decisions taken by the Board of 
Directors establish the strategic direction of adoption and implementation of sustainability. This 
commitment also involves providing the adequate resources, systems and processes that support the 
incorporation of sustainability, the risk management of the entity. The sustainability governance 
must be aligned with the corporate strategy. The entities or organizations which master a corporate 
organizational culture and a strong leadership can better manage the sustainability risks and op-
portunities. According to UNEP FI (2014), the itinerary for integrating sustainability at the Board 
of Directors is the following:
(a)  Sustainability is not one of the priority topics in the Board of Directors’ agenda. At this stage, 

the sustainability is treated by the Board of Directors only as a common problem and not as 
a priority. From this stage, the members of the Board of Directors consider the integration of 
sustainability in order to achieve the sustainability objectives by integrating it into the busi-
ness strategy and its governance.

(b)  Sustainability issues are included on the agenda of the Board of Directors. At this stage, 
the entity must present a commitment to present to the stakeholders the sustainable material 
problems in a comprehensive and strategic manner. In other words, the entity must create a 
way of presenting this sustainable information in the form of an autonomous sustainability 
report that will accompany its annual financial report. The entities may also option for inte-
grated reporting that provides sustainable information to stakeholders by explaining how to 
obtain the value over time. These reports contain information on: the financial capital, the 
manufactured capital, the human capital, the social and relational capital, the intellectual and 
natural capital.

(c)  Monitoring the integration of sustainability in the strategy of the Board of Directors.
(2)  Identifying and prioritizing the sustainable material problems. The sustainable material problems 

refer to the risks and opportunities arising from the impact of the economic, social and environ-
mental factors on the operations and activities of an entity (examples: pollution, diversity, energy, 
depletion of natural resources, human rights etc.). These sustainable material problems are important 
because, on the one hand, they reflect the significant impact of the economic, social and environ-
mental factors on the entity, and on the other hand, they substantially influence the assessment and 
decisions of the stakeholders.
By considering the sustainable material problems from the internal (entity) and external (stake-
holders) point of view, an effective sustainable evaluation on the materiality can be carried out, 
providing information with positive or negative impact on the vision and strategy of the analyzed 
entity. An entity may consider the economic, social and environmental factors with significant 
impact on the entity or stakeholders when evaluating the sustainable material problems, such as: 
the business model or strategy, the availability of products and services, the types of stakeholders, 
the size of entity, the geographic location, the financial impact, the reputation etc.
In assessing the sustainable material problems, the impact of the products and services on the parts 
of the value chain of the entity or organization must also be determined. The nature of the opera-
tions carried out by the entity and their location can create problems with impact on the economic, 
social and environmental factors of the entity, but also within the value chain, especially if some 
of these are related to the application of the environmental legislation. International bodies such as 
GRI, SASB and IIRC provide information on how to apply the sustainability materiality. Although 
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these bodies have different interpretations on the sustainable materiality, they are addressed to dif-
ferent categories of users, as it follows: GRI is addressed to stakeholders, while SASB and IIRC 
are addressed to investors.
‘The report should cover aspects that reflect the organization’s significant economic, environmental 
and social impacts or substantively influence the assessments and decisions of stakeholders’ (GRI, 
2013). SASB has drawn a map of materiality, identifying 26 issues of sustainability that could 
affect the financial condition or operating performance of the companies within an industry and 
which comprise a series of disclosures and associated accounting methods (SASB, 2018). In the 
recent years, there has been a fierce fight for the transparency of sustainability between the three 
bodies: GRI, SASB and IIRC. There is no collaboration for adopting a common concept regarding 
the sustainable materiality or its integration, transparency or creation of a reporting framework.
The procedure for evaluating and applying the sustainability materiality can be simplified by going 
through the following steps: (1) setting the objectives; (2) understanding the context of the entity; 
(3) the stakeholder engagement; (4) prioritizing problems; (5) reviewing the problems.
Phase 1: Setting the objectives. There must be considered the target audience for the assessment 

of the material sustainability (the stakeholders) so that the entity may develop a more strate-
gic evaluation process. Thus, among the objectives targeted may be included: reviews of the 
business strategies of the Board of Directors, the investment decisions of the shareholders, 
facilitating commitments with stakeholders etc.

Phase 2: Understanding the context of the entity. Knowing the problems the entity is facing is 
essential in the context of the material sustainability. Thus, the entity proceeds to collect 
internal and external information with an impact on the achievement of the material sus-
tainability objectives such as: reports of the Committee or the Administrative Council, the 
risk management assessment, minutes of meetings, standards of international organizations 
qualified in the field of sustainability (GRI standards, sustainability indexes), NGO reports, 
internal reports of colleagues, internal or external complaints, the stakeholders’ opinions etc. 
The scope to apply the material sustainability must take into account the membership of the 
sector and the limits of the geographical location, including the organizational membership 
(within or outside the organization).

Phase 3: Stakeholders’ engagement. The stakeholders have an interesting and at the same time very 
important point of view for the assessment of the material sustainability, i.e.: local communi-
ties, NGOs, customers, suppliers, investors, employees, regulators, government etc. When 
identifying the stakeholders and those most relevant to the entity in question, you can take 
into account their location, the types of activities carried out, the complexity of the value 
chain etc. The interested parts can provide real insights into the material sustainability of an 
entity, thus helping the entity to identify its activities with impact on the economic, social 
and environmental factors and to properly assess the economic, financial and environmental 
performance. The way of collecting information from the stakeholders is different and needs 
to be adapted in order to facilitate communication as easy as possible and also an understand-
ing of the issues that will be examined.

Phase 4: Prioritizing problems. After identifying the issues of the material sustainability with 
significant impact on the economic, social and environmental factors of the entity and which 
also reflect the point of view of the stakeholders, they are confirmed by the management of 
the entity. From this stage, these problems are prioritized and the focus is on solving them. 

 EBSCOhost - printed on 2/8/2023 12:09 PM via . All use subject to https://www.ebsco.com/terms-of-use



139

Sustainability Reporting
 

This is achieved by concentrating the efforts and resources needed to achieve this strategic 
objective. The degree of information disclosure that will be part of the final sustainability 
report must also be taken into account here.

Phase 5: Reviewing the problems. After the approval received from the management, it is passed to 
the approval from the Board of Directors, because it bears the responsibility for the degree of 
disclosure of the information specified in the sustainability report. On this occasion, there is 
also established the periodicity of updating and reporting the sustainability which should be 
at least annual. The updating of the data should be carried out periodically and must take into 
account all the aforementioned aspects in order to maintain the truthfulness and the degree of 
interest in the business environment, but also the alignment with the needs of the stakeholders.

(3)  Managing or solving the sustainable material problems. With all the necessary approvals and 
available resources, the entity will continue to resolve the material sustainable problems by adopt-
ing the best practices: (a) adopting ISO 14001 or ISO 45001; (b) developing internal policies and 
procedures; (c) implementing the various initiatives, measures or action plans; (d) establishing a 
set of indicators and long-term objectives, in line with the strategic objectives of the entity; (d) 
changing the existing system, adapting or implementing the new system according to the require-
ments of sustainable reporting.
In developing the set of sustainability indicators must be taken into account some criteria: the degree 
of importance or relevance to the objective pursued the quality indicator in the sustainability report 
and the relevance and usefulness in providing the information related to the sustainable categories 
of the concerned users. The data collection, the processing and interpretation are essential in the 
process of identifying and analyzing the sustainable indicators.
The management of the sustainable material problems will be carried out in accordance with the 
entity’s goals and in alignment with the existing management approaches and processes and with 
the international environmental reporting standards. Through the sustainability report, the entity 
will provide the users with the interested information, information needed in order to understand 
the investment risks or its future investment strategies.

(4)  Ensuring credibility of the sustainable performance, the disclosure of information through the sus-
tainability reporting. In order to ensure an efficient communication of information to the categories 
of the targeted users (especially investors and other stakeholders), it is advisable for the entity to 
use a content index to disclose the sustainability information. The content index is a summary of 
the sustainability report, which provides the main information (governance structure and pages 
found within the document) in order to facilitate the users’ easier access to that information.
The degree of accuracy and reliability of the information related to sustainability affects the quality 
of the decision-making process in the business environment. The entities need to know very well 
the information requirements of the stakeholders for the types of insurance (internal or external) 
they need. The financial information related to sustainability influences the internal and external 
decision-making process in terms of performance reporting. The assurance of the credibility of this 
information is given by the Board of Directors and the superior management of the entity through 
a declaration of sustainability assurance regarding the soundness of its management system of 
sustainability problems. The entity has two types of insurance:
(a)  Internal- based on the responsibility of the governing body of the entity;
(b)  External- based on the independent opinions regarding the sustainability disclosures.
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The Analysis of the Sustainability Implementation 
Aspects in the Non-Profit Organizations

By accepting the stakeholder theory, the organizations were forced to redefine their competitive strategies 
and the way they manage their social issues as the public evaluates them and determines how non-profit 
is legitimized for new subject groups (Freeman, 1984).

Through communication, an entity capitalizes on certain intelligible, objective and verifiable informa-
tion regarding its point of view related to certain economic, social and environmental aspects. Due to this 
opportunity, the entity increases its social acceptance by the stakeholders. Being a ‘central activity for 
strengthening relationships within organizations’ (Kim and Reber, 2008), the corporate social respon-
sibility has contributed to increasing the benefits for the non-profit organizations by: (1) increasing the 
level of volunteering and positivism in the working environment; (2) reducing costs and (3) displaying 
a much better public image (Jo, 2011; Lim & Lee, 2011); (4) increasing the organizational value and 
the stakeholder loyalty (Bortree, 2009; Gomez & Chalmeta, 2011).

The non-profit organizations have an ethical obligation towards the stakeholders to carry out responsible 
and transparent activities (Gazzola & Ratti, 2014) and to regularly and openly transmit information to the 
stakeholders on: vision, objectives, activities, achievements, processes for taking action, decisions and 
the organizational structure (Freeman, 1984). In order to adopt sustainability in the non-profit entities, 
they must develop the following aspects: the persons within the entity, the stakeholders, the mission and 
values of the entity, transparency, the environmental management, communication and social involvement 
(Vidal et al., 2005). The non-profit organizations have the responsibility to respect the impact produced 
on stakeholders and to increase the trust, the relationships and involvement in improving the business 
processes with a global sustainable impact (Zbuchea, 2013). The transparency of this information can 
be ensured through the annual sustainability report (Meyer et al., 2012), which may contain the views 
of the financial achievements, services and records in various graphic forms which are available to the 
interested parts through media or by publishing online (Zainon et al., 2013).

Nowadays, it is no longer sufficient for a non-profit organization to declare itself as such, but it must 
incorporate its core values into the strategic plans, work plans, individual performance review processes 
and general evaluations of its activities. The success and long-term development of a non-profit orga-
nization are given by the communication with the stakeholders that contribute to increasing its value.

Advantages and Disadvantages of Implementing Sustainability Reporting

Among the internal benefits of reporting sustainability offered to the non-profit companies or organizations 
may include: (1) a more accurate and faster understanding of risks and opportunities; (2) streamlining 
business processes, reducing costs and improving efficiency; (3) attracting, motivating and retaining 
employees; (4) understanding the connections between the financial and non-financial performance; (5) 
the possibility of performing comparisons of the internal performances with those of other organizations 
or sectors of activities; (6) the possibility of performing comparative analysis (benchmarking) and the 
evaluation of the sustainability performances regarding the performance standards; (7) developing the 
vision and strategy on sustainability; (8) influence of the business strategies and long-term management 
policies; (9) avoiding involvement in various social and governance failures (GRI, 2014).

Among the external benefits of reporting sustainability offered to the companies or non-profit organi-
zations may be mentioned: (1) the understanding by the stakeholders of the real value of the company or 
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organization, but also of their fixed assets; (2) understanding how a company or organization influences 
and is influenced by the expectations of the sustainable development; (3) possibilities to mitigate or 
reverse the negative impact on sustainability; (4) improving the reputation of the company or organiza-
tion and/or brand loyalty; (5) gaining the trust and respect of the stakeholders and business partners; 
(6) increasing transparency and dialogue with the stakeholders; (7) gaining competitive advantage and 
leadership (GRI, 2014).

According to experts, the companies and organizations have found the following disadvantages of 
reporting sustainability: (1) the absence of the set of common practices design component that give the 
regulatory power of a standard (Slager et al., 2012); (2) the difference in the application of sustainability 
reporting in terms of its optionality, including the veracity of informational disclosures (Coram et al., 
2009); (3) limitations on the measurement of the sustainability responsibilities.

SOLUTIONS AND RECOMMENDATIONS

Given the issues addressed during this chapter, there are proposed to the specialists and to all those 
interested, the following solutions for improvement:

• analyzing the GRI guide and consulting the literature before continuing the steps for adopting and 
implementing sustainability reporting (Căpușneanu et al., 2020; Constantin et al., 2019a);

• analyzing the impacts of adopting sustainability reporting on the stakeholders (Constantin et al., 
2019b) and on the economic, social and environmental performance of the companies (Oncioiu et 
al., 2019; Căpușneanu et al., 2015);

• adopting the GRI guide for formulating strategies and management policies of the companies 
(Constantin et al., 2020).

Based on the concepts discussed above, we recommend the specialists and all those interested in 
deepening the GRI standards and reporting the sustainability of the following aspects:

• research of the specialized literature regarding the adoption and implementation of sustainability 
reporting of the GRI guide;

• research at national and global level of the impact produced by the adoption of the implementation 
guide on the strategic managerial accounting at the level of the entities/organizations (including 
the non-profit ones) that have implemented them;

• adapting and extending the company’s culture among the employees regarding the advantages of-
fered by the sustainability reporting, internally but also externally.

• increasing the publicity of the process of adoption and implementation of sustainability reporting 
among the companies and non-profit organizations.

FUTURE RESEARCH DIRECTIONS

Through the objectives set out in this chapter, we consider that we have reached our target in the business 
or academic environment. The chosen topic is current and future interest for all categories of specialists 
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or non-specialists interested. The amount of information presented covers a wide range of international 
literature dedicated to adopt sustainability reporting and the GRI guide. This amount of information 
was synthesized in an attempt to present significant benchmarks in adopting sustainability reporting 
with real future research directions. By this, we suggest to the specialists and to all those interested the 
following research directions:

• analyzing the possibilities of adapting and implementing the sustainability reporting and the GRI 
guide to the specifics of companies, entities, organizations (including non-profit ones);

• analyzing the position of the companies, entities, organizations (including non-profit ones) on the 
concepts, environmental legislation and stakeholders’ views in reporting sustainability;

• analyzing the impact of the strategic managerial decisions resulted by implementing the sustain-
ability reporting, the environmental performance, the audit of the sustainability reporting (Ivan et 
al., 2017).

CONCLUSION

By its structure, this chapter covers some segments dedicated to briefly describing the steps required 
for the sustainability reporting by presenting a short guide to implement sustainability reporting and 
the advantages and disadvantages offered by this process. As strengths of this chapter, the following 
can be mentioned:

• it brings some clarifications on the adoption and implementation of sustainability reporting 
through the steps in the guide;

• it analyzes aspects of implementing sustainability in profitable companies, including the non-
profit organizations;

• it presents the advantages and disadvantages of implementing sustainability reporting.

Through the contribution made in writing this chapter and through the challenges launched along 
the lines of adopting and implementing the sustainability reporting, we are confident that new research 
directions have been launched. There must be intensified the involvement of the specialized organiza-
tions and specialists from the companies with extensive experience in the financial and non-financial 
reporting in order to extend the launched research framework. The efforts must be continued towards 
identifying new opportunities for designing, deepening and diversifying the modalities of non-financial 
reporting at the level of the companies and organizations, including the non-profit ones.
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KEY TERMS AND DEFINITIONS

Disclosure of Sustainability: The act or process by which some sustainability information is made 
known (discovered) to stakeholders.

Guidance on Sustainability Reporting: Part of the Sustainability Reporting Handbook, with the 
role of facilitating a unitary understanding of the process of implementing sustainability reporting based 
on GRI standards and familiarizing beneficiaries of sustainability reports with basic requirements, rules 
and recommendations for the implementation of sustainability.

Sustainability Report: A report prepared by an organization (including the non-profit ones) that 
provides information on the economic, social and environmental performance to stakeholders.
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ABSTRACT

This study analyzes corporate social responsibility (CSR) issues in small business finance in Finland, 
especially within relationship banking. The study combines credit-file data obtained from a large local 
Finnish bank with a CSR questionnaire conducted with the bank’s business loan managers. The credit-
file data contain specific details of CSR characteristics, as well as relationship-, collateral-, firm-, and 
loan-specific characteristics. CSR, typically considered as a non-financial item, contains value-relevant 
financial information which affects the loan pricing level. The results show that both overinvestment in CSR 
and the value created by CSR are valid but connected to different CSR characteristics. Overinvestment is 
associated with the environment and value creation with diversity and employees. The results contribute 
to the understanding of the characteristics of CSR in the context of small business bank lending, as well 
as more generally to important implications for small firms, banks, and management practices.
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INTRODUCTION

Debt financing opportunities are crucial, especially for small companies. Large body of literature refers 
to the strong role of debt financing, even being more important to small businesses than equity financing 
(Berger & Udell, 1998; Frame, Srinivasan & Woosley, 2001; Hyytinen & Pajarinen, 2002; Wu & Chua, 
2012). Because most of the debt in small firms is financed by banks, it is important to understand how 
banks take into account the variety of information available of the company when making loan decisions 
and its terms. Previous research has demonstrated that financial performance of the bank client and 
characteristics of the bank/firm relationship have important effects on loan decisions (see e.g. Elyasiani 
& Goldberg, 2004). However, the effects of non-financial information, especially firms’ corporate social 
responsibility (CSR) on loan decisions, are unclear (Goss & Roberts, 2011; El Ghoul, Guedhami, Kwok 
& Mishra, 2011; Rosa, Libratore, Mazzi & Terzani 2018).

Previous research suggests that the relationship between CSR and financial performance is not 
straightforward. On the one hand, costly CSR initiatives of a firm can be understood as a deviation 
from the goal of shareholder wealth maximization (Barnea & Rubin 2010). On the other hand, CSR can 
have a risk mitigation role preventing externalities of irresponsible acts of a firm to the society not shift 
back to the explicit costs of the firm (Heal 2004; Goss & Robers 2011). Finally, CSR can signal firm 
operation to outsiders (Dhaliwal, Li, Tsang & Yang, 2014; Michelon, Pilonato & Ricceri, 2014). This 
suggests that the CSR initiatives can have either positively, neural or even negatively associated with 
financial performance. Goss and Roberts (2011) suggest loan securitisation signals whether lender posit 
CSR activities coming from high or low-quality borrowers. However, Hoepner, Oikonomou, Scholtens 
and Schröder (2016) did not find conclusive evidence CSR effect of the interest rates of bank loans.

This study enters the topic from unique perspective by collecting information of firms CSR perfor-
mance by questionnaire conducted with the bank’s business loan managers in small businesses. Since 
the banks often demand access to proprietary information about the firms that may not be available to 
other outsiders (Goss & Roberts, 2011) it is possible that bank can have information about, among other 
things, clients’ environmental and social performance. Thus, banks can exploit their unique position 
to client’s private information (Armstrong, Guay & Weber, 2010, p. 214) by pricing CSR in terms and 
conditions of loan agreement. Second, our study complements research by using non-US data with dif-
ferent institutional setting. Unique credit-file data from a large local Finnish bank are explored. The data 
contain specific details of corporate social responsibility characteristics, and relationship-, collateral-, 
firm-, and loan-specific characteristics between 1995 and 2001. Finally, our study complements Goss 
and Roberts’s (2011) study, which focus on multiple banks and larger firms by examining loan pricing 
for smaller firms and single local bank. Local banks may have better access to customers’ financial and 
non-financial information than distant lenders.

The rest of the paper is organized as follows. In the next section, overinvestment and value-creation 
contexts and hypothesis are discussed. Section 3 describes the methodology and data. Section 4 reports 
results and Section 5 concludes the paper.

BACKGROUND

Prior research suggests several theoretical underpinnings how the cost of debt is associated with CSR. 
They involve (i) the overinvestment view arguing that CSR investments represent increased costs, result-
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ing in decreased earnings and higher default risk and (ii) the value-creation view regarding CSR efforts 
as a way to increase competitive advantage, resulting in increased earnings and less risky financial 
returns to the lender. It is assumed that the lenders having information about manager motivation for 
CSR initiatives can take into account both type of views.

Overinvestment View

Overinvestment can result from two different sources. First, CSR investments can stem from agency 
conflict from managers and stockholders. Consequently, insiders (managers, directors or even large 
blockholders) can enjoy private benefits from CSR paid by stockholders (Barnea & Rubin 2010; Goss 
& Roberts 2011). Private bank lender can discourage overinvestment especially if the firm has a cash 
shortage or having high financial leverage but the firm with lot of cash banks governance role is limited. 
However, as discussed by Barnea & Rubio (2010) it is extremely hard to quantify CSR expenditure level 
since they are not separately reported in financial accounts.

Second, borrower can have behavioural pitfalls. The benefit of CSR practices is not straightforward 
since it produces extra costs but their outcomes are highly uncertain. Under these circumstances bor-
rower can prone to overinvestment assuming optimistic cash flows. This type of prediction bias was 
explored and explained by Kahneman & Tversky (1973). For example, Shefrin (2007, 44-47) has 
reasoned causes of widespread excessive optimism in investments decisions. In addition, Malmendier 
& Tate (2005) perform cross‐sectional tests of the effects of optimism on investment. Also, bounded 
rationality (Simon, 1957) appears to be a plausible explanation for overinvestment in CRS. For example, 
while the net present value criterion is the normative rule (in efficient markets), real managers tend to 
employ simpler rules. One of the rules can be imitation which involves an attempt to copy or mimic the 
actions of another decision maker (Pingles & Day, 1996). Pingle (1995) summarizes that imitation as 
one form of non-rational decision making economizes on decision making-resources. He explains that 
the likelihood to imitation increases when a decision is being made for the first time, after a change in 
the decision making environment and when the decision making environment is particularly complex. 
Since CSR investments can be fashionable resulted from imitations of trend-setters (Abrahamson, 1991, 
1996; Aerts, Cormier & Magnan, 2005) CSR overinvestment is possible.

Several studies have evidences that the relationship between the CSR performance and the market 
value of equity can be negative (Hassel, Nilsson & Nyquist, 2005; Preston & O’Bannon, 1997; Freed-
man & Jaggi, 1982; Aupperle et al., 1985; Horst, Zhang & Renneboog, 2007). Horst et al. (2007) find 
that if the firm participates in other social and ethical issues than ones related to corporate governance, 
environmental standards or management, the shareholder value seems to be decrease. Some investors 
may be willing to pay a premium on securities related to socially responsible firms (Anderson & Frankle, 
1980; Richardson & Welker, 2001). Hong (2008) concludes that firms with lowering stock performance 
or increasing exit level of institutional investors seem to increase their CSR practices. More specifically 
within overinvestment domain, Barnea & Rubin (2010) present evidence suggesting that insiders induce 
firms to overinvest in CSR.

Value-Creation View

According to value-creation view CSR actions can decrease the variability of earnings (i.e. risk mitiga-
tion effect) and/or increase earnings (i.e. sustained competitive advantage effect). In the first case, CRS 
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can be viewed as put option (Goss & Roberts 2011). Under uncertain future cash flows proactive CSR 
investments can decrease down-side risk. If CSR affects the perceived riskiness of a firm, then socially 
responsible firms should benefit from lower financing costs. E.g. Feldman, Soyka & Ameer (1997) and 
El Ghoul et al. (2011) find supportive evidence. In particular, Feldman et al. (1997) show that firms 
adopting more environmentally pro-active posture experience a significant reduction in perceived riski-
ness to investors. Also El Ghoul et al. (2011) use risk mitigating effect of CRS find that firms with better 
CSR scores exhibit lower cost of equity.

In the second case, CSR investments can be understood being among intangibles (e.g., R&D, fran-
chise, brand development, human capital, etc.). Intangibles are vital for many firms (Zingales 2000; 
Andayani, Atmini, Sadewo & Mwangi, 2008) and their valuation impacts are widely recognized. For 
example, Amir & Lev’s (1996) findings support the notion that financial information of fast-changing 
technology-based industries is of limited use to investors. Commitment to socially responsible activi-
ties can lead to sustained competitive advantage (Hart, 1995; Russo & Fouts, 1997) and better financial 
performance (Margolis & Walsh, 2001; Orlitzky, Schmidt & Rynes, 2003). In addition, Eccles et al. 
(2012) find out that high sustainability firms significantly outperform their counterparts over the long-
term, both in terms of stock market and accounting performance.

The fundamental problem faced by management is that investments in intangibles tend to reduce 
earnings in the short run (Bushee 1998; Graham, Harvey & Rajgopal 2005). However, there is some 
evidence that intangibles provide benefits for long term investors. For example, Edmans (2008) finds that 
employee satisfaction improves corporate stock performance rather than represents inefficient excessive 
non-pecuniary compensation. Also, the costs of maintaining a high level of CSR seem to be lower than 
the benefits reaped by the morale and productivity of employees (Soloman & Hansen, 1985).

CSR can be understanding also one form of trust creation (Perrini & Castaldo, 2008), and gener-
ally, long-term relationships with a high level of mutual trust can easily turn into a business advantage. 
According to the mutual dialogue and engagement between firms and stakeholders, they are able to 
generate trust in a long-term perspective; but in a short-term relationship, the creation of trust may be 
difficult (Burchell & Cook, 2008; Pivato et al., 2008). Thus CSR commitment can signal forward-looking 
information for stakeholders.

Previous studies have supported positive effects on CSR on financial performance and cost of capital. 
According to Martin (2002) firms are inclined to commit in social responsibility because of their positive 
effect on shareholders’ value and creative factor of goodwill among consumers. Margolis & Walsh (2001) 
review the results of 80 studies (over the past 30 years) to determine whether CSR has predictive power 
on financial performance of the firms. Out of 42 studies, there is a positive relationship between CSR 
and financial performance, 19 find no relationship, 15 studies report mixed results, and only 4 studies 
show a negative relationship. Orlitsky et al. (2003) concludes that the corporate social and environmental 
performance is slightly positively correlated with the corporate financial performance.

The relationship between CSR and financial performance is positive (Pava & Krausz, 1996; Preston 
& O’Bannon, 1997; Lougee & Wallace, 2008; Rodgers, Choy & Guiral-Contreras, 2008). Also, CSR is 
positively related with growth in sales and returns on sales (Ruf et al., 2001) and with absolute abnormal 
returns (Becchetti et al., 2007). However, no significant relation is found between CSR and financial 
performance (profitability, stock returns) according to Aupperle, Carroll & Hatfield (1985) and McGuire, 
Sundgren & Scheeweis (1988).
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Hypotheses

It is not clear whether CSR has a positive or negative relationship on the level of the loan premium. 
However, overinvestment and value-creation views are reasonable prediction how CRS activities affect 
cost of credit. Whether bank considers borrower’s CSR activities having positive, neutral or even nega-
tive effect on the likelihood to keep the promise to repay depends on the management motivation and 
skills. However, it is assumed that local bank can effectively screen the quality of their customers and 
weight the costs and benefits of borrowers engaging CRS activities.

Consequently, lender considers that CSR activities for the low-quality borrower are more prevalent 
to be too costly without offsetting payoffs (overinvestment hypothesis):

H1: There is positive association between CSR and loan premium.

Oppositely, CRS activities can create value including e.g. greater product differentiation, reputation 
or image enhancement, the use of CRS to recruit and retain high-quality employees, and maintaining 
good relations with key stakeholders (value-creation hypothesis):

H2: There is negative association between CSR and loan premium.

The CSR context, in general, is broad and research-specific. This paper applies the general frame-
work in order to define hypotheses and estimated models suitable for the combination of CSR and a 
relationship banking theme.

METHODOLOGY AND SAMPLE

Corporate Social Responsibility Metric

To determine the association between a loan premium and CSR, we construct a CSR variable based 
on manually gathered questionnaires sent to business loan managers in the bank. The questionnaire in-
cludes 20 questions (Q) of corporate social responsibility in seven components, including social (G1), 
corporate governance (G2), diversity (G4), employees (G5), environment (G6), individual rights and 
products (G7), which are applied from the Kinder, Lydeberg & Domini & Co. (KLD) rankings for U.S. 
firms (Sharfman, 1996; Goss & Roberts, 2006). Each CSR component includes two to three questions 
with five alternative answers per question. The answers are classified from “totally disagree” (=0) to 
“totally agree” (=4). Value which equals one refers to low CSR orientation and value which equals five 
refers to high CSR orientation.

First, the aggregate CSR variable Q (Score) for a firm is computed using the data from the question-
naire. A scoresheet was designed for scoring firms on the performance of CRS based on assessment of 
business loan managers. A translated copy of the questionnaire is reported in Table 5 of the Appendix. 
Companies can score a maximum of 100 (=20 × 5) and a minimum zero points based on the listed items 
in the scoresheet. For convenience the variable is scaled to vary between zero and one. Thus, score for 
firm i is
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21

[0,1] 

Table 1. Definition of variables.

Variable Definition

Explanatory variable

Loan premium
Negotiated marginal effective interest rate which includes the total loan arrangement fees and provisions for the 
lender. See the effective loan premium in the Appendix for the equation used to calculate the effective interest 
rate.

CSR variables (Questionnaire)

Qn

Aggregate questionnaire variable which is constructed by calculating the mean of all of the answers on the 21 
questions. After analysing the frequency of Q, the values are adjusted to the nearest integer. Subscript (n) refers to 
the CSR –orientation (answer value in the questionnaire). Integers (n) from one to four are observed and used in 
the estimated models.

Gn (Sub-group)

Sub-group questionnaire variable with the subscript (n) referring to the CSR –orientation (answer value in the 
questionnaire). The sub-groups are social, governance, management, employees, environment, individual rights 
and products. The variables are constructed consistently with the aggregate questionnaire variable Q, but within 
the sub-group.

Control variables

Duration Length of the relationship between bank and firm (measured in years).

Financial Services Number of the subject bank’s financial services used by the firm.

Loans Number of currently active loans from the subject bank.

Multiple Dummy variable indicating (=1) whether the firm owner has multiple client-bank relationships with the subject 
bank or not (=0). Client-bank relationships can include either firms or individuals.

Commitment Ratio of firm’s total liabilities to the subject bank per total assets of the firm (=total liabilities/total assets). The 
liabilities of the firm to the subject bank equal the sum of all performing loans and bank guarantees.

Collateralization
Coverage of pledged total collateral over the total liabilities of the firm to the subject bank after the current loan 
(measured in percentages). 
[=(total collateral/liabilities)*100].

Non-bank Guarantee Dummy variable indicating (=1) whether the loan is guaranteed by a Finnish non-bank financial institution or not 
(=0).

Leverage Debt per assets of the firm. (=debt/assets)

Firm Age Age of the firm (measured in years).

Firm Size Total assets of the firm.

Legal Form A dummy variable indicating (=1) whether the legal form of the firm is partnership/proprietorship. Otherwise 
limited liability (=0).

R3_5 Bank’s internal risk-rating classification. (lower risk=R1_2, higher risk= R3_5). Financial risk classes are 
internally rated by the subject lender. Two risk classes are formed of five risk rating levels.

Industry Nine industry dummies.

Maturity Maturity of the loan (measured in years).

Loan Size Amount of the loan (in thousand FIM).

Year A dummy variable for each year in the data.
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Second, the aggregate variable is spitted to seven CSR components by computed similarly to the 
aggregate variable and scaled to vary between zero and one. The general symbol for the sub-group is 
noted as G. As indicated in the Table 1, the Gn can have integer values between one and five, depending 
on the range of adjusted sub-group specific means. In the models of the results section, the questionnaire 
variables (Q, G) are referred as the CSR variables.

Models

The overinvestment and value-creation hypotheses are tested with the following OLS model:

EffectiveRate = α + γ0Score + γ1Duration + γ2FinancialServices + γ3Loans + γ4Multiple + γ5Commitment 
+ γ6Non-BankGuarantee + γ7Leverage + γ8FirmAge + γ9FirmAge + γ10FirmSize + γ11LegalForm + 
γ12R3_5 + γ13LoansSize + ΣYear+ΣIndustry + ԑ (1)

where the Score represent a firm’s corporate social responsibility score based on the questionnaire to 
the business loan managers where high values indicate the good CSR performance and low values poor 
CSR performance, correspondingly. Depending on hypothesis Score can have either positive or negative 
effect on loan spread. More specially, if parameter γ1 is positive it indicates CSR-related overinvestment 
by business loan managers and if parameter γ1 is negative, it indicates value-creation.

The rest of the variables are control variables and they are related to the bank-firm relationship, com-
mitment, firm characteristics and loan characteristic. Debt yields are essentially determined by i) the 
probability that the firm will not be able to meet its debt obligations and ii) by the degree of protection 
afforded to the lenders in such an event (Bhojraj & Sengupta, 2003: 455). Existing research has docu-
mented several firm-related financial risk characteristics and debt-related characteristics (e.g., Fisher, 
1959; Cohen, 1962; Horrigan, 1966; West, 1970; Kaplan & Urwitz, 1979; Weinstein, 1981) influencing 
debt yields. However, a firm’s likelihood of default would also depend on the availability of useful non-
financial information for accurately evaluating the default risk and agency costs (Diamond & Verrecchia, 
1991). Firm social and environmental performance can influence the assessment of default likelihood 
and agency costs.

This study uses the length of the relationship in years to analyze relationship duration (Duration). 
The other relationship variables deal with relationship scope, such as the number of financial services 
used (Financial Services), the number of performing loans (Loans), group of firms under the same 
ownership (Multiple), and the level of commitment (Commitment). Collateral effects are proxied by the 
value of a firm’s total collateral over total liabilities to the bank (Collateralization). It is also controlled 
whether the loan is guaranteed by the major non-bank financial institution, or not (Non-BankGuarantee). 
This non-bank often works closely with banks by giving external guarantees to loans. Typically, banks 
require this type of guarantee for loans which are requested by start-ups or high-risk firms. There are 
five firm-specific variables that are associated with the leverage of the firm (Leverage), the age of the 
firm (FirmAge), the size of the firm (Firm Size), the legal form of the firm (Legal Form) and the internal 
risk rating of the firm (R3_5). Maturity (Maturity), the size of the loan (LoanSize) and year dummies 
(ΣYear) are used as loan-specific control variables. For each year, there is a dummy variable indicating 
the year when the loan was granted. Ten industries (ΣIndustry) are also controlled.

 EBSCOhost - printed on 2/8/2023 12:09 PM via . All use subject to https://www.ebsco.com/terms-of-use



153

Effect of Corporate Social Responsibility on Pricing of Small Business Loans
 

Sample

In this study, data consist of manually gathered questionnaires and credit-file data from a Finnish bank. 
The questionnaires are addressed to the same business loan managers who have granted the loans in the 
data. A survey is conducted in order to measure the level of CSR among the firms in the data. An ap-
plication of CSR definitions and framework is implemented and analysed with the questionnaire, which 
is a survey distributed to the banks’ business loan managers concerning the firms which have received 
bank financing. The Questionnaire is reported in Table5 in the Appendix. Totally 134 completely filled 
evaluations were received. These where matched with credit-file data from 1995 to 2001.

The estimation models are OLS-regressions computed by the mixed-procedure applying the maxi-
mum likelihood (ML) method with the SAS (Statistic Analysis Software). Several question groups, as 
explanatory variables, are formed from the questionnaire; and in addition, relationship-, collateral-, 
firm-, and loan-characteristics are used as control variables. The dependent variable is the loan premium, 
i.e., the marginal effective interest premium of the loan. The questionnaire variables (CSR) and control 
variables are defined in Table 1.

Descriptive Statistics

The summary statistics are presented in Table 2. The variable Qn (Score), representing the aggregate 
CSR variable, has the mean of 0.464 with standard deviation of 0.334. The mean value, slightly be-
low the middle answer option (scaled between 0 and 1), refers to the description of the overall modest 
orientation for the CSR in the aggregate level. When compared to the components of CSR, the mean 
variables of Gn are between 0.049 (Social) and 0.473 (Individual rights). The sub-groups of social and 
products are represented with the largest variation of CSR –orientation with the standard deviations of 
0.336 and 0.311, respectively.

Table 2. Summary statistics, period 1995-2001.

Variables Unit Mean Std

Explanatory variable

Log (Loan premium) Log Ratio 0.950 0.501

CSR variables

Qn (Score) Class n=1-4 0.464 0.334

Gn (Social) Class n=1-4 0.049 0.336

Gn (Governance) Class n=2-5 0.425 0.309

Gn (Management) Class n=2-5 0.376 0.261

Gn (Employees) Class n=1-4 0.405 0.276

Gn (Environment) Class n=2-5 0.420 0.276

Gn (Individual rights) Class n=2-4 0.473 0.286

Gn (Products) Class n=1-4 0.381 0.311

Control variables

Log (Duration) Log Ratio 2.069 0.832

continued on the following page
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For control variables, the mean of log (Duration) is 2.069 and log (Financial services) is 2.350. The 
firms have an average of 1.463 outstanding loans, and the average collateralization coverage is almost 
100 percent (99.668). Loans are personally guaranteed in 28 percent of the total number of loans in the 
sample, and the mean duration of the loan is 4.69 years (Maturity). It is notable, that personally guaran-
teed loans are handled as a proxy for the risk factor Peltoniemi & Vieru (2013).

Variables Unit Mean Std

Log (Financial Services) Log Ratio 2.350 0.693

Loans Quantity 1.463 1.520

Multiple 0,1 0.754 0.432

Log (Commitment) Log Ratio -1.604 3.534

Collateralization % 99.668 23.009

Pergua 0,1 0.284 0.452

Non-bank Guarantee 0,1 0.172 0.378

Log (Leverage) Log Ratio -0.406 0.815

Log (Firm Age) Log Ratio 2.338 0.715

Log (Firm Size) Log Ratio 7.475 1.355

Legal Form 0,1 0.194 0.397

R3-5 0,1 0.381 0.487

Maturity Years 4.695 3.451

Log (Loan Size) Log Ratio 5.685 1.140

Year:

1995 Year 0.022 0.148

1996 Year 0.090 0.287

1997 Year 0.112 0.316

1998 Year 0.127 0.334

1999 Year 0.291 0.456

2000 Year 0.172 0.378

2001 Year 0.187 0.391

Industry:

Agriculture n/a

Industrial 0,1 0.127 0.334

Electronics 0,1 0.007 0.086

Construction 0,1 0.261 0.441

Wholesale, retail 0,1 0.224 0.418

Hotel & restaurants 0,1 0.037 0.190

Transportation 0,1 0.060 0.238

Financing n/a

Real estate 0,1 0.209 0.408

Table 2. Continued
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Table 6 in the Appendix reports the correlation matrix for the CSR –variables. It is notable that 
correlation probabilities are statistically significant, and varies between 0.146 and 0.681. Nine of the 
correlations are below the 0.50 value. The highest value of correlation between two CSR –variables is 
reported between Environment and Product –based variables. However, the Product variables shows no 
statistical significance in the CSR regressions (Table 3 and Table 4).

RESULTS

Results on the Association Between Loan Premium and Aggregated CSR

The main results are reported using aggregate questionnaire variable Qn (Score) in Tables 3. As indi-
cated, the estimated regression coefficient for categorical variables Qn is positive, which indicates that 
the effect on the loan premium is slightly increasing with the increasing orientation of CSR practices of 
the firm. However, the coefficient of Qn is statistically insignificant (0.870). This suggest that CSR on 
the aggregate level is not associated with loan premium.

When analysing the control variables, many effects on the loan premium are found. The duration of 
relationship, and the maturity and size of the loan seem to be negatively associated with the loan pre-
mium. Firms benefit by the lower cost of credit by maintaining long-term relationships and/or if they 
are able to negotiate longer maturities for loans and for larger loans. However, it seems that the loan 
premium increases with number of loans and loans which are personally guaranteed, which also indicate 
the riskiness of the firm (Peltoniemi & Vieru, 2013).

Results on the Association Between Loan Premium and CSR Components

In order to examine whether the aggregation itself diminishes significant association, the aggregated CSR 
is split into CSR components (social, governance, diversity, employees, environment, individuals, and 
products) and tested with the OLS regression model. Table 4 presents the results for aggregated ques-
tionnaire answers within the sub-groups. Control variables are also regressed and reported in the table.

The results show significantly negative effects on the loan premium for the sub-groups of diversity 
(p<0,10), employees (p<0,05) and positive effect on the environment (p<0,05). The sub-groups of social, 
governance, individual rights and products do not show any statistical significance in the parameter values.

Keeping in mind that negative association between CSR component and loan premium indicates a 
support for value creation hypothesis the results suggest that high firm performance in diversity and 
employees’ components are acknowledged by bank managers with lower loan premium. According to 
this result, firms which emphasize CSR –orientation activities among these dimensions, seem to be 
compensated by lower loan premiums in their loan contracts. These outcomes support the hypotheses of 
value-creation in this study. Similar type of value-creation association in the CSR framework is reported 
in Feldman et al. (1997) and El Ghoul et al. (2011). Also, in the larger framework, the value-creation in 
CSR is supported by Amir & Lev (1996), Hart (1995), Russo & Fouts (1997), Margolis & Walsh (2001), 
Orlitzky et al. (2003) and Eccles et al. (2012).

The only sub-group with negative and significant parameter value, towards lower CSR–orientation 
is the environment with the magnitude of 0.524, and the effect is rather large at the level of statistical 
significance (p-value = 0.013). Firms which practice more beneficial actions towards the environment 
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seem to pay higher loan premiums than other firms in the data. This specific part of our research results 
support the overinvestment hypothesis. An analogically similar result is found in Hassel et al. (2005), 
where the market value of firms is negatively related with the value- creation (for stakeholders). Similar 
results representing the CSR with some negative effects can be found in Preston and O’Bannon (1997), 
Freedman & Jaggi (1982), Aupperle, Caroll & Hatfield (1985) and Horst, Zhang & Renneboog (2007).

These results indicate two main implications. Firstly, the CSR issue seems to be value-relevant to the 
bank even after financial factors of the loan decision are controlled. This indicates that CSR, as identified 

Table 3. The effect of CSR on the cost of the credit. Aggregated questionnaire data.

Variables Estimate p-value

Intercept 3.020 <0.001

CSR variables

QnScore 0.039 0.870

Control variables

Log(Duration) -0.146 0.032

Log(Financial Services) 0.064 0.376

Loans 0.040 0.141

Multiple -0.065 0.494

Log(Commitment) 0.001 0.951

Collateralization -0.003 0.163

Pergua 0.072 0.663

Non-bank Guarantee -0.031 0.755

Log(Leverage) -0.060 0.310

Log(Firm Age) 0.038 0.642

Log(Firm Size) -0.020 0.668

Legal Form -0.076 0.491

R3-5 0.060 0.484

Maturity -0.039 0.008

Log(Loan Size) -0.191 <0.001

Year 1995 Ref.

Year 1996 -0.075 0.809

Year 1997 -0.117 0.705

Year 1998 -0.214 0.498

Year 1999 -0.325 0.289

Year 2000 -0.358 0.238

Year 2001 -0.356 0.237

Obs. 134

Adj.R-Sq. 0.424

Dependent variable: Effective loan premium. QnScore represents the aggregate CSR
–variable as described and formed in section 3.2. Control variables are combined from relationship-, collateral-, firm- and loan-based 

characteristics, and also yearly based dummies and industries are controlled (not reported here)
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Table 4. The effect of CSR on the cost of the credit. Sub-group questionnaire data.

Variables Estimate p-value

Intercept 3.180 <0.0001

CSR variables (Gn)

Social Score 0.129 0.347

Governance Score -0.057 0.709

Management Score -0.366 0.059

Employees Score -0.394 0.040

Environment Score 0.524 0.013

Individual Score -0.144 0.423

Product Score -0.030 0.886

Control variables

Log(Duration) -0.100 0.131

Log(Financial Services) 0.076 0.289

Loans 0.034 0.194

Multiple -0.133 0.164

Log(Commitment) 0.003 0.194

Collateralization -0.003 0.081

Pergua 0.135 0.174

Non-bank Guarantee -0.091 0.348

Log(Leverage) -0.072 0.206

Log(Firm Age) -0.020 0.806

Log(Firm Size) -0.021 0.654

Legal Form -0.072 0.495

R3-5 0.064 0.441

Maturity -0.043 0.003

Log(Loan Size) -0.188 <0.001

Year 1995 Ref.

Year 1996 -0.073 0.808

Year 1997 -0.037 0.900

Year 1998 -0.183 0.543

Year 1999 -0.317 0.286

Year 2000 -0.374 0.227

Year 2001 -0.344 0.257

Obs. 134

Adj.R-Sq. 0.493

Dependent variable: Effective loan premium. CSR variables (Gn) represents the seven CSR groups: social, government, management, 
employees, environment, individual and products. Control variables are combined from relationship-, collateral-, firm- and loan-based 
characteristics, and also yearly based dummies and industries are controlled (not reported here)
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as a non-financial factor in a bank lending contract, does have financial value similarly to other financial 
factors of the lending in affecting the loan premium. Secondly, the value of CSR in bank loans may not 
be consistent among different components. As previous studies has also shown, the CSR link to cost 
of capital can be either positive (costly) or negative (beneficiary). When the bank evaluates the CSR 
positively in some components (diversity, employees), the bank may evaluate other components of CSR 
(environment) negatively in the same loan contract of the firm. The explanation for this type of practice 
can be found in the bank’s approach to the repayment potential of the firm. The bank has an incentive to 
value items which are positively linked to the repayment outcomes. According to the results in this paper, 
the significant components closely related to a firm’s own operations are management and employees. 
The environment –component may not be seen as strictly increasing the possibilities of the repayment 
of the loan. It may well be that the bank evaluates the environment–component as an additional cost, 
which can even be an unwanted burden for the firm from the bank’s point of view.

Robust Tests

In addition to the main estimation results, two robust test are reported. First, an interaction term Highq, 
represents high-quality borrower, was included into model in the spirit of Goss and Roberts (2006). 
Since it is possible that bank manager may judge the borrower’s CSR orientation based on the its qual-
ity, the CSR can have either positive or negative effect on loan spread. When testing the hypothesis of 
overinvestment / value-creation, the aggregate result of Qn (Score) x highq supports the value-creation 
hypothesis, with the negative parameter value of -0.164. The p-value is, however, 0.531, which indicates 
to the insignificant statistical value.

Second, the chi-squared test is conducted for the normality of variables. For the two main regres-
sions, Table 3 and Table 4, chi-squared test value is 126.83 with the probability of 0.780 (Table 3) and 
132.73 with the probability of 0.678 (Table 4). Thus, the null hypothesis for the normality of the variable 
distributions is valid (not rejected).

CONCLUSION

This study is one of the first studies in the field researching the link between CSR and bank loan pricing 
where the main factors of bank lending, e.g., relationship-, collateral-, firm-, and loan-characteristics, are 
controlled. In this paper, Finnish credit-file data are analysed in the corporate social responsibility context.

The results show that interestingly both hypotheses were supported and connected with different 
CSR factors. The overinvestment hypothesis is valid with the CSR factor of environment and the value-
creation hypothesis is valid with the CSR factors of management diversity orientation and employees’ 
relation. Environmental CSR efforts of companies seem to bring economic costs and CSR activity with 
management and employees implicate financial benefits in terms of the cost of loan.

The main results of this study have important implications for small firms, banks and management 
practices. As analysed, it is observed that the CSR–factor, considered as a non-financial item, contains 
both overinvestment and value-relevant financial information affecting the loan pricing level. This prac-
tical relevance is important especially noting that the CSR–factor is financially meaningful after other 
financial factors, such as risk and relationship-specifics, are controlled.
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APPENDIX 

Questionnaire

There are five alternative answer choices from “Totally disagree” to “Totally agree”. The questions cover 
both firms’ internal and external operations for the time period of 1995-2001.

Table 5. 

Questions in seven sub-groups Totally disagree Totally agree

n=1 ……………… n=5

1. Social

  1a) The management of the firm actively participates the development of the its business environment 
and social networks. O  O  O  O  O

  1b) The firm is acknowledged from its social or environmental activities. O  O  O  O  O

  1c) The firm commits to charitable actions more than an industry average. O  O  O  O  O

2. Corporate governance

  2a) The management of the firm operates fairly to its stakeholders and developes the stakeholder 
network. O  O  O  O  O

  2b) The responsibilities of the firm are clearly identifiable O  O  O  O  O

  2c) The organizational structure of the firm is light and transparent. O  O  O  O  O

3. Management

  3a) The work practices of the firm are fair and do not discriminate the freedom of religion, gender, 
nationality, race, disability or age. O  O  O  O  O

  3b) The organization culture of the firm indicates transparency and clear practices in internal and 
external operations and management. O  O  O  O  O

4. Responsibility of employees

  4a) The firm actively seeks to employ motivated employees and the firm is a respected employer. O  O  O  O  O

  4b) The firm applies and develops various kinds of incentive programs for employees, which enhance 
commitment and conduct practices. O  O  O  O  O

  4c) The firm provides excellent work terms and conditions to its employees. O  O  O  O  O

5. Environment

  5a) The firm actively observes the condition of the environment and seeks to decrease the pollutive 
actions and is commitment to energy saving practices. O  O  O  O  O

  5b) The firm applies sustainability in order to maintain good life conditions for the current generation 
and generations to come. O  O  O  O  O

  5c) Ths firm responds to the needs of the stakeholders and environment, and innovates the business 
according to these needs. O  O  O  O  O

6. Individual rights

  6a) The firm acknowledges the individual rights in the international business by avoiding injustice, 
illegality and corruption, regardless of the country where the business partner or firm customer is 
operating.

O  O  O  O  O

  6b) The firm operates in countries with low social responsibility levels. O  O  O  O  O

  6c) The employees are aware of the ethical norms the firm expects their employees to follow. O  O  O  O  O

continued on the following page
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Correlation

The Effective Loan Premium

Equation for the calculation of the effective interest premium
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AK = amount of the loan K (after fees charged)
A´

K´ = amount of the payment K´

Questions in seven sub-groups Totally disagree Totally agree

n=1 ……………… n=5

7. Products

  7a) The firm respects its customers’ right to good quality and reaches for high customer satisfaction. O  O  O  O  O

  7b) The firm provides economically profitable products/services which benefit individuals in socially 
weak positions. O  O  O  O  O

  7c) The marketing and pricing practices of the firm are aggressive. O  O  O  O  O

Note: The question 7c) is intentionally formed in contradictive positioning, where n=1 (n=5) indicates high (low) CSR orientation, for 
“consistent answers” check-up purposes.

Table 5. Continued

Table 6. Correlation matrix of CSR –variables used in empirical models.

Soc Gov Mgt Emp Env Inv Pro

Soc 1.00 0.282 
<0.001

0.142 
0.022

0.442 
<0.001

0.502 
<0.001

0.314 
<0.001

0.293 
<0.001

Gov 1.00 0.532 
<0.001

0.516 
<0.001

0.507 
<0.001

0.323 
<0.001

0.609 
<0.001

Mgt 1.00 0.550 
<0.001

0.549 
<0.001

0.146 
0.041

0.555 
<0.001

Emp 1.00 0.672 
<0.001

0.309 
<0.001

0.508 
<0.001

Env 1.00 0.360 
<0.001

0.681 
<0.001

Inv 1.00 0.578 
<0.001

Pro 1.00

CSR –variables represent the seven CSR groups: social, government, management, employees, environment, individual and products.
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m = number of the last payment
tK´ = time period between the payment n:o 1 and payments n:o 2 → m
i = effective interest premium
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ABSTRACT

The problem of leadership, leader, and leadership style has provoked a considerable number of theoreti-
cal and experimental research, being one of the central themes of the psycho sociology of social groups. 
Being in front of a considerable volume of experimental data, obtained under very different conceptual 
and methodological conditions, the problem of leadership has a fragmentary character, being necessary 
a careful selection of the results that have a sufficient practical relevance. The objective of this chapter 
is to demonstrate the role of leadership development in the digital economy.

INTRODUCTION

The leadership process is a fundamental component of group life, a necessary condition for coordinat-
ing group members in order to pursue common goals. Indeed, the notion of leadership seems to be one 
of the few universals of human behavior (Islam, A. (2015). There is also anthropological evidence that 
indicates that societies without leadership are not known in at least some aspects of social life. The 
manifestation of leadership depends both on the existence of a leadership role and on some qualities of 
the individuals suitable for this role (Lloret, 2015).
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Furthermore, leadership is influenced and determined by organizational culture and life experience. 
He demands integrity and obedience, responsibility, stability and change, visions and results. Effective 
leadership can be measured and modeled in at least three ways: through business results, organizational 
structure and organizational culture (Bula, 2012).

Anyway, it is the leader who controls and influences the organization, establishing the cultural 
framework in which decisions are made, supporting and demonstrating values, establishing goals and 
responsibilities (Velilla, Molina & Ortega, 2018). A successful leader understands that the organization 
is supported by values, beliefs and norms of behavior. These will allow him to rise above the difficulties 
and give him the tone, character and ability to resist.

Even if the manager is willing to initiate change, he must take into account the diagnosis of the orga-
nizational culture and a number of elements that can influence the results of the improvement process. 
The secret is to create procedures of the organization by which a behavior is rewarded or sanctioned, 
such as: the benchmarks for promotion, bonuses and salary facilities, professional appreciation assess-
ments, disciplinary procedures (Nair & Saiz-Alvarez, 2019).

During the implementation of change, in general, resistance to change appears both on the part of 
the employees, and sometimes on the part of the managers. Often the sources of resistance to change 
are of the company or individual. Of the individual sources of resistance to change the most commonly 
encountered are: the time available for change; selective perception; social and economic losses; depen-
dence on group members; the uncertainty of the future.

Numerous people think that leadership and management have the same meaning, but in fact they are 
different (Lazear, Saiz-Alvarez, Coduras & Cuervo-Arango, 2013). Leadership is the key active force 
that motivates and coordinates an organization to accomplish its objectives (Sarasvathy, 2001). A leader 
creates a vision for the others and then directs them towards achieving that vision. To be a leader you 
must have followers who have confidence in you and who give you their support and commitment to a 
goal (Alvarez & Barney, 2005). On the other hand, management is the process of getting things done, 
effectively and efficiently, through and with other people (Douglas & Shepherd, 1997).

Managers deal with difficulty through planning and budgeting (Gaglio & Katz, 2001). They put 
goals, determine how to meet those goals and gather resources to meet those goals. Leaders start with 
the vision and put strategies to meet this vision (Saiz-Alvarez, 2015). Managers organize and staff their 
employees to meet their goals. They create jobs to achieve the requirement of plans. Leaders try to recruit 
and keep the employees who participate their vision. Finally, managers control the employees’ behaviour 
to ensure that employees meet the goals (Baron, 2007).

Some contemporary motivation issues facing today’s leaders include motivating a diversified work-
force, pay for performance programs, motivating minimum wage employees, motivating professional 
and technical employees, and flexible work schedule options (Saiz-Alvarez, 2018).

Management needs to think in terms of flexibility to motivate a diversified workforce. For instance, 
studies tell us that men place considerably more importance on autonomy in their jobs than do women 
(Anna, Chandler, Jansen & Mero, 2000; Johnson, 1990). In contrast, the opportunity to learn, good in-
terpersonal relations, and convenient work hours are more important to women than to men. Managers 
need to recognize that the motivation of a single mother with two dependent children, who are working 
full time to support her family, may be quite different from the needs of a young, single part time worker 
or the needs of the older employee who is working to supplement his or her pension income. Employees 
have different personal needs and goals that they’re hoping to satisfy through their jobs (Audretsch, 2003).

 EBSCOhost - printed on 2/8/2023 12:09 PM via . All use subject to https://www.ebsco.com/terms-of-use



172

Future Directions in Leadership Development
 

However, it is also important to look at the fact that doing a job that is the same day in and day out 
can become quite boring (Silva, 2007). When employees are given a job with different tasks and abil-
ity to grow, they tend to stay more motivated. Unfortunately, many workers are unused and do not get 
challenged or the ability to show their creativity to its potential. Leaders can motivate their work force 
by improving design of jobs, empowerment, assess fairness through the implementation of the equity 
theory and finally by implementing a quality of work life by providing safe and healthy environment 
and fair treatment of their workforce and designing a psychological contract that is used in exchange for 
the employees’ contributions (Wagner, 2003).

The economic environment of the Digital Age, characterized by the acceleration of technology innova-
tion, fierce competition in gaining competitive advantage, increasing consumer expectations, emerging 
market pressure, leads leadership to adapt Vision and Entity Strategy to new performance standards. 
Thereby, Leadership is the key active force that motivates and coordinates an organization to accomplish 
its objectives. A leader creates a vision for the others and then directs them towards achieving that vision. 
To be a leader you must have followers who have confidence in you and who give you their support and 
commitment to a goal. The objective of this chapter is to demonstrate the role of contemporary leader 
in the digital economy.

BACKGROUND

A review of the leadership literature shows an evolving sequence of schools of thought from Great Man 
and Trait theories to “Transformational” leadership (Barnes, Dang, Leavitt, Guarana & Uhlmann, 2018). 
Although early theories focused on the characteristics and behaviors of successful leaders, later theories 
begin to consider the role of followers and the related nature of leadership (Drucker,1985; Gnyawali & 
Fogel, 1994).

One of the first studies of leadership behaviour explore three leadership styles: autocratic, democratic, 
and laissez-faire (Schumpeter, 1942; Schumpeter, 1934; Kirzner, 1979).

Autocratic style where a leader has centralized authority, state work methods, makes independent 
decisions, and puts limit on employee’s participation.

Democratic style where the leader involves his employees in the decision making, share his authority 
with employees, and share the decision making with his subordinates. Democratic style is divided into 
two other styles, consultative and participative.

Laissez-faire style where the leader gives complete freedom to his employees to do their job and 
make decisions. Laissez-faire leader basically provide material to employees and answer questions only.

On the other hand, to promote empowerment, leaders must create an environment in which employees 
feel that they have influence over performance and effective in the areas of their responsibility (Thorton 
& Yang, 2012). By empowering employees, leaders should expect some problems, at least in the short 
term because of the change and change takes time for employees to adopt to the new roles (Shane & 
Venkataraman, 2000). People might make mistakes at first, because of lack of training and more training 
is needed, the cost are going to be higher because higher skills employees make great contribution to the 
organization and demand higher wages (Schultz, 1980). Table 1 will illustrate the leadership theories 
in order (Bula, 2012).
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Three contemporary approaches have been emerged lately: charismatic leadership, visionary leader-
ship, and entrepreneurial leadership (Saiz-Alvarez, Coduras & Cuervo-Arango, 2014; Velilla, Molina 
& Ortega, 2018).

A Charismatic leader is one who provides an environment full of energy and positive reinforcement. 
Charismatic leaders encourage others and inspire them to be their best. Group members and employees 
want to impress a charismatic leader, so they work hard and strive to succeed. Under charismatic leader-
ship, group members may view success in relation to their leaders. A group success tends to center on 
the leader that is a major problem with charismatic leadership. The charismatic leader is the glue that 
holds a group together. So, what happens if the leader should have to step down or transfer? Normally, 
the group dynamic will fizzle and individual members will lose enthusiasm.

Visionary leadership is the ability to create and articulate a realistic, credible attractive vision of the 
future for an organization or organizational unit that grows out of an improves on the present. Visionary 
leaders characterized by his ability to clarify his vision in term of actions and goals verbally. Second is 
the ability to express his vision through his behavior. Finally, the ability to extend his vision to different 
leadership context.

Entrepreneurial leadership the entrepreneur has certain leadership responsibility in the organization 
(Stephan, Uhlaner & Stride, 2015). Today’s successful entrepreneur must be like the leader of a jazz 
ensemble that excels in improvisation, innovation, and creativity. Drawing out the best of other individu-
als even given the unpredictability of the situation (Agboli & Ukaegbu, 2006).

Later studies of leadership styles showed mixed results (Saiz-Alvarez, 2018; Velilla, Molina & Ortega, 
2018). For example, democratic style sometimes created higher performance level than autocratic style 
of leadership, but at other times they created group performance that was lower than or equal to that of 
autocratic style.

Table 1. Leadership theories and the main subject of each theory

Leadership Theory(ies) Main Subject

Great man Theories

Based on the belief that leaders are extraordinary people, born with great qualities and destined to lead. 
The use of this term ‘Man’ was intentional since until the later part of the twentieth century leadership was 
thought of as a concept which is primarily male, military and western. This led to the next school of trait 
theory

Trait Theories
The list of traits qualities associated with leadership exists in abundance and continues to be produced. 
They draw on virtually all the adjectives in the dictionary which describes some positive or virtuous human 
attribute, from ambition to zest for life

Behaviourist Theories
These concentrate on what leaders actually do rather than on their qualities, different patterns of behaviour 
are observed and categorised as styles of leadership. This theory attracted most attention from practising 
managers

Situational Leadership
This approach sees leadership as specific to the situation in which it is being exercised. For example, whilst 
some situations may require an autocratic style, others may need a more participative approach. It also 
proposes that there may be differences in leadership styles at different levels in the same organisation

Contingency Theory This is a refinement of the situational viewpoint and focuses on identifying the situational variables which 
best predict the most appropriate or effective leadership style to fit the circumstances

Transactional theory
This approach emphasises the importance of the relationship between leader and follower, focusing on the 
mutual benefits derived from a form of ‘contract’ through which the leader delivers such things as rewards 
or recognition in return for the commitment or loyalty of the followers

Transformational theory The concept here is change and the role of leadership in envisioning and implementing the transformation 
of organisational performance
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In general, groups need leaders when interpersonal processes need to be improved or when each 
individual member’s efforts need to be better coordinated.

There are several determining factors in the emergence of a group leader, including physical charac-
teristics such as height, weight, age and gender, intelligence, personality traits, task skills and participa-
tion. It seems that the manifestation of leadership depends largely on the perceptions of the members 
of the group.

A lot of studies argue that those behaviors that build the leadership role generally fall into two cat-
egories: relationship behaviors and work behaviors.

Relationship behaviors are addressed to the attitudes, feelings and satisfaction of the members of the 
group, therefore it corresponds closely with the functions performed by the socio-emotional specialist. 
Even in groups that have tasks or problems to be solved, leaders often have to meet the personal needs 
of members. Relationship leadership involves strengthening morale, increasing group cohesion, reduc-
ing interpersonal conflicts, establishing the leader / member relationship, and expressing concern and 
consideration for all group members.

Working behaviors, on the other hand, deal with the actual problem rather than the personal satisfaction 
of the group members. Leaders must lead, lead the group in the direction of successfully achieving the 
proposed goal. Key aspects of working leadership can be defining group problems, establishing a com-
munication network, providing evaluative feedback, planning, motivating action, coordinating member 
actions, and facilitating meeting goals by proposing solutions and removing obstacles.

Approaching the leader’s traits has the merit of giving the logical approach to the idea that successful 
entrepreneurs have unquestionable chances to be successful leaders either through certain personality 
traits and physical characteristics, or as a result of their ability to practice effective leadership. strongly 
mobilize subordinates to achieve superior performance.

The behavior of successful leaders is part of the directive-permissive, antonymic autocratic-democratic 
and task-oriented-person pairs. Although formulated distinctly, the three pairs signify the behavioral 
characteristic of the leader: behavior focused on accomplishing tasks, production.

FUTURE DIRECTIONS IN LEADERSHIP DEVELOPMENT: 
PRINCIPLES AND APPLICATIONS

Fundamental to the achievement of entrepreneurial success, in the view of the author of this chapter, is 
the technological idea, closely related to its degree of commercial innovation. The degree of innovation 
is closely correlated with the size of the profit this entrepreneur can get it. Thus, it can be assumed that 
an entrepreneur who purchases the factors of production on the market, including the technological idea, 
will obtain a profit that can not exceed the natural rate of profit in that economy. The most researchers 
also fall into one of the common mistakes made by theoreticians in social sciences, namely to make a 
parallel between social and biological processes (Saiz-Alvarez, Muñiz & Huezo, 2016; Aldrich, 2011; 
Ireland, Hitt & Sirmon, 2003).

The essence of entrepreneurial spirit is the speculative nature of the extent to which the action of the 
human individual, in a broader sense, by bearing present costs, aims at satisfying future desires as the 
most intense (Cuervo et al., 2007). The temporal element necessary for human action and the implicit 
risk of action in time disappears from models that consider economics in a state of equilibrium, and 
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consequently the role of the entrepreneur is not visible: entrepreneurial judgments are the substitute in 
the world real forecasts by producers in static equilibrium models (Frese & Gielnik, 2014).

Gaglio’s (1997) approach seeks to identify a set of environmental factors that correlate with a set of 
human factors to explain where complex contracts depending on a set of events subsequent to their sign-
ing are onerous to be negotiated, applied. In the face of these difficulties, the firm may decide to avoid 
the market and make use of the internal arrangements for the transaction. But this analysis, although 
seemingly rational, frizzes a functionalist and behavioral approach to human behavior which, under the 
same conditions, is supposed to have the same reaction. Objectives and subjective judgments of value 
of individuals and entrepreneurs do not take place in such an analysis but in terms of their rationality.

The idea that companies spend all the resources by ignoring the relative structure of prices on the 
market is completely erroneous or can only be valid for some entrepreneurs who do not aim to obtain 
the profit from the activity they are doing (Ahmad & Seymour, 2008). Equally ignorant of the market 
prices may be an individual who initiates a market transaction.

First, any business is subject to the final profit test. If the shooter receives a financial loss, it is obvi-
ous that the allocation of resources was wrong. If the result is positive, it appears that the allocation of 
resources by the entrepreneur was more efficient than other entrepreneurs than the relative structure of 
the prices of all inputs and outputs on the market. This structure, however, always the term of comparison 
and the way of establishing the profits of entrepreneurship.

Entrepreneurial action always requires an innovative technological idea and the degree of innovation 
can be defined in a broad sense (Shepherd & Patzelt, 2011). If this is not the case, it is likely that the profit 
margin would not be higher than the normal profit in the economy or the extraordinary profit would be in 
the short term. The entrepreneur who buys all the inputs on the market does not make any contribution 
to the combination of these resources, at least technologically, is likely to get in just the natural rate of 
interest. Getting a higher profit than this natural rate of interest implies a new technological idea, which 
may well be those who view this activity as an arbitrary allocation of resources.

An entrepreneur who sells his services is not an entrepreneur in the sense used by Knight but is a 
manager (Feeser & Dugan, 1989). The entrepreneur becomes in this case the one who buys the services of 
that entrepreneur. Secondly, those employees who are paid a fraction of the profits become entrepreneurs 
in the broad sense because the rewarding of the production factor that they have the labor is no longer 
realized by present salary goods but by the side of uncertain future profit. These employees bring their 
own professional skills to their business and are rewarded with a share of profit. If the profit is 0, it is 
obvious that they will not be rewarded and will even bear losses that are of an entrepreneurial nature.

Thus, Kirzner (1979) offers an argument that will later see a significant development in company 
growth theory. Companies grow when entrepreneurs internalize previously traded transactions through 
the market and decrease when outsourcers outsource transactions that they previously coordinated 
within firms. Thus, by hierarchically allocating resources within the firm, the entrepreneurs manage to 
save existing trading costs due to the operation of those transactions through the market. The saving of 
these transaction costs is the main motivation to extend the limits of organizations to the detriment of 
market trades.

Another perspective opened by Coase later developed into what is called the theory of incomplete 
contracts (Stevenson & Jarillo, 1990). Observing that the more a contract for the supply of products or 
services over a longer period of time is, the less likely and less desirable, to specify what is expected of 
at the time of signing the contract. Thus, the two parties may agree only to broadly specify their obliga-
tions, and then to set out in more detail what is expected of each. To the extent that the behavior of one 
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of the parties is influenced / directed by the other, the inclination for integration and hence the exercise 
of control is obvious. Given that short-term market-specific short-term contracts are insufficient, a form 
of integration is more likely.

Perhaps the most revolutionary view in Schumpter’s writings is the idea that one did not need to 
be rich in order to have the opportunity to start as an entrepreneur/innovator (Scheinberg & McMillan, 
1988). Schumpter (1911, 1997) stated that someone else’s could equally support by his own wealth as 
well as an entrepreneur. If they are supported by their own wealth, then the entrepreneur actually fulfills 
two jobs: he is the banker and the entrepreneur at the same time. In any event, it is the banker not the 
entrepreneur, whether the two are the same or not, who truly bears the fruit of the financial risk pertain-
ing to any innovation. Schumpter’s theory was the first to treat innovation as an ingenious process. He 
turned down the predominant paradigm of an entrepreneur as a manager of the firm and replaced it with 
the alternative that the entrepreneur is the leader and innovator, or what Schumpter called the “primary 
mover of the economic system.” Schumpter integrated the dynamics of technology into the business 
process when he defined the entrepreneur as an innovator. Schumpter’s main contribution was a word 
picture that he offered in the above-mentioned book where he contrasted two worlds. The first was a 
world without the entrepreneur and with the circular flow of processes and technologies. In this picture 
Schumpter painted a static, repetitive process where everyday was the same as the one before and every 
firm in an industry was like the next one.

The second world was one where the entrepreneur entered the stage (Hébert & Link, 1989). By seek-
ing an opportunity for profit, the entrepreneur introduces new economic combinations or innovations to 
reach his goal. This innovative capacity of the entrepreneur was seen as the prime endogenous cause of 
change or “the development of new economic systems.” New combinations destroy the equilibrium of 
the economy (the circular flow) and create a new equilibrium. Continuous innovation therefore implies 
permanent change and permanent equilibrium readjustment. Perhaps more so than any other economist, 
Schumpter realized there was an age to come where the only constant would be constant discontent of 
the economic process.

Schumpter (1942) does not necessarily view the entrepreneur as the director or independent owner 
of a business. An entrepreneur can be any person who carries out a new economic combination and tries 
out new possibilities in order to achieve innovation. In most cases, the one who ends up producing these 
new combinations does not necessarily carry them out. Often the people who are already engaged in 
the production process have a natural tendency to fight innovation because innovation typically destroys 
their equilibrium process.

The complex task of forecasting and providing direction and control to the factors of production at 
the same time is concentrated on a narrow class of economic agents: the entrepreneurs (Carroll, G.R., & 
Khessina, O.M. (2005). In a sense, business decisions are never concrete calculated probabilities. With 
time and experience, the entrepreneur will specialize in directing, controlling, and bearing uncertainty 
while locating other economic agents to furnish him with the necessary productive services needed in 
exchange for a fixed fee. In that sense, other economic agents will not bear any of the uncertainty (chang-
ing technology, changing consumer preferences, or changing purchasing power) since the entrepreneur 
bears it all.

In Silva’s view, the other major contribution by the entrepreneur is overall economic progress. In 
pursuing his/her goals, the entrepreneur will invariably improve the existing technologies and business 
organizations. In that context, entrepreneurs are the bottlenecks of economic growth: they determine the 
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rate at which the economy grows and the new technologies that evolve. In addition, the entrepreneur is 
responsible for guaranteeing the pre-agreed remuneration to all interested parties in the firm (Silva, 2007).

The Austrian view of the world economy differs significantly from the standard view of the economist 
(Woo, Cooper & Dunkelberg, 1988). The neo-classical economist views the worldwide economic system 
in a general equilibrium, while the neo-Austrian economists see the world economy from a “dynamics 
of discovery” point of view. That is, the world economy is almost never at an equilibrium position since 
it is in a constant dynamism with constant changes. This, in their view, gives rise to constant opportuni-
ties for making pure profit. Omitting such opportunities arises only from what neo-Austrian economists 
coined “utter ignorance:” an unawareness of basic economic information ().

Regarding the Chicago and Austrian traditions, Lazear (2004) also notes the mistaken use of political 
and military terminology in politics: if this idiom would be just an innocent metaphor, it would not need 
his criticism. But he is the source of serious errors that play a sinister role in contemporary doctrines. 
The economic calculation specific to the entrepreneurial action does not require the establishment of a 
hierarchy to be put into practice. The entrepreneur will carry out his work according to the economic 
calculation he will translate into the transactions he runs through the market. It is obvious that all the 
exchanges in the market where an entrepreneur engages are made after a certain plan and they all compete 
for the achievement of a certain objective. The idea that only in a hierarchy can be organized production 
is free and is such a parallel wrong with military and political activity.

Discovery of profit-making opportunities is not accidental, but is stimulated by the prospect of personal 
reward. Therefore, the entrepreneur is either by nature (intrinsic motivation) or profit incentive the most 
alert member of the economic society. This view of entrepreneurship underpins theories and policies of 
economic development that include location theory, human resource development, and financing. Once 
outside of the interlocking modern theory of the firm, economic development makes great use of entre-
preneurial decision-making. Much of this depends upon the sociological aspects of entrepreneurship.

Moreover, another tool of economic analysis, much used by some economists, is that of game theory 
(Astebro & Thompson, 2009; Sijbom, Janssen & Van Yperen, 2015). However, the parallel between hu-
man and game behavior is absolutely simplistic, deterministic and reductive, creating at the same time 
the impression of a closed system in which, ex ante, the decision tree is given.

Based on the assessment of the general situation, their ability to choose the most appropriate type 
of behavior and careful analysis of subordinates, leaders must always selectively adapt to the concrete 
situations they face.

The first behavior, the one focused on the accomplishment of the tasks, is specific to the leaders 
concerned with the timely and qualitative performance of the tasks, with the development according to 
the plans and the programs of the activities, with the precise definition of the quantitative and qualitative 
performances that each subordinate must realize. The leader must have the necessary competence to 
plan and organize the work of his subordinates so as to maximize their performance. The subordinates 
are renumbered in an incentive manner for each qualitatively acceptable result unit.

The second mentioned behavior, the person-oriented one, aims to create an efficient working team 
by supporting subordinates in their efforts, the wide use of the ways and means of harmonizing their 
needs with the organization’s needs.

Approaching the leader’s traits has the merit of giving the logical approach to the idea that successful 
entrepreneurs have unquestionable chances to be successful leaders either through certain personality 
traits and physical characteristics, or as a result of their ability to practice effective leadership. strongly 
mobilize subordinates to achieve superior performance. The behavior of successful leaders is part of 
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the directive-permissive, antonymic autocratic-democratic and task-oriented-person pairs. Although 
formulated distinctly, the three pairs signify the behavioral characteristic of the leader: behavior focused 
on accomplishing tasks, production.

However, the concept of information asymmetry starts with a hypothesis that strikes a balance: the 
idea that between all operators on the market there must be an informational parity, that is, each of the 
same information, indifferent of its quality. Thus, both insiders and outsiders should have the same 
information at all times (Islam, 2015).

The information asymmetry exists, according to Mariotti and Glackin (2010), when the true circum-
stances characterizing a transaction or set of transactions are known by one or more parties but can not 
be obtained or identified by others at no cost. The information asymmetry, in its view, makes the transac-
tions on the market subject to the risk, to favor the emergence of opportunistic behavior, see below - from 
those who have access to this information. In this sense, information asymmetry as limited rationality 
is tautological and can only be the basis of a circular argument. They are essentially the attributes of a 
normal state, which can not in itself constitute a scientific argument.

In the digital economy, both information asymmetry and limited rationality were the arguments used 
by some economists to try to explain the behavior of certain economic actors whose actions could not 
be explained by the mainstream analysis models (Nair & Saiz-Alvarez, 2019). In this respect, one of 
the topics in which these arguments were used is that of capital market investors, where even irrational 
investors have spoken. This perspective on economic behavior is also scientific: the irrational individu-
als do not operate in the economic sphere and the less can be done. What seems irrational to the outside 
observer is, however, perfectly rational for the individual who, according to the praxeological theory, 
uses his limited resources (including his or her own information and abilities) to pursue goals subjec-
tively formulated by him. Some investors, for various reasons (such as the cost of information, the lack 
of analytical means, trust in others’ abilities, etc.), can perfectly duplicate the trading strategy of other 
investors who have a good reputation and have registered in the past performance superior to the market. 
This strategy, which can be an observer of a tournament spirit, is as rational as to ignore the whole of the 
flock, considering that it possesses superior analytical and prognostic skills, adopt a contrarian strategy 
(opposed, in essence, to market movements).

SOLUTIONS AND RECOMMENDATIONS

As demonstrated above, entrepreneurship has many dimensions ranging from individual risk-taking 
to collective action and from economic theory to social development. The qualities and characteristics 
associated with each of these dimensions differ. On this basis, we now shall have a historical view on 
entrepreneurship theory. The intent was to illustrate the relations and significant differences within the 
literature of entrepreneurship, thus providing a framework to explain its diffusion.

Also, it is relevant to point out the mistake of many to personify the organisation: seeing the firm as 
a set of contractual relationships between individuals helps us to clarify that the personalization of the 
firm involved in formulating such questions as: What should be the company’s objective function? or 
Does the company have a social responsibility? Is totally misleading and confusing.
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FUTURE RESEARCH DIRECTIONS

The paradox of planning an economy is that the inputs of this process are purely arbitrary and have no 
economic significance. Thus, the paradox of economic activity is that anarchic production on the free 
market is the only one that allows individuals to assess their economic situation according to the realities 
of free prices, give an idea of the amount of capital they have at their disposal, and thus try to make as 
much information as possible on the evolution of consumer wishes.

For the future research directions, it is relevant to distinguish between those things that are within 
the firm. There is, in a very real sense, a multitude of complex (contractual) relationships between the 
legal fiction (the company) and the owners of the production factors (labor, raw materials, capital) and 
the consumers of the products made.

The consequence of these trends is that the entity of the future, as well as the industry of the future, 
can be reshaped in very meaningful ways, in which leaders can recombine in more effective ways the 
resources existing in the process of creating value.

CONCLUSION

Companies are having a high level of business growth and motivation, influence positively on the for-
mation of new business ideas. It is therefore essential that emotional characteristics close to the ability 
to work and enthusiasm must be developed to take forward the company. Without passion, mainly in 
start-ups, it is impossible for firms to survive in the global market.

At the level of decision-making, the leader influences the quality of the decisions made by the entity’s 
manager, decisions that have the purpose of obtaining the performance that can result only by meeting 
the objectives set and by influencing the decision-making and operational behavior of other people.

At the level of the information system, the leadership determines the data and information circuit, 
the information flows and circuits, the information procedures and the means of processing the informa-
tion to substantiate, adopt and apply the decisions. From an information point of view, the technological 
revolution and the complexity of the information processing and storage variants have made a temporary 
leap, the entities today existing more in the virtual environment than in the physical space, almost as a 
condition sine qua non of resistance to the phenomena of globalization and disruption. This fact was also 
managed by the attitude of the managers of these entities who understood and adopted the technologi-
cal and informational know-how and directed it at the level of the entity as a whole by creating on-line 
Intranet networks and Internet interfaces. and Social.

Business success is positively related to the level of training, participation in previous projects, busi-
ness experience, and the number of founders. These factors, however, can change by other endogenous 
variables, such as debt, product prices, stakeholders’ attitudes and investments, purchases, rotation sales, 
and wages, and exogenous factors, such as energy prices, external shocks, and country risk, among others.
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KEY TERMS AND DEFINITIONS

Entrepreneur: Individual who starts a new business or adopt new business strategies in existing 
organizations.

Entrepreneurship: Business strategy focused on the creation of jobs, social wealth, and profit by 
optimizing the use of productive and commercial resources.
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ABSTRACT

The material presented in this chapter aims to capture some particularities of the strategic management 
of the company in managing risks and threats, to detect some interference between the managerial strat-
egy and the organizational culture, and to bring to attention the correlations between the vision of the 
business, the strategic segmentation, and the corporate strategies through which strategic management 
ensures the behavioral change of the company on the market. The sustainable economy has put in front 
of the company’s strategic management two directions of responsibility: the motivation of the change 
or the disappearance of the market.

INTRODUCTION

Romanian companies prior to Romania’s acceptance into the European Union considered the natural 
environment as a “one time getting”, in relation to which they had only exploitation rights and very few 
responsibilities. Since Romania became part of the community of the western civilized world, it has 
committed itself to act in all media in full accordance with the European Union strategy for sustainable 
development, a document that has also become a framework for Romanian legislation. The general ob-
jective of the European strategy calls on the European states to act responsibly in order to improve the 
quality of life of its inhabitants by using environmental resources efficiently, by employing the potential 
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of ecological and social innovation of the economy, in order to ensure general prosperity in harmony 
with the natural environment. At the same time, the demands of the sustainable economy have become 
a turbulent environment for the Romanian companies, and their strategic management has been put in 
a position to adopt visions and strategies meant to maintain them and to affirm them fully in the new 
conditions required by the new market specific to the sustainable economy.

LITERATURE

Strategic management particularities of the company within the sustainable economy The defining 
peculiarity of the strategic management of the company consists in defining the full connection of the 
company to a new philosophy of political and social development, namely sustainable development, 
which represents the central element of the company’s competitive environment. 

The company’s management can be in the situation either to notice the meanings in which the general 
environmental policies will evolve, and in such cases it is necessary to adapt the lucrative processes to 
the predictable constrictive perspectives of the environment, or to have the vision of a qualitative change 
of the lucrative domain with obvious implications in terms of competitive advantage (Armstrong, 2004). 
In principle, most companies are surprised by the terrible changes in the sustainability plan, which are 
generated by major political decisions or superstate arrangements. Such companies are always in a situ-
ation to recover considerable gaps compared to companies that have already implemented processes 
suitable for sustainable development (Newton, 2009). With all the advances in the technological field, 
such companies always find that they are characterized by poor efficiency indicators, by quite high 
specific consumption, by the proliferation of threats to the functional security and by the deepening of 
vulnerabilities in the level of decision-making sovereignty (Druker, 2010). In the situations where the 
strategic management of the company has the vision of sustainable development, it has all the chances 
to position them in the top of the powerful companies of progress and to offer products and services 
that support a harmonious coexistence with the environment (Eppler, 2007). They tend to be a model of 
sustainable development, characterized as being a generator of high added value, centered on knowledge, 
innovation and coexistence, focused on the continuous improvement of the people’ s life quality inside 
the company, but also of the adjacent social systems, in harmony with nature (Gresoi & Gheorghe, 
2011). For the companies that will always adapt to the requirements of sustainable development, their 
strategic management aims, as the case may be, to impose the following strategies in the short, medium 
or long term, as follows: the organic incorporation of the practices of sustainable development, accord-
ing to the exigencies that have their origin in the environment externally, reaching an acceptable level 
according to the consideration of some basic indicators of sustainable development, generally accepted 
indicators, or the proximity, equalization, even exceeding, of the leading companies in the field, also 
based on the established indicators of sustainable development (Udrescu et al, 2016). Since the sustain-
able development becomes a fundamental option, the strategic management of the company is obliged 
to focus on the following directions of action, as follows: the acquisition of the conceptual framework 
with which the sustainable development operates at the zonal, national and global level; assessing the 
current situation of natural, anthropic, human and other capital according to which the performances 
of sustainable development are measured; materializing a vision of perspectives, over time horizons, 
strictly following the logic of the challenges that come from the companies and institutions that are 
dedicated to sustainable development; analyzing the specific problems that the current company faces 
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in this way of development in the process of moving to sustainable development, by eliminating the 
existing gaps in relation with the performance levels of the modern companies; formulation of concrete 
strategies meant to ensure the implementation, monitoring and confirmation of the results in relation 
with the experience and practice established in the social reference and political environment (Jenson, 
2004). Essentially, strategies for pursuing sustainable development standards can identify processes that 
can receive increased attention in the following periods, such as: rationally correlating development 
objectives in the cross-sectoral and zonal profile with the capacity to support natural capital; accelerated 
modernization of own education and training systems; firm introduction of eco-efficiency criteria in 
all company-specific activities; creating a functional mechanism to ensure the use of the best available 
technologies in investment decisions from public funds and beyond; anticipating the foreseeable effects 
of the changes in the external environment, as well as in the competitive environment, and developing 
contingency measures plans, including portfolios of alternative solutions for crisis situations; protec-
tion and enhancement of the material, financial, cultural and natural heritage of the company (Prahalad, 
2010). Acquiring the conceptual framework with which sustainable development operates at the local, 
national and global level is concerned with the local adoption of multiple international conventions that 
establish precise obligations on the part of the states, with strict deadlines for implementation, aiming at 
climate change, biodiversity conservation, protection of wetlands, limiting the use of certain chemicals, 
according to a generally valid principle: “what is thought globally, is adopted at national level and is 
carried out at local level”. The paradigm shift is justified by the perceived and mostly recognized reality, 
according to which climatic changes, erosion and desertification phenomena, habitat pollution, endanger 
the existence of a large number of plant and animal species, etc. it acts destructively on the quality of 
life of people in large areas of the planet. 

This is why the phrase “sustainable development” is supported by the finding that human civilization 
expresses itself as a subsystem of the sphere, dependent on the general flows of production and reproduc-
tion, which decisively influence the future of social existence. The harmony between human-specific 
actions and the need to maintain a responsible balance with the natural environment are aspects that make 
more responsible than ever human action, which must be positioned somewhere at the confluence of 
economic, social and environmental factors. The strategic management of the company can at any time 
be inspired by the European Union’s Sustainable Development Strategy, adopted by the EU Council on 
June 9th, 2006, which has the general objective of „carrying out actions that allow the European Union to 
achieve a continuous improvement of quality life for present and future generations by creating sustainable 
communities, able to manage and use resources efficiently and capitalize on the potential of ecological 
and social innovation of the economy to ensure prosperity, environmental protection and social cohesion” 
(The European Union’s Sustainable Development Strategy, adopted by the European Union’s Council on 
June 9th, 2006). Of course, the responsibility for the strategy’s implementation lies with the European 
Union, through the signatory states and through the direct contribution of each national economic ac-
tor. In order to ensure the transposition of the European Union’s Sustainable Development Strategy at 
national level, the States that have signed the undertakings are obliged to follow and detail the following 
guiding principles, as follows: promotion and protection of fundamental human rights; solidarity within 
and between generations; cultivating an open and democratic society, informing and actively involving 
citizens in the decision-making process; involvement of the business environment and social partners; 
policy coherence and quality of governance at local, regional, national and global levels; integration of 
economic, social and environmental policies through impact assessments and cultivation of stakeholders; 
use of modern knowledge to ensure economic and investment efficiency; applying the precautionary 
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principle in the case of uncertain scientific information; applying the „polluter pays” principle (NCSD, 
2008). Romania was welcomed in the European Union, pledging that it will respect in good faith the 
European Union’s Sustainable Development Strategy. But it is easy to understand that, at the time of 
signing the accession agreements, the member states of this European organization had overcome some 
aspects of sustainable development, aspects that became for Romania real objectives to be met under 
acute conditions. For example, the complex issues of agricultural properties, access to drinking water, 
transport infrastructure, labor productivity, health system, which at a certain level of resolution in the 
European Union, were suddenly transformed into strategic vulnerability factors for the management of 
all the companies operating in the territory, but also into strategic risk factors for any management team 
that wanted to start business in the light of new development coordinates. As a consequence, the national 
framework for registration and operation of economic agents in the Romanian market has become more 
restrictive, the dynamics of sustainable development becoming dependent, to a large extent, both on the 
availability of resources and on a real system of circumstances (Gheorghe & Udrescu, 2019). On the 
working agenda of the strategic management of any Romanian company began to become increasingly 
threatening risk factors of an exogenous nature, among which some have acquired sharpening aspects, 
such as: amplification of the tendencies of increase in prices for petroleum products, increasing of un-
certainties with regarding the attitude of the big foreign investors performing towards the new market 
that has become extremely emergent for them, the insufficient control of the negative, but predictable 
influences, on the national currency rate and on the inflation, with repercussions on the exchange rate, 
the accentuation, beyond the limits of the sustainability, of the phenomenon of specialized labor force 
migration from Romania to the rich states of Europe, regional constraints on the quality standards of all 
domestic products and services, etc. In close correlation with these exogenous risk factors, the strategic 
management of the company was besieged by a lot of other endogenous risk factors, among which they 
could be individualized: the short-term adjustment of the economic policies generated by the governmental 
conjunctions, the multiplication of the acts norms and the development of government bureaucracy, the 
accentuation of distrust in the impartiality of justice, the immoral conditional cooperation between public 
institutions and the entrepreneurial sector, the proliferation of client actions of the financial allocation 
priorities of the funds in the public interest, the reduction of the accessibility of the European funds, 
the unjustified delay state in the payment of the accumulated debts, disinterest in the management of 
extreme weather phenomena, the stimulation of the increase of the wage incomes outside an economic 
correlation with the corresponding increase of the labor productivity, by articulating the vocational train-
ing process at national level. With this pressure of the risk factors on the strategic management of the 
company, it was placed in the situation of forming a structure, group or contingent for urgent evaluation 
of risks, crises, etc., as decision support structures meant to diminish the unwanted economic effects. 
As the economic life became relatively unpredictable, and the constraints of sustainable development 
became a philosophy of competitive advantage, the strategic management of the company was forced 
to prepare contingency plans for anticipating system vulnerabilities and evaluating within the business 
visions, the possible effects of crisis situations that also include solution portfolios. Since the national 
normative framework implemented European provisions for sustainable development, the strategic man-
agement of the companies acted in two totally opposite directions: either it ignored the importance of the 
change, it continued to float on a more and more agitated sea, leaving the company to the constraints, 
until the bankruptcy was reached, either it founded a new lucrative vision, which would lead to unlock-
ing the human potential and own material. With the focus on the new mission of the company, in close 
correlation with the new entrepreneurial vision, the strategic management of the company is obliged to 

 EBSCOhost - printed on 2/8/2023 12:09 PM via . All use subject to https://www.ebsco.com/terms-of-use



188

Strategic Management
 

focus first on releasing the latent potential of the company, in order to produce effective and efficient. 
Of course, this process does not exclude finding new and improved human resources, but thinking of the 
productive assembly so that the company can live in the new market conditions. At this moment of the 
opposite managerial activities, the traditional management has reached the limit of competence, while 
the innovative strategic management, which qualitatively reorients the running of the business, proves 
the professional competence, having competitive success. 

The analysis of the majority of bankruptcies in the last period accuses the strategic management of 
the following shortcomings, even though it suggested, but unconvincingly, a certain vision of business, 
as follows: risky strategies, inadequate planning, inadequate procedures and superficial control. Risky 
strategies result directly from illusory visions, from choosing an unclear orientation of the future activ-
ity of the company. Such uncertainties generate a state of unclearness in the managed systems located 
on the managerial intermediate levels, which are seen in front of decisions that are not predictable, but 
also assume responsibility. Inadequate planning usually comes from visions without adequate strategies. 
Even if the figures and levels established by plan elements are met, usually with great weight, the results 
of planning are increasingly found in the waiting position, or in the market rejection. What has been 
planned and achieved no longer meets the criteria of effectiveness, even if through special efforts what 
has been done meets the requirements of efficiency. Thus, strategic management continues to produce 
what the market no longer accepts, because the market has also adopted sustainable development stan-
dards. Inappropriate procedures appear immediately in the context where, even if reasonable planning is 
available, strategic management does not impose technical, technological and quality procedures designed 
to ensure the completion of products and services. The lack of procedures is specific to the strategic 
management that is characterized by actions according to the principle “let us see.” Superficial control 
stems from the uncertainty of the strategic management of the company. Since the vision is unfounded, 
the strategies are general, the plans are unclear, and the procedures are left to chance, and the control is 
carried out in the same note, superficiality and without finality. At the same time, it is possible that good 
vision, correct planning and appropriate procedures may be sabotaged by the absence of the necessary 
controls, the absence of which results in procedural slippages and biased division of responsibilities 
(Ciobanu & Roman, 1997). On the contrary, the strategic management (S.M.) that is committed to sus-
tainable development clarifies its business vision, responsibly plans the available resources, names the 
working procedures and adequately controls the entire flow of products, initially from the consumer to 
the producer, as an understanding of the needs of the buyers, and then from the producer to the final 
consumer, as a competitive involvement in satisfying the needs of the buyer with the lowest costs. Such 
management establishes adequate financial structures, designs minimum profitability levels, strictly 
controls the management of inventories, operationally resolves the tendencies of gifting, pays atten-
tion to the mirage of expansion, minimizes lost sales, cultivates a responsible and empathetic attitude 
towards its customers, which they are trying to retain. Responsible strategic management (R.M.) keeps 
under constant control the proportion of its own outstanding payments and the size of its debtors, being 
reasonable financial relationships, reducing the risks and financial difficulties and opening the way for a 
predictability of doing business over time. Also, a strategic performance management pays all the attention 
of the company’s own communication system, making it possible for the company’s vision and strategy 
to be clearly communicated to all staff, the middle managers clearly understand their responsibilities in 
the new steps, so that all employees to come to understand the new tasks and the concrete ways in which 
they must get involved and, above all, how they will be controlled and appreciated. Announcing a new 
strategy, strategic management proceeds to a new distribution of material and human resources, who 
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obviously aims to make it possible to translate the new strategy into reality, knowing that technology and 
human resources can change rapidly, but management has the heavy mission to inspire the new sense of 
urgency and responsibility that did not exist before. In this way, the road to success is defined. On the 
contrary, traditional strategic management focuses on increasing sales, the turnover invariably leading 
to the myopia of ineffective management of additional products, hence, the inconsistency of the control 
of the expenses on the product leads to the loss of losses caused by the introduction of new products, as 
well as to the lack of concern by the efficient use of the own capital used in the business. Responsible 
strategic management plans its activity not only in relation to the volume of profits and sales, but also 
in relation to their market share, aiming responsibly for long-term profitability. In general, the strategic 
management of the company is placed in the situation to decide between achieving a large market share, 
long term, and achieving a maximum profit, in the short term. The dynamics of market entry and exit 
tends to support the idea of achieving an optimal market report, when any deviation from a product / 
market relationship negatively changes the long-term profitability of the company. In order to determine 
the optimum weight of the company on the market, the strategic management is invited to go through 
the following steps: to estimate the relationship between the market share and profitability, to estimate 
the risk at different levels of the loss and to determine the value from which an increase of the market 
share it does not make enough profit to offset the additional risks the company would be exposed to 
(Thompson Jr., 1987). There may also be situations where the profitability may drop even to a large 
share of the firm in the market, especially when: some customers remain loyal to the competition, and 
the expenses for attracting them may far exceed the expenses incurred in attracting new customers, the 
needs of these clients wear unique aspects and do not deserve high levels of cost, companies looking to 
increase their market share are obliged to make additional expenses for various legal actions. It is consid-
ered that when these additional expenses equal the additional gains, the market share is reached. Strategic 
management is obliged to keep market risk under control. The risk is high for companies that have a low 
level of market share because the company is not competitive with the other stronger competitors. The 
risk decreases as the market share of the company increases, as it gains more consumer confidence and 
different consumer protection bodies. In a market with many competitors, companies with a dominant 
position become mobilizing targets for current and potential competitors, but the miracle of growth can 
be a risk. Standard methods of highlighting market results tend to encourage the view that higher profits 
are an automatic result of higher volumes of sales, but indirect costs are ignored at some point. 

The success or failure of the companies in the conditions of the sustainable economy is strongly con-
ditioned by the particularities in which their strategic management is manifested. It shows the direction 
in which the available resources are mobilized, under the conditions of national and regional environ-
mental regulations, but also how they are coming to an end. Strategic interference in organizational 
culture Organizational culture (O.C.) constitutes the concrete form of manifesting the public personality 
of a company, a personality that is built on the sustainable assembly of its specific symbols, rituals and 
ceremonies, public rules of behavior and own values, a coherent system of public manifestation, which 
acts as a company to be different from another (Neagu & Udrescu, 2008). Of course, the personality of 
a company, as a manifestation in the relations with the external environment, expresses the quintessence 
of its internal environment, a system giving values, ideals, beliefs and common rules of conduct that 
unite the members of the organization as a whole (Neagu, 2017). 

The specialized literature accepts a wide range of definitions, such as: “consistent application of an 
internal model that determines the behavior, values and schemes of thinking, action and speech in an 
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organization”(Pascale, 1985) or “a system of material elements, values, norms and beliefs shared by the 
members of a group” (Schein, 1985). 

In our own vision, we can appreciate the organizational culture of a company as being the whole of 
the principles, material and moral values, beliefs, rituals, competences and attitudes by which an orga-
nization presents itself in its competitive environment, its own model of being, acting, thinking and feel, 
for the company to exist and to assert itself in a highly regulated competitive environment. Therefore, 
the organizational culture represents the invisible force behind the easily observable and tangible things 
of an organization, the social energy that determines the employees act to create goods and services and 
the customers appreciation for it through a high level of satisfaction felt through its use.

Each company has its own organizational culture. This derives from its predictable past, present and 
future, from its current employees, from its material endowment, from its sustained reputation on the 
market, as well as from the goals, objectives and values with which its future trajectory is sustained. In 
order to achieve a high degree of performance, the organizational culture of a company must be simul-
taneously strong, appropriate and adaptive. Or this is only possible if there is adequate strategic manage-
ment, capable of directing general energies in such directions. And strategic management is powerful 
when it has the ability to base future actions through appropriate visions, it adapts the company through 
mobilizing strategies and adapts the company through rigorous control of the follow-up of the roadmap 
(Gheorghe & Udrescu, 2017). Thus, strategic management becomes the vital center of the gear that 
guarantees the existence and evolution of the company in an increasingly turbulent environment. Organi-
zational culture becomes the cause and work of strategic management (S.M.). It is the cause of strategic 
management which formulates and communicates the vision, objectives and strategies to be followed 
and it is its work insofar as it ensures that things happen, but with the help of its employees. Through 
the organizational culture the rules, procedures, decisions of strategic management are interpreted by 
employees, thus becoming sources of behavioral motivation, or sources of negative motivation, at which 
strategic management must find concrete measures to eradicate. Strategic management basically aims 
to harmonize the values, beliefs, individual symbols with the objective directions of change, so that the 
company continues to represent a force on the market.

Strategic management (S.M.) and organizational culture (O.C.) appear as interdependent elements, 
with a close link between management, leadership, current and future performance and organizational 
culture. As soon as a new company is established, as soon as a new management strategy is implement-
ed, conditions are created for the formation of a new organizational culture, which reflects the way of 
thinking and action of all, but under the authority of strategic management. In such circumstances, we 
appreciate that the strategic management has the duty that, with the formulation of the new visions and 
strategies, it will also express its own work conduct, a process by which it transmits on the managerial 
and execution stages subordinated the own belief of what is to be done.It happens, for the company to 
survive the changes and enjoy success. It is acknowledged that managers must be true role models for 
those they come in contact with, so they must have a great capacity for empathy, be able to understand 
and become understood, but pragmatically supporting the sense of becoming a company. This sense may 
require sacrifices from the employees, but also major behavioral changes, which are found throughout the 
organizational culture as factors of pressure on the adoption of change. The power to convince strategic 
management lies in its own cultural basis, in its level of professional competence, in the belief systems 
and values that decisively mark its actions for change.

Generally speaking, the cultural values that characterize the strategic performance management we 
appreciate that it aims, in a synergistic way: the orientation towards the teamwork, the sincerity, the 
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empowerment, the authority and the responsibility, the delegation with confidence, the respect for each 
employee, the orientation towards the client, the entrepreneurial attitude, pleasant atmosphere, taking 
responsibility, continuous learning, openness for qualitative change, confidence in vision and strategy 
(Manfred Kets de Vries, 2001). If a wise “anonymous” stated that “There are five types of companies: 
those who act, those who think they act, those who watch how others act, those who wonder what hap-
pens and who have no idea what happens”, under the conditions of the sustainable economy, strategic 
management must have a clue as to what is to happen and believe in what is acting. And this belief of 
strategic management is aimed at two major coordinates: the elaboration of strategies meant to harmonize 
the goals of the company with the requirements of sustainable development and catalyzing the internal 
synergy in order to transpose the strategies into the work.

Hypothetically, as the demands of the sustainable economy become more and more obviously, the 
company, its strategic management and its organizational culture are under pressure from the risk fac-
tors coming from the external environment specific to the sustainable economy, as shown in Figure 1.

O.C. – traditional organizational culture
S.M.- company’s strategic management
I- the basic interests of the organizational culture
SCSE- specific constraints of the sustainable economy

It is the strategic management’s duty to find the new directions of action meant to transform the orga-
nizational culture of the company and bring the company into a state in which the sustainable economy 
specific environment becomes a friendly environment, in which the company finds resources to exist 
and to develop, so as suggested in Figure 2.

Figure 1. Traditional company surprised by the demands/constraints of the sustainable economy
Source: Manfred Kets de Vries, 2001
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A.I.-adopted interests
O.C.A.S.E.- organizational culture adjusted to the sustainable economy
S.E.S.E.E.- the sustainable economy’s specific external environment

Understanding the vulnerabilities to which the company is exposed under the conditions of increasingly 
obvious imposition of risk factors that have as a source the political and social support of the sustainable 
economy requires its strategic management to find answers to two major questions: “What should be 
undertaken (the meaning of change) in order to „Does the company continue to remain competitive in 
the market?”and” What must be done to make the sense of change known, believed and followed by the 
internal structures and subsystems of the company?”

The meaning of change is relatively easy to formulate. The audit of the company from several points 
of view can put at the disposal of the strategic management rational variants of action. And this field is 
widely analyzed by the specialized literature, formulating directions of action supported by solid math-
ematical calculations. As such, the strategic management is put in the situation to establish the variant 
of action mainly according to the degree of acceptance of the change by the different parties involved in 
this extremely complex process. As in medicine, a well-established diagnosis also requires appropriate 
therapy. But the appropriate therapy must be accepted and followed precisely by the patient. If this does 
not happen, the good intention of the doctor does not lead to the expected results: the recovery of the 
patient, but, on the contrary, the worsening of his health. For the strategic management of the company, 
once the action strategy is established, which guarantees the survival and development of the company 
as a whole, another process is initiated, as complicated, with both external and internal actors, which 
must be convinced or forced to supports the steps arising from the strategies adopted.

Figure 2. Adapted company to the requirements of the sustainable economy
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Strategic management becomes convinced of the need for change, but it is necessary to take into 
account that, in relation to the expected change, the shareholder pronounces, the suppliers, the buyers, 
the financial environment and the competition are manifested, the public administration, political and 
non-governmental organizations are positioned, it employs the structures and subsystems that define the 
internal environment of the company, s. o. In all directions, the strategic management of the company is 
placed in a position to support appropriate policies that make possible the realization of the action strategy. 
As such, the correlation of the strategic management’s actions with the adopted strategy and the policies 
to be followed, which materialize in tactics to be followed, are suggested by those presented in Figure 3.

Of course, a strategic objective does not have the image of an order that is necessarily to be achieved, 
but it is the result of a rational process of involving resources under the conditions of major restrictions, 
from which a quantified definition (quantity, qualitative standards, alignment reached, level results), a 
clear responsibility, a coverage with resources available of human, financial, material and other nature), 
a calendar of terms, a delegation of authority, a system of reporting and control of the execution and, 
especially, a system for adjusting the course of its execution, in correlation with its vision of implementa-
tion desired to be optimal (Ziglar, 2011). A strategic objective can be formulated as: “10% reduction of 
indirect costs on the product by December 10, 2007” or “Introducing a new production line by December 
10, 2010” or “increasing the turnover on product X by December 10th. Ofcourse, when establishing a 
strategic objective, strategic management analyzes the internal and external factors that can influence 
its achievement. For example, the attainment of the turnover of a particular product may be influenced 
by the following internal factors, such as: non-competitive prices, insufficient quantities on the market, 

Figure 3. Correlating aspects between current strategies, policies and tactics for carrying out manage-
ment strategies
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decreased perceived quality, deficiencies in the activity of sales agents, deficiency of post-sale services, 
degradation of the brand image. Among the external factors, we can find: the unfavorable local situation, 
the decrease of the clients’ incomes, the aggressive competition, the inadequate distribution channel, the 
phenomena related to fashion. Or the strategic management of the company must set such objectives so 
that they become mobilizing, otherwise they become illusory objectives, which have negative implica-
tions on their own organizational culture (Dumitrescu, 2002).

Strategic management is the mobilizing inner core that puts at the disposal of the company, the strat-
egy that constitutes the basis of the organizational culture manifestation. For example, in the military, 
the strategy is the responsibility of the commander-in-chief to win the war. Basic dictionaries define 
strategy as “the art of using all the available means to ensure success in a fight (Marcu & Manea, 1978) 
and Igor Ansoff defines the managerial strategy as the set of decision criteria that guide the behavior 
of an economic agent, which results: the criteria that allow the measurement of the current and future 
performance of the company (quality criteria being referred to as guidelines, and quantitative ones, 
objectives), the rules governing the relations of the company with its environment, that is the integrated 
product-market system, which manages the vital correlations between production techniques and tech-
nologies, the market served and the preservation of the competitive advantage on it; the rules that govern 
the internal relations of conduct and managerial administration, the rules that the company follows on 
the potential market, as an expression of the great operational orientations, which derive from the basic 
content of the strategies (Ansoff, 1989).

Strategic management deserves its reputation if it focuses the entire organizational culture of the 
company towards market success, using courage and timely assets strategy at hand, among which is 
detached: production costs, quality of products and services, price flexibility, familiarity of customers 
with products and the services offered and the consolidation of their reputation, the modernization of 
the supply and sale chains, the consolidation of a favorable image of the market.

The objective requirements of the sustainable economy are just as strategic objectives. Formulating 
the implementation of the basic requirements of the sustainable economy becomes a major task of the 
strategic management to keep the company in the competitive environment thus adjusted. After the 
strategy is grounded, the task of strategic management is to implement it, generating new synergistic 
actions of the company’s internal environment. In this direction, the company’s strategic management 
is forced to conceive a new management structure, to modify it in the direction of efficiency, by using 
general managerial schemes that are carried out according to the principle of authority - budget-reward, 
to motivate the company’s internal energies and resources around the strategical objectives, to be con-
vinced that it enjoys the support of the conserved reserves specific to the organizational`s culture, to 
make decisive pressures, at least in the following directions: market, business environment and internal 
structuring. And so the sustainable economy becomes a turbulent environment for the company’s orga-
nizational culture and alerts its strategic management, so that it reacts in the direction of change, which 
engages a new organizational culture, aimed at managing change.

Business Vision and Strategic Segmentation

Vision, missions and values are the way in which strategic management communicates its change strat-
egy. The vision expresses the central core that underpins the path of choice, aspects that are found in the 
proposed strategy. Vision becomes a source of inspiration and motivation for employees who appreciate 
the expected change (Tracy, 2010). When the competitive environment is dominated by the require-
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ments of sustainable development, the purpose of the business aims not only profit thresholds, but its 
thresholds in conditional correlation with responsibilities assumed towards the environment and with the 
next generations (Collins, 2010). Therefore, the vision in such conditions is a specific process of life; it 
is always dynamic, meant to satisfy the clients, the employees, the public administration, especially the 
environment. As the new business takes power, the business vision acquires new qualitative nuances, 
preserving the essence of the business and building confidence in the efforts made (Adamson, 2010).

A vision in the conditions of the sustainable economy emanates entrepreneurial aspects open towards: 
rigorous and safe compatibility of the business with the natural environment, responsibility towards the 
future generations, conditioning the maximization of the ecological security’s profit, the compatibility 
between own strategies with the local, regional and national ones, that target the ecosystems, ensuring 
general well-being, developing an educational and professional system that puts the economy of ex-
hausted natural resources on the foreground, diversification of specific indicators after which the quality 
of economic development is correlated with the quality of human life and the protection of the natural 
environment (Christensen, 1997).

The vision in the context of the pressures of the sustainable economy becomes a positive process, 
with an anticipatory character, aimed at modeling and reshaping the activities in a structured man-
ner, which will lead both to obtaining efficient economic results, as well as to an improvement of the 
company’s relations with the natural environment. The demands of the sustainable economy became 
the cause of entrepreneurial change, but also a fundamental criterion for appreciating the competitive 
advantage (Covey, 2006).

Strategic management has the duty to first notice the threats of the new environment on the company, 
and by raising awareness of its strengths and weaknesses, to devise renewal strategies, so it can minimize 
the obvious vulnerabilities, as well as the possible ones. The knowledge of the competitive situation and 
the awareness of the vulnerabilities are premises from which the strategic management can fulfill its 
forecasting purpose. The new state of affairs, at least at the national level, may suggest strategic manage-
ment to resort to benchmarketing techniques, to learn from the leaders and competitors of the field, to 
discover best practices, to copy or adapt them, increasing their effectiveness (Udrescu & Gheorghe, 2016).

The general process of forecasting the change imposed by the demands of the sustainable economy 
is presented in Figure 4.

The vision and the strategy, as indispensable actions for the strategic management, have as a start-
ing point the understanding of the environmental constraints and the evaluation of their own activity, 
as well as that of the competitors. But these are only achieved through adequate communication and 
motivating the employees, as long as they synergistically support the changes that are required (Udrescu 
& Gheorghe, 2017).

Before being a pioneer in the field, strategic management finds that on the market there are companies 
that have a leading position in the field of implementing the demands of the sustainable economy (Sexton, 
2012). This is why strategic management has the chance to carry out benchmarking investigations, from 
which new possibilities of incorporating good production and commercial practices can be identified, as 
well as motivating employees to implement change directions. The incorporation of the benchmarketing’s 
specific techniques in the strategic management’s managerial processes of the company’s adaptation to 
the sustainable economy’s demands are synthetically presented in Figure 5.

Thus, the vision and strategy of change, demanded by the sustainable economy, transform themselves 
into a range of adjacent processes designed to position the company among the best performing in the 
field, which reflects its effort to achieve excellence in the field. Of course, a company presents itself as 
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Figure 4. The general process of awareness regarding a new vision and business strategies, and also, of 
achieving a new organizational culture through sustainable economy’s specific performances

Figure 5. The managerial process of possible strategies’ implementation
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an aggregated set of products, functions and departments. The organization of a company can group and 
regroup several fields of activity, or it can divide fields of activity in autonomous decision centers. Under 
these conditions, the strategic segmentation is analyzed distinctly from the marketing segmentation, 
but both types of segmentation are found on the strategic management work table when a new business 
strategy dictated by the pressures of the sustainable economy is required.

Mainly, the marketing segmentation studies the activity sectors of the company in relation to the 
main competitors, it follows the structuring of the customers according to the behavior and motivation 
of purchase, suggests the adaptation of products and services to different groups of customers, usually 
causes short and medium term changes, while the strategic segmentation aims at the systemic analysis 
of the company’s activities as a whole, it aims to divide the activities into homogeneous groups, ac-
cording to social division of labor’ s firm criteria (same technology, same markets, same competitors, 
same suppliers), it allows to highlight the employment of new business opportunities or giving up cur-
rent activities, usually causes changes in the medium and long term in the company’s internal structure 
(Fisk, 2008). In essence, the marketing segmentation aims to bring together the products and services 

Table 1. Strategic segments’ criteria

Strategic criteria Identification elements

Content

Marketing 
segmentation

Company’s 
strategic 

segmentation

Consumers
Products and services for large users are identified. Then 
the products and services are detailed by user classes and 
subclasses

Same consumers Different consumers

Satisfied need/purchase 
criteria

The products that satisfy the same need are identified, and 
then the product groups that are purchased according to the 
same purchase criteria are identified.

Same needs Different needs

Distribution channels The contribution of the distribution channels at the level of 
the different efficiency indicators is identified Same channel Different channels

Competition
Identify the same competitors in the basic activities of the 
company. The directions for increasing the specialization are 
identified.

Same competitors Different 
competitors

Market

Local, regional and national markets are identified and 
quantified. Criteria for increasing market share in existing 
markets and penetration in other markets are identified. 
Identify the markets from which the company is to retire.

Same market Different market

Costs The nature of the nature’s activity specific costs, by cost 
centers, is identified and also detailed Mostly shared costs Dominant specific 

costs

Competences The specific competences aspects specific toregarding the 
activity fields are identified. Same competences Different 

competences

Technology The segments that are based on specific types of technology 
are identified. Same technology Different technology

Synergy
There are identified the activities that can be carried out 
together, but with greater efficiency, with major implications 
in improving productivity and reducing costs.

Strong Relatively weak

Synthesis Same segment Different segments

Source: Proccesing after Atamer, Calori, 1993
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within the same productive strategic segments, while the company’s strategic segmentation has as its 
basic purpose the cutting of its strategic segments (Udrescu et al, 2018).

The criteria for identifying the strategic segments, whether they are marketing or structuring the 
company, as well as the common and differentiation aspects, are summarized in Table 1.

We consider that good segmentation is based on a correctly defined aggregation level. Segmentation 
should not be too global, but also, not too detailed (Gresoi et al, 2012). Too detailed segmentation leads 
to distortions in cost sharing and appreciation of synergy elements, and far too global segmentation 
overestimates the same factors, but slows the decision-making process in relation to the specificity of 
the competences gained in each activity. Strategic management is good to understand that any strategic 
segment is the result of supplying demand on request, and technology, costs, competences and synergy 
are factors that come from the supply direction and the customers, purchasing criteria, distribution and 
market come from demand analysis. If the demand is detailed, for example, a form of strategic myopia can 
be reached, in which the activities with the same demand type can be disturbed by very different offers 
(McEwen, 2008). In turn, the detailing and privileging of the offer can lead to uninspired cuts in its own 
segments already in operation. The company may think that it can build a new strategic niche, but the 
niche exists and becomes presentable only when there is a certain demand. This strategic mistake puts the 
company in the situation of wasting secure resources on an illusory market (Udrescu & Nastase, 2019).

Also, the company’s management and production can be a major problem in the strategic segments’ 
inventory. The head of a production unit can lead several strategic segments and, conversely, a single 
strategic segment can comprise several production operational segments. Any mismatch between the 
strategic segmentation of the company and its organizational structure can cause confusion, even block-
ages, affecting the natural requirements of clearly identifying the segments and defining with greater 
clarity and coherence of the strategies. Neglecting or ignoring the occurrence and intensification of 
competition between the managers of the operational units inevitably leads to affecting the managerial 
clairvoyance at different organizational levels. Thus, the opinions and evaluations of the operational 
managers can become divergent when the problem of identifying the competitors and mastering the 
specific market techniques is raised.

Since there are no successful infallible methods in strategic segmentation, responsible strategic 
management engages in iterative approaches, in which the result of any segmentation is permanently 
and professionally confronted with the effects it produces on the adopted strategy.

SOLUTIONS AND RECOMMENDATIONS

As the case may be, strategic management can decide for the following types of strategy: cost strategy, 
differentiation strategy, specialization strategy, concentration strategy, entrepreneurial strategy, techno-
logical strategy (Mockler, 2001).

The cost strategy prioritizes all the company’s efforts towards the primary objectives of reducing, 
until minimizing, the costs, on cost centers. It covers all types of costs: production, research, market-
ing, administration. The entire strategic approach starts from the assumption that the company with the 
lowest costs is also the most competitive company, and the minimization of costs is transformed into 
a managerial approach of foundation and achievement of competitive advantage. In order to hope for 
a certain competitiveness, under the conditions of the sustainable economy, the company’s strategic 
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management is forced to control the main costs that affect the profit and loss account, throughout the 
economic cycle: supply, production and sale.

As a rule, the strategy of pursuing a competitive advantage by reducing costs is appropriate on the 
areas of activity where the effect of the experience is strong, the differentiation of the products is weak, 
and the market competition is centered on costs and prices. The differentiation strategy consists in 
achieving, in each of the activity areas in which the company is present on the market, a decisive and 
sustainable competitive advantage. Such a competitive advantage is ensured by the realization of the 
company’s unique offer. This type of strategy is suitable for both fragmented areas and volume activi-
ties. In both the cost strategy and the differentiation strategy, the notion of cost is present, but the role of 
cost is different. Cost minimization is achieved through cost reduction policies, favorable exploitation 
of experience standards and the company adopting the diversification strategy will strive to achieve su-
perior performance by managing the costs related to the uniqueness of the offer, by focusing costs in the 
specific costs category, through which it ensures a superior experience gap than the hard-to-overcome 
competition.

The specialization strategy is specific to the strategic management that chooses to gain an appropriate 
market position focusing on a single activity field. In general, specialization becomes a priority both for 
companies that have weakened their competitive position and for companies that are trying to limit them-
selves to imposing an extremely competitive activity. Depending on the situation, the strategic manage-
ment adopts a strategy that either ensures the focus on a single activity, by abandoning other diversified 
activities, which aims to rapidly improve the competitive competence, or ensures the re-segmentation and 
centering on a niche where the company is well positioned and can ensure a certain financial balance.

The concentration strategy involves a activity domain’s analysis and the adoption of an internal 
conduct of a domain’s preferential support, when the same attention cannot be paid at the same time to 
all the domains. The basis of these strategies is the belief that it is possible that, in the conditions of the 
cantonment on a group of clients, the company will obtain a better economic efficiency than if it would 
be dispersed throughout the activities that characterize it.

The entrepreneurial strategy aims to create and build visions of extraordinary originality. This rep-
resents a creative human action regarding the initiation and implementation of new processes, to the 
detriment of the traditional analysis’ actions by using adaptation skills. The expected result consists, 
as the case may be, in: single markets, unique products, unique resources and unique people (Petters & 
Waterman, 2011).

The technological strategy involves considering the technological novelty as a factor of competitive 
advantage. The technological evolution affects the strategic segmentation, ie the identification of the 
modules that compose the global activity and their analysis on competitive fields. Progressively, tech-
nological changes can cause border mutations between activities, either in the sense of distinction and 
individualization, or in the sense of assimilation and creation of unique segments. As such, the technol-
ogy strategy can be at the origin of building a competitive advantage either by minimizing costs or by 
differentiating activity.

FUTURE RESEARCH DIRECTIONS

One of the research directions it would be to build a team and a company with complementary skills. 
It is important to ensure that the company is populated with quality human resources who are good at 
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the five discovery skills. As the literature highlights, „discovery-driven leaders need the delivery driven 
skills of people who excel at execution, not only do effective leaders of innovative teams understand their 
own constellation of discovery and delivery skills, they actively balance their weaknesses with other 
people’s strengths.” (Dyer et al., 2011)

Another research direction based on the main objectives pointed out above, the authors believe that 
sustainable strategic management could be a problem solved for both business community and academic 
field. After analyzing worldwide specialized literature, it could be highlighted the fact that sustainable 
economy is based on sustainable activities in each field of activity, such as: accounting, engineering, 
tourism, education, management, marketing, artificial inteligence.

The research directions could continue with management models, that could quantify other future 
research in a sustainable economy, such as Blue Ocean Strategies and Disruptive Innovations, seen as 
new instruments for monitoring and measuring innovation’s performance.

CONCLUSION

Since Romania has assumed the mission of adopting a political conduct of gradually assuming the envi-
ronmental requirements contained in the European Union’s Strategy for Sustainable Development, the 
sustainable economy has become a turbulent environment for the traditional Romanian companies. As a 
consequence, the strategic management of these companies has been in a situation to either perceive the 
meanings in which the general environmental policies will evolve, and in such cases it is necessary to 
adapt their own lucrative processes to predictable constraints of the environment, or to have the vision of 
the lucrative field qualitative change with obvious implications on the competitive advantage’s domain.

For companies that have always adapted to the requirements of sustainable development, their strategic 
management aimed, as appropriate, to impose short, medium or long term strategies, which consisted in 
the organic incorporation of sustainable development practices, according to their requirements. They 
have the source in the external environment, in reaching an acceptable level according to taking into 
account some basic sustainable development indicators, generally accepted indicators, or near, equaling, 
even exceeding, the leading companies in the field, also based on the indicators established by sustain-
able development.

Since the sustainable development became the fundamental political option, the company’s strategic 
management has been forced to focus on the following action directions: acquiring the conceptual frame-
work with which sustainable development operates at the local, national and global level; assessing the 
current situation of natural, anthropic, human and other capital according to which the performances of 
sustainable development are measured; materializing a vision over time horizons, strictly following the 
logic of the challenges that come from the companies and institutions that are dedicated to sustainable 
development; analyzing the specific problems that the current company faces in this way of development 
in the process of moving to sustainable development, by eliminating the existing gaps in relation to the 
performance levels of the companies in the top of modernity; formulation of concrete strategies meant 
to ensure the implementation, monitoring and confirmation of the results in relation to the experience 
and practice established in the reference social and political environment.

Strategic management and organizational culture are everywhere studied as interdependent elements, 
with a close link between management, leadership, current and future performance and organizational 
culture. As soon as a new company is established, as soon as a new management strategy is implemented, 
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we appreciate that conditions are created for the formation of a new organizational culture, which re-
flects the way of thinking and action of all, but under the authority of strategic management. In such 
circumstances, the strategic management has the duty that, with the formulation of the new visions and 
strategies, it will also express its own work conduct, a process by which it is transmitted on the manage-
rial and execution stages subordinated to the own belief of what is about to happen, for the company to 
survive the changes and enjoy success.

The demands of the sustainable economy have thus become the cause of the entrepreneurial change, 
but also a fundamental criteria for appreciating the competitive advantage, the strategic management 
having the mission to first notice the threats of the new environment on the respective company, and by 
awareness of the strengths and weaknesses, to devise renewal strategies, so as to minimize the obvious 
vulnerabilities, as well as the possible ones.

The knowledge of the competitive situation and the awareness of the vulnerabilities are premises from 
which the strategic management can fulfill its forecasting purpose. The new state of affairs, at least at 
the national level, can suggest to strategic management the option of using benchmarking techniques, 
learning from leaders and competitors in the field, discovering best practices, copying or customizing 
them, increasing their effectiveness.

The strategic management of the company, under the pressure of the sustainable economy, becomes 
aware of the need to change to higher quality in production, to high competitiveness on the market, to 
a new relationship with the natural environment, opting, as the case may be, for the following types of 
strategy: cost strategy, strategy differentiation, specialization strategy, concentration strategy, entrepre-
neurial strategy, technological strategy.

Undoubtedly, the sustainable economy is friendly with the efficient and unmanaged strategic man-
agement with the one who does not find the path of qualitative adaptation, which in economic terms 
means bankruptcy.
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KEY TERMS AND DEFINITIONS

Organizational Culture (OC): Represents a set made of cultural values found in a company that 
refer to the employees’ mentality, attitudes, and personal beliefs.

Responsible Management (RO): Represents an improved management, targeting both the quality 
of the managerial act, as well as the socio-economic and environmental benefits, both local and global.

Strategic Management (SM): Represents a accumulation of actions carried out following the deci-
sion regarding the implementation of plans and projects, both in the medium and long term, and in the 
short term, in order to achieve the fundamental objectives of the company.

Sustainable Strategic Management (SSM): Defined as a full connection of the company to a new 
philosophy of political, environmental and social development, namely sustainable development, which 
represents the central element of the company’s competitive environment.
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ABSTRACT

The value of the company is necessary to become the key element in any entity development strategy. In 
this context, the action of the market contemporary forces determines certain behavior of the companies, 
which become more and more engaged in the resources, quality, customers, and suppliers, in which the 
top role is played by the top quality management. At the same time, the value of an enterprise or rather 
of its shares is no longer calculated as the sum of the values of its assets but determined by its ability to 
generate economic benefits, and the balance sheet loses interest in the income statement. This chapter 
analyses the new research directions regarding the value of the company in managing business risks.

INTRODUCTION

The human society, as a whole, often considered and not without reason an extremely complex mecha-
nism, had and has to face the challenges of first stringent problems - the implementation of an integrated 
system of performance indicators to accurately determine the value of a company. (Stettina & Hörz, 
2015; Chan, Shaffer & Snape, 2004).

One aspect of great importance to the existence, perpetuation and rise or fall of companies in the 
economy of any country is their contribution to creating new value, or, in other words, the value added 
in order to be more relevant, needs to be examined closely, along with the number of employees (Becker 
& Huselid, 2006; Alhyari, Alazab, Venkatraman, Alazab & Alazab, 2013).
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The framework in which the economic information is optimized is represented by the information 
system, whose decisive role is to provide the necessary information network to the entities involved in 
the economic process in order to minimize the risk and the uncertainty, thus facilitating the decision 
making relevant at any managerial level.

Most often the appreciation of the value of a company is based on analysis of profit and loss account. 
The option for researching the profit and loss account as a performance model, defines the system of 
evaluation and presentation of the result (Akgün, Keskin & Byrne, 2009).

Enterprises activity is not confined to any country to production in the strict sense; they participate in 
both exports and imports in order to achieve the purposes of the owners. In addition, it should be noted 
that between them, the most important place is micro (Arsenault & Faerman, 2014; Fisher, 2010). Due 
to its’ small size and simpler organizational structures, they can make many changes during their exis-
tence, that allow them to operate in conditions of economic efficiency. Another important advantage of 
small and medium size organizations refers to their innovative potential in the technical, technological 
and managerial view (Agha, Alrubaiee & Jamhour, 2012).

Value analysis of the company is another technique of organizing and processing the values of indi-
viduals and organizational culture (Amagoh, 2008; Taticchi, Tonelli & Cagnazzo, 2010). This method 
provides information about what people value more or less, about what they value as desirable in cor-
respondence with certain intentions, expectations and ideals. In organizations where employees are more 
concerned with meeting the basic, elementary needs, their behavioral choices are restricted, which leads 
to a decrease in their contribution to increasing the efficiency of their work (Deutsch & Silcox, 2003; 
Ashkanasy, 2011). In strong economic firms, employees have higher aspirations, both spiritually and 
materially, which leads to their participation in organizational performance (Olson, Slater, Tomas & 
Hult, 2005; Andriole, 2010).

Successful companies increasingly manifest themselves as true open systems, whose position in 
the market depends not only on their internal resources, but also their relations with configuration and 
external entities with complementary skills. External network of the company is basically an extension 
of the internal borders between the two types of networks becoming increasingly difficult to identify.

This chapter proves that if the company ceases to expand at a cost under the cost of trading in the 
market, but equally the cost of organizing the transaction by another firm, both procedures may allow 
the organization of production at a price below the market. One can formulate the conclusion that if in 
a balanced approach and patrimonial, the result measures the variation of the patrimony owned by the 
company, the economic approach leads to the construction of a result as a performance indicator.

Background

Considered a socio-cultural stake, the accounting based on the information provided reflects both the 
financial position and the performance of the entity, becoming the main informational source of the 
information system through its quality as a component of the economic records, along with the opera-
tional and statistical records.

In the light of the new conditions generated by digital economy, any company, no matter the field 
it has as operation, rules the principles of effectiveness and efficiency, competitive party, functional 
and decisional autonomy, and that of developing activities that suit the market requests (Cocca & Al-
berti, 2010). Consequently, due to changes fever, due to their rapid succession rhythm, companies are 
compelled to frequently reorganize their structure, to continuous adapt to new trends determined by the 
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contemporary scientific and technical progress, by the intensification of the contest within the national 
and international level, by human taste development and change in needs.

An incursion into the specialized literature that addresses performance indicators to accurately de-
termine the value of a company allows the detachment of an entire suite of theories:

• according to the assumed risk theory, it is considered that the economic profit represents a reward 
of the entrepreneur (the company) for the risk he assumes with the initiation or development of 
the activity. In this sense, it is argued that if the other factors of production are rewarded (wages, 
interest), the residual part of the income is the right of the entrepreneur based on the risk of the 
activity that involves in frequent cases loss. As a result of the risk involved in the activity, the 
potential profitability of the production must be sufficiently high to encourage the entrepreneur to 
initiate, develop and conduct such an activity;

• according to this theory, innovation is the source of profit: the entrepreneur who produces and 
sells a new product, realizes a more efficient manufacturing technology, which is the premise of 
obtaining a higher profit. This means obtaining profit as a result of reducing costs or by selling 
higher quality goods, unaffected by the prices existing on the market.

Since the value of an enterprise or rather of its shares is no longer calculated as the sum of the values 
of its assets, but determined by its ability to generate economic benefits, the balance sheet loses inter-
est in the income statement, which better translates this skill. In such an approach, the result no longer 
expresses a variation of the patrimony but becomes a performance indicator.

In a competitive environment, performance cannot be judged without being placed in the context of 
essential economic imperatives: effectiveness and efficiency.

Anyway, the display of efficiency in the economical field may take different shapes, as follows: the 
output increase per man-shift; reducing the consumption of raw materials, fuel and consumables, re-
ducing the freight costs, increase profitability of the enterprises, improving the quality of the products 
(Hurley, 2002; Ahearne, Lam, Mathieu & Bolander, 2010). Thus, the efficiency is expressed upon case 
by its multitude of forms and partial aspects, but especially through them reunite series.

Economic efficiency must represent a basis component of the entire economic activity due to the 
limited character of the resources which have to be wisely managed so as to ensure the economic progress 
and the improvement of mankind living standards (Davila, 2012). Within a market economy context, 
the economic efficiency must be viewed both from the micro and macro economical point of view. 
The economic efficiency, especially the investment and fixed capital, have a foresight character, fact 
that guarantees a particular importance in taking economic decisions. Decisions shall be taken based 
on the existence of several project variants, creating the possibility of choosing the most efficient one. 
The economic efficiency represents the main qualitative factor of the economic growth as it ensures the 
absolute boost of the effects using the same effort volume input.

The economical efforts should be analyzed from the following points of view; planning in time, 
financing sources, report of the import investment versus the total investment, degree of availability of 
certain resources, renewing potential, consequences of these expenses upstream and downstream the 
activity where they are meant to be used (Cameron & Quinn, 2011). Last but not the least, we have to 
bear in mind that the consumed resources are expressed in different measuring units (pc, hrs. / man; 
m3, tons etc.)
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The concept of efficiency has been practically introduced in all socio-human activities, so, we can 
easily discuss today about economic, social and ecological efficiency (Tallon & Pinsonneault, 2011). 
From the social prospect, a system is deemed as efficient if it’s capable to focalize within the social 
and economic circuit all the necessary resources, if it is able to optimally distribute them on different 
fields and branches, to manage them with maximum effectiveness so as to satisfy the social need at her 
highest point.

Social efforts materialized in educational, cultural, sanitary and social assistance programmers, cor-
related with the social, individual and collective effects are defining the concept of social efficiency 
(Behery, Jabeen & Parakandi, 2014). The physical state of the population, degree of civilization, social 
security and protection, welfare expressed by the living standard and the quality of socio- ecological life 
are all upshots justifying the distribution of resources for the mankind benefit.

The actual economic efficiency includes natural environment protection and preservation exploiting 
the resources in order to study the ecological balance, to adopt sets of measures preventing and eliminat-
ing negative effects caused by disturbing factors and maintaining a life friendly environment (Behery, 
Jabeen & Parakandi, 2014; Basten & Haamann, 2018). Feature of the environment protection, the eco-
logical efficiency expresses the attempts that have to be made in order to meet the natural environment 
parameters with the normal evolution standards, imposed by the ecological balance.

A minute assessment of any economic activity efficiency implies a systemic approach that sets off 
economic, political, social or ecological aspects, having in mind the multiple set of effects created up 
and down the specific subject activity.

THE IMPORTANCE OF VALUE OF THE COMPANY 
FOR DEVELOPMENT BUSINESS

One of the major tasks of management in perceiving the value of the company is the maintenance of 
balance for satisfying the investors’ interests (shareholders) and workers (personnel). The specific sen-
sitivity of the company, its distinctiveness and rapid transformation of customers’ preferences justifies 
the systemic and dynamic approach of the efficiency, fact that takes into consideration the premises of 
a rational use of resources and their preservation in order to maintain the eco balance and the mankind 
health (Hartnell, Ou & Kinicki, 2011).

Any activity plan, (production, investment, promotion of the technical progress, organizational, pur-
chasing and dispatching) implies several achieving methods (Rowland & Hall, 2014). At its turn, each 
modality has at its incipit point numerous project variants, characterized by a variety of information 
regarding efforts, effects, the existing report between, duration of completion, period till achieving the 
expected socio-economic effects (Tong & Arvey, 2015). Next, a system of economic indicators is used 
to choose the best variant quantitatively and as much as possible qualitative. The need for using a system 
of indicators is imposed by the complex character of the economic efficiency as each part of it reflects 
a certain criterion of economic efficiency (Kaplan & Norton, 2006; Tapanainen, 2012).

The cluster of general indicators of the entire economic activity includes indicators that characterize 
the broad efficiency of the economic activity, despite the level of achieving (workshop, shop, company, 
national economy, activity field etc.). The main indicators belonging to this group are the profit arte and 
the expenses at a 1000 Euro production (income).
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This particular indicator helps in reflecting the totality of the final effects (from certain activities), 
as well as the totality of the resources consumed, no matter their nature– human resource, material or 
financial – exploited for the welfare of that specific activity. The indicator calculated in this manner 
perfectly expresses the influence of each factor part of the production process and thus, favored the 
achieving of that precise profit. It might be calculated for the entire commercial unit as well as for each 
kind or product individually.

In relation to this indicator it is worth mentioning that for some economic analysis it is taken into 
account instead of production costs the total volume of the production capital allotted which contains 
the fixed capital and the working capital of the commercial society.

In order to evaluate the value of the company when exploiting the fixed capital, it is normally used a 
system of indicators related to: dynamics, structural and functional state of the fixed capital; the exten-
sively and the efficient of the equipment based on the synthetically efficiency indicators.

As the economic efficiency growth calls for supplementary investment, the appraisal methodology 
of the efficiency within the e industry must follow the accuracy of all investment efforts, especially of 
the multiple economic effects, direct or indirect. In this view, the evaluation of the economic efficiency 
is achieved by calling a complex system of indicators, system that includes main indicators in the static 
and dynamic approach, to which we add a number of indicators specific to the industry.

The Economic Value Added (EVA) method was proposed for the first time Stern Stewart & Co. in 
1991, and then developed over 90 years as an internal indicator of business performance measurement 
for determining the efficiency of capital. EVA “provides a common language for managers in discussions 
about creating value, and because it is widely accepted and used in financial circles, may increase the 
legitimacy of a company in financial markets as an indicator of the ability of a company to create value, 
or, conversely, destroy it during a certain period of time” (Anand & Kodali, 2010).

Stern Stewart has developed this model to help managers incorporate two basic principles in mak-
ing decisions (Chen & Fu, 2008). The first is that the main financial goal of any company should be to 
increase shareholder value; the second is that the value of a company depends on the amount by which 
income exceeds the cost of capital.

EVA is defined in the European Management Journal as “the difference between net sales and the 
amount of operating expenses, taxes and cost of capital (capital charges), where the cost of capital is 
calculated as a weighted average cost of capital multiplied by total invested capital. Basically, EVA in-
creases when the average cost of capital is lower than the rate of return on assets (return on net assets), 
and vice versa” (Alstete & Beutell, 2018).

EVA calculation, based on the following indicators: WACC (Weighted Average Cost of Capital - 
Weighted average cost of capital) - weighted average cost of debt, after tax and equity (cost of equity); 
ROIC = ratio of capital invested and at night (which is similar rate ROI).

As shown, EVA model was developed initially as an internal measure of performance used by man-
agers to help them make decisions about investments. In practice has shown that an investment project 
that causes higher incomes than the net cost of its financing and thus generate profit, not necessarily lead 
to increased company value (Tapanainen, Hallanoro, Päivärinta & Salmela, 2008). A company should 
be concerned only those investment projects capable of generating a positive EVA or even increasing, 
because it will increase shareholder value. Thus, it becomes clear that applying the principles of this 
method companies should change their priorities.
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Creating value for shareholders involves maximizing the difference between the market value of the 
company and the nominal value of shares (initial investment of shareholders), this difference is called 
market value added (MVA) - market value added or the present value of EVA, and is essentially the 
difference between the capital that investors have brought in the original company and the amount of 
money they can get far by selling shares they hold (Yadav & Sagar, 2013). Maximizing the wealth gap 
actually increases the company’s shareholders. The difference between market value and book value of 
the company is attributable, as shown before intangible assets that are usually neglected by accounting 
documents of the company.

Market value added is a measure of external performance, while EVA is an internal performance 
indicator which measures the firm, in terms of the market (Sarabi, Naghizadeh, Liu & Liu, 2016). EVA 
was created to remove MVA shortcomings, namely that the latter indicator expresses the company’s 
value based on performance in the previous year and the current situation so that a company can register 
a positive MVA even if investments made in the current or to be made are bad.

Since the value added measure has not been fully achieved either in this way, due to factors that 
could not be determined (to establish whether the drive way destroy or create value or measurement of 
intellectual potential), has developed a new method, VAIC (Value added intellectual coefficient), which 
was designed to assist managers in determining the potential of their companies, based on current per-
formance (Sementelli, 2016).

Companies have recognized the importance of intellectual capital as a key factor for success, look-
ing for ways to measure and control this factor (Jung, Nam, Lee & Kim, 2016). Financial performance 
measurement is not sufficient that reflects how the profit is due to intellectual capital. In the knowledge 
economy, wealth is created through a combination of services and products that generate value. Each 
company has its unique set of knowledge, skills, values and solutions, all intangible resources. Monitor-
ing and management of these resources can be made with value creation efficiency analysis because it 
is a priority for managers to obtain and maintain productivity and efficiency in the enterprise. VAIC 
indicates value creation efficiency of all resources, expressing a firm’s intellectual abilities. The more 
qualitative resources (human and intellectual capital) were used, the higher the value creation efficiency 
of the company.

VAIC depends on the structure of human capital employed and the results they have achieved in the 
past (patents, licenses, innovation, customer relationship), the value added (VA = operating profit + 
depreciation + cost of salaries and depreciation), the costs employees (salaries, bonuses, training) and 
the value of assets involved in the work (Lin, Peng & Kao, 2008).

VAIC analysis is based on two essential resources: capital employed (physical and financial) and 
intellectual capital. Both are treated as investments and are creating value. Human capital consists of all 
employees, their organization and their ability to create value that can assess the market. Performance 
Monitoring equity and intellectual capital based on VAIC analysis, based on financial results: value 
added (difference between operating revenue and expenses from outside the enterprise). Expenditure 
on salaries is not included in the calculation because they are treated as investments.

To calculate the value creation efficiency of the two factors used indicators: EEC (capital employed 
efficiency = VA / EC) - the efficiency of capital employed, HCE (human capital efficiency = VA / HC) 
- the efficiency of human capital SCE (structural capital efficiency = SC / VA) - structural capital ef-
ficiency. SCE is calculated differently for HCE and the ECA, is inversely proportional to the efficiency 
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of human capital (Schneider & Somers, 2006). These indicators show how much value was created from 
a monetary unit. If the indicators are aggregated to obtain VAIC, it will be shown the overall effective-
ness of a company or intellectual abilities.

Another element that contributes to increasing the value of a company is the quality of the products 
which represents the final expression of the production processes (Henczel, 2002). It is also synthesiz-
ing the technical level, the operational and the economical performances, as well the esthetical ones. In 
substance, the quality represents the level to which the totality of a certain product properties is made 
worth. It is the expression of the degree in which the society needs are satisfied, by means of the products 
technical, economical and esthetical parameters.

For an accurate assessment of the quality we select those properties which significantly determine the 
degree in which the product satisfies the consumer requirements. That constitutes the quality features.

By measuring or evaluating the quality features that essentially contribute to the way the product is 
estimated, we obtain the quality indicators (Homburg & Pflesser, 2000). Concluding, the quality indica-
tors of the textile products are grouped in: technical, esthetical, hygienic-sanitary and comfort indicators, 
utilization and operational ones and nevertheless, the economical ones. Every single one is ascribed in 
standards, tasks books and specifications.

The analytical side, on the contrary, has as an objective the analysis of the profitability of the activ-
ity of the company, both at its level as well as at the level of the various elements that compose it. This 
analysis requires the use of purely internal concepts whose content is freely defined according to the 
own conventions of each enterprise and which are therefore outside any standardization.

SOLUTIONS AND RECOMMENDATIONS

The practice has shown that besides the financial statements, the scope of the research is also oriented 
towards the situations that contain non-financial data, which bring more clarity in the performance as-
sessment. In this regard, we note the tools used by management control, in order to impose on managers 
- and intensify their efforts in setting realistic goals.

In this sense, managerial accounting plays an essential role, being appreciated as a system of reporting 
the information it classifies according to the areas of responsibility within the organization. Studies have 
shown that managerial accounting tools have proven to be extremely efficient in performance appraisal.

At the same time, managerial culture highlights the needs and aspirations of an entity’s managers and 
reflects the behavior, personality of stakeholders or strong leaders, influencing the decisions and actions 
of managers on different hierarchical levels. Managers are those who are directly involved in the process 
of building and developing organizational culture, discovering strong motivation, which leads to the 
establishment of norms, standards, and codes of conduct in accordance with their values. It is also why 
they agree to be evaluated and motivated, as do all the actors involved, in relation to established standards.

Placed in this context, performance is an unstable balance between efficiency and productivity. An 
enterprise is, in theory, performance when it is both productive and effective. Perfect correspondence 
is never attainable due to the subjective and unstable nature of external expectations. If efficiency were 
identical with productivity, this means that the source of expectations would have become endogenous 
to the enterprise and not external.
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FUTURE RESEARCH DIRECTIONS

Absolute economic value does not exist (Behery, Jabeen & Parakandi, 2014). As a result, we are pleased 
to measure a level of performance in relative value expressed by the deviation, efficiency-productivity. 
Considering only productivity, entrepreneurs do not they just transplant the organizational models and 
put them under control through a lot of management rates, thinking that this is the only successful solu-
tion. This is a behavior that prevents the identification of the real problems that arise at the enterprise 
level. If the companies establish their efficiency as a priority, they voluntarily situate themselves in a 
totally different logic of action, to create and ensure the sustainability of an activity by understanding 
market expectations. This voluntary behavior favors external action. The chosen solutions derive from 
a preliminary analysis of the external constraints that must be removed.

As the performance of an enterprise is the result of a double dynamic, theoretically two important 
rules should be taken into account: the increase of the productivity must be accompanied, to a small 
extent, by an increase of the efficiency; the higher the productivity, the higher the relative efficiency 
increase must increase.

An enterprise must be not only effective but also efficient. efficiency information is of particular 
interest to both managers and owners. Both categories of users, want to know not only the size of the 
result but also the efficiency of the use of resources.

CONCLUSION

Today, companies develop their activity within an environment which is permanently changing, espe-
cially from the technological point of view and due to the market conditions (Basten & Haamann, 2018).

The realities brought into light by the present epoch determined the rise of significant concerns from 
the economical theoreticians and practitioners side in order to increase the companies’ efficiency. They 
have also generated the occurrence of specialized organizations primarily dealing with managing resources 
and limiting their consumption correlated with human society needs. Their main focusing direction is 
towards finding out alternative, durable solutions, so as to ensure that the generations to come have at 
least equal chances of existence, knowledge and development. The classical approach of organizations, 
without a complex tactic on long and medium term cannot confer them any chance in expanding the 
business, the main issue being now the survival of the fittest.

To a large extent, financial reporting is based on estimates and arbitrary rules. Because the account-
ing records are not accurate, in practice certain conventions are respected to facilitate the interpretation 
of financial reports by users.

The appreciation of the value of a company should not be limited to the mere finding of profit, but in 
relation to the efficiency and efficiency of the use of resources. An enterprise is practically performance, 
if it is profitable, effective and efficient.
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KEY TERMS AND DEFINITIONS

Environmental Characteristics: The external factors that may limit or support a company’s activities.
Financial Risks: These types of risk may reflect inadequate or unclear definition of strategies and 

objectives of the organization.
Organisational Performance: Elements affecting company performance such as financial and 

marketing factors, return on sales, return on investment, etc.
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ABSTRACT

Environmental changes and especially the development of the digital economy have posed real existential 
questions to businesses, provoked strategic reflection, and made the emergence of controlling efficient. 
The objective of this chapter was to explore the role of controlling in the business environment and gen-
eralize a reflection on strategy and controlling in the life of companies. The results show that controlling 
has a significant role in enhancing the corporate governance pillars in companies, and the successes of 
corporate governance requires compliance with all elements of internal control.

INTRODUCTION

Controlling, along with accounting, is a management science (Mikalef & Pateli, 2017). The information 
available to the control centers supports the decisions of the managers and allows the evaluation of the 
behavior of the actors. In fact, management control has become a discipline related to both management 
and management accounting, devoted to examining the canonical forms of business structure (Awais 
& Hussain, 2015).

The concept of controlling appeals to various instruments, of influence and less of direct control 
within a hierarchy. Verification, of course, can be part of the whole. In this sense, controlling is a result, 
a consequence of a power situation, coming from within organization or other source (Elbannan, 2009).

However, in the enterprise regarded as a set of parties and at the same time as a unitary whole, con-
trolling is the human activity of continual attempt to make the responsibilities, decisions and actions of 
different managers coherent (Marlin & Geiger, 2012). The coherence process represents the coordination 
of the interrelationships between the assembly of parts and the different components, and the result is 
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the degree of coherence achieved. As a result, controlling controls the good balance between the dif-
ferentiation of the parties and their integration through individual self-control and collective self-control 
(Fadilah, 2013).

Controlling has evolved, become autonomous with respect to the techniques of control of deviations 
and adjustment of budgets, and today the theorists and practitioners see it rather as a system of behavior 
regulation (Young, 2002). It exists in the context of a contractual approach to delegating responsibilities 
and relies on a set of remote behavior control techniques.

In the long term, controlling refers to strategic planning (Aguilera & Jackson, 2003). This includes 
a complete study of the possible options, an accounting of the treatments that are retained, a reaffirma-
tion of the structure of the company and consequently of its operating and capital expenditures. The 
control associated with the strategic planning is oriented mainly to the relevance of the objectives set 
(Clarke, 2004).

In the short term, controlling is about budgetary control (Bhimani, 2008). It represents the set of 
piloting techniques that allow to orient the management of the company towards achieving the previ-
ously defined objectives. Budgetary control is one of the techniques of management control that allows, 
starting from a decentralization of responsibilities, ensuring control within a budgetary exercise, of all 
the activities of the company, translated into monetary units (Johnstone & Rupley, 2011).

Controlling in the French sense has a double meaning: verification (carried out by the management 
controller) and holding control (exercised by the manager). So, is management control what the manage-
ment controller does or the purpose of the process that powers it? The purpose is to allow managers to 
keep management. However, there are value management controllers that can perform both functions 
(Weygandt, Kimmel & Kieso, 2011).

The objective of this chapter was to explore the role of internal control in enhancing the corporate 
governance and supervise the functionality of the implementation of the corporate government principles. 
The results show that the internal control has a significant role in enhancing the corporate governance 
pillars in companies, and the successes of corporate governance requires compliance with all elements 
of internal control.

Background

Controlling is a circular system of rules that helps to achieve the objectives of the company, avoiding 
surprises and signaling in time the dangers that require corrective measures (Zikmund, 2000).

Alongside governance and risk management, internal control is the third major component of corpo-
rate governance (Monks & Minow, 2004). A good corporate government depends on risk management 
to understand the issues with which the organization is confronted and the internal control for fulfilling 
its objectives (Cheng, 2008).

In practice, every organization wants to implement these three ideals, corporate governance, risk 
management and the internal control system, whereas internal audit is the key component of its supervi-
sion (Hoitash, Hoitash & Bedard, 2009).

More specifically, corporate governance refers to the way in which the rights and responsibilities are 
distributed among the categories of participants in the company’s activity, such as the board of directors, 
the managers, the shareholders and other groups of interest, also specifying how are decisions taken 
regarding the company’s activity, how are strategic objectives defined, what are the means of fulfilment 
and how are the financial results monitored (Todorovic, 2013).
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Internal auditors, the same way as they must support the company for the identification and moni-
toring of risks that they face, they must also understand and supervise the functionality of the internal 
control system, which is the key element for the implementation of the corporate government principles 
(Mensah, 2003).

Because information is the most valuable resource and it is common knowledge by now that manag-
ers expect more from the internal auditors than just an opinion, the duty to foreshadow factors that can 
stimulate consolidation, development or the financial performance processes of the audited company 
cannot be denied (Steinthórsdóttir, 2004).

With a transparent reporting system, you can create the necessary conditions to ensure the stability 
of markets and economic development, while a good organization of the internal audit department will 
be the key factor for securing the objectives of trading companies (Young, Kim, Black & Jang, 2000). 
Moreover, an internal audit adds value by the fact that it requires the execution of assurance and coun-
selling missions.

On the other hand, control has evolved and continues to evolve after the appearance of other patterns 
of control based on the environment where it is used and is, at its turn, in continuous movement, through 
the improvement of commercial relations and the permanent evolution of the market economy (Shah, 
Butt & Saeed, 2011).

The community acquis in the field of internal control, recommended by EC, comprised the general 
principles of internationally and EUR accepted good practice. The adequate manners of transposing 
them into the internal management and control systems are specific to each country, taking into account 
the constitutional, administrative, legal provisions specific to each culture and were a new approach of 
internal control (Aduda, Okiro & Omoro, 2015).

Generally speaking, the concept of control was given a limited connotation, namely, the control 
of transactions to see if they are compliant with the regulations in force. However, in the context of 
implementation of the principles of good practice, according to the definition of control, the term must 
part with this restricted meaning and acquire a new structure on the basis of the principles of corporate 
governance recommended by the European Commission.

The international practice recommends outlining an internal control system and an internal audit 
structure as part of the coordination of the general management, capable of managing the risks that en-
tities face (Bar-Yosef & Prencipe, 2011). Moreover, it requires the implementation of the internal audit 
within organizations and the clear division of its activities from those of internal control.

The optimal operation of entities on the basis of an integrated internal control framework requires the 
existence of an adequate control environment which promotes ethical values, is transparent, accepts good 
practice standards and establishes responsibilities in the spirit of the strategies and policies approved by 
the senior management (Carcello, 2002).

The managerial accountability exercised by the management of an organization requires that, within 
the limits of internal and external constraints, for the effective, efficient and legal fulfilment of the 
objectives defined, to communicate and be responsible for the non-fulfilment of the managerial duties 
according to the type of legal responsibility (Dechow & Ge, 2006).

For the organization of the managerial activity, managers must take into account the following main 
principles: the general manager / the applicant is responsible for the fulfilment of the entity’s objectives; 
the general manager / the applicant can delegate its authority without being absolved from the general 
responsibility; the managerial responsibility does not exist without the adequate authority; responsibility 
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requires transparency and liability; the control system must be based on controls and corrective measures 
within the entity, but also on external controls (Brown & Caylor, 2004).

To ensure the implementation of the managerial control system, a working group is created that 
comprises the heads of the functional departments within the entity, respectively the line management, 
for the coordination of a member of the Board (Rankin, Stanton, McGowan, Ferlauto & Tilling, 2012).

Its activity is counselled and monitored by the head of the internal audit department, who is not a 
member of the working group (Hay, Knechel & Wong, 2004).

A Board of directors that has a well-implemented, controlled and developed risk assessment strategy 
represents the foundation for defining a risk tolerance and is also intended for all managers and employees 
of the organization (Xie, Davidson & DaDalt, 2003).

The risk appetite can be identified by several means based on many variables such as financial, time, 
quality etc. variables. The risk appetite must be identified before the appearance of the risk, because 
otherwise we will basically accept a deviation that occurred (Abbott, Park & Parker, 2000).

The reliable solution for risk management is finding a balance in which the existing risk – the residual 
risk – is equal with the risk that we are ready to tolerate – the risk appetite.

Because the resources available in the risk management process are limited and the risks cannot 
be avoided, each organization must take all necessary accepted measures, considered tolerable for the 
organization, respectively their risk appetite.

The Role of Controlling in Corporate Governance System

Controlling is relevant for the entire institution as a whole and for each department. While the internal 
control system is relevant and applicable to all institutions, management’s implementation varies greatly 
depending on the nature of the institution and depends on a number of specific factors. These factors 
include: the organizational structure, the nature / risk profile, the environment of activity, the size and 
complexity of the activities, and the applicable regulatory system. Due to the specific situation of the 
institution, management considers a number of options regarding the complexity of the processes and 
methodologies used to apply the components of the internal control system (Beiner, Drobetz, Schmid 
& Zimmerman, 2004).

The control environment includes the general attitude, awareness and measures taken by management 
and those charged with governance of the internal control system and its importance within the entity 
(Cho,Ran & Kim, 2003). The control environment determines the tone of the organization, influencing 
staff awareness. It is the basis of all other components of internal control, ensuring a discipline within 
the organization to be respected and a structure of the entity so that the internal control system can be 
effectively applied. In addition, the internal control environment is an effective tool in preventing cor-
ruption and fraud (Daily, Dalton & Cannella, 2003).

The purpose of entity risk management is to enable management to identify the element of uncer-
tainty regarding the achievement of the objectives set and the associated risk, and to have the opportunity 
to increase the capacity to add value, provide more efficient, economical and effective services, and 
maintain value account such as equity and justice. The risk can be considered negative in the sense of 
uncertainty, threat, obstruction or positively, as an opportunity (Young, 2002).

Given the economic events in recent years, the most important challenge will be for organizations to 
find a balance between risk, costs and value, given that a significant benefit is to have as many results 
as possible with few resources, clear identification of the key risks faced by entities. In this context, the 
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internal control must be effective, avoid additional costs, and save material, financial and human resources 
(Mikalef & Pateli, 2017). In fact, there may also be a situation to design a good internal control system 
but it is misunderstood and put into practice by those involved in that entity (wrongly trained personnel 
with regard to the implementation of internal control) or formally dealt with.

Due to the fact that the improvement of the internal control can be done with the help of the internal 
audit, and the internal control is universal, then we can state that the internal audit is universal. The 
internal audit function has become a function of managerial assistance through which internal auditors 
help managers at all levels to master the other functions and activities.

The internal auditor must document the issues important for providing evidence to support the audit 
opinion and evidence attesting the execution of the audit in accordance with the law. Documentation 
means the materials (the documents) prepared by and for the auditor, or acquired and kept by the auditor 
during the audit (Rankin, Stanton, McGowan, Ferlauto & Tilling, 2012).

The auditor must include in the documents information regarding the planning of the audit activity, 
the nature, duration and extent of the audit procedures, the results of this activity and the conclusions 
drawn from the audit evidence obtained (Todorovic, 2013). The documents must contain the auditor’s 
opinion regarding the significant elements that require the exercise of a professional reasoning, together 
with the conclusions drawn regarding the analyzed issue. In the fields that involve difficult matters of 
principle or judgment, the documents will contain the relevant facts known by the auditor at the time 
of outlining the conclusions.

In case of recurrent audit activities, certain files with documents can be considered permanent audit 
files and updated with new permanent information, unlike the current audit files that contain informa-
tion regarding a single audit.

The internal auditors must document the relevant information in order to justify the conclusions and 
the results of the mission (Marlin & Geiger, 2012). The documents used for the documentation of the 
audit activity must be drawn up by the internal auditor and revised by the management of the internal 
audit. These documents must include the information obtained and the analyses made and must confirm 
the findings and the audit recommendations that will be reported.

The organization, elaboration and content of audit files are regulated according to the mission. The 
internal auditors compile these files with the help of the management and of the decisional bodies for 
which they make the provisions. The content of these files is estimated to be generally confidential and 
can be based on facts and on opinions. The access to the audit files can be requested by third parties 
through various procedures, among which we can list criminal investigations, disputes, tax controls, 
controls of regulatory courts, examination of public procurements and controls made at the competent 
professions for self-regulation. Theoretically, all files not covered by professional secrecy between the 
attorney and its client can be communicated in the event of legal actions. For other procedures, the issue 
of access to files is less obvious.

The internal audit officer must set the rules that must be followed for the documents, adjusted rules 
for each type of mission (Mensah, 2003). The normalization of legal files, for example the normaliza-
tion of questionnaires and audit programs can improve the efficiency of a mission and can facilitate 
the delegation of tasks. Certain business files can be considered permanent files. These files contain 
permanent information.

The control of audit files involves the documents of the mission are owned by the entity. Generally, 
they must remain under the control of the internal audit and only the authorized staff must have access 
to them; the management and the other members of the entity can request the access to the documents 
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of the mission. This access may be necessary to corroborate or explain the findings and recommenda-
tions of the mission or to use the documents of a mission for other purposes. The internal audit officer 
must authorize these requests in advance; in practice, the external and internal auditors send the busi-
ness files to one another. The access given to external auditors must be approved by the internal audit 
officer; there are cases when the requests of access to the business files and to the reports are made by 
persons outside the entity, other than external auditors. Before accepting the supply of the requested 
documentation, the internal audit officer must obtain the management’s approval and/or, as necessary, 
the legal counselor’s approval.

Every mission must end with a file comprising the most important business documents, the evidence 
behind the assertions made in the report being crucial (Monks & Minow, 2004). The business docu-
ments must be written and have a standard predefined format, a reference number that coincides with 
the documents from the audit file, the correspondence with the number of the mission from the internal 
audit plan etc. The documents must contain mandatory information: the name of the entity, the name of 
the audited service; the name of the auditor, the date; whether it refers to tests: objectives, the structure 
of tests, the documents or the transactions reviewed, the results and interpretation etc.

The internal audit process should be carried out periodically, step by step, and take into account all 
aspects, not just the pleasant things. It has to be organized and planned so as to improve internal control 
and management processes. The audit is there to help line management improve its functional manage-
ment and risk analysis (Elbannan, 2009).

The internal audit findings and recommendations are useful to the management line in the audited 
areas, in particular with regard to potential improvements in the risk management process, and which 
the auditor will evaluate again on the occasion of his return, which will ensure and guarantee a plus of 
value to the organization.

The management’s evolution comprised methods of organization from merely theoretical levels to 
very practical levels, forms appeared and applied between them which proved the validity of some and 
invalidated the existence of others (Bhimani, 2008).

Moreover, the approach of the internal audit function must contain the organization of the internal 
audit department as well as the organization of labor and the management of the competences and of 
the resources needed for performing the internal audit.

From the analysis of the evolution of the internal audit function to the present, we can appreciate 
the following elements of involvement in the life of the audited entity, namely: counseling given to the 
manager; aid to employees without judging them; independence and total objectivity of auditors.

It is unanimously accepted that the internal auditor advises, assists, recommends, but does not de-
cide, his obligation to be a means to improve the control each manager has on his activities and those in 
coordination, in order to achieve the objectives of the control internal.

Moreover, in an entity where the internal audit is part of the culture of the organization, it is accepted 
with interest, but in an entity experiencing significant potential risks, with the lack of compliance with 
the underlying regulations, with low effectiveness and fragility due to the misappropriation of funds, the 
disappearance of assets or fraud, it is obvious that the respective manager will be judged, appreciated, 
considered according to the findings of the internal auditor.

A control environment can enhance the effectiveness of the internal audit if it is part of the culture 
of the organization because it contributed to the exchange of information, favors cooperation during the 
working process, allows the elaboration and collection of mutually interesting and easy to apply proposals.
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The communication is based on a well-defined plan whose purpose is to know the function, to under-
stand it and to act upon the control environment. The targets must be highlighted in the communication 
plan, the objectives must be confronted with the expectations and the messages must be clearly defined 
per categories of recipients, the choice of the most appropriate communication media.

Effectiveness is assessed through the internal audit quality control plan, assessments that can be internal 
and external, according to the Qualification rule 1300 – Insurance and quality improvement program.

The head of the internal audit is responsible for the internal assessments, who also supervises the 
auditors’ competence, the quality of communication, the observance of the audit methodology and the 
rational choice of investigation instruments, the quality and pertinence of findings and observations, 
the quality of the audit report and the observance of the terms, the realism of recommendations, their 
applicability and effectiveness.

External assessments also include an audit of the audit which is conducted by audit revisions which 
mainly examines: the profile and competence of auditors, the exhaustiveness of the audit plan and its 
observance, the implementation of the internal audit standards, the methodology, the quality of audit 
reports and the application of recommendations, the quality of the internal audit manual and of the audit 
guides, the assessment of the internal audit by the management (Cheng, 2008).

The external assessment can also be conducted through external auditors, by “exchanging experience” 
with auditors from similar entities from non-competing sectors, or by using a qualified team outside the 
audit organization once every five years (Awais & Hussain, 2015).

Regardless of the solution chosen, the Qualification rule 1320 – Reports regarding the quality program 
must be observed, which regulates that “The internal audit officer must communicate the results of the 
external assessments to the Board” (Mensah, 2003).

Effectiveness is measured through several instruments: indicators, benchmarking and opinion poll. 
The indicators are those that give the image of appreciation of the activity and of the quality, are essen-
tially a means for enhancing the effectiveness and are calculated on three categories: business indicators, 
quality indicators and cost indicators.

For example, Benchmarking is the use of qualitative and quantitative criteria to understand where 
you stand among the members of the same profession, the final purpose of the measurement is to iden-
tify the best practices in order to obtain a higher effectiveness, a sort of standardization of methods, of 
procedures and work rules that provide a high effectiveness.

This practice was developed by the International Institute of Internal Audit under the name of “Global 
Auditing Information Network” and provides the most popular professional practices to auditors, which 
can lead to a low interest in research, negligence and a lower spirit of initiative and consideration of the 
environment.

The survey is another important means of measuring the effectiveness of the internal audit depart-
ment, however it must be considered very sensitive if it is not developed by specialists, because it can 
give irrelevant or even contradictory results that can also influence the judgment of beneficiaries.

Normally, for justified reasons, the survey is a good instrument for collecting useful information and 
data for the internal audit concerning the relationship with the management, the level of understanding 
of the management regarding the internal audit.

The audit committee is the level reached after an evolution of more than one hundred years, but which 
has acquired a higher importance at the end of the twentieth century, when the role of movements in 
business morale came to surface (Marlin & Geiger, 2012).
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The audit committee acquired responsibilities for guaranteeing the quality of accounts and reports to 
shareholders, remunerations and appointments of directors, ensuring the shareholders of the indepen-
dence of the opinions formulated.

The practice in many countries has revealed the need of existence of audit committees, but we need to 
clarify two essential elements: the scope of audit committees; the hierarchical position of the internal audit.

The scope is not defined by any professional rule, it is not perceived as being rigorously encountered, 
but it refers to the effectiveness of the management and resources engaged, to the fact that the processes 
of the entity are correctly accounted, keeping under control the risks related to conflicts of interests, a 
free evolution of the entity, unobstructed by the measures of the management.

The hierarchical positioning of the internal audit in terms of the subordination was and is a subject of 
debate that does not have a unique solution, but proposes variants that can be appropriate or not depend-
ing on several elements related to the organizational culture (Awais & Hussain, 2015).

In France, for example, to overcome the deadlock, the internal control committee was developed which 
also handles the relationship with the management and its concerns, as well as with internal auditors.

At first sight it appears to be confusion, but the internal audit works for all the functions of the entity, 
hierarchically positioned at the general division, but also acts according to the guidance of the audit 
committee.

In the next years, the effectiveness of these organizations will probably be measured more precisely, 
and the involvement of the audit committee in the corporate governance will be better structured and 
characterized.

SOLUTIONS AND RECOMMENDATIONS

Cost control is the system by which the management ensures that the resources are obtained and used 
efficiently, effectively and relevantly, in accordance with the organization’s objectives, and that the ac-
tions in progress are within the meaning of the defined strategy (Mikalef & Pateli, 2017).

But controlling in the field of costs does not stop at the objective control of the economic efficiency 
of the resources allocated and used by a company. Its perimeter also includes the routine preparation of 
decisions regarding the performance of the company through costs and results. This is the case of the 
decision-making orientation of the cost calculation for the establishment of prices, the optimization of 
the production program based on the cost-results relationship, the choice of the manufacturing processes 
based on the same relationship, as the basis of the choice between own production and the purchase of 
products from third parties.

It is important that the audit files intended for the public to be well prepared. For this purpose, we 
recommend following the steps below: only the requested documents will be made public. As a general 
rule, audit files containing opinions and recommendations are not communicated. The documents that 
disclose the argumentation or the strategies of lawyers are generally covered by professional secrecy 
and their transmission is not crucial; only the copies must be sent, the original must be kept, especially 
if the documents were drawn up by pencil. If the tribunal requests the original, the internal audit must 
keep a copy; marking each document with “confidential” and a notation specifying that any disclosure 
to another person must be the object of a prior approval.
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FUTURE RESEARCH DIRECTIONS

Understanding the control environment, the characteristics of the information system as a whole is an 
important and decisive step for auditors to determine the degree of credibility of the system itself and 
the information it provides. The overall objective and audit process in a computerized environment does 
not differ structurally from classical steps and processes. Exceptions only arise from the need for the 
auditor to know the existing computer system, understand the computer applications used in automatic 
data processing, and how it satisfies the user’s requirements.

From a practical point of view, there are numerous factors that influence the profitable management 
of the company and the controlling systems at the enterprise level. Both internal and external factors 
have been identified, which have an important impact on the concept of cost control system, including: 
company status, manufacturing technology, interdependence of activities, strategic options, environment.

An exhaustive audit of internal control is impossible to achieve and, in essence, is not a goal of the 
audit process. Selective testing - by sampling - is the frequently encountered technique for assessing 
internal control as well as for detailed testing of account and transaction values. The auditor will ex-
amine the supporting evidence that will support the values   and disclosures in the financial statements, 
based on an assessment of the accounting principles, accounting policies and estimates made by the 
entity’s management to present the financial statements. The test activity should, however, start from 
the presumption of completeness, integrity and accuracy of the data to be audited. This is ensured by 
an understanding of the computerized environment and an assessment of internal control at the level of 
the information system. Although apparently the previously mentioned presumption can be considered 
as meaningless, practice has demonstrated serious incidents (fraud, data or application alteration, per-
manent loss of data in a system) that may occur in a computerized environment where the magnitude 
risks takes another dimension.

Practical reality implies addressing the risk through three factors: threats seen as events or activities 
(generally outside the audited system) that can affect the vulnerabilities existing in any system, thus 
causing the impact that is considered to be a short-, medium- long supported by the organization.

Thus, the audit practice does not distinguish between the two types of control (internal and general) 
because in reality they complement one another and the assessment of this control will give the financial 
auditor confidence in the data to be audited.

Also today, in a computerized era where the complexity of computerized accounting systems and the 
volume of transactions have increased significantly, the need for computer assisted auditing techniques 
is recognized to allow for an increase in the efficiency of the audit engagement.

CONCLUSION

Controlling should ultimately allow the activity to be carried out and decision making so that businesses, 
regardless of their size, can reach your goals. The essential role of controlling is the definition of criteria 
and the development of indicators that allow the decision makers to follow the evolution of the company 
in the light of its strategic objectives. The management indicators must be carefully selected, otherwise 
the enterprise is at risk move away from its goals without managers realizing it.
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Internal Auditor is a manager’s support function to enable them to better manage their activities. The 
assistance, counseling component attached to the internal audit clearly distinguishes it from any control 
or inspection action and is unanimously recognized as having further evolving tendencies.

The professionalism of the internal auditor is the art and the way to give value to the instruments 
and techniques used, such as rules, procedures, instructions, information systems, organizational types, 
etc., representing all the control activities used by the manager the institution or the manager of a job, 
recognized by the specialists as internal control.

The role of the internal auditor is to assist the manager for the successive practical approaches already 
developed and to analyze the whole to contribute to improving the internal control and work system 
with more security and efficiency.

The complex complexity of economic activities emphasizes the need for evolving accounting and 
audit tools to respond to the “hunger” of relevant user information. Such a responsibility cannot be 
achieved by classical audit techniques alone. Alliance with computer assisted auditing techniques is 
natural and beneficial to audit purposes. The symbiosis between audit and information technology was 
predictable and beneficial.

In conclusion, controlling costs in the conditions of profitable management of the company can be 
considered a link in the company that supports the management decision making through a rigorous 
foundation. According with same authors effective internal control system increases good corporate 
governance since it is a built-in part of the management process (i.e., plan, organize, direct, and control). 
Internal control keeps an organization on course toward its objectives and the achievement of its mission, 
and minimizes surprises along the way.
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KEY TERMS AND DEFINITIONS

Audit Committee: Committee of responsible for oversight of the financial reporting process, selec-
tion of the independent auditor, and receipt of audit results both internal and external.

Auditing: Systematic process of objectively obtaining and evaluating statements about economic 
actions and events in order to assess the degree of compliance of these statements with pre-established 
criteria and to communicate results to interested users.

Board of Directors: Group of persons elected by the shareholders of a corporation to govern and 
manage the affairs of the company.
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Corporate Governance: Set of measures taken within the social entity that is an enterprise to favor 
the economic agents to take part in the productive process, in order to generate some organizational 
surplus, and to set up a fair distribution between the partners, taking into consideration what they have 
brought to the organization.

Financial Performance: Level of performance of a business over a specified period of time, expressed 
in terms of overall profits and losses during that time.

Internal Control: Process which providing reasonable certainty regarding the achievement of the 
objectives of efficiency and effectiveness of operating activities, reliability of accounting information, 
compliance with laws and regulations.

Stakeholder: Any group or individual who can affect or is affected by the achievement of the orga-
nization’s objectives.
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ABSTRACT

Business excellence models represent the entity’s framework for synchronizing vision with action deci-
sions in a more systematic and structured manner, which results in an entity’s performance increase. 
This chapter aims to open new research and deepen directions at the intersection of accounting and 
management, between science and practice, with the role of potentiating performance as a result of 
managerial accounting and leadership vision.

INTRODUCTION

The new approaches to the concept of performance outweigh the barriers to profitability, and the sus-
tainability factor becomes paramount (Alstete & Beutell, 2018). For the leadership of new economic 
entities, performance is directly related to Resource Scarcity - resource reduction and Stewardship with 
a capital S - the new Stewardship concept that includes understanding the cost opportunity. Adaptabil-
ity to the influence of these trends may not be possible without the direct involvement of theoreticians 
and practitioners whose concerns are directed towards clarifying the concept of performance in all its 
aspects, starting from economic, legal, technical and continuing social and environmental issues, thus 
supporting a multidisciplinary approach by modern entities under the conditions of an “Interconnected 
Global Economy” (Arsenault & Faerman, 2014).
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2030 represents the new time horizon that has led entities to shape their Vision, Strategy and Perfor-
mance Objectives as clearly and convincingly as possible. Although it seems remote as a time horizon, 
an in-depth knowledge of the resources of each entity with performance potential, including the manage-
ment system as a whole, methods and techniques implemented to define KPI’s Performance Indicators, 
only build a bridge between Accounting and Management, with a vital role in the evolution of the entity 
(Lin, Peng & Kao, 2008).

This new global context and the entities’ prospect to achieve and maintain Sustainability Performance 
impose and force the entity’s leadership to synchronize managerial decisions with financial-accounting 
situations as well as industry-specific predictability reports (Tajeddini, 2015). In this way, one can 
envisage an escalation from a global level to the individual one, towards increasing the competitive ad-
vantage, global development, counteraction of the external environment threats, and capitalization of the 
opportunities through the adoption of pertinent managerial decisions based on economic and financial 
indicators (Brown & Harvey, 2006; Satell, 2017).

From a conceptual point of view, performance has seen multiple interpretations and approaches from 
theoreticians and practitioners whose concerns have focused on studying it (Denison, 1990; Akgün, 
Keskin & Byrne, 2009; Davila, 2012). Specialized practice reveals the interference of the organizational 
performance concept with other concepts such as management, leadership, profitability, predictability, 
economic-financial indicators and metrics (Becker & Huselid, 1998). All of these interferences have 
led to an interdisciplinary approach and a deepening of the concept of performance, depending on the 
specificity of the field in order to extend its spectrum of applicability (Yadav & Sagar, 2013).

The term “performance” has appeared in literature around the middle of the nineteenth century and 
has been associated with the start of sports competitions as a result of the participation and winning of 
such a competition (Bourguignon, 2000). With the twentieth century, the concept begins to deepen, and 
new approaches are attributed to it by theorists and practitioners of the time, for today, in the digital age, 
performance is identified with the true measure of value for any business leader and manager (Hartnell, 
Ou & Kinicki, 2011). Those indicators that are directly related to performance and that affect its level 
are measurable, can be compared to pre-established benchmarks and can provide solutions for future 
corrections, added value and competitive advantage (Henczel, 2002).

Moreover, the performance and metric performance indicators have been ranked by industry practi-
tioners in business intelligence techniques, but they are different (Rowland & Hall, 2014). Performance 
indicators are specific, refer to the expected results in the future, answering the question: Where are 
we going? - contributing to stakeholder decision-making and sending a signal if there is a variable that 
could produce inappropriate results. Metrics are generic, focusing strictly on performance results and 
on the current situation, responding to the question: Where are we today? - focusing on delivering work 
packages, achieving milestones and achieving performance goals.

The economic era of the Digital Age, characterized by an acceleration of technology innovation, fierce 
competition in gaining competitive advantage, increasing consumer expectations and emerging market 
pressure, drives leadership to adapt Vision and Entity Strategy to new performance standards (Adegoke, 
Walumbwa & Myers, 2012). The challenge is all the more so since the influence of the endogenous and 
exogenous factors of the entities is continuous, hard to control and in which the concept of Performance 
brings together under this umbrella other characteristics beyond the economic and financial ones that 
modern entities must incorporate and develop in their own strategy, such as: adaptability, flexibility, 
customer orientation, and the recruitment and retention of talent, ability to disrupt (Andriole, 2010).
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For theoreticians, on the one hand because the management expertise developed on the basis of years 
of study and research shows that within each entity there is an own organizational culture that underlies 
the functioning of the management system and gives the entity its own identity, and for the big multina-
tional corporations, the organizational culture represents the element of differentiation in the competitive 
market and in the age of globalization. Regardless of the geographical positioning of a multinational 
entity, its organizational culture attracts the competitive human resource that resonates with the entity’s 
mission and objectives in order to achieve the performance (Arsenault & Faerman, 2014; Davila, 2012).

On the other hand, the integrated performance indicators system would help leadership to lead but 
at the same time inspire, motivate, in order to have an integrated vision of the clients, the desiderata 
achieved through the ability to reach the core of the business (Schneider & Somers, 2006; Behery, Jabeen 
& Parakandi, 2014).

For the leadership of entities facing the pressure to adapt strategic decisions to economic turmoil, 
the only source capable of providing accounting information of informational value is accounting, “the 
basic tool for knowledge, management and control of patrimony and the results obtained by economic 
entities” (Amagoh, 2008).

Achieving performance remains the desideratum of entities, both those present in the competitive 
market, and new start-ups that break the existing markets, capitalizing on the opportunities offered by 
an external environment characterized by volatility, uncertainty, complexity and ambiguity, but also 
the present digitalization, Internet of Things (IoT), 5G Internet, e-platforms. Seen as a reflection of the 
clear vision of extremely powerful leaders, the overall performance of the entity is attained today against 
the background of the innovation process. This chapter presents radiography of the new research and 
deepening directions at the intersection of accounting and management, between science and practice, 
with the role of potentiating performance as a result of managerial accounting and leadership vision.

Background

Entities nowadays operate in an increasingly dynamic environment where boundaries of territoriality and 
temporality almost disappeared, everything is global, multinational and related to the future (Alstete & 
Beutell, 2018). Any development strategy involves taking into account the predictions: 2030 has become 
very close, and the performance of an entity has exceeded the profitability boundaries.

In this Digital Age, performing entities “play the best books” for three stakes: the first is “sustainable 
performance”, the second “finding and retaining talents”, the quality of human resources contributing 
to the differentiation in a global and aggressive competitive market, while the third is “research & in-
novation” (Satell, 2017).

In the opinion of industry practitioners and due to the very high pressure of the external environment, 
high performance organizations are entities that “have exceptional financial results, satisfied custom-
ers and employees, high productivity, organizations that encourage innovation and skills development 
Leadership” (Tong & Arvey, 2015). At these, depending on the entity and the environment in which it 
operates, it is possible to add specific features: sustainable financial development, long-term orientation 
and achieving exceptional.

According with Arsenault and Faerman (2014), three directions of performance measurement have 
been developed: the first direction determines the actual performance of an entity as a result of the 
endogenous factors that have an influence on the entity’s strategic values; the second direction implies 
the use of a standard aimed at two actions: the evaluation of the present state by the difference between 

 EBSCOhost - printed on 2/8/2023 12:09 PM via . All use subject to https://www.ebsco.com/terms-of-use



232

The Role of the Leader in Increasing the Performance of the Entity
 

the performed and the standard performance; the third direction to be referred to as the speed of change 
within entities to adapt to the environment. This rate of change determines economic entities to adopt 
a real strategic aggressiveness attitude, manifested through the degree of discontinuity of the organiza-
tions’ strategic movements and the pace of the entities’ strategic movements.

As a result, the focus of entity leadership is increasingly directed towards creating an organizational 
culture geared to excellence and performance, and to the crystallization of elements that define and 
contribute to the development of such an environment - Performance Indicators / KPI’s.

The need for entities to monitor their activities and their results is vital in order to cope with the 
threats of competitiveness, to be able to respond in real time to these threats through adaptability and 
flexibility and to gain competitive advantage over direct competitors (Agha, Alrubaiee & Jamhour, 2012).

In the process of achieving high performance and co-opting, retaining and capitalizing on human 
resources with a high potential, performance management is a determining factor, being the instrument 
of leadership to “evaluate individual and team objectives in line with the strategic objectives of the com-
pany, in order for the company to gain that competitive advantage in a continuously evolving market” 
(Olson, Slater, Tomas & Hult, 2005).

Practice in the field reveals that performance management is a process whose purpose is to position 
an entity among those with “high level of performance” by gating the results and improving individual 
skills and abilities (Cocca & Alberti, 2010).

At the level of an entity, performance management involves aligning the vision of leadership, strategy 
and culture with actions taken to achieve goals (Hurley, 2002). Alignment is reflected both at an opera-
tional level, through operations management - reflected in the achievements of the team, department or 
project objectives, and at an individual level - reflected in the entity’s maturity level and the high level 
of human resource utilization (Becker & Huselid, 2006). As a consequence, the individual performance 
assessment increases and its results directly influence the performance management process, leading to 
the emergence of the premise to develop new performance measurement tools and methods reflected in 
the development of performance management systems.

The implementation of performance management within an entity meets multiple requirements di-
rectly related to the level of achievement of the set goals (Amagoh, 2008). A first requirement refers to 
the need for leadership to evaluate and manage a low level of performance relative to objectives, which 
brings about other implications: focusing on the entity’s strategic objectives, aligning resources with 
activities, feedback and future development directions (Chen & Fu, 2008).

Business excellence models have been developed by international or national bodies and are the ba-
sis for awarding prestigious awards (Taticchi, Tonelli & Cagnazzo, 2010). Entities using these models 
do this for self-evaluation because they can identify improvement opportunities and strengths, use the 
model as a framework for future organizational development, and achieve significant benefits beyond 
financial indicators: improving innovation and generating ideas, satisfaction customers, organizational 
growth (employees), employee satisfaction and involvement, product efficiency, effectiveness and reli-
ability (Fisher, 2010).

A key benefit of prize-based models is that it provides a “balanced balance” of criteria and measures 
against which entities can objectively assess their performance management systems and compare their 
performance with standard benchmarks globally or with that of other organizations (Arsenault & Faer-
man, 2014).
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The theoretical course with incursions in the sphere of practical applicability so far has been to draw 
the framework for the next section, which makes the transition to managerial accounting. The transition 
is one from the whole.

THE ROLE OF MANAGERIAL ACCOUNTING IN INCREASING THE 
PERFORMANCE OF THE ENTITY FROM THE PERSPECTIVE OF LEADERSHIP

From a managerial point of view, entity leadership monitors the current state, closely related to the 
environment in which it evolves, to scan the internal environment and validate by mandate the need to 
implement a Performance Management System to achieve a State Desired Evolution (Englund & Gerdin, 
2018). In this sense, a portfolio of Initiatives is developed in which the long-term and medium-term 
strategic objectives are correlated with the Strategy, Scorecard and Performance Dashboard. In terms of 
Performance Management, entities apply new methods to increase their competitive advantage: Balanced 
Scorecard, Dashboard / Dash Board, Benchmarking, Prism Card Performance Skill / Skandia Navigator 
Framework, EQFM Business Excellence Model (Wickramasinghe & Alawattage, 2007).

Harmonizing with the new requirements of the Global Market and meeting the requirements of more 
and more sophisticated customers, it drives the leadership of the performing entities towards imple-
menting customer-oriented management models such as CRM (Customer Relationship Management), 
Benchmarking, Dash-Boards (Verbeeten, 2010).

Under the above-mentioned conditions and considering that the accounting information is the main 
source of substantiation of the value-creation indicators, it is necessary to apply within the entities the 
analysis and diagnosis of its economic activity and the application of modern methodologies and tech-
niques for measuring the performance (Alhyari et al., 2013). Applying modern methods and techniques 
to measure performance has the role of enabling leadership of the best way to implement a tool that 
enables value creation for the entity along with the development of future-oriented policies and strate-
gies (Deutsch & Silcox, 2003).

Modern methods and techniques for measuring the performance on which management is based in 
analyzing and substantiating strategic, tactical and operational decisions are: Balanced Scorecard; Dash 
Board; Benchmarking; Prism Performance Card; Skandia Navigator Framework and EQFM Business 
Excellence Model (Cameron & Quinn, 2011).

Balanced Scorecard (BSC) is the result of Kaplan and Norton’s research in 1992, being the result of a 
KPMG sponsored research project. If we were to define the BSC, then it “represents a mechanism used 
by leadership to implement the strategy and expression of the entity’s vision” by bringing together both 
financial and non-financial indicators (De Waal & Kourtit, 2013). BSC offers the perfect framework for 
performing performance measures, with the goal of achieving competitive advantage.

The utility of the medley proves to be all the more valuable for the entity’s leadership as four develop-
ment dimensions are approached, which Kaplan and Norton highlight: the financial dimension: related 
to the satisfaction of investor requirements and expressed by: financial indicators used to determine the 
performance of the entity ; customer dimension: aims to meet customer requirements and is expressed 
through indicators such as delivery times, quality, performance level and cost from the customer perspec-
tive; the size of internal business processes: refers to the quality of internal processes and is expressed by 
operational measures taken by the leadership at the internal level; development and innovation dimension: 
expresses the entity’s ability to innovatively and continuously develop, engaging in these processes all 
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resources to improve critical processes that can influence performance, and is expressed by indicators 
such as: the entity’s development curve.

Both theoreticians and field practitioners recommend applying BSC at the entity level, as it provides 
a balance between the qualitative and quantitative outcomes and the main drivers of performance, and, 
on the other hand, a harmonization of the application of some external measures for shareholders and 
customers, and internal measures for critical business processes, innovation, development and knowl-
edge (Kaplan & Norton, 2006). This value judgment is supported by Kaplan and Norton through some 
pertinent allegations that serve to strengthen the BSC’s position among modern methods of measuring 
one entity’s performance and deriving from each other: BSC actively contributes to the clarification 
process and updating the strategy of the entity in which it is implemented by identifying and aligning 
strategic objectives; BSC requires communication by leadership and understanding by all departments 
and stakeholders interested in the entity’s strategy; The BSC contributes positively to the system’s 
processing of a large amount of both financial and non-financial information, obtaining a concise and 
essential amount of data in assessing the entity’s performance; BSC helps to align long-term strategic 
objectives with annual budgets; BSC is a method of periodically reviewing performance to improve it 
through strategic feedback.

The Balanced Scorecard is a method developed to help improve entity performance by focusing on 
key financial and operational information in the entity’s activities (Ahearne, Mathieu & Bolander, 2010). 
Balanced Scorecards consist of quantitative, visual, tabular and graphical components or key perfor-
mance indicators, thus reinforcing their ability to improve the performance of an entity, the users of the 
method become “core of the business “. Both Scorecards and Dashboards are two similar techniques 
that enable leadership to “analyze, measure, provide more information to agents, and act swiftly, and 
thereby contribute to enhancing entity performance.”

The Dashboard is a leadership tool of the entity, which originates in interwar France (Anand & Kodali, 
2010). Its role is to analyze and select those indicators through which the presentation can synthesize 
the activity developed by the entity. As an instrument in the leadership process, it allows access to both 
financial and non-financial indicators, which in the context of this versatile economy makes it even 
more valuable (Homburg & Pflesser, 2000). The relatively low number of indicators makes it easy to 
understand, simple to interpret, with an addressing sphere at any operational level of the entity.

Dashboards can be: operational (monitors operational processes), tactical (monitors key processes 
and projects for a small number of employees), and strategic (monitors achievement of objectives). The 
role of the Dashboard is to connect leadership to the entity’s real-time activities, gaining the status of 
personalized user interface, “helping to measure organization performance, understanding organizational 
units, business processes”(Chan, Shaffer & Snape, 2004). Dashboards are generated in Excel, with the 
cost of implementation being reasonable and allowing analysis and monitoring of operational perfor-
mance every week, day, or even hour.

Designing Dashboards enables efficient communication based on graphs and tables of key risk 
indicators whose values   are above the accepted thresholds. “It is estimated that 40% of the top 2,000 
companies in the world use Dashboards in their Business Intelligence programs”(Rowlan & Hall, 2014).

Benchmarking, in the context of today’s economic environment, so volatile, uncertain, complex and 
ambiguous, is the key to controlling entities that have understood and accepted that in order to stay on 
the market it is necessary, regardless of the field of activity, to consider Vision Pillar - Innovation as 
essential (Allan,1993). The purpose of applying the Benchmarking method is to establish for the entity 
the policies and strategies that will need to be adopted and implemented to maintain market position 
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and gain competitive advantage. Benchmarking is the process of comparing your own organization, 
operations or processes with other organizations in the same industry or a wider market (Davila, 2012).

Some authors bring attention to several variants whereby an entity may decide to apply the Bench-
marking method to improve its performance (Alhyari et al., 2013; Deutsch & Silcox, 2003; Galbraith & 
Lawler, 1993). It may mean applying a: Strategic Benchmarking - used when the organization wants to 
improve its overall performance by examining strategies and approaches that have made it possible to 
achieve high performance “by certain entities; Process Benchmarking - is used when trying to improve 
processes and operations with a decisive role in generating organizational performance; Benchmarking 
Competitive - Enhanced performance of the entity through comparative analysis of key product and ser-
vice characteristics obtained by competitors; Functional Benchmarking - entity performance is analyzed 
against other selected entities in different business sectors.

The purpose of this type of analysis is to improve the performance of functions similar to other en-
tities; Internal Benchmarking - Improves the performance of an entity’s department (e.g., a “business 
unit”) as compared to another department within the same entity; External Benchmarking - The entity’s 
performances are analyzed against the best-in-class market; International Benchmarking - An entity’s 
performance analysis is performed by comparison with the performance of other entities on a particular 
international market.

Leaders’ decision to apply Benchmarking to their entity can be taken as a result of the desire to 
continuously improve performance as a result of preventing threats that may arise or as a result of 
harnessing some of the external or internal environment (Henczel, 2002). Applying the Benchmarking 
method involves passing it through a complex process of performance comparison, a process that will 
take place within a predetermined time, and on which it is imperative to establish stages to justify its 
performance at the end and to ensure its efficiency reflected in synchronization the leader’s vision with 
the performance of the entity.

Another method by which entities can manage the increase in shareholders’ wealth, together with 
the increased prosperity of the community in which they operate, is Stewardship - the management of 
the business with care and responsibility (Ashkanasy, 2011).

The challenge is all the more so as modern entities seek to contribute to the prosperity and well-being 
of their society, what they now carry with the nomination of Corporate Social Responsibility (Lim, 1995).

In Stewardship Asia Center’s view, stewardship is a way of managing a company that ensures that the 
company’s business can thrive and have a growth rate that can be sustained, and also ensures that you 
act in such a way that to increase in the long run both the wealth of its shareholders and the prosperity 
and well-being of the company in which the company operates (Alstete & Beutell, 2018). At the level 
of an entity, the Stewardship implies that the people to whom it is entrusted wealth, whatever it is, or of 
any kind of assets, have the obligation, at the end of their term of office, to hand over those assets in a 
better condition than the one they inherited, in other words being responsible beyond your own person 
or beyond the entity you lead, and in the long run beyond your life (Reed, Goolsby & Johnston, 2016).

Stewardship is directly related to the concept of performance, but the performance time with capital, 
where it is obtained without sacrificing future profits, ensuring that there is a continuity of competencies 
and relationships that contribute to creating a positive net impact - economic, social and environmental 
on future generations. But for this, it is imperative to have a very well-defined strategy that traces the 
“trajectory” of action, investing in capabilities and competencies in R & D, marketing and branding 
(Barney, 1986).
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Another feature of stewardship entities is that they strategically operate with long-term horizons based 
on trust-based cultures, structures well-aligned with strategy and goals, and supported by strategically-
minded thinkers, whose vision is medium and long term, ensuring that succession in leadership positions 
is assured and prepared early, and that the “legacy” of principles and leadership experience is protected 
and passed on (Delaney & Huselid, 1996).

Performance Indicators, Value Indicators, Integrated Performance Indicators System implemented 
by leading leadership, converge to Benchmarking and Stewardship (Satell, 2017). Challenged by the 
evolution of a fragmented market, the pragmatic adoption of new technologies together with the imple-
mentation of an Integrated Performance Indicator System represents new opportunities for new market 
players to innovate and develop business models that generate profit (Parveen & Noor Ismawati, 2015).

The Performance Pyramid - PP method suggests that a performance pyramid is capable of transform-
ing executive economic information into a hierarchy from top to bottom in a set of operational objectives 
for business division managers and also from top-level managers, the top management financial ratios 
to be evaluated on the basis of financial scorecards (Tong & Arvey, 2015).

The Skandia Navigator Framework is classified as a non-financial model that emerged from the need 
to measure and demonstrate the contribution that the value expressed by intellectual capital can actively 
contribute to improving the performance of an entity (Davila, 2012).

Through the model, leadership is able to establish a link between the strategic vision of the entity and 
its objectives that serve as a communication and information tool (Fan, Li & Zheng, 2016). Specifically, 
the model divides intellectual capital into two main components: human capital and structural capital. 
The structural capital consists of: the client’s capital and the capital of innovation and process, and the 
Human Capital is represented by knowledge (more precisely) of the adaptability of human capital to 
different tasks. In the opinion of its initiators, human capital has the highest rate of generating intangible 
assets, bringing together under the same umbrella, knowledge, experiences, talents and abilities in a 
continuous transformation of human know-how into structural capital (Mikalef & Pateli, 2017).

The main reason the entity’s leadership wants intangible measurement is to develop different non-
financial performance indicators (Ball, Li & Shivakumar, 2015). Unlike other scoring methods, Skandia 
Navigator presents users with a wide scale of measurement of immaterial systems from every perspec-
tive. The model has developed very useful tools to achieve intangible performance with various focus 
points by using a large number of reports and percentages.

The EQFM Business Excellence Model is defined by the European Foundation for Quality Manage-
ment (EFQM) as the expression of “outstanding practices in organizing and delivering results, all based 
on a set of eight fundamental concepts”: orientation towards results; client, leadership and constancy of 
purpose, management through processes and facts, people’s development and involvement, continuous 
learning, innovation and improvement, partnership development, and public accountability (Rowland 
& Hall, 2014).

On the interdependence between management and financial-accounting Alstete and Beutell (2018) 
find: Support Function Advantage (supporting functions to create added value for activities with cost 
reduction and use of digitization); Shared Services (use of digitization to increase productivity and work 
efficiency); Complexity Management (Simplifying Management to Increase Competitiveness); Capa-
bility Sourcing (Synchronization between price, source and partnership); Business Process Redesign 
(getting value added to consumers); R & D / Innovation (supporting R & D investment to increase the 
competitive potential of the entity and creativity).
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SOLUTIONS AND RECOMMENDATIONS

But even if conceptually terminology gives clarity to the approach, field practice reveals difficulties 
that entities encounter in defining KPI’s, which are due to differences in the field of activity (Ahmed, 
Arshad, Mahmood & Akhtar, 2016). To counteract the appearance of confusion, it is imperative that 
the entities clearly determine the field of activity for which KPI’s specific lineages are to be developed, 
whether we are talking about the financial area, the human resources or the operations.

In order for this approach to take shape, specialist practice recommends an integrated approach to 
internal and external resources, and greater focus on the implementation of the concepts of knowledge 
management, supply chain management, knowledge-sharring, open innovation “,” Enterprise resource 
planning (ERP) “,” enterprise interoperability “. In addition to this integrated resource approach, the 
theoreticians recommend that the entity’s leadership develop and apply the concept of “step-by-step linear 
performance” precisely to reduce the rate of change the entity is subject to in the turbulent environment 
in order to get closer as much as possible from real competitors.

The impact of Internet of Things (IoT), Cloud Computing, Distributed Intelligence and Robotics on 
entities over the 2020-2030 period will be very strong. Only an in-depth knowledge of the entity, the 
operations carried out, the transparency of managerial processes, the use of accounting information and 
its proper use, the knowledge of the external environment but especially the threats, the innovation in 
order to increase the performance, the creation and implementation of modern methods of determina-
tion its performance and permanent upgrading, all of which can represent the response to the disruptive 
forces and can ensure the stay in the market.

FUTURE RESEARCH DIRECTIONS

For an entity operating around globalization, digitization, machine learning, it is increasingly difficult 
to focus its activities without taking into account the complexity of both the internal environment and 
the external environment. And, as an extra threat, the time for which the performance results recorded 
keeps its validity decreased vertiginously. Whenever, anywhere, there are entities that gain competitive 
advantage, which breaks up emerging markets and raises quality standards and leads to a global, global 
thinking, all around world oriented.

The underlying element of an entity’s Performance Measurement and through which the Leadership 
harmonizes the Vision with the Strategy to reach the objectives is the Performance Indicators / KPI’s. 
The evolution of the economic environment, the emergence of new concepts of globalization, circular 
economy, green growth, exponentially contributes to the diversification of Performance Indicators on 
which an entity’s leadership directs its attention. The practice of recent years has relevant two major 
trends: a high degree of the presence of non-financial indicators and a correlation of the entity’s strategy 
with the actions taken to achieve the objectives.

At the entity level, Performance Indicators are the expression of Leadership Vision Harmonization 
with the Strategy, and their values   indicate correlation with established goals, showing whether they 
have been met or not adding value to the entity. But how is it that, although the concept is so clearly 
defined, present entities face a lack of performance, or a much lower level than projected and pursued. 
In order to achieve this, identifying, selecting and implementing Performance Indicators appropriate to 
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the activities of an entity is more than necessary, each of the objectives of the strategy being assigned 
a relevant Performance Indicator.

If until now the time and cost, as well as their derivatives were the indicators over which the entities 
have focused, the current challenges have generated the need for entities to expand their performance 
spectrum and to take into account both economic and non- economic, economic, technical, managerial, 
and environmental mix.

The process of identifying and selecting relevant and useful KPIs that are embedded in strategic 
planning processes must be done by respecting a set of rules that both the theory and practice advocates, 
rules that actively contribute to the imposition quality requirements for these performance indicators, 
thus answering leadership to the question: “How should a KPI be my value-added?”

Quality requirements refer to criteria of: credibility, opportunity, accessibility, reliability, relevance, 
consistency, simplicity, neutrality and reactivity.

The continuation of the study is intended to be an insight into these questions faced by the modern, 
visionary Leadership, which is governed by Stewardship and Sustainable Development. Because in 
Stewardship’s sense “getting the current performance is done without sacrificing future profits”.

CONCLUSION

Being global, multinational, sustainable, socially responsible, profitable, talented oriented, credible, 
performing, involves at the level of the entity a leadership connected to market threats, adaptable, market 
oriented, customer oriented, effective, identifying with the vision of the entity to its members through 
the organizational culture it cultivates, but above all a leader who understands and is aware of the func-
tioning of the entity, both managerial and economic. The understanding of the economic and managerial 
mechanisms of functioning, underpins the making of relevant, real and especially opportune decisions 
with a role in counteracting the turbulent environment threats and increasing the potential of the entity. 
And for this, a permanent assessment and re-evaluation of the entity’s performance is imperative.

Performance in the present controversial, contradictory, vulnerable and volatile context is similar to 
achieving the entity’s economic and financial objectives while increasing customer satisfaction, while 
respecting stakeholder interests, in terms of sustainability and stewardship. And this desideratum will 
contribute to transforming some entities into some performances: “Do not lower your expectation to 
meet your performance. Increase your level of performance to meet your expectations. “At the same time, 
more attention needs to be paid to implementing the concepts of” knowledge management “,” supply 
chain management “,” knowledge-sharing, “” open innovation, enterprise resource planning (ERP) “,” 
enterprise interoperability “.

The relationship between the value of the accounting information and the Performance Indicators is 
mandatory, and there can be no predictability and performance without each other. Both concepts gain 
value over time, both the accounting information as a result of the economic activities and the KPI’s 
as a result of a clear set of future directions for action, and therefore I think that both concepts fall into 
the core capabilities area “. The core that a leading leadership can base their most important decisions: 
whether we are talking about new markets, benchmarking, business scaling, market exit, globalization 
or digitization. There are very large-impact decisions at the level of entities, decisions that can play a 
heavy role in market positioning, economically grounded decisions can counteract external forces that 
exert pressure on the entity.
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In conclusion, the results that accounting practitioners provide to leadership through financial state-
ments and reports can facilitate access to the entity’s current state, to possible upward or downward 
trends that may influence positively or negatively its evolution.
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KEY TERMS AND DEFINITIONS

Decision: A person or group of persons’ social and deliberate act defining the purpose and the ob-
jectives of a certain action, the directions and the ways to achieve that action, all of them determined, 
according to a certain need, by a process of obtaining information, deliberation, and assessment of the 
means and consequences of carrying out that action.

Economic Management: The achievement of the budget objectives with minimum costs so that when 
the activity is completed the revenue exceeds the costs, namely there is a profit that ensures a level of 
profitability as high as possible both at general level and by product, department or service performed.
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Management: The process of manager’s coordinating and overseeing the work activities of others 
so that their activities are completed.

Managerial Dashboard: Contains a set of actual information presented in a predetermined form, 
relating to the main results of the company’s activities or to some of them and to the main factors con-
ditioning their effective and efficient progress.

Organisational Performance: Elements affecting company performance such as financial and 
marketing factors, return on sales, return on investment, etc.
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ABSTRACT

The environmental, social, and governance (ESG) disclosure performance of the companies is becoming 
a major criterion for significant stakeholders like shareholders, creditors, and customers. In line with 
the increasing interest in ESG activities, a growing respective literature emerges. Despite this evolv-
ing attraction, the ESG aspects of the transport industry in general, and the rail industry in particular 
remain relatively untouched except for a small body of research on airlines. This study aims at filling 
this gap by analyzing how the ESG disclosure performance of the rail companies affect their financial 
performance, which the authors measure by return on assets (ROA), return on equity (ROE), and Tobin’s 
Q. Based on a sample of 35 rail companies from nine countries over the 2007-2017 period, the analyses 
show that ESG disclosure performance has a positive and statistically significant association with the 
ROA of the rail companies.

1. INTRODUCTION

The business world has been witnessing the advancement of awareness with respect to the sustainability 
and social issues. Accordingly, apart from financial performance measures such as profit ratios, sale 
figures, and stock prices, major stakeholders like investors (both small and institutional), creditors, and 
customers place a higher priority to achievements/activities of the companies regarding the environment 
and social issues. Kiron et al. (2017) document that the sustainability conduct of a company is an im-
portant investment determinant for a large majority of investment firms. Likewise, Plumlee et al. (2015) 
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show how enhanced voluntary environmental disclosure leads to higher market valuation. Similarly, El 
Ghoul et al. (2011) and Dhaliwal et al. (2014) indicate a negative association between the cost of equity 
and social responsibility performance.

On the other side, from the corporate governance perspective, financial scandals like Enron, Lehman 
Brothers, Tyco, Arthur Andersen, Parmalat, and Marconi force financial markets to place more emphasis 
on corporate governance practices and transparency. As a result of this growing need, firms with enhanced 
corporate governance performance can not only enjoy a lower cost of debt (Bhojraj and Sengupta, 2003), 
but also they can lower their cost of equity (Chen et al., 2009).

Despite such growing general attraction on environmental sustainability, social responsibility, and 
corporate governance, the rail industry failed to draw the academic interest regarding these issues. 
Traditionally, the mostly unprofitable structure of the rail industry has required governments to retain 
state ownership to enable the continuation of this strategic public service. Therefore, with the exception 
of several countries having private rail companies particularly in the freight segment, state-owned rail 
enterprises have maintained their monopolistic positions for decades. However, the rail privatizations, 
especially those in the United Kingdom and Japan, created a new business environment for the industry. 
With the increase of private rail companies, the industry now has to comply with new market forces. 
As discussed earlier, what they are doing in terms sustainability, social responsibility, and corporate 
governance is now a major concern of their investors, lenders, and consumers.

This chapter analyzes how the ESG disclosure performance of the publicly traded rail companies af-
fect their profitability and market valuation. We employ a sample of 35 rail companies from 9 countries 
over the 2007-2017 period. Our findings, based on ordinary least squares (OLS), fixed-effects (FE), and 
random-effects (RE) estimations, suggest that ESG disclosure performance is positively associated with 
the return on assets (ROA) whereas we cannot document its statistically significant effect on return on 
equity (ROE) and Tobin’s Q. This chapter is organized as follows. Section 2 reviews the relevant litera-
ture, explains the methodology used and outlines the dataset. Section 3 reports the empirical finding of 
the analyses. Section 4 provides the conclusion and discusses the policy implications.

2. LITERATURE REVIEW, METHODOLOGY, AND DATA

The ESG disclosure activities of the rail companies remain mostly untouched in the relevant literature. 
A quick review reveals only two related studies. Özcan (2018) examines the determinants of governance 
disclosure of the publicly traded rail companies. His findings indicate that the board size, the represen-
tation of outside directors, financial leverage, and firm size have positive association with governance 
disclosure whereas rail companies established in civil law countries tend to underperform their coun-
terparts from common law countries in term of governance disclosure. In a more in-depth study, Özcan 
(2020) documents that government ownership has a positive effect on the ESG disclosure scores of the 
publicly traded rail companies. The goal of this chapter is to contribute to the literature by filling this gap. 
Particularly, we intend to explore the impact of ESG disclosure performance of the publicly traded rail 
companies on their profitability and market valuation. Our model to test these associations is as follows:

Y = f (ESG Disclosure, Growth, Size, Leverage, Tangibility) (1)
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In (1), we adopt three separate dependent variables for Y. The first two, return on assets (ROA) and 
return on equity (ROE), are profitability measures whereas the third one is for the market valuation. We 
use the pretax income to calculate both ROA and ROE to handle the different taxations among countries. 
ROA and ROE are equal to the ratio of pretax income to total assets and ratio of pretax income to equity, 
respectively. To measure the valuation of the rail companies, we adopt Tobin’s Q, which is equal to the 
sum of the market capitalization of equity and total debt divided by total assets.

Our policy variable in (1) is the ESG disclosure performance of the rail companies. Bloomberg 
publishes ESG disclosure scores of the companies, which are computed by weighting the environmen-
tal, social, and governance disclosure performance. As noted in the introduction, the value of the ESG 
disclosure performance is growing and appreciated by many stakeholders. The literature also provides 
evidence on the increasing significance of ESG activities.

Alexander and Bucholz (1978) test the association between corporate social responsibility (CSR) 
and stock market returns. Their findings show that CSR performance is not associated with both stock 
returns and stock risks. They conclude that this finding is an indication of the efficient stock markets 
suggested by Fama (1970). The analysis of Boyle et al. (1997) suggests interesting policy implications. 
They examine whether signing an agreement regarding an ethical initiative make a difference among 
participating and non-participating defense contractors. Contrary to their initial expectation, they find 
that both participating and non-participating defense contractors experience negative price movements 
in the stock markets. Boyle et al. (1997) bring two explanations. The first one is that the markets assume 
this ethical initiative as a signal of a future sanction for the participating firms. Their second explanation 
is that the investors may simply punish the non-participating firms for not behaving ethically. Waddock 
and Graves (1997) examine the linkage between corporate social performance and financial performance. 
They report two-way causation such that prior profitability is a determinant of CSP and CSP is affected 
by prior profitability. Using a sample coming from Compustat and employing CSR performance statistics 
of the Kinder, Lydenberg, and Domini, McWilliams and Siegel (2000) document that CSR performance 
has a positive effect on the accounting profits of the companies. The findings of Brammer et al. (2006) 
indicate a striking result against the majority of the relevant literature. They show, using a sample of 
UK firms, that corporate social performance has a negative effect on the stock market returns. When 
they further analyze after disaggregating the corporate social performance data, they reveal that higher 
environmental and community variables tend to decrease stock returns whereas employment variable is 
positively associated with it. Renneboog et al. (2008) provide an overview of the relevant literature on 
socially responsible investments. They conclude that, against the positive association between the cor-
porate social responsibility and shareholder value, the direction of the causality is not certain. Edmans 
(2011) analyzes how employee satisfaction affects stock market returns of the companies. He constructs 
a sample coming from the “100 Best Companies to Work for in America”. His findings suggest that these 
companies have higher stock returns than their industry averages. Weber (2014) examines the effect of 
ESG reporting activities on the financial market returns of Chinese firms over the 2005-2012 period. He 
shows that firms publishing ESG reports tend to get higher returns than those not publishing. Fatemi et 
al. (2015) present a hypothetical model to test the effects of corporate social responsibility expenditures 
of the firms on their valuation. Their model reveals that such expenditures can have a positive associa-
tion with the firm valuation subjected to couple preconditions. Harjoto and Jo (2015) report that firms 
with higher corporate social responsibility performance have a higher valuation and lower cost of capital 
based on a sample of US public firms over the 1993-2009 period. Fatemi et al. (2017) analyze how 
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various ESG features contribute to firm value. They use two dimensions of the ESG activities namely 
ESG performance and ESG disclosure. Their analyses, based on a sample of 1640 firm-year observa-
tions from 403 US companies over the 2006-2011 period, indicate that whereas ESG disclosure tends 
to reduce firm valuation (Tobin’s Q), ESG strength has a positive association with it.

If ESG disclosure performance really matters for the stakeholders, then we can expect that railroad 
companies with higher ESG performance should help these companies enjoy lower borrowing costs, 
increased sales, attracted capital expecting a lower return on equity. In this book chapter, following a 
similar logic, we expect that the ESG disclosure score will have a positive effect on all of our three our 
dependent variables.

In addition to ESG disclosure performance, we employ four control variables coming from the fi-
nancial statements of the rail companies. Our first control variable is the growth. The relevant literature 
adopts various parameters to measure the growth rate of the firms. The larger group of comparable 
research use sale growth [(Abor, 2005), (Margaritis and Psillaki, 2010), (Fosu, 2013), (Zeitun and Tian, 
2014), and (Le and Phan, 2017)]. Alternatively, Memon et al. (2012) employ asset growth to measure 
the growth of the companies. Previous findings confirm the positive effect of growth on firm financial 
performance. With respect to profitability, Zeitun and Tian (2014), Memon et al. (2012), and Le and 
Phan (2017) indicate a positive linkage between firm growth and ROA. Similarly, Abor (2005) and Le 
and Phan (2017) report the positive effect of firm growth on ROE. Regarding the valuation impacts, Le 
and Phan (2017) show how firm growth adds to Tobin’s Q. Lastly, the analyses of Margaritis and Psil-
laki (2010) suggest higher growth rates stimulate firm efficiency. When calculating the growth rate of 
rail companies, we stick to the majority of the relevant literature. The explanatory variable we employ 
to measure growth is the ratio of current sales to the last year’s sales figure and we anticipate that the 
coefficient of the growth variable will be positive.

Our second control variable is the size. Size is a significant factor especially for the network industries 
where economies of scale matter. Therefore, we can expect that larger rail companies tend to be more 
profitable and valuable than smaller ones. In the comparable studies, size is measured by total sales 
[(Majumdar and Chhibber, 1999), (Abor, 2005), (Margaritis and Psillaki, 2007), (Margaritis and Psillaki, 
2010), and (Memon et al., 2012)] or total assets [(Kyereboah-Coleman, 2007), (El-Sayed Ebaid, 2009), 
(Khan, 2012), (Zeitun and Tian, 2014), (Hasan et al., 2014), (Fosu, 2013), and (Bandyopadhyay and 
Barua, 2016)]. In this book chapter, we measure the size of the publicly traded rail companies by their 
net sales (in the natural logarithm). Our expectation is to get a positive coefficient for the size variable.

Our third control variable aims at measuring the financial leverage of the rail companies. The capi-
tal structure has been one of the hottest topics in the finance literature for decades. The debate mainly 
started with the seminal work of Modigliani and Miller (1958), who point out that the value of the firm 
is free from its capital structure. Afterward, several capital structure theories challenge the theory of 
“capital structure irrelevance” proposed by Modigliani and Miller. The trade-off theory, for example, 
argues that firms can benefit from additional debt if the cost of extra debt is less than its tax advantage. 
Free cash flow theory, on the other hand, claims that debt can be used to not to waste firms’ money into 
unfeasible projects. Pecking order theory, on the other hand, claims that the internal financing should 
be the first option rather than debt.

The relevant literature consists of supporting evidence for each of these capital structure theories. 
On the one hand, a group of studies document how higher levels of debt are associated with the lower 
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firm performance [(Majumdar and Chhibber, 1999), (Khan, 2012), (Pouraghajan et al., 2012), and 
(Le and Phan, 2017)]. These studies report the negative impact of higher financial leverage on various 
performance measures like RAO, ROE, and Tobin’s Q. Another group of research indicates the posi-
tive impact of higher borrowing levels on efficiency [(Margaritis and Psillaki, 2007) and (Margaritis 
and Psillaki, 2010)] and ROA [(Memon et al., 2012) and (Fosu, 2013)]. In this study, we measure the 
financial leverage by dividing the total liabilities to the total assets. We expect that the leverage variable 
will get a negative coefficient.

Tangibility is our last control variable. Previous literature suggests both negative and positive effect 
of tangibility on the financial performance of the firms. The underlying assumption for the negative 
linkage is that more tangible firms may lose their flexibility in financial decisions especially at the time 
of economic crises and downturns. The findings of Memon et al. (2012) reveal that tangibility ratio has 
a negative association with the ROA based on a sample from the Pakistani textile industry. Contrarily, 
keeping higher shares of long-term assets against short-term ones can be a tool to handle agency conflicts 
from the agency theory point of view. Because knowing that firms have high ratios of durable assets, 
creditors can easily lend money and they can ask lower interest rates. Regarding the positive impact of 
tangibility, both Margaritis and Psillaki (2007) and Margaritis and Psillaki (2010) show how tangibil-
ity contributes to firm efficiency. Unlike these papers reporting either a negative or a positive effect, 
Zeitun and Tian (2014) show tangibility has a negative association with both ROA and the ratio of the 
market value of equity to its book value. The findings of Zeitun and Tian (2014) also suggest that higher 
tangibility tends to rise the ratio of earnings before interest, taxes, and depreciation to the total assets. In 
this study, we calculate the tangibility ratio by dividing the fixed assets to the total assets. Following an 
agency theory perspective, we expect that the tangibility ratio will get a positive coefficient.

Table 1. Descriptive Statistics

Variable Definition Expected 
Sign Mean Std. Dev. Minimum Maximum

ROA The ratio of pretax income to total assets 0.06068 0.04329 -0.02699 0.27409

ROE The ratio of pretax income to equity 0.17446 1.70785 -19.29167 12.93701

Tobin’s Q The sum of the market capitalization of equity 
and total debt divided by total assets. 0.82473 0.35399 0.23818 5.34991

ESG 
Disclosure

ESG scores published by Bloomberg Data 
Base + 30.24697 11.74335 5.37 56.61

Sales growth The ratio of net sales to its last year figure + 1.04602 0.15938 0.74749 2.85691

Size The natural logarithm of net sales of each rail 
company (adjusted for inflation) + 21.53799 1.10617 16.72228 23.42558

Financial 
leverage The ratio of total liabilities to total assets - 0.66082 0.18141 0.12281 1.04086

Tangibility The share of long term assets in the total 
assets + 0.85099 0.09968 0.36996 0.96704
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We gather our sample from Bloomberg database, which supplies the financial data we need for the 35 
publicly traded rail companies. Table 1 depicts the descriptive statistics of our sample. The correlation 
matrix of the variables is presented in Table 2. We also calculate the variance inflation factors (VIFs) to 
check for a possible multicollinearity problem. After looking at the mean VIF (1.29) and the maximum 
VIF (1.58), we can conclude that multicollinearity remains within tolerable margins.

3. EMPIRICAL RESULTS

Table 3 shows the results of our OLS, FE, and RE estimations. For each of the regression types, we 
adopt ROA, ROE, and Tobin’s Q as the dependent variable, respectively. The first three rows of Table 
3 present the estimations where we regress ROA on the explanatory variables. Our policy variable 
ESG gets positive and statistically significant coefficients in each of the OLS, FE, and RE estimations. 
Holding other explanatory variables constant, a 1 point increase in the ESG disclosure performance of 
a rail company is expected to increase its ROA by 0.0009, 0.0006, and 0.0008 units according to our 
OLS, FE, and RE estimations, respectively. We should note that the coefficients in the OLS and RE 
estimations are statistically significant at the 5% level whereas that of the FE model is significant at the 
10% significance level. Regarding the control variables, we document that both the financial leverage 
and tangibility have a negative effect on ROA in all of the three estimations. In the OLS estimation, our 
findings also suggest a positive association between firm size and ROA. But we should note that this 
finding is not supported by both FE and RE estimations.

Columns 4, 5, and 6 of Table 3 reports the results of the estimations when we use ROE as the de-
pendent variable. Our findings suggest that the ESG disclosure performance of the publicly traded rail 
companies do not have a statistically significant impact on ROE. Columns 4, 5, and 6 also reveal that 
the associations between our control variables and ROE are also statistically insignificant.

Unlike the first six columns of Table 3 where we examine the profitability effects, Columns 7, 8, 
and 9 report the results of the OLS, FE, and FE estimations when we adopt market valuation, which we 
measure by Tobin’s Q, as the dependent variable. Our findings reveal that the effect of ESG disclosure 
performance on Tobin’s Q is statistically insignificant for the publicly traded rail companies. With re-
spect to the control variables, our findings indicate that financial leverage has a negative association with 

Table 2. Correlation Matrix of the Variables

ROA ROE Tobin’s Q ESG 
Disclosure Growth Size Leverage Tangibility

ROA 1.0000

ROE -0.0187 1.0000

Tobin’s Q 0.5854 0.0486 1.0000

ESG Disclosure 0.1326 0.0317 0.0341 1.0000

Growth 0.1306 -0.0098 0.2961 -0.0893 1.0000

Size 0.2592 0.0354 0.0880 0.5886 -0.0721 1.0000

Leverage -0.3062 -0.0049 -0.3460 0.1043 0.1870 0.1732 1.0000

Tangibility -0.2308 -0.0114 -0.0366 0.0402 -0.0391 0.0570 -0.3124 1.0000
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Tobin’s Q as in the case of ROA. What is noteworthy in the last three columns is the positive linkage 
between growth of the rail companies and their Tobin’s Q. We should note that we fail to document a 
similar finding when we use ROA and ROE as the dependent variables. This means that while the growth 
rate of the rail companies does not have an immediate impact on their profitability, the stock market 
appreciates such positive progress, evaluate it as a good signal for the future financial performance, and 
reflect it into the stock prices.

4. CONCLUSION

The way of doing business is changing very rapidly. On the one hand, the business actors and the consum-
ers are increasingly placing more weight on social and sustainability issues. On the other hand, corporate 
scandals like Enron and Lehman Brothers advance the agency debate. Accordingly, corporate governance 
mechanisms become a tool to reduce agency conflicts which in turn create value for the shareholders, 
creditors, and the managers of the companies. For all these reasons, ESG disclosure attracts more and 
more attention from the practitioners and academicians.

This study examines the effect of ESG disclosure performance on the profitability and market valu-
ation of the publicly traded rail companies. We adopt a dataset coming from 35 rail companies from 
nine countries over the 2007-2017 period. We should underline that the privatization wave in the last 

Table 3 Regression Results

ROA ROE Tobin’s Q

OLS (1) FE (2) RE (3) OLS (4) FE (5) RE (6) OLS (7) FE (8) RE (9)

ESG Disclosure 0.00087** 
(2.39)

0.00065* 
(1.82)

0.00076** 
(2.22)

0.00026 
(0.02)

0.01107 
(0.71)

0.00364 
(0.37)

0.00079 
(0.38)

0.00384 
(1.59)

0.00201 
(0.95)

Growth 0.00603 
(0.29)

0.02446 
(1.57)

0.02427 
(1.57)

-0.61660 
(0.97)

-0.02166 
(0.03)

-0.10476 
(0.17)

0.48238*** 
(4.09)

0.54246*** 
(5.24)

0.52416*** 
(5.03)

Size 0.00697** 
(1.99)

-0.00490 
(0.38)

0.00511 
(0.70)

0.04668 
(0.44)

0.71932 
(1.27)

0.03339 
(0.34)

0.04652*** 
(2.19)

-0.33354*** 
(3.85)

0.03185 
(1.14)

Leverage -0.10320*** 
(5.64)

-0.07903* 
(1.92)

-0.07306** 
(2.12)

-0.16100 
(0.29)

-1.27496 
(0.71)

-0.13720 
(0.25)

-0.75253*** 
(6.99)

-0.31023 
(1.09)

-0.62821*** 
(4.01)

Tangibility -0.13527*** 
(4.16)

-0.13365* 
(1.88)

-0.10411* 
(1.70)

-0.19033 
(0.19)

-3.21979 
(1.04)

-0.25183 
(0.26)

-0.55261*** 
(2.93)

-0.56678 
(1.19)

-0.45702 
(1.63)

Constant 0.09805 
(1.06)

0.28366 
(0.99)

0.03059 
(0.19)

0.72456 
(0.26)

-11.97869 
(0.96)

-0.24365 
(0.11)

0.44146 
(0.83)

8.01229*** 
(4.19)

0.33321 
(0.54)

R2 0.2 0.09 0.16 0.06 0.00 0.03 0.27 0.00 0.22

F-value 4.48 2.73 1.14 0.85 6.65 8.68

Prob > F 0.0000 0.02 0.3158 0.5187 0.0000 0.0000

Wald Test 16.02 0.73 46.27

Prob > Chi2 0.0068 0.9811 0.0000

Number of groups 35 35 35 35 34 34

Number of 
observations 331 331 331 331 331 331 320 320 320
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three decades makes the conduct of such analysis possible since around half of our sample consist of 
privatized rail companies. In the OLS, FE, and RE estimations, we employ ROA, ROE, and Tobin’s Q 
as the dependent variables whereas our control variables include size, growth, financial leverage, and 
tangibility in addition to ESG disclosure score, which is our policy variable. Our findings suggest that 
ESG disclosure performance is positively associated with ROA whereas we cannot document a similar 
effect on ROE and Tobin’s Q.

Our analyses brings important policy insights. Since higher ESG disclosure performance tends to 
increase ROA, we can conclude that the managements of the rail companies should place more weight 
to ESG activities. In a new business environment where sustainability efforts, social initiatives, and cor-
porate governance activities attract more attention from major stakeholders, improving ESG disclosure 
performance should be among significant policy objectives to improve profitability.

A possible future research might involve a qualitative analysis that examines how major stakehold-
ers such as creditors, suppliers, and investment bankers incorporate the ESG performance of the rail 
companies (in particular or transport companies in general) into their decision making processes.
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