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Abstract: Modern corporate governance has changed a lot from the old model that mainly focused on
making shareholders as wealthy as possible. Today, companies are expected to have governance systems
that include ethical behavior, social responsibility, and smart oversight. This paper looks at how
corporate social responsibility (CSR), algorithm-based governance, and financial success are connected,
especially looking at measures like Return on Assets (ROA) and Tobin’s Q. While previous studies
display that strong governance helps improve financial results, there’s still a big gap in making sure
ethical standards are properly followed when decisions are made by automated systems and algorithms.
To fix this, the study introduces an “Integrated Ethical-Strategic Governance Framework” (IESG). This
framework brings together different kinds of board members, focuses on oversight from various
stakeholders, and uses ethical checks for algorithms. It highlights the need for board members with
different kinds of expertise to review both financial plans and technology systems. It also uses tools like
natural language processing (NLP) and automated monitoring to spot possible ethical issues in company
messages and decision-making. By making sure that algorithmic transparency matches corporate goals
and public expectations, the IESG framework helps create more long-term value and keeps stakeholder
trust. This research adds to the field of governance by providing a clear way to balance financial
success, technological progress, and ethical practices in the digital age
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I. INTRODUCTION

Corporate governance has usually been about ways to handle conflicts between different parties and protect investors'
interests (Su,2020). In the past, the main goal of good governance was improving financial performance, with Agency
Theory and Stewardship Theory being the main ideas (Kyere & Ausloos, 2020). However, the role of governance is
changing quickly. Now, companies are not only expected to make money but also to follow CSR standards and manage
the ethical risks from new technologies. This study is motivated by the growing complexity of strategic control, where
decisions are often made by automated systems or large teams, making old-style oversight not enough.

Even though a lot of research connects governance to financial outcomes, current approaches to ethical strategic control
are not sufficient for two main reasons. First, traditional governance models often rely on high-level "principles"—
abstract ethical ideas that don’t fit real situations and don’t help with daily business practices (Lin, 2024). Second,
standard financial measures like stock liquidity or ROA don't reveal the hidden assumptions in policy models and
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automated systems, which can lead to bad social outcomes if not checked by ethical experts (Shaw & Vanadia, 2022).
Relying on these financial indicators can't catch ethical problems in algorithmic decisions until serious reputational
harm has already happened.

To fix these issues, this paper introduces a new framework for ethical strategic control.

Our contributions are as follows:

- We suggest a multi-layered governance model that includes "Ethics-Based Auditing" (EBA) as a key part of strategic
control, moving past just following rules to actively checking automated decisions (Mokander et al., 2021).

- We show how diverse board members and specific governance benchmarks can help align executive actions with
company charters, reducing the difference between stated ethical intentions and actual operations (Irwin et al., 2025)
(Béji et al., 2021).

II. RELATED WORK
The literature on corporate governance is extensive, but it can be divided into three areas: financial performance
mechanisms, CSR integration, and the quickly growing field of algorithmic ethics.

2.1 Financial Performance and Market Mechanisms

A lot of research focuses on the link between governance structures and financial results. Studies on UK non-financial
listed companies use cross-sectional regression to look at how governance affects Return on Assets (ROA) and Tobin's
Q (Kyere & Ausloos, 2020). These studies often find mixed results—some positive, some negative, others negligible—
showing that having good governance doesn’t automatically fix financial issues (Kyere & Ausloos, 2020). Theoretical
models also suggest that corporate governance improves stock liquidity by reducing the impact of noise traders (Su,
2020). While these studies give a basic understanding of market behaviors, they often don't include ethical audits,
treating governance as a tool for capital efficiency rather than for strategic ethical control.

2.2 Corporate Social Responsibility (CSR) and Board Cognition

Beyond financial matters, researchers have investigated the "cognitive approach" to governance, focusing on how board
diversity relates to CSR performance. Béji et al. argue that the cognitive and demographic traits of board members,
along with the characteristics of CSR committees, are essential for understanding how governance affects social
outcomes (Béji et al., 2021). This research shows that "good" governance is not just about rules but also about the
intellectual makeup of the monitoring group. However, while this helps identify who should be in charge, it usually
doesn't offer enough specific details on how these diverse boards should review complex, tech-driven strategies.

2.3 Ethics and Automated Decision-Making

The third area deals with governance of technology and high-stakes decisions. Recent developments in Natural
Language Processing (NLP) have led to benchmarks like "CHANCERY," which checks a model's ability to decide if
executive actions match corporate governance charters (Irwin et al., 2025). At the same time, experts call for "ethics-
based auditing" (EBA) of automated decision-making systems (ADMS) to make sure they don’t lead to discrimination
or privacy violations (Mokander et al., 2021). This literature criticizes the "Triple-Too" problem in current Al ethics:
too many initiatives, too abstract ideas, and too much focus on restrictions rather than benefits (Lin, 2024). By
comparing these tech-based methods with traditional governance, our work tries to bring together high-tech auditing
tools and boardroom strategies.

III. RESEARCH METHOD
To deal with the gap between general ethical rules and real-world strategic control, we suggest the Integrated Ethical-
Strategic Governance (IESG) Framework. This framework is built to apply ethical thinking during the strategic
planning process.
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3.1 Design of the IESG Framework:

The framework has three connected parts:

1. Cognitive Alignment Module:

This part involves changing the board and strategic groups, so they have a wide range of ideas and backgrounds. Using
a cognitive approach to corporate social responsibility (CSR), this module helps the governance team challenge hidden
beliefs in strategic ideas (Béji et al., 2021) (Shaw & Vanadia, 2022).

2. Automated Charter Compliance (ACC):

This part uses reasoning methods like CHANCERY. It uses natural language processing (NLP) to check all planned
executive actions against the company’s charter and rules before they reach the board (Irwin et al., 2025). This helps
find big governance issues quickly.

3. Ethics-Based Auditing (EBA) Protocol:

When decisions are flagged by the ACC or involve important automated systems, a formal EBA is started. This checks
the decision for fairness, proper procedure, and openness. It ensures that efficiency does not mean ignoring ethics
(Mokander et al., 2021).

3.2 Rationale and Operational Flow

The idea behind this design is that human review alone isn’t enough for today’s large data sets, while automated tools
don’t capture human judgment well. By first checking proposals with an algorithm, the board (with diverse thinking)
can spend time on tricky ethical choices. This focuses on the “Triple-Too” issue by replacing vague rules with clear
steps (Lin, 2024).

3.3 Evaluation Plan
To check this framework, we suggest using a fake dataset with 500 strategic corporate plans, like mergers or marketing
using algorithms.

1. Dataset
A group of “Proposals” and “Corporate Charters” with real-world ethical issues, similar to a dataset used in (Irwin et
al., 2025).

2. Metrics

Compliance Accuracy: The percentage of bad proposals the ACC module finds correctly.

Strategic Latency: The extra time the EBA protocol adds to decision-making.

Ethical Risk Mitigation: A score showing reduced risk to the company’s reputation, comparing the IESG result to a
group using only financial measures like Tobin’s Q (Kyere & Ausloos, 2020).

3. Hypothesis
We believe the IESG framework might slow decisions a little but will greatly reduce hidden ethical problems that
traditional financial control misses.

IV. CASE APPLICATIONS OF THE IESG FRAMEWORK
To show how the Integrated Ethical-Strategic Governance (IESG) Framework works in real-life situations, this section
looks at three made-up but realistic examples where ethical governance issues appear in environments that use
algorithms.
4.1 Algorithmic Bias in Financial Lending
Imagine a fintech company that uses automated systems to decide whether to approve loans. These systems are trained
on past financial data to predict if a borrower might not repay the loan. Even though the company shows good financial
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results like higher return on assets and better efficiency, the data used to train the system might carry hidden biases.
This could lead to unfair treatment of certain groups of people. In traditional governance setups, the board might only
look at financial results and make sure the company follows the law. But the IESG framework adds several checks: The
Automated Charter Compliance (ACC) module checks whether the company’s strategies and the rules used by its
algorithms match its ethical values. The Ethics-Based Auditing (EBA) process looks at whether the loan approval
system is fair, clear, and follows proper procedures. The Cognitive Alignment Module makes sure that board members
who understand ethics, technology, and social justice carefully review the assumptions behind the model. Thanks to
these steps, the IESG framework helps prevent damage to the company’s status, legal problems, and loss of belief from
stakeholders.

4.2 ESG Greenwashing in Corporate Reporting

Another example is a large company that claims to be environmentally friendly but only shows some positive data in its
sustainability reports. This can make investors feel good about the company, leading to higher stock prices. However,
there might be a gap between what the company says and how it actually operates, which creates ethical problems.
Using natural language processing, the ACC module can check the company’s sustainability statements against its real
environmental performance and promises.

If there is a mismatch, the issue is raised to the EBA protocol for a closer look. This kind of proactive governance stops
companies from falsely claiming to be green, makes their strategy line up with what society expects, and helps them
stay trusted in the long run.

4.3 Al-Based Employee Surveillance

Many companies now use Al to monitor how productive their employees are. While this can help increase efficiency, it
can also create problems related to privacy, personal freedom, and trust at work.

Under the IESG framework:

The ACC module checks whether the surveillance practices are in line with the company’s privacy policies.

The EBA process evaluates if the monitoring is fair, transparent, and has the employees’ consent.

The Cognitive Alignment Module ensures that when the board talks about these issues, they include expert opinions
from labor relations and digital ethics to get a full picture.

This approach helps balance the benefits of efficiency with the need to respect employees’ rights and dignity, avoiding
situations where surveillance becomes too controlling and causes resistance inside the organization.

V. COMPARATIVE ANALYSIS OF GOVERNANCE MODELS
To well recognize the contribution of the IESG framework, it is supportive to compare it with traditional and CSR-
based governance models.

R-B
Dimension Traditional Governance cs ased IESG Framework
Governance
Sharehold 1th . . .
Primary Objective ar.e 9 e?r wea Stakeholder balance Ethical-strategic integration
maximization
Monitoring . . . CSR committee | Continuous Al-assisted + human
Approach Periodic financial review . »
oversight auditing
Risk Detection Financial metrics (ROA, | Reputation and | Ethical, algorithmic, reputational, and
liquidity) compliance risks financial risks
. . Built-in  NLP d Ethics-Based
Techn'o logy Minimal Indirect s . .1n an fes-base
Oversight Auditing
Board CSR-oriented diversity Cognitive and technological diversity
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Composition Financial and legal focus

Table I. Comparative Analysis of Governance Models

Traditional governance models focus on conflicts between different groups and how well money is used. They help in
distributing resources better, but they don’t catch hidden ethical problems that come from using automated systems.
Governance based on corporate social responsibility looks at the needs of different stakeholders, but it often stays
focused on general principles and doesn’t have tools to check algorithms in real time.

The IESG framework brings together strategic control, technology checks, and ethics reviews into one system. It
changes governance from just reacting to issues into actively managing ethics. By using automated tools for
compliance and structured audits, IESG makes sure that what companies say they stand for matches what they actually
do.

VI. DISCUSSION
Using the IESG framework can lead to stronger corporate strategies, but it needs careful thinking about practical,
ethical, and other limitations.

6.1 Practical Implications

For people in charge, this framework means corporate governance must shift from quarterly reviews to ongoing audits.
Using automated tools means governance officers need to know both law and algorithm logic (Irwin et al., 2025). Also,
seeing governance through a “cognitive” lens suggests nomination teams should focus on intellectual variety more than
social similarity to handle complex CSR issues (Béji et al., 2021).

6.2 Limitations and Failure Modes

Even with its promise, the framework has several weaknesses:

1. Hidden Assumptions in Auditing

Ethics-based auditing relies on what auditors think. As noted in public policy, hidden assumptions can be misleading
and may favor the majority, ignoring minority interests (Shaw & Vanadia, 2022).

2. Complexity of Large Teams

In big, global companies, the large team structure can make it hard to assign blame or credit for ethical mistakes,
making audits harder (Petersen et al., 2014).

3. Subjectivity of “Good” Governance

Studies show that governance and performance aren’t always linked. Sometimes, too strict rules can stop innovation
without helping (Kyere & Ausloos, 2020).

6.3 Ethical Considerations

Using automated governance tools brings its own ethical issues.

Surveillance vs. Privacy: Just like bio surveillance in farming raises privacy concerns, monitoring employee decisions
could create a culture of over-surveillance, hurting trust (Devitt et al., 2021).

Algorithmic Bias: If the NLP models used for Charter Compliance are trained on biased data, they may support past
unfairness. Tools must be checked for ethics, similar to calling for a “Hippocratic Oath” for math and algorithm
creators (Miiller et al., 2021).

VII. FUTURE WORK
Future research should investigate two areas. First, expanding CHANCERY -style reasoning to include different data
types like financial logs and emails to better understand company behavior (Irwin et al., 2025). Second, creating a set of
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standards for “team science” that works across different levels of hierarchy, addressing ethical issues in big teams
(Petersen et al., 2014).

7.1 Policy and Regulatory Implications

The growing use of algorithmic governance needs changes in policies at both national and international levels.
Corporate Governance Codes

Regulators might consider requiring companies to:

- Provide transparency about algorithms in their annual reports

- Get ethics-based certifications for Al systems that pose high risks

- Set up independent digital ethics committees within boardrooms

These changes would help embed ethical control into corporate strategies, rather than leaving it to individual
companies.

Indian Regulatory Context

In India, interventions like:

-The Securities and Exchange Board of India (SEBI)

-The Ministry of Corporate Affairs

Could include digital ethics reporting in corporate governance rules. SEBI could ask publicly listed companies to
explain how they use automated decision-making in financial operations. The Ministry of Corporate Affairs could
update its guidelines to include managing algorithmic risks and overseeing ethical Al practices under the Companies
Act. This would help make India’s corporate environment stronger as the country moves toward more digital processes.

International Implications

Around the world, governance changes should follow standards like:

- The EU AI Act

- The OECD Al Principles

By including frameworks like the IESG in corporate governance rules, policymakers can ensure that ethical protections
keep up with new technologies.

VIII. THEORETICAL IMPLICATIONS FOR FUTURE GOVERNANCE THEORY
The digital economy challenges old ideas about governance, especially Agency Theory. In settings where decisions are
made by algorithms, control moves from human managers to automated systems. This creates a new challenge:
monitoring not just people (managers) but also the systems themselves. Future governance theory might need to
develop into what we could call “Algorithmic Agency Theory.”
This idea acknowledges:
- Algorithms as near-agents that affect business outcomes
- Data biases as hidden issues of control
- Ethical misalignment as a risk in strategy
From this view, governance must expand from watching over executives to watching over the mix of people and
technology systems. Boardrooms will need to include understanding of technology as a key skill. Also, governance
theory must balance efficiency with fairness. Financial measures like ROA and Tobin’s Q aren’t enough to show long-
term success in companies driven by data. Building ethical resilience and gaining stakeholder trust are equally
important. The IESG framework helps this changing theory landscape by offering a model that connects financial
performance, corporate social responsibility, and ethical use of algorithms. It moves governance from a focus on
compliance to a well-planned ethical structure that fits the digital age.
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IX. CONCLUSION

This paper argues that separating financial control from ethical oversight is no longer possible. By looking at the limits
of financial governance and the abstractness of current ethical guidelines, we proposed the IESG Framework. This
approach mixes diverse thinking in the board (Béji et al., 2021) with strict audits of automated systems (Mokander et
al., 2021). Even though we must watch out for hidden assumptions (Shaw & Vanadia, 2022) and risks like internal
spying (Devitt et al., 2021), using algorithmic thinking with human ethics is the best way forward. In the end, good
governance is not just about improving Tobin’s Q (Kyere & Ausloos, 2020), but about making sure the company’s
strategy matches society’s values.
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