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INTRODUCTION

Corporate social responsibility (hereinafter: CSR) is an idea that explains how companies
knowingly and voluntarily dedicate activities emanating from their primary activities of the
profit increase and positively affect their working, social and natural environment. CSR is
essentially an awareness of the new position and importance that companies have in the
modern, global society and the responsibilities of the resulting benefits (Baker, 2004). The
practice of CSR refers to the overall functioning of a company: what products to buy and
sell, whether it is law-abiding, how it relates to employees, whether investing in the
community and in any way contributing to environmental protection.

CSR is a form of corporate self-regulation that is integrated into a business model. Its policy
works on the principle of a self-regulating mechanism monitoring the company and ensuring
its activity in accordance with the law and ethical standards as well as with the international
norms. The aim is making companies take responsibility for their actions and encouraging a
positive impact that their activities have on the environment, consumers, employees,
communities, shareholders, stakeholders in the business and all other members of the public.

It became clear that in the modern days the economic viability, in itself, is not in a sufficient
condition for the overall, long-term sustainability of society. In this sense, CSR, particularly
of companies in the public sector, is seen as one of the key solutions and activities
contributing to the harmonization of relations between the spheres of the economy, as the
main carrier of the development of society as a whole (Holme & Watts, 2000). Moreover,
CSR practice brings many benefits to the company, such as reducing costs, raising
reputation, improving organizational trust and employees’ satisfaction, which is reflected in
the financial performance of the company. Thus, the main actors of CSR are consumers,
employees and the community in general (Deli¢, 2013).

In BH, the concept of CSR in the way it is defined today, was not known within the socialist
system of social relations. However, companies from former socialist countries, especially
public companies, have largely practiced activities that would today be called socially
responsible (Cekrlija & Pavlovi¢, 2012). During socialism, donations and sponsorships from
public companies for sports clubs, cultural events, the disabled and children, were very
common. This is especially true for so-called "city-enterprises” of that period who were the
primary engine of growth of the local community, not only in economic terms, but also in
social and environmental terms. Therefore, “city-enterprises” were investing in everything
that was relevant to the community, from infrastructure to schools and hospitals.

When it comes to the BH companies, CSR is generally being understood as philanthropy,

donations, well-defined strategy for employment or business within legal norms. Thus, for

most BH companies the main motive of practicing CSR is an increase of positive corporate

image and obtaining a better market position. They treat their social engagement as their own
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public relations tool so it is not strange that every large BH company had at least some sort of
philanthropic activities.). Deli¢ (2013) in his study indicates that the majority of BH
companies decide to fund projects related to some form of education, projects related to the
development of the local community, health, infrastructure projects (construction),
environmental projects and sports. For example, BH Telecom supports the so-called projects
of national importance (BH Telecom, 2015). Unfortunately, a negligible number of
companies are ready to invest in culture and art.

In general, lack of awareness of diverse benefits of the CSR activities is regarded as a major
obstacle to greater CSR initiatives in BH (Cekrlija & Pavlovié, 2012). The awareness of
employees about the concept of CSR is even lower compared to the awareness of their
companies in general. Indeed, the benefits of adopting CSR, can vary depending on the type
of business, given the time or the environment of the market. Companies have significant
benefits such as simplifying the management of human resources and strengthening the
reputation and brand name (Holme & Watts, 2000).

However, BH companies still do not perceive CSR as a tool that could bring them the
business benefits and help in achieving their primary goals. In general, basic motives are
mostly: improving the company's reputation, increasing productivity, quality and sales,
greater customer loyalty and employee motivation, acceptance in the local community and
the competitiveness and market positioning (Atanackovi¢, 2012). On the other side, there is,
among the representatives of the business sector, awareness of the existence of obstacles and
risks with the introduction of the concept of CSR, and these are the most common ones:
increase of costs and inadequate legal framework in the country (Deli¢, 2013). Although
majority of the CSR activities are focused on external environment, they actually should
have a great impact on the behavior of employees in the way of their organizational trust and
job satisfaction (Shockley-Zalabak, Ellis & Winograd, 2000).

Organizational trust can be used in several different contexts, which imply mutual
organizational trust or mutual trust between the two companies. In addition, organizational
trust can also be used through relationship between employees and superiors, or from other
employees and leaders (Dirks &Ferrin, 2002). On the other hand, some scholars believe that
job satisfaction is referred to whether or not individuals like the job or individual aspects of
the job, such as the nature of work or supervision (Bauman & Skitka, 2012). Job satisfaction
appears as a term that shows impact on the job satisfaction, which is related to feelings or
cognitive elements (Saeed, Waseem, Sikander & Rizwan, 2014). Therefore, the focus of this
thesis is to examine the role of CSR in organizational trust and job satisfaction in public
sector companies.

Some empirical studies (Lee & Park, 2013; Valentine & Fleischman, 2008) show how CSR
positively affects the job satisfaction and organizational trust in company. Previous research
is mostly focused on private companies, where scholars (Lee, Kim & Li, 2012) conclude that
CSR has the capability to induce positive attitudes of employees, which results in
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performance improvement. The results indicate that companies should consider employees’
perception of CSR because it will positively effect on their attitudes and feelings regarding
attachment to the company and on long-term performance. Therefore, general opinion is that
CSR initiatives should be incorporated in business strategies, since the orgsnization’s CSR
activities positively affect the attitudes of employees.

The purpose of this thesis is to examine prior mentioned findings on the function of CSR in
job satisfaction and organizational trust in public sector companies. For this purpose,
research study will be conducted in a single public sector company in BH - BH Telecom. The
primary objectives of this thesis are as follows:

« to present a comprehensive review of the concept, scope and the characteristics of
implementation process of CSR activities;

» to explain and critically examine differences between CSR activities in public sector as
well as in private sector companies;

* to determine how implementation of CSR activities can affect organizational trust of
employees on the case of BH Telecom;

* to determine how implementation of CSR activities can affect job satisfaction of
employees on the case of BH Telecom.

The importance of research of CSR of the BH Telecom company is reflected in a fact that
BH Telecom has a leading role in the BH market when it comes to fundraising events,
sponsorships, donations, education programs and partnerships with communities in country.
If proved that CSR activities of BH Telecom besides contributing to local community has
some internal employees related contributes as well, this can be used as motivator of other
local companies on CSR adoption and implementation. Further, based on extensive literature
review thesis will offer ideas how exactly the implementation of CSR can affect
organizational trust and job satisfaction of employees, while quantitative research we will
determine if that is present in the case of BH Telecom.

Perceptions of employees on CSR in BH Telecom in BH will be used to assess the benefits of
the CSR in terms of their job satisfaction and organizational commitment. This research will
examine and point out importance of CSR in terms of satisfaction and commitment of
employees in the workplace. This will give direction for future efforts regarding CSR
development and its usage internally within the firm.

In addition, findings of the research might be useful for deciding about improvements in the
CSR procedures of BH Telecom to advance employees satisfaction. Research results might
serve as well, as a source of information and ideas for educating other employers on this
topic. Educational institutions will be able to use the results of this research for educating
students in this field and as an incentive for future studies in the direction of deepening the
findings made by this research.



In this thesis first chapter presents a literature review about CSR, where the section 1.1 will
introduce concepts of CSR. Chapter 1.2 describes dimensions of CSR and 1.3 provide types
of the social responsibility of the business system. The section 1.4 will introduce benefits of
implementing CSR in company. Review of the empirical studies about relationship that CSR
has with the organizational trust and CSR and job satisfaction will be provided in second
chapter. The third chapter will be presenting a CSR concept in world and BH, where 3.1
section introduce us into CSR in today’s business environment and 3.2 section introduce
CSR in BH. Chapter four will provide hypothesis development. Chapter 5.1 will describe
research methodology respectively research context, data sources, and measurements.
Section 5.2 will provide analysis and findings where will be showed reliability assessment
and hypothesis testing. Finally, last chapter will provide summary of all work, where will be
presented implications of this research and limitations.

1 CONCEPT OF THE CSR

1.1 Development of the concept of the CSR

CSR is long-term, marketing and business orientation that goes beyond what the law
prescribes. It includes the idea which states that is better to replace the reactive approach to
social problems with the proactive one, and also to voluntary and preventive activities, in
order to not spend limited resources on removing the consequences of the illegal and
unethical management (Glavocevi¢ & PeSa — Radman, 2013). Today companies around the
world have strategies for CSR as their response to social and economic and social pressures.
Companies trough their expressions of CSR as well as volunteering based on statutory
regulations standards strive to increase social development, respect for human rights and
environmental protection (Bowen, 1953).

The stated good and transparent business results in sustainability and concept of the CSR of
the company is not theoretically univocal. There are many definitions of the CSR, whose
meaning is being changed through history, influenced by the development of the society.
Bowen (1953), who offered one of the first definitions of this concept, is considered as a
father of the term CSR. Bowen's (1953) definition of the CSR is: ,,CSR is a duty of the
business people to chase such business policies, to make decisions and follow guidelines that
are wanted in terms of achieving goals and values of our society.“ According to Skitan
(2012), we can find four dimensions of the CSR that are including economic, legal, ethical
and voluntary elements. Also, the most common problems in the field of CSR are relations
with owners and shareholders (use of proper accounting procedures, providing all relevant
information about the current and future operating of the company and the protection of
rights and investments of owners), problems in relations with employees (flexible working
hours, day-care centers, safe work place, providing equal rights to all employees), problems
in relations with consumers (consumers expect companies to provide them appropriate and
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safe products and to take care of their rights), environmental rights (consumers are
increasingly interested in how companies take care of environment — recycling, drug testing
etc.), and problems in relations with the community (donations to charitable companies).

The concept of the CSR, according to Howard (1953), is a duty that each company should
implement, in accordance with the values that society advocates. The importance and the
necessity of the some kind of the social revision of the operating stood out in the early 60s in
last century. Revision that is in accordance with the standards of the social responsibility
could provide liders with the qualitative information’s as new elements for the more
efficiently decision-making, and at the same time, to provide stakeholders with the platform
for making impact on the operating of companies (Howard, 1953).

A theoretical work that is especially related to the CSR is the work of Novak (2008) through
which he developed the triple model for classification of the corporate behavior known as
,»the Corporate Social Performance®. Three types of the corporate behavior are based on:

» social duty (response to the legal and market restrictions);

» social responsibility (related to the harmonization of the performances of the company
with the social expectations, values and normative);

» social sensibility (anticipatory and preventive adaptation of performances of the company
to the social needs).

Within each company it is very important that the whole activity is directed towards the
development of CSR, all in order to be able to work on certain problems that occur within the
society (Howard, 1953). In order to precise the aspects of the CSR Carroll (1991) suggested
the Pyramid of the CSR (Figure 1).

Figure 1. Pyramid of the CSR

Bea good corporate citizen Desired by society

Philanthropic

Responsibilities

Do what is just and fair,

Avoid harm Ethical

Responsibilities

Obey laws &
Reguolations

Regquired by society

Economic Responsibilities

Source: A. Carroll, The pyramid of corporate social responsibility: toward the moral management of
organizational stakeholders, 1991, p. 42.
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In order to contribute the development of their community, regardless of their size,
companies should be profitable, which shows an increase in yields, growth of the profit and
company, growth in the market share and winning a best strategic position based on the
different advantages. Second, following Carroll (1991) companies have to adhere to law,
prescribed by the State in which they are operating. Ethical responsibility is related to the
voluntary harmonization of its operating with the moral and ethical normative of the society
and the community, in which the company operates. At the top of the pyramid is a
philanthropic responsibility, which include the discretionary elements of donations and
different society elements. Only philanthropic activities that create values for users and, at
the same time, improving the operating of the company, and can be longterm sustainable.

It is important for the company to understand and adopt this pyramid or augmentation all
listed in its own business. Time can count on long-term success through high reputation, good
quotation on exchange, and therefore greater profitability. The presumption of CSR should be
integrated into normal business practice instead of being left alone discretionary activities.

Ansof (1979) states that the company's activity should relate to the environment through
which it operates and the general business activity. Every company needs this kind of action,
as it has an impact on the advancement of social legitimacy. These ideas have influenced the
forming of the attitudes of stakeholders of contemporary companies towards its strategic
management. Theory of the ownership shareholding of companies claims that the aim of the
company is to increase the benefit of the ownership shareholders with the subordination of
some moral and social constrains, either because such increase leads to the greater good or
because of property rights (Ansof, 1979).

According to Pavi¢-Rogosi¢ (2010) CSR includes the awareness that the business activities,
generally have a great impact on the society. World Business Council for Sustainable
Development (2013), says that CSR is following:,,commitment of the company on the
contribution to the sustainable economic development through the cooperation with
employees, their families, local community and the society in global, with the aim to improve
the quality of their life.“ In the guidelines for the policy of the CSR from 2003, European
Commission defines CSR as following ,,concept according to which the company voluntary
integrates the care about the social issues and the protection of the environment into its
business activities and relations with stakeholders® (owners, shareholders, employees,
customers, suppliers, government and the wider public).

To summarize, CSR is an idea in which companies integrate the social and environmental
care in their business, all on a voluntary basis. Significant orientation of business entities
towards the socially responsible company stood out in the mid-twentieth century, when the
interest of the economy for the society increased. Social responsibility is need for fulfilling
obligations and generally fulfilling needs of society. According to Aras and Crowhter (2012)
investing in technologies that are not harmful for environment can contribute to the
competitiveness of the company. By implementing elements of the CSR, large corporate
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customers, directly or indirectly, impose frameworks that enable all participants of the
business process the operating according to the principles of the socially responsible business
entity. The concept and the practice of the CSR is related to the total range of its work. The
total impact of the company on the society entirely determines how that society include, how
it affects the environment, employs and trains its own employees, invest in the society and
respect human and labor rights. Positive and proactive approach of the business sector in all
these areas became an established practice in developed countries, primarily because it
turned out that all involved in this practice, have benefits.

CSR should not be confused with charity, social actions or philanthropy, but all these
elements are certainly part of the same, by them CSR includes: honesty towards employees,
transparent and honest relationship between managers and shareholders and take into account
the protection of health, safety and customer interest etc. The bit of CSR is not damaging the
system, no violate moral rules, expect companies to be responsible in their actions the same
as it is expected from individuals, and expect their actions to be accountable the environment
in which they operate to be consicientious and in this way contribute to the sustainability of
the society.

A set of values, activities and activities of the company of socially responsible business they
are focused and formed towards a sustainable relationship with their employees and the
community the society in which they operate. Companies incorporating or embody socially
responsible business operations, in some way, go beyond their scope, considering the
broaderthe social frameworks in which they are doing, contemplating the upcoming and
modern times social problems at micro and macro level. This makes the company a
significant addition a value that is distinguished from other subjects within its scope. CSR is
a partial response to the entire offer that is needed to maintain market competitiveness, the
company's responsive way of doing business sends clear symbolic messages.

Companies can benefit from operating in accordance with the principles of the CSR and it is
possible to harmonize them with the business efficiency and competitiveness because CSR
can help the company to improve its sales and operating, to develop human potentials and to
build trust in the company in total. According to UNDP and Guideline for CSR (2014) there
are seven areas of the CRS:

e Dasic principles;

e mission and values;
e human resources;

e human rights;

e market;

e environment;

e community.



These are areas in which each company could benefit. Each of these areas are not related to
all companies equally, because some areas are less important for small service company than
for the large multinational company, It is important to identify ways in which the position of
the company could be improved or weakened. CSR is also positive and useful in terms of
care for society and environment, and is also useful for the business. In order for companies
to be successful in those activities, communication by which they transfer knowledge and
practices form the field of CSR is very important.

Around the world, according to UNDP (2014) companies' practice of the CSR (56%) has a
greater impact on the impression of the individual companies than the quality/ reputation of
the market brands (40%) or their basic indicators of the business (34%). Companies have to
attract the best people and once they do it, they have to keep them. Social responsibility can
be an important factor here because many people want to work for responsible companies.
That was confirmed by researches of the Hrnji¢ (2009), which systematically showed that
many people believe that the company which supports the community is considered as a
desirable employer. Benefits are not limited just on attracting the best talents, but the social
responsibility helps companies to keep and develop the employees' potential and to increase
their efficiency.

According to Glavocevi¢ and Pesa — Radman, (2013) communication focused on the
customers, informing them about the steps company is taking for the benefits of the society
in which it operates, is very important part of a planned and specific approach to CSR.
Company can present those activities in different ways. This primarily depends on who the
company wants to address, because there are significant differences between all stakeholders
that company includes. Reports created and accepted by the company are providing
informations to external stakeholders about the social responsible activities in which the
company invests. These reports are used to suit all government agencies, as well as financial
institutions and customers to a lesser extent.

1.2 Dimensions of the CSR

According to Carroll (1999) in practice it is possible to find a few basic dimensions that have
a major impact on CSR. The author states that it is possible to find five different dimensions,
which include the following dimensions:

e economic dimension;

e social dimension;

e environmental dimension;
e ethical dimension;

e management dimension.



Figure 2. Dimensions of CSR

Economic
dimension
Social Environmental
dimension . . dimension
Dimension
of CSR
Management .Ethica!l
dimension

dimension

Source: A. Carroll, Corporate social responsibility: evolution of a definitional construct, 1999, p. 284

It is important for the company to understand and adopt this dimensions or augmentation all
listed in its own business. Time can count on long-term success through high reputation, good
quotation on exchange, and therefore greater profitability. The presumption of CSR should be
integrated into normal business practice instead of being left alone discretionary activities.
Significant orientation of business entities towards the socially responsible company stood
out in the mid-twentieth century, when the interest of the economy for the society increased
Carroll (1999).

1.2.1 Economic dimension

According to Fitzgibbons (2009) economic responsibility of the company arises from the
legally regulated definition of the company which says that the basic function of the
companies is the conduction of business activities and the long-term increase in the value of
invested funds, and on that way, justifying the confidence of shareholders. The only way for
shareholders to achieve the desired refund of their investments is the profitability as the most
important and the main goal of the management. The fact is that companies, by carrying out
their tasks of making profit, led to the creation of strong companies that do not serve the
interests of the society and environment.

Because of that, the profitability, as the main goal of the company, is nowadays considered as
a negative business strategy, which is not right, because the profitability itself is the main
precondition the company has to meet in order to carry out activities of the interest of all
shareholders. In order to define and measure the improvement in reaching goals of the
company, KPIs are of a great help. When the company is analyzing its mission and defining
its goals, then it needs to find a way in which it will measure the improvement towards those
goals. The KPIs are measurements, that are showing all the critical elements of the success in
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the company. They often do differ from company to company. Whatever the selected key
indicators are, they have to reflect goals of the company and have to be measurable. For the
establishment of the KPIs, the long-term analyzing is usually needed, it is necessary to
describe what they are and how they are measured. Goals for some KPIs can be modified as
the company' s goals are changed (Reh, 2014).

According to Reh (2014), the proper measurement of the process of sustainability and its
integration in the corporate reporting can be achieved by focusing on KPIl. Companies have
to look at their specific circumstances and needs in order to decide on the appropriate KPI.
They key for creating of the financial KPIs is to offer stakeholders enough measures for the
evaluation of the sustainable business implementation. Reh (2014) also claims, that the
important economic KPIs are consisted of the conventional financial information and non-
financial information shown in the financial reports and the Management discussion and
analysis.

Companies certainly are motivated by profit, but it is clear that only the business world in
cooperation with the community can work together for the benefit of the society and
evvironment. In this context, to make a profit, companies are now facing not only profit, but
also consumers, investors and other internal and external stakehoders. Because of that,
companies are aware that their survival on today's market depends on sacrificing the
shortterm profits for the sake of positive effects in the future, which implies meeting the
needs of stakeholders, not just the need for profit.

From the long-term point of view, opening of day care centers in the company will have a
positive impact on the profitability, because employees will be less worried during the
working hours, they will be loyal to the company etc. Economic responsibility, carried to its
extreme point, is called the profit maximizing view which is advocated by the economist and
Nobel Prize winner Milton Friedman. That point of view shows that the company should
operate on the profit oriented base with the only mission of the profit increase as long as it
follows the game rules.

Operations of companies are regulated by laws. The legal responsibility of the company
represents the expectation that the company meets its economic goals within legal
frameworks. All segments of the operations of the company, among which is the social
operations of the company, must be carried out in accordance with the adopted laws and
public policies which are the guiding principle in their work. Thanks to them, companies
know which social issues have to be solved, and which of them are priorities. The law is the
same for all companies, it orders them the equal social standards such as one related to the
disposal of the hazardous waste. Disposal of such waste inappropriately will be sanctioned.
All modern societies are based on rules, laws and regulations which companies have to
follow (Reh, 2014).
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1.2.2 Social dimension

According to Brockett (2012) Social dimension of CSR includes the improvement of the
reputation, brand quality, employee satisfaction, crisis management, environmental
protection and the philanthropic activities. Emphasis is placed on the final result and its
impact, reporting the social performances includes the analysis of declared goals of the
institution, effectiveness of the system and services in meeting those goals, and the impact on
the positive changes in the lives of clients. Social activities can be measured through the
contribution to the society, strategic partners, impact on the local community, and through
the time spent on volunteering. Proper measurement of the KPI related to the social
responsibility of CSR enables companies to effectively report their social performance and
meet their social obligations.

Brockett (2012) says that often using KPIs include the construction of the responsible
network, corporate diversity, supporting community, social impact and some common
examples are the percent of employees who consider that they are operating responsibly,
number of permanent employees devoted to social projects, amount of funds collected per
employee for non-profit and humanitarian organisations. KPIs of the CSR are:

e access to the adequate health care;

e access to the education;

e showing social and ethical elements in company;

e promotes different possibilities;

e donations and other social expenditures;

e structure of employees by the level of education, age, nationality and gender;
e satisfaction of employees, competence and commitment;

e political freedom and promoting human rights;

e training and internal education.

1.2.3 Environmental dimension

The general approach to KPI of the environmental protection is to identify the relevant
factors that could influence the design of initiatives and programs of the environmental
protection. According to Brocket (2012) examples of the relevant environmental factors and
measures include:

o effective use of scarce natural resources, including the consumption of energy and
materials;

e continuous monitoring and replacement, where possible, of the nonrenewable resources
by technological developments in mining of renewable and non-renewable natural
resources;

e permanent and progressive use of technology that produces less waste;
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o effective use of recycled materials;

e production of the environmental safe products;

e minimizing the use of environmental harmful materials and products;

e environmental protection and prevention of negative impacts on ecosystems;

e resolution of disputes, legal proceedings and receivables;

e providing compensation claims for negligence or improper use, disposal or transport of
hazardous substances;

o profitability of the environmental protection and cost accounting.

1.2.4 Ethical dimension

According to Trcol (2001), ethical responsibility is consisted of procedures that are not
necessarily codified in the law and do not necessarily serve the economic interests of the
company directly. Ethical responsibility of the company is inevitable for activities that are
expected by the society but are not defined by the legal regulations. In order to be an ethical
decision-maker, the company must work honestly and fair, respecting the rights of
individuals, and ensure the various treatments of individuals only when it is important for the
goals and tasks of the company. Unethical behavior exists when decisions enable an
individual or the company to work to the detriment of the society. Moral responsibility of the
company is related to the individuals who are its employees and stakeholders. Some authors
claim that the company can only economically responsible, that morally and legally
responsible ones are humans, and that companies are here to make profit, social reforms,
welfare and so are solely government's concern.

Ethical KPIs enable company to show how they are going with their ethical implicatons. KPI
can be great tool for the evaluation of the harmonization of company with its internally set
codes of the ethical behavior and all regulations, as well as the best practices. Good use of
KPI enables company to implement its ethical elements and to make tools for measuring the
effects. KPIs of the ethical dimension are:

e donations;

e creating social and ethical elements;

e promoting possibilities;

e good salaries and activities for employees;

e education for employees;

o diversity of employees based on demographical elements;
e all procedures of hiring and firing;

e productivity of employees;

e satisfaction, commitment and expertise of employees;
e satisfaction, retention and loyalty of customers;

o fair competition;
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e true advertising;

e fair suppliers, contractual relations and negotiations;
e satisfaction, retention and loyalty of suppliers;

e political activities.

Vision of the company must be based in accordance with its fundamental elements of
integrity, honesty, transparency, loyalty, mutual respect, tolerance, acceptance, caring and
compassion. These are not the only values that should determine the business culture, but are
key for the sustainability of the organization. Values are the embodiment of what the
company represents and in that way leads its members. Corporate ethical codes are often
considered as an attempt to encourage good relations with the public, or to minimize the legal
responsibility (Hrnji¢, 2009).

1.2.5 Management dimension

Brocket (2012) thinks that discretionary responsibility makes the top of the pyramid and is
characterized by the voluntarism and is led by the desires of the company to make social
contributions without commitments related to the economy, law or ethics. Discretionary
activities include the generous philanthropic contribution that does not promise a refund on
investments, and it is not expected. There are many examples of such philanthropic activities
of companies such as: sponsoring the sports events and exhibitions, donations for building
houses for poor, investment in the education of young people and elderly, volunteering of
employees etc. Discretionary responsibility is the highest measure of the social responsibility
because it exceeds the expectations of the society for the contribution to the community.
Companies perform activities such as charitable donations and donations to cultural
institutions at their own discretion.

1.3 Pillars of social responsibility

Each company, when joining the CSR, selects the areas that are primary, so some companies
place an emphasis on environmental protection, while other companies prioritize respect for
human rights. It all depends on the business being carried out by the company and its goals
that are specified in company strategies for the future period. It is important to emphasize
that there are basic areas of CSR that have great influence on the internal and external
environment (Brocket, 2012).

The CSR theory states the following basic areas (Brocket, 2012):

e market behavior;

e attitude toward employees;

e attitude towards the environment;

e relationship with the local community and society as a whole.
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Fundamental principles relate to business ethics, mission and value of the company. Business
ethics is based on the universality of the values of all faiths and peoples, which also
determines social standards, which include regulations, laws, and examples of good practice.
For example BH laws do not yet prescribe criteria for special companies, because the
standards are actually both governmental and business and non-profit sectors. In companies
that apply CSR there are elaborate programs. The mission and goals of the company are
essential because they derive from the activities, structures and roles of the economy. Goals
should be agreed on the interests of the consumers of companies that have CSR (Kurtic,
2009).

If companies want to be successful they must include in their actions (Kurti¢, 2009):

e dedicating and motivating people who continually develop their skills and knowledge;
e reinvesting into the future life accorfing to their own values;

e partnerships with suppliers;

¢ relationship with the local community and society as a whole;

e making money;

e satisfying consumer needs;

e anticipating expectations and building trust;

¢ aflexible culture of innovation and management;

e positive influence on society and environment.

Employees spend at least half of their day at their random location, and are upgrading and
providing the chances of gaining work experience, thus increasing the flexibility and
contribution that each employee is individually employed. All businesses should be able to
provide lifelong learning. Learning, as well as quality work and a safe working environment
with an emphasis on business and business balance and private life.

Companies that have CSR respect their suppliers as well stability. Companies use different
natural resources in their work, and thus have a direct impact on environment. Use of the
environment should be purposeful and controlled, because certain resources are being made
should be left to future generations as well. Companies reduce the impact on the
environment by doing so reduce the release of harmful substances and carefully plan the
exploitation of more expensive and non-renewable energy sources. Products can also be
obtained by paying more attention to environmental protection to encourage all participants
to be more rationally related to the environment (Reh, 2014). Companies leave a great
impact and play a major role in the social community and positive impact reflect on
employment and payment of taxes, so that the business and community relationship is of
good quality (Kurti¢, 2009).
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1.4 Types of corporate philanthropy

Since companies have come to the conclusion that social issues constitute a significant
portion of their business, they have recently begun taking steps towards increasing their
level of corporate philanthropy. This very important part of business operations nowadays
leads companies to place a greater emphasis on charitable activities in order to improve both
the relations with their consumers and their public image. This is important in both
economic and ethical terms. There is no overarching strategy in terms of corporate
responsibility. However, it is equally important to consider both ethical and practical
implications of corporate philanthropy. A good idea may create actual value for the
beneficiaries, while a poorly implemented on may actually run an initiative into the ground.

Bruch and Walter (2005) indicate that corporate philanthropy activities rely on market
orientation and competence orientation. Since there is no umbrella approach towards this
field, the corporate approach to this matter remains superficial at best.

Figure 3. Types of corporate philanthropy
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Source: H. Burch & F. Walter, The keys to Rethinking Corporate Philanthropy, 2005, p. 51.

Certain companies choose to not rely on their employees’ interests in conducting corporate
philanthropy, but rather allow themselves and their initiatives to be driven by external
stakeholders, arguably to capture a larger market share.

Those who become supportive of the market-oriented approach in terms of business
philanthropy place the expectations of their stakeholders at the forefront. This approach, as
questionable as it may be, has a potential of achieving great results. Since such an approach
is typically aimed at satisfying the needs of a particular beneficiary, it also meets burning
needs.

On the other hand, some companies choose to use the competence-oriented approach and
focus on internal demands. This means using the company’s skills, assets, manpower, etc. in
order to best implement a given activity at a given time. An example of such an initiative
would be a project implemented free of charge. In this scenario, the external stakeholders
have a limited role in dictating a company’s approach to corporate responsibility. Instead, it
is the company which chooses which initiative it will support, in line with company’s values
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and other concerns. Some companies approach this field in a strategic manner, while others
do not. There are four main approaches to corporate responsibility: peripheral philanthropy,
constricted philanthropy, dispersed philanthropy, and strategic philanthropy. The last
approach relies on a combination of both external and internal factors, and best matches the
needs of various stakeholders with the skills of the given company.

1.4.1 Peripheral Philanthropy

Herein the initiatives are mainly fueled by external requests and stakeholders. This model
tends to use corporate philanthropy as means of bettering the company’s position in the
market. That is why companies are able to enjoy the physical financial returns of their
improved reputation. These activities, which might be labeled as superficial by some, tend
not to use the entire strategic toolkit of the company. Instead, the short-term and a rather
pragmatic goal of the company might lead to the consumers and the general public to
perceive this form of philanthropy as disingenuous. This process is likely to lead to the
company being perceived as not having any particular values it cares about and wants to
steward. This approach is merely a short-term one.

1.4.2 Constricted Philanthropy

This approach tends to be more strategic in nature. It combines the company’s assets, human
resources, and unifies them towards a single goal. This approach might even be described as
a transformative one, since this approach implies that there is a potential for change for the
company — be it internal or external. These kinds of initiatives have a potential to transform
both the image and culture of a company, employees’ mindsets, etc. There is one significant
criticism of this approach, however — that it is too inwardly oriented. In this case, the
company tends to use its own resources to focus on a narrow field dictated by the field of
work, using own products, solutions, etc. The need to address a critical issue in a community
is therefore left unaddressed.

This approach is useful simply if another approach would not be useful in a given set of
circumstances. Since it does not address the needs of the community in a strategic manner,
the competitive factor can be characterized as limited.

1.4.3 Dispersed Philanthropy

This approach can be characterized as a mish-mash approach. To be more precise, this
approach implies that the company’s resources are so thinly spread out, without much or any
strategic guidance, that the final results remain ambiguous at best. Decision-making within
the company on redirecting resources is on an ad hoc basis. This approach is a rather
inefficient one since the project portfolio is not using the company’s central resources, and
since it is acting on so many initiatives at once. As is the case with several other approaches,
there is also almost no strategic planning herein.
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1.4.4 Strategic Philanthropy

This final approach is the most efficient one for a variety of reasons. First of all, the
company is able to use its strategic resources in every field to effectively coordinate an
initiative which is both close to the company’s core values and is meaningful for the
beneficiaries. This approach, to a large degree, is able to avoid any fear of the initiative
coming off as superficial or shallow. Furthermore, the synergies created in this process
create added value, since a truly strategic approach to corporate philanthropy will
undoubtedly reflect on the market standing of the company, allowing it to reap the positive
benefits of such initiatives. The employees, for their own part, are also likely to increase
their own level of corporate loyalty, bringing the company yet again concrete benefits.

1.5 Varieties of CSR

Figure 4. Varieties of CSR
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There are two opposing views on CSR. According to one, companies must utilize their
resources for the benefit of the society. The other side of the spectrum, led by Milton
Friedman, postulates that CSR is simply a business strategy like any other, intended to
create profits. One might even argue that this is a “the ends justify the means” approach. The
greatest debate revolves around whether the company should consolidate and use its
resources for the greater/social good or simply to increase brand awareness. Michael Porter
argues that the corporations may strategically consolidate their resources and increase their
long-term business prospects. This theory makes more sense in the contemporary business
context, whereby large corporations and CSR cannot be separated. This approach is also a
strategic one, since it understands that the long-term stability of doing business is also
largely dependent on being part of the community, being perceived as a stable partner, and
giving back to the community. The changing market preferences are a clear driver of such a
process.
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The effect of such initiatives may vary greatly. However, it is important to keep in mind that
no CSR should ever serve to replace an essential social service provided by the government.
To that end, companies must always insist on having a proper legal infrastructure to pursue
their goals. In an extreme scenario, CSR can even be seen as a way of being granted an entry
into a market.

A successful CSR initiative is usually good at both. Just by operating a profitable company,
they are also doing public good. In a sense, even good corporate relations, employee
satisfaction, etc. can be considered a CSR initiative, since it leads to a greater overall
community cohesion. However, local NGOs and non-profits typically remain unimpressed
at this, since it is seen as an integral part of company operations, with (what they perceive)
no added value to the external community. Criteria of a successful company nowadays often
rely on having good social standing with the community, represented by not only local
employees, but also community-based organizations and citizen’s associations.

Many managers would not completely disregard the business side of CSR. Taking part in a
public activity, through any channel, is likely to bring in free advertising. In terms of
finances, there is an interesting twist. Since giving money to a local cause siphons the
money away, it is ultimately transferred onto the expense of the firm’s owners. The concept
of corporate philanthropy can also be labeled as borrowed virtue.

In terms of ethics, funding charitable causes out of budgets of publicly owned companies is
another controversial issue. Shareholders might express disagreement on the way how
money is spent, while others may have bought shares of the company precisely because of
that factor. In the end, most CSRs can be labeled as incurring at least somewhat of a coast, if
only overhead even. Without proper guidance, without a clear idea of an initiative, and
without any kind of awareness of the issue at hand, the shareholders might not even think
anything of the company. The entire structure might just automatically go through the
motions of the whole process, not realizing really what the needs of the community are, or
why they are important to begin with. In extreme cases, even this lack of a clear vision can
cause price shocks in the stock market.

Institutions such as the World Bank, UN, and others constantly point out the sustainable
development component. This idea, which implies that conditions must be created and
nurtured which would help a region achieve self-fueled development, has been shifting to
the center of CSR, too. To that end, numerous companies have revised the ways in which
they do business. These kinds of revisions range from ethical codes, fair trade codes, fair
business codes, labor unions, minimum wages, lifelong learning, training courses within the
company, etc. Essentially, the companies, as of recent, are attempting to create added value
for both the company (increase brand/employee loyalty) and the community as such. An
especially important part of this debate has been the issue of fair treatment of workers. There
has been some debate as to how high exactly the bar should be set in terms of labor
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conditions, but a consensus does exists that any advancement in working conditions is a
long-term win-win situation for everyone. Certain sustainable development advocates,
NGOs, and other stakeholders have been pointing out an argument that it is unfair, indeed
ethically wrong, to hire people in developing nations on any terms inferior to those in the
wealthy countries of origin of the companies. A consequence of this kind of a debate, or
rather a fair labor movement, has been that several large companies have pulled out of
places like Bangladesh or India. Ultimately, it can be concluded that corporate citizenship,
i.e. corporate responsibility has already led to a significant shift in the market and
investment. There appears to be a fine line between investments and fair labor conditions.
Currently, the markets are in an adjustment process and it remains to be seen exactly how
the situation will play out.

A good part of the development-oriented NGO community has been insisting that better
labor conditions be put into practice, building on top of global best practices. FDIs (foreign
direct investment) has a capacity of uplifting entire developing nations from poverty, China
being the best example. Although the working condition in MNC (multinational
corporations) in a developing nations are not the same as in the parent company in the
developed country, the working conditions are so much better across the board than the
domestic labor offer that there is high competition for such jobs. However, if companies are
shamed because of their practices, whichever these might be (some even call them
“sweatshop practices”), it is possible companies would not invest at all, leaving the labor
force in a state of perpetuated poverty. There is space for CSR and being a responsible
employer. However, such a take on labor conditions should always be observed on a case-
by-case basis, and not applied universally. To avoid this, one must always keep in mind that
companies depend and rely on public view for their success. They therefore make constant
strides to be perceived in a better light. On the flip side of the profitability and investment
argument, if the companies do not give some concessions and improve working conditions,
they would not be able to drive their profits at the levels they currently do in developing
nations due to substantially lower labor and operational costs. There is a fine line which
must be found.

Such a pressure on companies should be well-informed. It requires basic understanding of
economics. There is a difference between the market responding in terms of economics
(boycotting a product due to inferior quality if made abroad) and emotions (boycotting a
product because of the fact it’s made abroad). The first makes perfect economic sense,
allowing the market to level off. The latter, however, is an emotion-driven decision. Such a
scenario would not push a company to return to the parent state, but cancel the service
provision altogether, affecting the market on non-market terms. Since economics is
intrinsically impacted by public opinion, it is in the best interest of the company to advance
CSR and attempt to alleviate at least that one factor of potential criticism. One might call
this process a battle of ideas, quite like the doctrine of US Armed Forces to “win hearts and
minds” overseas, and not only conduct military operations. All of this fits within capitalism
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— both good and bad managers, good and bad PR, and well or poorly directed criticism of
corporations abroad.

Pernicious CSR raises profits, but reduces social welfare. Such practices might even be
considered by some as predatory. Is this entirely unethical? Paradoxically, not always.
Managers, all other things remaining the same, are only tasked with increasing profit in the
long run. To them, the main issue would be legality — are any laws broken, is the company
compliant, etc. Any further considerations simply go beyond their job. If they have broken
one of the clearly established ethical principles — if they had lied, engaged in bribery,
coercion, etc. — then they must be held accountable. However, if they did not break any code
of conduct or ethical rule, then they are technically correct to have acted against public
interest. In monopolies, for example, such an approach is taken to the extreme. Monopolies,
managers would argue, are good for the company because they both raise the profits of the
company and the number of workers employed. If the law allows such behavior, there is no
ethical concern behind allowing competition to flourish. In that sense, the company had not
violated any rule by simply striving to control the market. This approach could be described
in brief as “if it is not illegal, it is legal.” Lobbying to keep this kind of a status quo alive,
from the standpoint of managers, is therefore perfectly fine, provided the company does not
get involved in any coercive or corruptive behavior. To that end, advocating for protection
against competition from abroad can be put in the bracket of protecting the company’s
workers from losing their jobs. Although the society might view such practices with doubt
and contempt, they are perfectly ethical. What appears to be a paradox underpins that
companies ought not to replace the work done by governments, and vice versa. The
relationship between these two stakeholders should always be given special attention in
order to see if there is any suspicious behavior on either part of the equation. As cruel as it
might sound, managers have a professional capacity to act and not be concerned with public
good. Their competencies and lack of democratic credential give them the necessary breadth
of action to maximize the firm’s profits. If they remain focused on that alone, they are
already performing public good since they are helping the local labor and production market
to develop. Governments are the guards of public good, not companies. Elected officials set
regulatory goals, work on market externalities, mediate among interests, use the tax money
for public good, and organize available resources. Business is business, and no one should
apologize for the simple fact they do business.

1.6 Types of the social responsibility of the business system

According to Kurti¢ (2009) there is an increase in the number of business entities which
promote their strategy of the CSR, as an answer to various economic and social pressures. In
that way, business entities want to send a message to various interested stakeholders, with
whom they are in contact, such as: employees, investors, consumers, public sector and the
civil society organizations. This is a way of investing in the future of the business entity.
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Depending of the orientation of the company, whether it is understood by the economic entity
whose aim is to make profit for owners or the business entity is a socio-economic entity with
the aim of making economic and social contribution to the society, it is possible to
distinguish two models of stockholders (Buble, 2009):

e stockholder model;
e stakeholder model.

Stockholder model (shareholders) has a starting point of thinking in the fact that the company
is a private property and that its aim is the exclusively maximization of the profit and is
considered as the classical economic model. Based on various interest groups, i.e. employees,
customers or suppliers, social responsibility of companies is reflected the best in the market
transactions (Buble, 2009). When it comes to the management, it achieves its CSR in the best
way when it take care about the financial interests of the shareholders.

According to Buble (2009) stakeholders starts from the point that the company does not have
only one goal and that it has to be useful for the entire society; it is also calls the socio-
economic model. Basically, stakeholders are those groups on which the survival of the
company depends, and they are shareholders, employees, customers and suppliers. The wider
meaning is that it makes influence by its products, policies and work processes. For example,
these are local societies, governmental organizations, trade associations, competitors, trade
unions and the press (Buble, 2009).

One company is considered as a social responsible one if it takes care about the interests of
various stakeholders. Such views on the social responsibility resulted with pros and cons of
the CSR. According to Varney (2015) pros of the CSR are:

e The company is inevitable involved in the social issues. It is whether the art of the
solution or the part of the problem. It can’t be denied that it is partially responsible for
social problems such as unemployment, inflation or environmental pollution.

e The company disposes with technical, financial and managerial resources, thanks to
which it is able to cope with complex social problems. The private business sector can
have a decisive role in solving the complex problems of the society and after all, without
the support of the society, the company could not be able to create those resources.

e Better society means better environment for the company. The company is able to
increase its long-term profitability by investing in the society.

e The social responsible operating of the company will prevent the governmental
intervention. The government will force companies to do what they haven't done
voluntary, such as the Government of the USA did with the law on equal rights in
employment and the law on the control of the pollution.
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1.7 Benefits of the implementation of the CSR business practice

Figure 5. Benefits of implementation CSR
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