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Abstract 

Purpose: the purpose of this paper is to characterize the specific features of 
governing a business enterprise as a complicated social economic system, and to in-
vestigate how these specific features may affect the processes of sustainable devel-
opment. 

Methodology: the methodology of the investigation relies on the system ap-
proach; 

Originality/value: the value of the paper lies in the fact that we reveal a range 
of important aspects that affect the corporate governance and the behaviour of the 
company. 

Findings: among the findings of the study is a suggested classification of eco-
nomic entities that underscores related differences in respect of choosing appropriate 
governance/control methods and techniques depending on the "key system quality". 

Keywords: Sustainable development, Social economic system, Controlling, 
Innovation. 

Introduction 
Today the task of ensuring the sustainable development of human civilization is 

being viewed as the guiding principle of the life of the economy and of the society in 
general. Sustainable development is considered to be a development which "... satis-
fies our current needs without jeopardizing the capability of generations to come to 
satisfy their own future needs [1, 114]. Jn a most general sense, the solution of this 
task is linked to the shaping of "a new model of green economy"[2]. 

The issues that are in focus here, if we are to talk about sustainable develop-
ment, touch upon the realm of the "green" politics and strategies both in the context 
of the future of global economy and the future of international community in gen-
eral. Researchers also focus their interests on the principles of ensuring sustainable 
development in certain select areas, industries of companies. There are works which 
hold a special place as they are aimed at specifying the meaning and nature of a 
company's "sustainable development" [3], [4] as a notion differing from that of "fi-
nancial stability" but at the same time consonant with the ideas of "green economy". 

One of the essential aspects of this field of research is the investigation of the 
causes of companies' varied behaviour in the context of shaping the environmentally 
balanced economy. The topicality of this type of scientific investigation is supported 
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by the fact that, on the one hand, there are companies that defiantly ignore the prob-
lems of environmental protection, and, on the other hand, that a new intra-company 
management culture has been shaping itself which takes into account the general as-
piration of the community for sustainable development (see, for instance, [5], [6]). 

The reason for existence of such a behavioural "variance", from our point of 
view, are the special aspects of commercial companies as social economic systems, 
and the effect of these characteristics upon decision-taking processes and the organi-
zational structure of governance in general. 

In this paper we endeavour to consider the special aspects of running a compa-
ny as a complicated social economic system and to investigate how these specific 
features may affect the processes of sustainable development of economy and socie-
ty-

The main part of the research 
Governance of a business enterprise — a developing social economic system 
To investigate the enterprise governance/control processes in such complicated 

systems as commercial companies we first need to redefine the very notion of "gov-
ernance/control". It is an open secret that "governance/control" is often identified 
with "management". The criticism of this approach can be found, for instance, in [7]. 
If we view a business enterprise as a system, it would be only natural and appropri-
ate to consider it within the framework of the system approach. If so, governance (or 
control) is "a systemic function focused either on the maintaining of the key system 
quality, i.e. the combination of features the loss of which leads to the destruction of 
the system in a changing environments, or on the carrying out of a plan aimed at en-
suring the stable work, homeostasis and attainment of a certain goal" [8]. Therefore, 
from the system approach perspective, governance is the function of a system di-
rected at ensuring its survival in a changing environment. 

Implementing the process of governance in such complicated social economic 
systems as business enterprises is to be done in line with the principles of economic, 
social and essentially systemic nature. 

To these economic principles belong, as is well known, the following ones: a 
need for combination of production factors; following the economic principle re-
flecting the fact that resources a company has at hand are limited; following the 
principle of financial balance; following the principle of profitability of commercial 
enterprises 

The social nature of an enterprise generates a type of governance, in the sys-
temic sense of this term, called "controlling"1. The key characteristic feature of con-
trolling is that the governance process here is being implemented consciously, 

'it should be noted here, that the concept of "controlling" still has not been widely accepted with a 
uniform, standardized meaning. The most promising of them, from the point of view of how the 
nature of controlling is revealed, we believe to be the systems approach. Different aspects of this 
concept have been elaborated by us in our previous papers: see [7]. [9|, [10]. Jn the present inves-
tigation we also proceed from the systems approach to controlling. 
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knowingly2. 
The systemic nature of controlling entails that, first, all stages of the govern-

ance process are implemented in their entirety: goal-setting - planning - plan im-
plementation - control - analysis and substantiation of governance decisions, which 
returns us one step back (implementation, planning and goal-setting)3 and, second, 
that all intra-system links and relationships arising within the governed/controlled 
object (enterprise), are to be revealed and taken account of. 

In relation to the above, we have to focus on a series of circumstances which 
are brought into existence by the social nature of a company and affect the processes 
of governance/control implementation (i.e. of controlling). To these circumstances 
or aspects belong such ones as: a) respect for the principle of undivided authority 
and b) responsibility, both being the key characteristics of an actively functioning 
system element (i.e. a human/employee); c) understanding what "key system quali-
ty" means. 

The meaning of "undivided authority" is more or less clear: it means that all 
decisions concerning the development and implementation of governance/control 
instruments and mechanisms in a company are to be taken/carried out/done under 
the direct supervision of its chief executive officer of a relevant object/company. 
Naturally, it is hard to imagine a situation of a company shifting from the "sporadic" 
or "fragmented" mode of management to the "conscious controlling" without the po-
litical will of CEO. 

None the less important factor is the problem of responsibility. Over a long pe-
riod of time responsibility has been viewed mostly from the legal point of view. The 
psychological science also pays attention to the issue of responsibility. Recently, 
colleagues from different areas of research, mainly philosophers, have been demon-
strating an ever more intense interest to this notion, which is probably due to the dy-
namics of the scientific and technical progress and to the aggravation of the problem 
of sustainable development [11], [12]. 

In the area of performance management of business entities, responsibility 
plays an essential role. As one of the attributes of "controlling", responsibility entails 
assigning certain recourses to selected segments/areas of activity; basically it is the 
readiness of CEO to solve tasks by way of using these recourses and to bear respon-
sibility for the final results of it all. Obviously, in this context "responsibility" also 
means being submitted to control and is limited to its strictly economic nature. 
However, in accordance with the social cultural paradigm that has been quickly 
gaining popularity today [13], [14], the notion of "responsibility" is being viewed 
from a clearly different standpoint. Thus, for instance, R.Brown, an adherer of the 
institutional theory, interprets "responsibility" as a psychological state opposing 

2A company's management, in connection with this, should be viewed as a convenient carrier (per-
former) of this function. Placing the control function upon the management (in terms of the sys-
tems theory) creates the necessity to have some other concept/institute that would guide "bosses" 
towards the right direction in governance. Today it is often called "Controlling Department". 
3Some call this "a cybernetic cycle" or "Deming's cycle"[ 17J. 
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"opportunism'^ 15]. P. Lukshi and M. Beloussenko in their paper [16] consider the 
process of shaping the system of commitments/responsibilities of individuals to-
wards an organization as the results of their emotional attachment to each other, 
which in its turn is the guarantee of adaptation and of the company's further devel-
opment4. Moreover, if traditionally the problem of responsibility has been linked to 
the behaviour of a company's management, than, in accordance with the new 
tendencies we rather have to talk of the responsibility of all stakeholders towards the 
company, including its owners. 

The concept of the "key system quality", as we remember, means a combina-
tion of properties and features the loss of which leads to the collapse of the system in 
a changing environment; it is of great importance for the task of understanding and 
explaining the governance/control processes in terms of the systems approach. For a 
long time, however, as applied to social economic systems, the term "govern-
ance/control" has been viewed and investigated in the context of the so-called teleo-
logical approach [14,16], [18], that entails primarily the goal-oriented functioning of 
a company. The evolution of scientific views of the nature of business enterprises 
and the development of the system paradigm have led to the rising of new guiding 
concepts such as survival and the accommodation of the interests of motivated ele-
ments of the system: to each other and to the whole [13], [19]. The goal/objective is 
being regarded today as a local, interim indicator having a rather functional than es-
sential significance. 

Therefore, we consider that introduction of the "key system quality" term into 
scientific literature as reasonable and sufficiently substantiated for the purpose of re-
vealing and explaining the mechanisms and nature the corporate governance/control 
processes. Apparently, the key quality of a system should be interpreted as the iden-
tifiable image of a system that can be formulated as a combination of the principles 
of its functioning, among which the common corporate values5 have a special place. 
On the other hand, the key system quality is not simply a goal - ideal (a potential 
goal); it also has its effects upon the behaviour of a company including, among other 
things, the processes of environmentalisation in business. 

Controlling and the problems of sustainable development 
Environmental problems, a need for protecting the environment, multiple laws 

that have been recently passed in order to regulate the activities of companies in re-
spect of the latter's' impact upon the environment - all this have logically brought 
about the necessity of taking all these circumstances into account for company gov-
ernance. This tendency has led, among other things, to the appearance of such a term 
as "environmental controlling". A consistent interpretation of the meaning of it, 

4AS we gradually abandon the mechanistic views of the nature of an enterprise, increasingly more 
interest is being focused on governance based upon self-organization, i.e. the capacity of "compli-
cated systems to go to a new level of development" [8, 605J demonstrating by this the most com-
plex form of adaptation. 
5 Л more detailed consideration of the meaning and role of the "key system quality" see in our pa-
per [20]. 

191 



Internat ional Scient i f ic and Practical C o n f e r e n c e « O r e e n e c o n o m y is the f u t u r e of humani ty» 
U s t - K a m e n o g o r s k , Kazakhs tan , 24 , 2 5 " o f M a y 2 0 1 4 

however, is still lacking. The most widely adopted definitions of "controlling" do 
not give us grounds for providing an answer to such questions, for instance, as how 
the "environmental controlling" is related to simply "controlling"? Or why some en-
terprises demonstrate implementation of "environmental controlling" while others -
don't? 

In terms of the systemic notion of "controlling", the "environmental control-
ling" is regarded merely as a figure of speech, not a scientific term sui juris [21 J. It 
seems to be more appropriate to talk about some companies' implementing responsi-
ble environmental policies and to instigate the problems of taking this factor into ac-
count for the "controlling" purposes. Obviously, the expression "business environ-
mentalisation" has to be construed and interpreted in a similar way. 

Aspiration for ensuring sustainable development of society has caused institu-
tional environment, where modern companies have to exist, to be more than rich in 
requirements to and limitations on business activities impacting their ecological set-
ting. In this situation, each company responds to existing institutional limitations in 
its own particular way. As noted above, some companies opt for a total disregard for 
the problems of environment and willingly pay fines, while others try to avoid such 
situations. There are other companies which provide support for various environ-
mental measures on charity grounds. It often happens nowadays that implementation 
of social and environmental responsibility policies is viewed by businesses as anoth-
er way of commercializing. 

In our view, these differences are the manifestation of the forms of the "key 
quality" specific to each particular company, i.e. of a set of standards by which the 
management of a company is guided in line with the principle of undivided authority 
and supported by a particular degree/quality of responsibility. 

The author of [21] have suggested a system of business enterprises' classifica-
tion based on the degree of voluntariness with which a company opts for this or that 
line of action in respect of institutional and traditionally economic aspects of its 
work (Table 1). In this case the voluntariness degree is being viewed as the manifes-
tation of the "key system quality". 

Using the degree of voluntariness of choosing either institutional or traditional-
ly economic aspects of corporate governance/control as 'group tags', we can single 
out four groups or types of commercial companies. It seems to be obvious that each 
of the types has an intrinsic specificity related to how governance/control problems 
are solved, and, consequently, how functionally specific methods of controlling are 
used (see Table 2). Thus, for instance, in companies belonging to Group 1, apart 
from the designated governance/control methods, R&D and implementation activity 
in the area of environmental protection or promotion of green technologies can also 
be used. For items in Group 2, the crucial role is played by experimentation and 
formation of a basis for informed choice of other governance/control method alter-
natives drawing on the previously taken decisions and actions. For the Group 3 
companies to be successful, most important will be their capability to forecast the 
impact of strategic cost factors upon the cost value. In Group 4 we anticipate the 
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emergence of another break-even threshold level (in addition to the financial no-loss 
point, point of existence and growth point) - i.e. the point of securing social envi-
ronmental programs. Of course, we also have to remember that the above suggested 
classification is by no means "rigid", so companies can migrate between categories. 

Table 1 - Company categorization in relation to the degree of voluntariness of their 
commitment to take account of the institutional and traditionally economic aspects 
of business activity during implementation of environmentally responsible policies 
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Businesses using environmental 
measures as an instrument of eco-

nomic effect (III) 
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Companies for which environ-
mental measures are a side-work 

required by law (1) 

Companies whose economic perfor-
mance relies on whether the envi-

ronmental characteristics of the con-
trol object are ensured and main-

tained (II) 

No Yes 

faking account of how the fulfillment of a company's environmental 
commitments impacts upon its performance 

It is understandable that innovation plays a huge role in solving S&D tasks in 
each of the above mentioned situations. High hopes are usually placed upon innova-
tion when the task to be solved entails fulfilling seemingly incompatible require-
ments, for instance, dealing with environmentally significant problems at the same 
time striving to reduce cost. That said, the need for learning and actively implement-
ing systemic thinking methods becomes ever more obvious [22]. The gradual and 
naturally evolving process of an innovation proliferation outside of the original 
company-inventor and implementation of these know-how and methods by other 
businesses brings about a shift in the economy and society to a new and higher level 
of development. 

We see now that the task of considering innovation processes in controlling is 
of the highest importance. Within the current controlling practices, innovation is 
mostly regarded as an object of governance/control. However, if we begin to under-
stand the nature of businesses in terms of self-organizing systems, this also makes us 
view innovation as the integral part of the governance/control process itself. In con-
nection with the above, one of the most crucial tasks of today's controlling is the de-
velopment of control methods/techniques involving innovation as one of the ele-
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ments of the managerial cycle [10]. 
The necessity to tackle problems of sustainable development has also led to 

certain changes and shifts of criteria used for substantiation of managerial decision-
making as part of controlling. We already know that for a long period of time (when 
the ideas of managerial control/supervision were prevalent) a company's cost effi-
ciency indicator had been used to assess its accomplishments. 

Table 2 - Groups of Companies: Characterization 

Group Business Area 
Governance problems, functional 

methods of controlling 

Companies for which envi-
ronmental measures are a 
side-work required by law 

(1) 

Natural recourses extraction 
and processing 

Collection and taking account of 
environmentally significant data; 
monitoring and evaluation of en-
vironmental conditions; environ-
mental risk insurance [23]. 

Companies whose econom-
ic performance relies on 
whether the environmental 
characteristics of the con-
trol object are ensured and 
maintained 

(11) 

Agriculture, recreational 
woodland management, 
etc.) 

Natural resources are viewed as 
the object of management/control. 
Application of the "adaptive man-
agement" methods [24], [25]. 

Businesses using environ-
mental measures as an in-
strument of economic ef-
fect 

(111) 

Various sector profiles Considering the concept of strate-
gic cost-generating factors [26J. 

Businesses supporting en-
vironmental measures by 
way of philanthropy 

(IV) 

Various sector profiles Analysis of a company's business-
goal pattern with regard to not 
only traditional goals like growth, 
development and profit [27], but 
also to implementation of social 
environmental policies. 

The concept of governance/control based on business performance measure-
ment, which replaced the managerial control, caused nonmonetized parameters to be 
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ever wider used leading to the spread of such a criterion as effectiveness6. 
The increased significance of environmental and social responsibility of busi-

nesses, a better understanding of how the future of companies relies on stakeholder 
groups and the institutional environment in general, the intention of businesses to 
consider these circumstances in their decision-making - all this gives us grounds to 
speak of the emergence of a new criterion namely institutional efficiency which 
means a company's ability to find a place in the institutional environment where it 
would have a good standing and a steady position for an extended period of time 
[28], [29]. 

Results of the research 
On our way to a revision of the existing model of economy as the initial stage 

of our shift to the proper "green economy", we have to first analyze the behaviour of 
a company as a social economic system whose activity affects our common envi-
ronment. 

Company governance/control takes the shape of "controlling", the key charac-
teristic of which is that the proper governance process is being implemented in a 
conscious way and following a number of economic, social and systems principles. 

"Ecological controlling" - a collocation that has been gaining recognition re-
cently - is to be viewed as a linguistic expression rather that a strict scientific term. 
If a company's management uses it, its means that they are trying to pursue envi-
ronmentally responsible policies. 

The "key system quality" is one of the chief characteristics of a business - a so-
cial economic system - which affects the choice of intra-company management 
methods and, consequently, the company's behaviour. 

When we analyze the "key system quality" of a company by the degree of vol-
untariness with which it complies with institutional environmental requirements or 
the traditional economic aspects of its work, we are capable of revealing a number of 
business types each of which has its peculiar set of adopted methods of intra-
company management. 

For a company to pursue environmental responsibility policies, it is crucially 
important that its management should strive to develop and implement innovations, 
which in its turn requires the role and place of innovation in the managerial process 
to be rethought: innovation ceases to be simply the object of control and becomes an 
integral part of governance itself. 

The systems thinking skills also become ever more important for practical im-
plementation of environmentally responsible policies. 

The concept of "green economy" and environmentalisation of business are the 
factors which cause us to see that we need to develop and substantiate the ideas of 
institutional efficiency. 

6 Today, unfortunately, we see that the notions of "efficiency" and "effectiveness" are often identi-
fied with one another. 
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