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Abstract 

Nowadays, developing the opinion of anti-corporation has formed a large part of biases and social judgments of the 
management science. Among these, because of performance of some companies and managers, the attention to the 
ethical issues in the field of theorizing and management practices has increased and has been considered by researchers 
in individual and organizational levels. 

In this study, the authors attempt to define a general orientation of management theories by emphasizing on the two 
theories of agency and stakeholders in the form of offering a dialectic model of developing the Stakeholder Theory and 
Corporate Governance. They intend to show that despite the proposed criticisms, the organizations are moving toward 
developing the ethical behaviors in their series and this movement is due to the change of ethical fundamentals of 
corporation theory from profit-orientation of Hume to Virtue Ethics of Aristotle. 
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1. Introduction 
By expanding and raising Agency Theory and increasing corporate functions and powers of the board of directors, this 
question was raised that how managers, who are not the owners of the firms, pursue the interest of shareholders? After 
the approach was changed from stakeholders’ interests to social responsibilities and benefits of the society, another 
question was raised that whether managers’ decisions will be adopted in accordance with corporate goals and demands 
of other multi-stakeholder partnerships and the community (Morck, 2005). 

Marxist theorists believe that organizations are the powerful system which are designed to do the tasks in the best way 
for maximization plus profit (Morgan, 1998). 

Marxist scholarship is partisan; it is constantly seeking to highlight the problems of organizations and to show why these 
problems cannot be satisfactorily resolved without fundamental change in social structure (Adler, 2011). In addition, the 
theories of some scholars’ such as Marcuse, Habermas, Goldner, Dahrendorf, Silverman, Lyotard, Jones, Roszak, and 
Reich express that the emergence of anti-corporate ideas based on specific philosophical assumptions, which declared 
that an organization is an immoral and inhuman phenomenon (Burrell & Morgan, 1979). Anti-corporate ideas emphasize 
on concepts such as alienation, domination, control, one-dimensional society and capitalist development as the dark 
dimension of dominated organizations (Burrell & Morgan, 1979). 

Corporate governance is a set of interior and exterior control mechanisms of the firm which appropriate the balance 
between equity in one hand and the authorities of director on the other hand. Finally, these mechanisms provide a 
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reasonable assurance for shareholders and other stakeholders with regard to maintaining ethical, social and corporate 
interests (McGee, 2008). 

The establishment of appropriate corporate governance mechanisms is the essential action for optimal use of resources, 
promoting accountability, transparency, fairness and rights of all stakeholders (Mackenzie, 2007). 

This study examines a few topics related to Corporate Governance. First of all, the concept of corporate governance, its 
mechanisms and theoretical background are expressed. Secondly, ethical approaches influencing on the process of a 
dialectic model of development of stakeholders’ theory and corporate governance are discussed. Finally, the model is 
presented. 

2. Corporate Governance 
At first it is considered necessary to refer to the background of corporate governance for a comprehensive definition. 
Corporate Governance comes from Latin the word “Gubenare”, which means leading, and it was used for leading a ship 
as the first definition of corporate governance focused on leading rather than control (Cascarino, 2007). 

Mathiesen (2002) defined Corporate Governance as the scope of economy which its task is to consider how to motivate 
the manager with compensation mechanisms such as contracts, corporate plan and setting some rules to attempt for 
improving performance and to achieve competitive return. 

In most definitions, a kind of ethical approach and comprehensive definition of corporate governance is regarded to 
understand how to achieve such an understanding of the subject areas that requires ethical change in the approach of 
corporate theory. 

Parkinson (2006) has developed two perceptions of corporate governance. Firstly, he maintained that corporate 
governance refers to some methods according which the society attempts to act for the interests of the Firm through the 
public profit, therefore, the firm is managed by the external factors. The second conclusion is related to the design of 
answering system in the structures and the process of the firm. This makes us sure that the firm managers manage it 
according to the legal (specified) purposes of the business. 

3. The Purpose of Corporate Governance 
Corporate Governance simplifies the effective management and control in businesses. So, firms can provide an optimum 
efficiency for stakeholders. The aims of Corporate Governance are summarized as below (Narayan 2003): 

To increase shareholders’ values 
To consider the interests of shareholders, customers, employees and the general public 
To ensure transparency and integrity in the exchange of information and access to complete, accurate and transparent 

information for all stakeholders 
To ensure accountability of performance 
To conduct the firm to the highest operating and behavioral standards 
Corporate Governance includes the mechanisms between various actors (stakeholders) and the targets on which basis, 
the firm is managed. In this mechanism, considering the community is very important. In this context, the primary bases 
of Corporate Governance consist of: equality, transparency and accountability (Valor, 2005). 

One of the most important responsibilities of managers in Corporate Governance is to promote a public opinion 
regarding accountability of the organization performance. The response time of admission requires moral and ethical 
consequences that follow (Zimmerli, Richter, & Holzinger, 2007). 

4. Research in the Areas of Corporate Governance 
Researches and studies related to Corporate Governance include the relationships between Corporate Governance 
mechanisms with a variety of outcomes (Banchuenvijit, 2007; Bushman & Smith, 2001; D'Souza, Megginson, & Nash, 
2007; Imhoff, 2003). In general, we can describe the results and consequences in two areas of financial and non financial 
performances. The area of financial performance is related to financial results such as quality of financial reporting and 
accounting, information disclosure, investment decisions, corporate risk, increase firm value, growth, stock price and 
financial resource allocation (Banchuenvijit, 2007; Imhoff, 2003). 

The second area of corporate governance is related to outcomes of non-financial performance (Heath & Norman, 2004; 
Marnet, 2008; Phillips, 2003; Trailer, Rechner, & Hill, 2004; Valor, 2005). One of the similar parts in the researches is 
the direct and implicit attention to the moral results which are based on the performance of the corporate mechanisms. 
The explanation of change in the ethical principles of the business theories is followed in this paper to achieve the 
mechanism of the Corporate Governance regarding the ethical approaches in the west. Theories about the formation of 
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the agency and stakeholders and provision a Corporate Governance mechanism can be followed (Wearing & Wearing, 
2005). 

5. Agency Theory  
Agency Theory is stated in various texts, including economics, insurance, management and accounting. This theory is 
related to a situation when a person transfers the responsibility of making decision about distribution of financial and 
economic resources or performing a specific service during the contract to someone else. The first person is called “the 
owner”, and the second person is called “the representative” (Brown Johnson & Droege, 2004). 

The separation of ownership and management is an issue which is introduced from the early twentieth century in the 
literature of the management and organization theory. When the top managers were not able to run all the activities and 
assigned it to the professional managers., this event created some uncertainty for the owners, and they knew it as a right 
for them to control and monitor the managers of modern firms (Fama & Jensen, 1983). 

Some authors believe that the Agency Theory originates from Adam Smith's book “Wealth of Nations” in 1776. Adam 
Smith states that the managers do not care about their employees as much as their financial recourses (Heath & Norman, 
2004). 

To prevent this problem, the firm becomes a set of contracts and the relationships among people in Agency Theory that 
the most important one is the agency relationship (Donaldson & Preston, 1995). 

The agency relationship indicates that one part such as employer, owner or private capital with significant responsibility, 
delegates the work to other reference work as agent. Of course the agent does the work on behalf of the employer. 
Agency Theory explains the relationship between employers and brokers using the metaphor of agency contract 
(Governance, 2004). 

Agency Theory is trying to solve two problems. The first problem appears when the managers’ desires and goals 
contrast with their employers’ desires or when it becomes costly for the managers to find out if their employers exactly 
do whatever they want. The second problem is the problem of dividing the risk, and it happens when the boss and his 
agent disagree with each other. The problem comes because it is possible that the boss and his agent want different 
actions because of the willingness to take risks in different ways (Rahman Seresht, 2007). 

Non-ethical problems such as accounts, fraud, deceit and lack of transparency which occurred in some firms like The 
Ron, Word palate, Maxwell, Shell, caused that the critics of Representation Theory know it as mundane, inhumane and 
even dangerous. 

6. Stakeholder Theory 
Some authors argue that Agency Theory focuses solely on shareholders’ interests, and the managers will be under 
observation of shareholders who just care about short-term interest and are not interested in long-term plans and profit. 
In other words, following short-term profits costs lack of enough attention to the long-term performance (Trailer, et al., 
2004). 

One of the solutions of this problem is to focus on institutional shareholders. The most fundamental point is that 
something which is always desirable for the shareholders is not desirable for the community. So, the firm policies which 
have the most value for the shareholders may not have maximum value creation for the whole community. However, the 
life and continuing the firm’s activities depends on gaining legitimacy by the society and the environment (Phillips, 
2003). This subject changed the attention to stakeholders and the formation of stakeholders’ theory, which was in 
contrast with the Agency Theory. Agency Theory stated that the main default in the creation of corporate strategy should 
maximize the profit of shareholders while the Stakeholder Theory emphasizes on all people who directly or indirectly 
are in contact with the activities of the firm, outcomes and its results (Wearing & Wearing, 2005). 

The basis of Stakeholders’ Theory is that the effect of firms on the community is really deep, so, except shareholders, 
more parts of the community should be under attention and should be responded. Although this reaction was a moral 
choice or a moral pressure in relation to the firms, stakeholders not only affected by firms but also affect on them (Klein 
& Harford, 2004). In this theory, stakeholders include shareholders, employees, vendors, customers, creditors, similar 
firms, competitors, government and general public. Enrollment range of stakeholders reaches to a place that the future 
generations and animal species are considered, too. Kaptein (2004) believes that corporate governance framework as a 
coherent system that includes professional and ethical principles can ensure the life of the organization through paying 
attention to other stakeholders. 
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7. Ethical Reflection 
The term moral includes the principles and reasoning processes in order to discover what is true or false or what is better 
or worse than anything else. Richard L. Daft regards moral as some values which control the individual or collective 
behavior as right or wrong. Morality in the management discusses dos and don't of managers’ decisions or practices and 
encourages them to make logical and good decisions and prevents them from making irrational, evil and ugly decisions 
(Daft, 2009). 

Reflection of morality in the society is in the form of social responsibility and commitment towards the society, which 
had been missed in the Agency Theory. Dubrin et al. (1996) state that the managers must be responsible for some 
problems such as environmental pollution, discrimination, poverty, unemployment, and inflation in their decisions. 
Therefore, they should not consider just their shareholders’ profits. The organization as a subsystem in the society is 
responsible for the effect of its performance on the society and people. In Stakeholder Theory, managers should not only 
provide profit and interest for their organizations, but they also should participate in the process of providing and 
satisfying welfare, comfort, needs and interests of the society (Durbin, et al., 1996).  

8. The Ethic Fundamental of Corporate Theory and Conventional Rationality of Organization 
Classical types of organizations that are managed in different ways such as the royal office and the traditional, 
authoritarian rule of the rich, democracy, etc., have been created and function based on a common logic. The logic of 
such organization is that the owners are looking for more values, and the organization is a tool for earning more money 
(Pfeffer, 2004). 

In owners’ or shareholders’ decisions, a kind of selfishness and disregard is seen toward for others in firms, that is the 
common logic in the establishment of the firms and investment in them. The Agency Theory is looking for a way to 
achieve the maximum efficiency, choosing the best way of using the capitals and the minimum cost of transactions 
based on this logic and through a contract-oriented approach (Kocherkevych Zaiats, 2008). 

Jensen and Meckling (1976) believe that decreasing the cost of transactions will be specifically possible by agency 
relations. When the agency theory is in the direction of the common logic of the firm, the investors profit is created. 

The corporate classic theory and the business are based on the following defaults (Arthurs & Busenitz, 2003): 

Shareholders are the owners of the firm. 
Stakeholders want to maximize their profit. 
A collection of relations form the firm. 
The goal of the firm is to maximize the value of stakeholders’ assesses. 
The result of classical theory and its logic lead to moral slips in agency relationships. Problems such as failure to 
complete the perpetrators, preference of their individual interests, diverging interests of the community, deceitful reports, 
lack of trust, etc. are examples of unethical behavior, which changed the path of hypothesize to the agency theory and 
corporate governance. One reason of non-ethical behavior in the organization is that a few of people in the firm have the 
most power and resources. So, it causes non-ethical behaviors (Pfeffer, 2004). 

Corporate Governance is a reaction to the subject of agency which is caused by “separation of management control from 
ownership”. Before 1970 that Jensen represented the Agency Theory, Conflict and Interest, there had been less attention 
to other stakeholders and corporate governance. After the representation of Agency Theory, the relations of agency 
affected the different issues in financial, economic and managerial literature excessively, gradually with the emergence 
of professional ethic scandals, corruption and bankruptcy of financial firms, the idea of corporate governance system 
was considered (Anderson, Melanson, & Maly, 2007). 

In Corporate Governance, a framework is created and strengthened for an effective, efficient and correct conduct, 
management of businesses, support of rights and profits of all investors, and stakeholders and decreases of the contrast 
between managers and stakeholders. Corporate Governance not only represents a legal and regular framework to 
determine the relationships and responsibilities among shareholders, board members, top manager and other 
stakeholders, but also tries to provide the insurance of competitive performance, which is needed for the health and 
safety of activities, to make sure about stakeholder’s’ rights and provide criteria and mechanisms to monitor and control 
the activities of managers and oblige them for responding (Deckop, Merriman, & Gupta, 2006). 

The main objectives of Corporate Governance are accountability, transparency, justice, fairness and respect to the 
stakeholders’ rights and the public interests. It is one of the basic principles of corporate governance to ensure 
considering ethics and other values which state the changes in ethical fundamentals of Corporate Theory. The 
fundamental issue in designing Corporate Governance principles is that the principles of Corporate Governance can be 
considered the interests of all stakeholders in the organization. Pursuing the interests of all stakeholders is done in the all 
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activities of managers from decisions to work. Corporate Governance makes the conditions unsafe for the occurrence of 
fraud, account planning, deception, negligence in the reflection reality, business reputation, and lack of transparency 
(Marnet, 2008). 

Actually, the Corporate Governance is a frame in which the firm converts to moral and it provides a framework for 
making ethical decisions. Organizational ethics of Corporate Governance, with emphasis on transparency, clarifying 
anti-morality, and taking responsibility, makes it necessary to develop comprehensive and ethical codes in the 
organization including the list of requirements and ethical obligations that are designed in the form of Dos and Don'ts 
(Mackenzie, 2007). 

Corporate Governance increases the ethical decision-making in organizations and raises their responsibility toward 
stakeholders. Moral decisions and ethical values are shown in some items such as conflict of interest, corporate 
opportunity, fair trading, trust, proper use of firm assets, taking action according to the rules and regulations and 
encouraging the prevention from immoral activities (Simon, 2003). 

Rakoff (Breeden, 2003) provides seventy-eight recommendations in connection to different mechanisms and issues of 
Corporate Governance such as the number of board members and their composition, the requirements of their 
independence, social responsibility, their training, managing directors, corporate leaders, non-executive directors, audit 
committees, risk management, ethics offices, programs of a moral and ethical charter. Considering these mechanisms 
and issues, it is possible to return trust to the firms and businesses. 

9. Pass from Hume Utilitarianism to Aristotelian Virtue Ethics 
Sison and Pfeffer (2010) point to some examples of organizations which provide a condition for non-ethical behaviors 
individually or in the organization considering the classical and common logic of formation of firms. They state that 
when the organizations establish based on the common logic, they arrange their activities based on profit-oriented ethics 
and because of considering the shareholders profits and interests as the main goal, non-ethical and non-professional 
behaviors occur in the organization by individuals. These behaviors continue to expand the logic of firms’ formation and 
cover beyond their owners’ concepts. These changes and movements from Agency Theory to Stakeholders’ Theory and 
Corporate Governance cause some changes in ethical principles. 

In the classical theory of management, affected by changes in relationships between human and the world, morality 
found different meaning and human’s profit was considered as the main goal. This can be seen in Hume, Niche and 
Mil‘s approach (MacIntyre, 1981). MacIntyre (1981) realizes that the only way to save the West is to return to the 
tradition of Aristotle's Ethics and believes that the practical and theoretical ethics in the west result from individualistic 
liberalism and modernism. 

This, of course does not mean that the classical theories lack a moral basis, but it means that the main logic has been 
based on a profit-oriented conception which has existed in Hume thought and the shareholders have been in the focus of 
attention in classical theories, especially in Agency Theory –, as a character (Pfeffer, 2004). 

Aristotle’s belief of Virtue Theory and Hume’s orientation to profitability have been two basic defaults of the new and 
old theories about the organization. Profit orientation and virtue ethics as two types extremist theory together with Kant's 
theory of task orientation are known as moral theories in the West (Shariyari, 2005). Aristotle's ethics is one of the main 
elements of his philosophy due to the nature and purpose and it is assumed as an invitation to the intellectual virtues 
such as wisdom, temperance and justice of the West that has attracted the managers’ and experts’ attention to the 
discussion of organizational ethics, and has coordinated the organizational behavior regarding social values (Irwin, 
1999). This approach is looking for a change in topic value through which issues such as, lack of clarity, deception, 
lying, etc. which challenge the organization are condemned (Sison & Pfeffer, 2010). 

If we accept the management functions are related to the true meaning of responsibility and taking the responsibility and 
if we know the responsibility as a result of respecting to the ethical principles, we will find out that ethics must be 
created and supported according to a rational and logical plan (Bishop, Connors, & Sampford, 2003). 

Unlike the profit orientation, Aristotelian Ethical Theory is a theory which realizes the ethical virtues as the basis for 
right and wrong actions and tries to encourage people to have ethical virtues instead of focusing on external behavior. In 
Aristotle's view, human’s actions should be beneficial both for him and for others, and this is the virtue. Virtue is 
something superior and better than a computing-oriented logic in Aristotle's Theory (Irwin, 1999). 

Justice is one of the most significant virtues in Aristotle's view. Even it can be considered as the most important part of 
Aristotle's Ethics. In Aristotle's view social justice is prior to individual justice and in general, justice is used for 
anything that requires the law. In other words, Aristotle believes that justice means following and obeying the rules 
(Maclntyre, 1988). 
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Anderson (1984) believes that a decision is ethical when it includes three elements: first, the behavior of the person who 
makes the decision based on personal characteristics, personality, values, education and motivation. The second is social 
norms according which the person will coordinate his/her own decisions with acceptable standards in a society or culture. 
The third is that the ethical decisions are made when the behavior of a person is observed and interpreted. 

The observations show that there is no change for the individuals under the condition of Anderson’s model, but just the 
organizations have to respect to ethical principles because of magnifying the role of social norms and paying attention to 
other individuals’ understandings (O’Donoghue & Rabin, 2006). 

Another distinction of ethics in Stakeholder’s Theory and Corporate Governance is pluralism in them. The distinction of 
pluralism’ belief is its tendency to identify the loss and to prevent from it, which may be imposed on the society by the 
firms. Pluralists emphasize justice and cooperation and look for an authentic community in which providing the 
requirements of the community justifies the activities of the firm. While the pluralists emphasize managers’ social 
responsibilities, contract-oriented people are looking for a freedom in two parts of the contract’s actions. Pluralists 
believe that continuity of contract-oriented approach causes exploitation and alienation among people. Organizational 
life in contract-oriented realizes the increasing of the value of shareholders’ wealth as the role of the manager. In 
pluralism’s belief the managers are not only responsible for shareholders’ interest, but they also have the social 
responsibility towards all stakeholders in the firm and providing the real needs for them. Maximizing the efficiency and 
output of shareholders may disturb the order of the society and decrease the trust of community. On the other hand, the 
patterns of Corporate Governance are provided by emphasizing on individual, group and other cultural values in the 
society (Licht, 2002). 

Beside the changes in ethical principles, what that can be generally noted as effective factors on the Agency Theory in a 
dialectical process of creating Stakeholders Theory and Corporate Governance are separation of ownership from 
management, and changes in regulatory environment, in the nature of function and in the organizational structure 
(Bradley, Schipani, Sundaram, & Walsh, 1999). 

Macleod (2006) and his colleagues assume the realization of justice based on four factors: regional and international 
organizations, corporate governance, civil society and human rights. He believes that Corporate Governance adjusts the 
behavior of business according to regulations and ethical principles. It is because of some obligations such as 
transparency of information, information asymmetry, and responding, along with environmental regulations that 
determine the ethical behaviors in the organization. This ethical behavior results in justice. 

Considering the theoretical change in the firm, Aristotelian virtue ethics, pluralism approach, models of ethical 
decision-making and the factors of justice in Macleod’s view, represented in this study, the conceptual model as "the 
dialectical development of Stakeholder Theory and Corporate Governance" can be represented as Figure 1. 

Dialectical character of this model means that throughout the firm’s theory development including from Agency Theory 
to the Theory of Corporate Stakeholders, corporate governance requirements, behaviors and the unethical consequences 
impose some damages on the firm and the community. To prevent similar events that had happened, the theorizing and 
management practices changed according to the principles of ethical behavior. Individual-oriented in the characteristic 
of the firm has been replaced by pluralism. And norms and requirements of the society have also been considered.  

10. Conclusion 
This research has concluded that by changing the focus of studied theories, the ethics principles of these theories have 
been changed from Hume’s profit-oriented to the social responsibilities and Aristotle ethical virtues. Apart from 
mandatory, voluntary, conscious and unconscious aspects, this change has had specific consequences, that we can 
mention the promotion of ethical behaviors as one of them. In other words, the modern world in general and the 
organizations, in particular, in contrast with two prominent ethical approaches in the West, has chosen the Aristotle’s 
approach and this decision is an initiator of the ethical implications in two areas of theorizing and actions of 
management. 
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 Figure 1. Dialectical Model of Stakeholder Theory and Corporate Governance 
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