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Abstract: The purpose of this article is to extend agency theory (AT) by applying it to social
enterprises (SEs), which exhibit a dual focus on both corporate social responsibility (CSR)
and profit-driven operations. This duality, often referred to as the double-bottom-line at-
tribute, complicates the agency relationship within SEs and has led to conceptual unclear in
previous studies. This study also explains why traditional AT and reciprocal theory are not
applicable to the analysis of complex agency relationships in SEs. In response, this article
builds upon traditional AT to propose a developmental framework that redefines the roles
of principal and agent in SE contexts. This research proposes a new theory, Sustainability
Agency Theory (SAT), which aims to more clearly define the dynamic agency relationships
within SEs. The article further distinguishes SAT from other AT-based extensions, such as
the reciprocal theory. By offering a theoretical extension to SEs, this study contributes a
novel perspective to the literature on agency relationships in hybrid organizations. Fur-
thermore, this article expands SAT through seven distinct dimensions, laying a strong
foundation for future theoretical developments related to SAT.

Keywords: agency theory; social enterprises; corporate social responsibility; sustainability
agency theory; reciprocal theory

1. Introduction
Over recent decades, there has been a growing interest in organizations that balance

social and financial goals within their business models [1,2]. This dual approach offers
significant benefits, as it enables for-profit companies to address social issues while si-
multaneously expanding their operations [3]. However, the inherent tensions between
social and financial objectives often impede the growth and competitiveness of one or both
domains [1]. When financial objectives take precedence, organizations risk experiencing
“mission drift”, compromising their social goals. If financial growth requires strategies that
diverge from a company’s social mission, overall progress can be adversely affected [4–6].

Social enterprises (SEs) are increasingly recognized as a viable solution to this tension,
as they effectively balance social and financial demands [7,8]. Their capacity to main-
tain alignment with social missions while achieving financial sustainability has attracted
growing scholarly and practical attention [8–11]. According to Wilburn and Wilburn [12],
SEs operate with a dual bottom line, aiming to achieve both financial sustainability and
social objectives. This operational model reflects a synergistic integration of financial and
social returns, as SEs typically reinvest their earnings into their social missions [13]. By
doing so, SEs can ensure that financial success directly supports the advancement of their
social goals.
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The benefits or profits generated by SEs are typically centered on the social value
enhancement or addressing societal challenges [14]. Unlike traditional businesses, these
benefits or profits are generally reinvested into the enterprise to further its social mission
rather than being distributed as dividends to stakeholders or shareholders [13,15]. The aim
of SEs is to address various social issues such as the reduction of environmental pollution,
poverty reduction, and so on [16]. This characteristic distinctly differentiates SEs from
other types of enterprises [17]. Recognizing the socio-economic value that SEs contribute
by addressing community challenges, governments have developed and adapted legal
frameworks and institutional support mechanisms to facilitate this business model. These
measures have fostered synergies between governments and SEs, contributing to their
growing prevalence and popularity [18,19].

Weaver and Blakey [20] posit that SEs represent a more sustainable form of social
intervention compared to charitable organizations and embody a more socially conscious
business model than conventional for-profit companies. Corporate Social Responsibility
(CSR) plays an important role in SEs, because of the role of CSR in the process of social
value development for corporations and non-profits [21]. By aligning their strategies
with socially responsible principles, SEs can strengthen their social capital and enhance
their competitive advantage [10,22]. Agency Theory (AT) is frequently applied in CSR
research [23,24], and socially responsible practices often serve as a core strategic component
within SEs [25]. AT focuses on the relationship between principals and agents, wherein the
principal delegates tasks to the agent, who is then responsible for executing them [26,27].
This theory highlights the potential for agency costs and conflicts, particularly in cases
where managers may exploit company resources for personal gain through corporate
philanthropy, potentially leading to losses for shareholders [15,28,29]. However, as SEs are
expected to maintain a double bottom line, managerial tensions arise whenever attempts are
made to maximize financial performance and social value, creating conflict over financial
and social objectives [13,30]. Because agency theory is a powerful tool for describing the
conflictual relationships that exist within organizations, the researcher aims to use it to
further analyze the internal dynamic conflicts in SEs.

Traditional AT shows that agents are predominantly motivated by financial returns,
often at the expense of social responsibilities [24,31]. In the context of SEs, however,
the principal–agent relationship is inherently dynamic, giving rise to complexities that
traditional AT can hardly explain.

To address this theoretical gap, this study develops a novel theoretical framework
tailored to the context of SEs, building on the foundational concepts of traditional AT. By
refining and extending the roles traditionally assigned to principals and agents within
the company, this new theory provides a clearer explanation of the inherent tension be-
tween social objectives and profit-making objectives. The aim of this study is to deepen
the understanding of dynamic conflicts within SEs, particularly those arising from the
interaction between social and financial objectives. To achieve this, this article develops a
novel theoretical framework. In doing so, the new theory extends the application of AT into
the field of SEs’ governance and contributes to a deeper theoretical exploration of hybrid
organizational dynamics.

2. Literature Review
2.1. Social Enterprises (SEs)
2.1.1. Definition and Characteristics of SEs

According to Bridgstock et al. [32], SEs are generally characterized as small, focused
on serving local communities, and often dealing with complex social issues. SEs simul-
taneously pursue social and commercial objectives, functioning as institutionally hybrid
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organizations that integrate both social and corporate logic [2]. Their primary goal is not
only to generate profit but also to address social problems by maximizing community
benefits, promoting eco-friendly products, and minimizing the exploitation of natural
resources [22].

Furthermore, SEs are frequently characterized by their double bottom line, which
signifies their dual focus on CSR activities and profit-driven business operations [33]. This
distinctive approach challenges conventional organizational classifications, positioning
SEs outside the traditional categories of private, public, or not-for-profit entities [13]. Four
key dimensions are particularly relevant to SEs: social innovation, social mission, social
networking, and financial returns [34]. Social innovation refers to any advancement in
products or technologies that addresses societal needs [35], offering innovative and effective
solutions to social challenges while creating social value [36]. SEs can help governments
or business sectors to solve overlooked social problems by developing a synergistic com-
bination of products, capabilities, processes, and technologies for sustainable business
development [34]. The social mission is a defining feature of SEs, with the creation of
social value as their core objective [37,38]. Moreover, social networking acts as a critical
enabler for SE sustainability, providing access to vital resources and informational opportu-
nities [34,39]. In terms of financial returns, SEs that seek to maximize both social impact and
financial viability actively pursue opportunities to generate profits by addressing unmet
societal needs [40].

SEs aim to generate social value by fostering collaboration among individuals and civil
society groups [41]. The primary objective of social innovation is to develop innovative
solutions that enhance economic activities across various fields of community life and
the environment [42]. SEs not only address current social issues but also foster social
innovations which encompass novel attitudes, thereby achieving more effective solutions
to these problems than previously possible [43].

2.1.2. CSR Plays an Important Role for SEs

SEs are organizations that place a high value on CSR and implement it as a survival
strategy, making a positive contribution to society by leveraging their social influence [44].
SEs also use their social influence to fulfil their social responsibility of providing sustainable
growth [10]. Both CSR and social entrepreneurship extend beyond the mere provision of
financial value, placing significant emphasis on social responsibility as a core element of
their missions [25].

Apparently, SEs and CSR initiatives share a common goal of fostering a “better” society
by encouraging businesses to prioritize stakeholders’ concerns and contribute meaningfully
to addressing emerging social and environmental challenges [45]. In response to societal
expectations, socially responsible practices within SEs contribute to value creation that
enhances quality of life, highlighting their central role in SEs [46].

Furthermore, SEs need to take more time and effort to establish their presence in the
marketplace and secure funding to support their CSR actions [32]. Hence, SEs frequently
rely on external sources of funding such as grants, donations, and philanthropic contribu-
tions to sustain their operations and advance their social objectives [47]. To secure such
funding, SEs must develop and maintain a strong reputation, as their credibility plays
a crucial role in gaining the trust and confidence of key stakeholders, including donors,
investors, and community partners [48]. A solid reputation not only helps SEs attract
funding but also fosters the acquisition of social capital, which strengthens their ability
to fulfil their social missions [47]. Moreover, this reputation, in turn, can enhance the
motivation of frontline employees, leading to improved customer interactions and service
outcomes [49].
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2.2. Agency Theory (AT)

Agency theory, which can be traced back to Ross’s research in 1973, focuses on the
agency problem and its potential solutions [50]. Meckling and Jensen [27] further developed
the concept by defining the agency relationship as a contract under which one or more
persons (the principal) engage another person (the agent) to perform services on their behalf,
delegating some decision-making authority to the agent. On the one hand, the principal
is typically the shareholder or the owner who invests capital with the aim of maximizing
economic returns, in the corporate context. Conversely, the agent is the individual or
group responsible for managing the company and may pursue personal utility or private
gains [51]. The separation of ownership and control in large corporations creates inevitable
conflicts between these two parties [23]. Agency conflict arises when the interests of the
agent and the principal diverge.

Some researchers argue that corporate social responsibility (CSR) often reflects man-
agerial agency problems within firms and can therefore be interpreted through the lens of
AT [52,53]. According to AT, the involvement of businesses in CSR activities is driven by
the self-interested actions of managers, which result from agency problems and reduce the
company’s maximum profit value [54,55]. Managers engage in CSR activities instead of
focusing solely on maximizing shareholder wealth because such initiatives can provide
them with private benefits [56,57]. Bénabou and Tirole [53] found that corporations often
donate to non-profit organizations or charities favored by their upper management. Simi-
larly, Cespa and Cestone [58] observed that business leaders often gain popularity through
such charitable efforts, leading to overinvestment in social programs for reputational ad-
vantage [59]. In addition, a number of studies have shown that firms facing strong internal
or external accountability mechanisms often demonstrate weak performance in CSR. This
underperformance reflects agency-related challenges within the organization [60,61]. When
corporate spending on social programs exceeds optimal levels, stakeholders may question
whether resources are being misallocated. This, in turn, can diminish trust, constrain stake-
holder support, and increase both operational and agency costs [34,57]. Agency costs need
to take into account the residual losses resulting from managerial behavior [26]. Engaging
in CSR activities can impose financial burdens on companies, negatively impacting the allo-
cation of limited resources while increasing management access to these resources [34,62].
Therefore, these factors cause principal–agent problems and position CSR as a tool that can
serve managerial self-interest [63].

2.2.1. The Tension Within SEs

However, unlike traditional business models, CSR is one of the main objectives of SEs.
SEs operate under a hybrid model, navigating a complex web of conflicting institutional
demands that arise from their dual mission of achieving financial sustainability while
creating social value [2,13]. In contrast to traditional businesses, which primarily focus
on profit maximization, SEs are tasked with balancing the competing priorities of social
impact and economic viability [13]. This balancing act often results in managerial tensions,
as managers are required to allocate resources, make strategic decisions, and address the
diverse expectations of stakeholders, including investors, employees, and beneficiaries [13].
The pursuit of profit and social value does not always align, leading to frequent tensions
as SEs attempt to navigate these dual objectives [64]. SEs may seek to minimize costs and
increase revenue through a mix of charitable donations, income from labor, and for-profit
activities that support their social mission [65–67]. This approach often leans towards a
utilitarian identity, where financial objectives are prioritized [68]. The utilitarian identity is
presented as market-oriented and seeks to maximize benefits and minimize costs [68,69].
Conversely, their social mission, which emphasizes public welfare and aims to address
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social issues such as poverty alleviation and elderly care, and so on, is aligned more
with a normative identity [68]. The normative identity is presented as socially oriented
and focuses on social reputation [68,69]. The coexistence of these differing identities and
priorities creates tensions within SEs as shown in prior studies [68,70].

While some literature suggests that social entrepreneurs skillfully balance social and
financial goals through ingenuity [71–73], this perspective often overlooks the underlying
tensions involved [74]. But empirical evidence from several studies confirms that these
tensions persist, highlighting the paradox of pursuing a social mission through business
means, which inherently involves competing demands related to social and financial
objectives [14,75,76].

Based on Doherty et al. [13], founders of SEs are social entrepreneurs focused on
pursuing social value creation within the corporate structure. Social entrepreneurs establish
SEs with the primary goal of addressing social problems [77]. However, they are often
characterized by a mindset that prioritizes individual social value creation over collective
team efforts [78]. Investors are increasingly drawn to the dual promise of social impact
and business value offered by SEs, which are seen as effective tools for addressing societal
challenges while providing opportunities for financial returns [79]. Social entrepreneurs
and investors have the aim of bringing a return on their investment in addition to the desire
to bring a positive effect on society to enhance their image [64]. This dual mission places
significant responsibilities on SE managers [14], who must navigate the complexities of
pursuing both economic and social objectives [80]. Achieving this dual mission requires
managers to possess a deep understanding of both business operations and the nuances of
the social sector, and effectively balance the needs of employees while integrating knowl-
edge from these diverse areas [81]. SE managers face challenges in managing the identity
of hybrid organizations, responding to market pressures from customers and competitors,
and integrating the typical mix of employees and volunteers [13]. Thus, internal conflicts in
SEs arise mainly from the paradox of pursuing a social mission through commercial means.
Internal conflicts within SEs can be effectively explored using agency theory. AT provides a
framework for understanding how these conflicts manifest within SEs.

2.2.2. The Limitations of AT

AT pays attention to business relationships within a principal–agent framework,
wherein one party, such as the principal, delegates decision-making authority to another
party, such as the agent, who subsequently undertakes delegated tasks on their behalf [26].
Traditional AT focuses on a dyadic relationship between a principal and an agent, effectively
capturing scenarios where a single stakeholder (the principal) delegates tasks to a single
agent. However, this theoretical framework exhibits limitations when applied to examine
multiple agents and principals involved. SEs typically strive to balance social impact
with financial objectives, creating a double bottom line [82] that illustrates its complexity.
This blend of mission-driven and market-oriented imperatives introduces a diverse array
of interests and motivations among founders, investors, beneficiaries, and the broader
community [83,84]. Consequently, agency relationships within SEs are inherently more
intricate and are not sufficiently addressed by traditional principal–agent frameworks.

Nonetheless, agency models have continued to evolve to analyze multiple relation-
ships, with reciprocal agency being a typical example. Building on Jeon’s [85] study,
reciprocal agency posits a dynamic framework where the roles of agent and principal
can interchange among multiple individuals engaged in various relationships, thereby
challenging the static dyad of traditional models. A typical case involves the chairperson
of a department or committee, who initially acts as an agent on behalf of other members,
subsequently transitioning into a principal role upon the conclusion of his or her term [85].
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This conceptualization of reciprocal agency underscores the heightened importance of
incentive structures within such relationships, which aligns with Ross’s foundational argu-
ment [50]. According to Englmaier and Leider [86], reciprocal dynamics within principal–
agent relationships can generate mutually beneficial outcomes when principals extend
non-contractual incentives to agents. For instance, when a firm provides a generous ben-
efit, such as additional compensation, to an agent, the agent is inclined to reciprocate by
expending greater effort on behalf of the organization. This reciprocal dynamic enables
firms to capitalize on agents’ reciprocal attitudes by aligning agents’ preferences with those
of the firm, thereby fostering enhanced intrinsic motivation.

While reciprocal agency theory extends traditional agency frameworks by incorpo-
rating dynamic role interchangeability, its application to SEs remains comparatively lim-
ited. Firstly, a limitation is that the reciprocal dynamics described are often stage-specific,
whereby changes in roles and identities occur only at the conclusion of one phase and the
commencement of another. In contrast, roles in SEs do not follow specific stages, as they are
dynamic and continuously evolving. For instance, social entrepreneurs may act as agents
when procuring funding and grants from corporations or other organizations, and they
may simultaneously function as principals when distributing resources to beneficiaries in
need [83]. Consequently, the definitions of ‘agent’ and ‘principal’ within SEs differ from
those in commercial firms. In the next section, this study therefore redefines principal–agent
roles within the context of SEs.

Moreover, because SEs are inherently driven by a desire to contribute to society, both
agents and principals ostensibly share the aim of generating social value. Nevertheless,
in practice, they often seek to balance dual objectives (social impact and financial sustain-
ability). It causes conflicting interests, thereby resulting in agency problems. These twin
imperatives necessitate complex governance mechanisms, which, in turn, engender equally
complex agency relationships [51]. This complexity aligns with Mitnick’s [87] institutional
perspective, which posits that agency relationships are mediated by the normative and
cognitive frameworks of their organizational ecosystems. This highlights the need for a
new theoretical model to better analyze SEs.

3. Theory Building Approach
This study adopts a conceptual research methodology, grounded in a comprehensive

literature review, to examine the limitations of traditional AT when applied to SEs. Through
critical analysis of existing literature, the study develops a new theoretical framework called
Sustainability Agency Theory (SAT). This framework aims to more accurately capture the
complex and dynamic agency relationships within SEs.

The development of the SAT involved a three-step conceptual process. The first step
involved exploring the distinct characteristics of SEs that create agency tensions, particularly
their pursuit of both financial and social objectives. In contrast to traditional business
models, SEs have a “double bottom line”, resulting in a more complex principal–agent
relationship within them. Such conflicts occur when SEs try to balance the dual objectives of
maximizing profit and achieving social performance [13,88]. For example, while principals
prioritize CSR activities to enhance social value and fulfil the organization’s mission, agents
may prefer focusing on securing profit to ensure the sustainable development of SEs, stable
work performed by employees, stable employment for staff, and improvements in the
services or goods provided over CSR activities.

The second step is reviewing relevant theoretical literature and identifying its lim-
itations. In particular, this study examined the shortcomings of how traditional AT is
applied within SEs. Agency conflict in SEs primarily arises from their inherently hybrid
nature, which requires balancing multiple stakeholders’ demands that may sometimes
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conflict. For instance, when the principal’s primary focus is on the social mission, such
as social entrepreneurs’ commitment to societal goals [14,89], agents may adopt a more
commercially oriented approach to prevent excessive social expenditure that could lead to
financial instability [14]. This tension is exemplified by Aspire, an organization in the UK
that prioritized its social mission but ultimately faced financial bankruptcy [90]. The inher-
ently commercial and social orientation of SEs further complicates this dynamic. Therefore,
the agent in SEs must navigate two competing priorities: fulfilling the social mission set
by the principal while simultaneously ensuring financial viability. This duality makes the
principal–agent relationship in SEs uniquely complex and dynamic.

In the last step, the researchers synthesized the findings into a new conceptual frame-
work. Drawing on the literature review concerning the nature of SEs and the identification
of inherent tensions within SEs, this study developed the SAT model. The framework is
structured around seven analytical dimensions, each reflecting a potential source of agency
conflict in SEs.

A review of the existing literature illustrates that traditional agency theory, and its
related theoretical frameworks are difficult to explain the dynamic and conflictual nature
of principal and agent relationships within SEs. According to Mswaka and Aluko [91],
defining the principal and the agent in SEs presents significant challenges. Unlike tradi-
tional AT, the aim of SEs is to improve social well-being and address social issues, and SEs
need to balance profit-making objectives and social objectives [33,92]. In response to these
complexities, the present study is guided by the following research questions, which aim to
inform the adaptation and theoretical development of agency theory in the SE context:

1. What are the key dimensions that cause dynamic agency relationships in social enterprises?
2. How does SAT respond to the conflictual relationship between agents and principals

in SEs?

4. Defining the Novel Theoretical Model—Sustainability Agency
Theory (SAT)

To fully understand the internal conflicts within SEs, the researcher must redefine the
concepts of principal and agent in this context.

SE members who instinctively want to achieve long-term social value are named as
principals. On the other hand, SE members who are required to take actions to balance
short-term profit-making objectives and social objectives are named as agents. Such mem-
bers include all individuals involved in both the development and the execution of the
SE’s strategic plans, encompassing key stakeholders (e.g., founders of SEs) and strate-
gic implementers (e.g., employees). Since both CSR and profitability are essential to the
sustainability of SEs, conflicts inevitably arise when one objective is prioritized over the
other. For example, the founder of the SEs is the principal when he wants the company
to realize long-term social value. However, SEs are not charitable organizations, and the
founder of an SE is an agent when they take action to balance short-term profitability and
social objectives. Hence, membership in SEs is a dynamic relationship because the priority
tendency of agents and principals towards CSR and profit-making is constantly changing
due to the influence of the external environment.

The conflict between principals and agents will increase when actions taken by agents
are more focused on profit-making objectives. These profit-making actions are contrary to
the priorities of principals who prioritize social objectives. It is important to note that prior-
itizing one objective does not mean that the other objective is abandoned or ignored; it is
just a difference in priority. The researcher redefines the agency theory called Sustainability
Agency Theory (SAT), which is suitable to study conflict between principals and agents in
SEs. Although the agent is primarily profit-making, profit generation is a means to achieve
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or maintain social objectives. In order to better distinguish the traditional theory of agency,
the researcher has designed Table 1 to explain and clarify these distinctions.

Table 1. New definition of Agency Theory.

Traditional Agency Theory Sustainability Agency Theory (SAT)

Motivation on the
proposal of theory

Agency theory is used to discuss the problems
arising from the conflict of interest between

principals and agents in firms due to the
differing views of owners and managers, and

emphasizes the reduction of conflict [51].

The application of Agency Theory was difficult as the
definition of roles (principal and agent) in SEs, due to

SE’s dynamic [91,93].

Participants

Meckling & Jensen [27] defined the agency
relationship is that the principal, who may be

one or more people, hires another agent to act on
the principal’s behalf and delegates

decision-making authority to the agent. The best
example of a typical principal is the owner of the
firm, and that of an agent is the manager, where
their roles in agency theory are determined by

their position in the enterprise.

SE principals aim to achieve long-term social value,
while SE agents strive to balance profit-making and

social objectives. The researcher believes that conflict
increases between principals and agents when the
actions taken by agents of SEs are more focused on

short-term profit-making objectives. These
profit-making actions are contrary to principals that

prioritize social objectives.

Objective of
Participants

between profit and
CSR

The principal focuses on the profit-oriented
activities of the firms. The agent focuses on

activities not directly related to profit, such as
improving the working environment by
renovating the office or engaging in CSR

activities to enhance the brand image.

SE members have two-sided attributes, so both
principals and agents pursue the balance between CSR

activities and earning profits.
Generally, the objective of principals who share the same

objective that CSR performance over profits, while
agents prioritize profit-making because they need to

ensure the normal operation of SEs.

Conflict between
agent and principal

A conflict of interest occurs when an agent
prioritizes their own interests over those of the

principal, thereby deviating from the principal’s
objectives. This situation causes an agency

problem, which arises when the agent’s actions,
intended to maximize their personal benefit, are

misaligned with the principal’s interests and
overall goals.

As the objectives of roles in SEs are dynamic, conflict
analysis becomes more complex. Under normal

circumstances, conflict exists between principals and
agents. In this context, normal circumstances refer to a
stable internal and external environment in which the

survival and operations of SEs remain unaffected.
The conflict may increase during a crisis because agents

need to take more profit-driven actions to ensure the
company’s survival.

Companies’ view
towards CSR

according to the
Agency Theory

Normally, managers (agents) are more motivated
and enthusiastic to engage in CSR activities,

while principals are relatively passive towards
CSR activities that increase the

company’s expenses.

During a crisis situation, traditional businesses
will be less motivated to engage in CSR. They

tend to save cost and ensure the company’s
profit instead.

Normally, SEs adhere to the principle of a double
bottom line, where CSR implementation is at the core of
their mission, and earning profits serves to enhance CSR

performance. Therefore, both principals and agents
share a common objective of achieving long-term social

value. While tension exists between principals and
agents, these conflicts often remain less visible due to

the hybrid nature of SEs, in which profit generation and
social objectives are inherently intertwined rather than

treated as competing interests.
In crisis situations that threaten the survival of SEs, such
as the COVID-19 pandemic, agents have to adopt more
profit-oriented strategies in order to sustain or advance
the organization’s social objectives. While this approach

can help ensure the SE’s survival, it simultaneously
intensifies the tension between principals and agents,

given the principals’ emphasis on long-term social value.
Consequently, crises will increase underlying conflicts

within SEs, even when all SE members ultimately share
the same overarching social mission.

As the table describes that SAT is different from traditional AT. According to Panda
and Leepsa [51], traditional AT is used to discuss the problems arising from conflicts of
interest between principals and agents in firms due to the differing interests of owners and
managers. This theory has been widely used in traditional business models. However,
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based on the research results of Mswaka and Aluko [91] and Low and Chinnock [93], the
difficulty in applying traditional AT to SEs lies in the dynamic nature of SEs, which causes
uncertainty in defining principals and agents in SEs.

Complex governance mechanisms within SEs lead to equally complex agency rela-
tionships, a phenomenon that aligns with Mitnick’s [87] foundational insights into agency
theory. Mitnick’s research emphasized an institutional approach designed to capture real-
world behaviors, shaping the core logic of agency theory by highlighting how institutions
evolve to mediate and reconcile agency relationships [87]. Building upon this perspective,
SAT is applied to SEs, thereby extending and refining traditional agency theory to more
comprehensively account for the intricate agency relationships that characterize SEs.

Theoretical Model of Sustainability Agency

Under normal circumstances, principals prioritize CSR over profits, while agents
focus on profit generation to sustain and enhance CSR activities. In this context, normal
circumstances refer to a stable internal and external environment in which the survival
and operations of SEs remain unaffected. However, during critical situations, these con-
flicts can become more pronounced and intensify. For example, during the COVID-19
pandemic, a crisis that threatened the survival of all industries, agents of SEs became
more concerned with the survival of their organizations. To avoid bankruptcy, SE agents
prioritized profitability, thereby further intensifying conflicts during such crises.

The conflict between agents and principals is also different in traditional enterprises
and SEs. As for traditional enterprises, the conflict of interest between agents and principals
can be understood as the conflict between activities directly and indirectly oriented towards
profit. As for SEs, the conflict centers on the differing levels of importance that principals
and agents place on the company’s profits and CSR. According to SAT, agents primarily
focus on short-term profit-making to ensure the financial sustainability of SEs, whereas
principals prioritize long-term social objectives. As the objective of roles in SEs is dynamic,
this makes the conflict analysis more complex. Under normal circumstances, conflict exists
between principals and agents. However, conflict may intensify during a crisis due to
the worsening external environment. By applying SEs’ agency theory, this study aims to
delve into these internal conflicts, offering a detailed analysis of the dynamics within SEs.
The main contribution of this study is the investigation of agency conflict within SEs as
an extension of traditional agency theory, providing a new definition of agency theory
application within the context of SEs. The researcher has designed the SEs’ agency theory
model in Figure 1 to reflect the internal conflict and its operation.

Figure 1. Sustainability Agency Theory Model.
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Building on the insights from the literature review, traditional AT cannot be applied to
offer a comprehensive analysis of the relationship between principal and agent dynamics
specific to SEs. Eisenhardt [94] identifies seven core assumptions underpinning agency the-
ory: self-interest, goal conflict, bounded rationality, information asymmetry, pre-eminence
of efficiency, risk aversion, and information as a commodity. These assumptions overlap,
extending many new theories and articles [83]. Based on Muldoon et al. [95], traditional
AT is difficult to apply in the context of SEs, or even social entrepreneurship more broadly,
and they argue that a new framework is needed for more effective analysis. This study
specifically foregrounds the issue of goal conflict and proposes a SAT that builds on tradi-
tional agency theory by emphasizing the dynamic goal conflict that exists in principals and
agents in SEs.

Based on SAT, SE members who instinctively want to achieve long-term social value
are named as principals. On the other hand, SE members who are required to take actions
to balance short-term profit-making objectives and social objectives are named as agents.
Agents in SEs are more concerned about the survival and development of the company than
principals. During crisis situations such as COVID-19, given the unpredictable nature of
the pandemic, the imperative for managers to prioritize the interests of owners has become
both more critical and more challenging [96]. This complexity is further exacerbated by
resource constraints and the existential risks threatening organizational continuity. A
clear explanation of this conflicting tendency in SEs requires extending traditional agency
theory. In the context of SEs, all stakeholders share the common goal of achieving long-
term social value. However, principals and agents exhibit different tendencies when it
comes to prioritizing CSR or profit-making, particularly when agents consider engaging in
business activities. This internal conflict stems from the challenge of balancing the pursuit
of short-term profit maximization with the long-term goal of maximizing social value, as
SEs must navigate the tension between financial sustainability and their broader social
mission. Under normal circumstances, agents prefer to engage in more CSR activities after
achieving profit, whereas principals tend to prioritize CSR initiatives from the outset. In
times of crisis, this conflict increases as financial pressures force agents of SEs to do more
profitable activities to ensure the organization’s normal operation. To better explain the SEs’
agent theory, the researcher gives an example of a usual situation and draws it in Figure 2.

In the example illustrated in Figure 2, Peter acts as the principal and Alice serves as the
agent within an SE framework. Both aim to generate long-term social value and promote
the sustainability of the SE. While Peter provides the capital and prioritizes reinvesting
resources to maximize social impact, Alice, responsible for daily operations, focuses on
maintaining profitability to ensure the organization’s short-term survival and continued
operation. Although Peter recognizes the importance of financial viability, he emphasizes
using surplus for broader social outcomes, whereas Alice concentrates on immediate
financial stability. This divergence in objectives reflects an agency conflict, as defined
by Sustainability Agency Theory (SAT). Peter values social impact over profit-making,
while Alice views profit generation as instrumental to sustaining operations. The resulting
misalignment leads to agency costs when the agent’s actions do not fully align with the
principal’s expectations. This example clearly illustrates the principles of SAT. Of course,
Peter’s role is not always that of a principal, as roles within SEs are inherently dynamic
and can shift depending on the context. Peter and Alice are simply used as illustrative
examples to demonstrate how SAT operates over a given period.
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Figure 2. Example of SAT conflict relationship between principals and agents.

5. Dimensions of Sustainability Agency Theory
As for SAT, SEs have dual objectives and need to balance them, which creates a conflict

between principals and agents in SEs. Moreover, the aim of SEs is to address various
social issues, so the principals of SEs want to achieve long-term social value. In contrast,
the agents of SEs pursue a balance between CSR activities and profit generation. The
dynamics in SEs are mainly due to the changing objectives of profit-oriented activities and
CSR activities. When agents engage in profit-making actions, these may conflict with the
interests of their principals, resulting in tension. Therefore, this study examines seven
different dimensions to explain the conflict dynamics within SAT.

5.1. Time Horizon Differences

Conflicts of interest arise between principals of SEs and managers of SEs with respect
to the timing of the profitability of companies. Principals of SEs will focus on the use of
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the company’s profitability for long-term social value creation. However, agents may be
more concerned with company profitability to ensure the normal operation of the company,
leading to a bias in favor of short-term profit-making projects at the expense of long-term
social value projects. In terms of SAT, the main reason for the conflict is the different
perspectives of principals and agents. From the principals’ perspective, SEs should invest
in activities that produce significant social benefits over time. This corresponds to the long-
term social impact. In contrast, agents emphasize generating sufficient income or profit
in the short term to ensure the organization’s financial sustainability. Tensions arise when
short-term profitability exceeds the sustained investment needed to expand social impact.

Moreover, the external circumstances may also force members of SEs to switch between
short-term interests and long-term social missions. As an example, an economic depression
may force agents to prioritize short-term income as they ensure that the company survives
successfully. Even though the CSR may require a longer-term focus, the profit-making
often creates short-term pressures. These differing priorities can cause tensions, as decision-
makers in SEs balance immediate viability with sustained social impact.

5.2. Resources Competition Conflicts

When SEs run several separate projects or provide multiple services, this is when
conflicts can occur between principals and principals, or principals and agents. As for
principals and principals, although all principals aim to maximize the overall social value
of SE, the irrational allocation of resources may prompt individual project principals to
prioritize securing resources for their own initiatives. These project principals may seek to
protect or expand their share of resources, even when reallocating some of those resources
to another project could generate a greater overall impact on the SE. In the principal–
agent context, tensions emerge when limited financial resources cannot sustain all projects
adequately. Given that SEs are driven by a social mission [97], decisions regarding resource
distribution (e.g., funding allocation, staff allocation) are crucial [98].

As a result, the needs of individual projects may not always align fully with the
organization’s broader objectives or resource constraints, potentially fostering competition
and tension. Combining individual projects with total services, SAT can provide a deeper
understanding of the dynamics within the organization and how this shapes social impact
and financial sustainability.

5.3. Strategic and Operational Dimension

This dimension explores the conflict within SEs from two different perspectives, which
are strategic and operational, combined with the SAT. From a strategic perspective, mem-
bers are those who possess the authority to establish and guide the SE’s overarching goals,
mission, and vision. For instance, strategic leaders decide to develop a new community
project, thus directing the SE’s long-term social value. While many of these individuals can
be deemed principals because given their emphasis on achieving sustained social objectives.
By contrast, others adopt an agent role if they prioritize short-term profitability to satisfy
financial requirements or balance social and financial objectives.

In terms of operational perspective, it focuses on those who are concerned with day-
to-day activities and current tasks, often implementing strategic plans at a practical level. It
is important to note that being an implementer of a strategy does not necessarily mean that
all individuals are agents. In certain circumstances, such as when executing CSR initiatives
without strict regard for profitability, implementers may also take on the role of principals
by emphasizing social impact over short-term gains.

In terms of strategic-level conflict analysis, conflict can arise when some of the strategic
leaders want to pursue aggressive growth strategies such as expansion of SEs through
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profit (Agents), while others prefer a more conservative approach that emphasizes the
quality of the existing community (Principals). At the operational level, tensions surface
in critical situations that threaten the SE’s survival. Even if strategic leaders adopt a new
CSR strategy, frontline staff or managers may still prioritize short-term revenue generation
to ensure the SE’s survival. These differing priorities often lead to conflicts between the
strategic and operational levels.

5.4. Localistic and Societal Dimension

The localistic and societal dimension differentiates whether SEs concentrate on serving
a particular local community or addressing broader social issues. A localistic SE addresses
the specific needs of a small-scale, community-based organization, which usually has an
in-depth understanding of local issues and resources. In contrast, a societal SE seeks to
tackle wide-ranging societal or global challenges that extend beyond a single community.
Therefore, localistic SEs tend to emphasize the depth of impact within the local area,
whereas societal SEs aim to generate greater breadth of social value across multiple regions
or populations.

Based on the SAT analysis, conflicts between localistic and societal SEs arise due to
differing perspectives on the scale of social impact. The conflict can arise when decid-
ing whether to prioritize activities that consolidate the SE’s existing local mission or to
pursue broader expansion, similar to the strategic-level conflict described in the previous
dimension. However, conflict can occur in more than one situation in this dimension.
Tensions can arise when one group of principals wants to expand the scope of social values,
while another group of principals may feel that the current community still needs more
resources and is not fully compliant with the strategic plan. In addition, if agents also
perceive local issues as more pressing and in need of more financial support in the short
term, they may deviate from the intended broader social objectives, potentially giving rise
to principal–agent conflicts.

5.5. Physical and Virtual Dimensions

The conflict concerning the physical and virtual dimensions revolves around the
method of social service delivery and can be interpreted as occurring among principals.
While some principals favor physical, face-to-face actions as a means of fostering stronger
community ties, others advocate for an online delivery model to broaden the scope and
reach of services. This divergence in preferred social service delivery methods inevitably
generates internal tensions within principals and principals.

Another source of conflict arises between principals and agents when deciding how
much investment should go into developing digital infrastructure versus maintaining phys-
ical service delivery. Because operating physical service delivery methods need physical
space, staff presence, and additional logistical considerations, it typically requires more
human and financial resources than an online model. Tensions emerge when allocating
resources between developing digital platforms and sustaining physical service delivery.

5.6. Innovation Dimension

Within the innovation approach dimension, SEs address social challenges through
novel methods, such as advanced technologies or innovative business models, and so on.
In contrast to the relative stability commonly associated with traditional approaches, inno-
vative solutions are often characterized by unpredictability and risk. Moreover, pursuing
innovation requires considerable upfront investment, including research and development,
staff training, and so on. This financial burden can intensify pressures on agents because
they need to gain more profits in the short term. As a result, tensions between principals
and agents may increase.
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5.7. Moral-Hazard Agency Conflicts

A final dimension worth considering is the potential for moral-hazard agency con-
flicts within the framework of SAT. In the traditional view of AT, moral-hazard conflicts
frequently arise, particularly in large firms or those with substantial cash flows [99]. In
terms of SAT, agents are likely to sell products that cut corners in order to make short-term
profitable revenues. For example, an agent may focus on increasing operational expenses
or accelerating company expansion at the expense of maintaining the enterprise’s social
mission. Such behavior can lead to mission drift, where products or services deviate from
the organization’s intended social objectives.

Furthermore, SEs are often heavily reliant on external funding, such as support from
investors. These external investors are interested in achieving long-term social value, which
is equivalent to principals. However, geographical distances or inadequate access to opera-
tional data can impede the effective monitoring of these investments. As a result, agents
may misrepresent or even exaggerate CSR achievements to secure additional support,
thereby increasing the risk of moral hazard. Thus, even though SEs have a dual mission
that focuses on social impact and financial sustainability, moral-hazard agency conflicts
exist within SAT.

6. Limitations and Practical Implications
This study represents an exploratory extension of traditional AT into the context of

SEs through SAT. While the framework offers theoretical insight, several limitations must
be acknowledged.

Firstly, as a conceptual framework proposed for the first time, SAT has not yet been
tested with samples. Future research is needed to assess its validity and applicability across
different types of SEs, using diverse samples and methodological approaches. Designing
empirical studies to evaluate the extent to which SAT captures principal–agent dynamics in
varied organizational settings will be essential in strengthening the theoretical robustness
and credibility of the framework.

Secondly, SAT proposes that conflictual relationships are conditional. There must be
a principal and an agent within SEs. If SEs do not have distinct principals and agents,
such as in the case of self-employed individuals, the applicability of SAT requires further
exploration in future research.

In addition, SAT offers several important implications for the governance and man-
agement of SEs. It provides stakeholders in SEs with a conceptual tool for clarifying
organizational tensions and can help them to better understand inherent tensions in hybrid
organizational models. SAT can be applied to analyze inherent tensions arising from con-
flicting objectives within SEs across a variety of organizational contexts. Moreover, SAT
illustrates the need to design governance mechanisms that ensure agents are incentivized
to uphold the organization’s social mission alongside its financial sustainability. By clari-
fying the agency conflicts that arise between social and financial objectives, SAT equips
SE stakeholders (e.g., managers, investors) with a clearer understanding of how divergent
priorities may lead to mission drift or operational misalignment.

7. Conclusions
This article builds on traditional AT and extends its application to SEs. This research

proposes SAT. The researcher defines the roles of agents and principals in line with the
characteristics of SEs, addressing ambiguous definitions that exist in SEs. SAT provides a
more detailed explanation of the inherent tensions that arise from balancing social objectives
with financial sustainability.
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In the context of SEs, the researcher defines that SE members who instinctively want
to achieve long-term social value are named as principals. On the other hand, SE members
who are required to take actions to balance short-term profit-making objectives and social
objectives are named as agents. The conflict increases between principals and agents when
actions taken by agents are more focused on profit-making objectives.

These short-term profit-making actions are contrary to principals that prioritize the
social objective. Although the agent primarily seeks profit generation, this pursuit of profit
serves as a means to achieve or maintain the overarching social objectives.

SAT contributes to the literature by offering a new theoretical perspective to exam-
ine agency conflicts within SEs. The novel framework is illustrated through conceptual
modelling (Figure 1), supported by an applied example (Figure 2), and further developed
through seven analytical dimensions that capture the multifaceted nature of principal–agent
tensions in SEs.

As a purely theoretical study, this article necessarily faces certain limitations in scope
and application. Future research is needed to assess its applicability across different types of
SEs using diverse samples. Moreover, SAT is premised on the existence of distinguishable
principals and agents within SEs. In cases where SEs operate without clearly defined
principal–agent structures, such as self-employed individuals, the theoretical assumptions
of SAT may not fully apply. In sum, this study contributes to both agency theory and
SEs’ research by offering a context-sensitive approach to understanding dynamic conflicts
within hybrid organizations. It provides a foundation for further theoretical refinement
and practical application in SEs’ governance and strategy.
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