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Foreword

Twenty years after the end of communism, problems of business ethics in capi-
talism have become increasingly important. Consequently, business ethics and
Corporate Social Responsibility (CSR) have developed into highly debated and
well-researched topics in Germany as well as internationally. Much of this work has
been essentially normative. More recently, descriptive and empirical questions have
gained increasing attention. In particular, researchers have sought empirical evi-
dence for a business case for CSR, i.e. the notion that there is a positive relationship
between corporate social and financial performance. Previous empirical investiga-
tions have failed to find a clear answer to that question. Mr. Schreck adds to this
very exciting field of research by presenting and applying his own approach to such
an empirical investigation. In particular, at least four elements of his approach are
worth mentioning:

1. The author shows why previous investigations found contradictory results by
assuming a direct relationship between corporate social performance and profit.
In contrast to that, he develops a broader frame of reference which includes dif-
ferent and distinct components of CSR as well as several determinants of its
relation to financial performance.

2. His empirical investigation’s results are based on a new data base. Data are drawn
from oekom research AG, which have not been used for scientifically rigorous
studies till now. The work brings forward arguments to prove that these are more
suitable than those of other comparable data banks.

3. Coupled to a conceptually sound study, the author uses a well developed econo-
metric approach. This especially applies to his efforts to account for the widely
neglected problem of endogeneity due to simultaneous causality between the
social and financial performance of firms.

4. The empirical investigation produces several important results. Evidence is ad-
duced that one cannot suppose a generic positive relation between CSR generally
and profits. But there is evidence of such a relation for CSR’s individual compo-
nents. For example, consider corporate government and business ethics as well as
environmental management. Another finding is that in contrast to what has often
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vi Foreword

been assumed from a neoclassical perspective, there is no significant negative
relation between CSR and profit.

It is likely that the discussion on capitalism and ethics will continue. In my view,
this must not only be done in terms of normative arguments, but should be grounded
on empirical knowledge. Therefore the results of this study are an important base
for practice and further research.

München Prof. Dr. Dr. h.c. Hans-Ulrich Küpper
2008



 

Preface

Criticisms of the notion that companies should live up to and act in accordance
with their social responsibilities, are probably as old as the idea itself. For a long
time, economists in particular have fiercely argued against the concept of Corpo-
rate Social Responsibility (CSR) and warned that it would endanger the capitalist
market system as a whole. Considering this hostile stance taken by some scholars
in Germany as well as internationally, it is quite astonishing how business ethics
in general and CSR in particular have managed to enter mainstream management
research. Compared to international developments in business ethics, the German
discussion has mainly occupied itself with normative questions such as whether and
how companies could be expected to adhere to certain ethical standards, or whether
business administration as an academic discipline should consider such questions at
all. Conversely, descriptive research questions have not been that popular in the past
and have only slowly started to form a legitimate part of business ethics and CSR
research in Germany.

I have for a long time been very impressed by the sophisticated normative
business ethics theories developed in continuation of the long-standing German tra-
dition of ethical reasoning in philosophy, economics and business administration.
Nonetheless, descriptive analysis is very important for normative theories, even and
especially in the case of ethics (without necessarily being instrumental): norma-
tive theory in certain cases needs to know how things actually work, before it can
determine how things ought to work. This doctoral thesis intends to contribute to
an understanding of how CSR works. It does so by starting out with a very simple
question (which, alas, does not stay that simple): Is there a business case for CSR?
After writing this book, I wish I could say: CSR simply pays! As one might guess,
it is not that easy. On the one hand, this is bad news because, if the story were that
simple, there would be no reason to worry as companies, profit-seeking as they are,
would just act in line with societal expectations. On the other hand, this is good
news, as it leaves room for many more books and articles within this very exciting
field of positive research.

This monograph was accepted as a doctoral thesis by the Munich School of Man-
agement at the Ludwig-Maximilians-University. It came into being during my work
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viii Preface

as a research and teaching assistant at the Institute of Operations Management and
Managerial Accounting (IPC). I owe a great deal to many people at the institute who
provided the perfect environment for me to start, advance and complete this project.
First and foremost, I would like to express my deep gratitude to and respect for my
doctoral supervisor Prof. Dr. Dr. h.c. Hans-Ulrich Küpper, who guided me through
the sometimes very demanding process of overseeing a project such as this. He
was always willing to discuss critically my thoughts at any stage of development,
without curtailing too much my freedom to follow my personal preferences. His
enthusiasm for ethical reasoning, his experience and his support, especially during
the more critical periods, were of immense value to me. Beyond Prof. Küpper’s pro-
fessional supervision, he familiarised me with many academic and personal virtues,
mostly through actions rather than words. This also applies to our research seminars
(including some very fine skiing and hiking trips), which formed the ideal setting
for the discussion of all our work in progress. Professionally and personally, I have
benefited tremendously from my years at the IPC.

I am also indebted to the many colleagues that I have had the chance to work
with at the IPC. I would first like to thank Prof. Dr. Gunther Friedl and Prof. Dr.
Burkhard Pedell for their various comments and words of advice, which were of
real help to me. My countless professional, and often personal and controversial,
discussions with Dr. Kai Sandner helped me more than once to advance this thesis.
Matthias Notz deserves many thanks for his ability to spread enthusiasm at the IPC
and for countless helpful conversations. Special thanks also go to Wolfgang Götz for
his unequalled Simpsons expertise, and for many legendary writing sessions in my
kitchen. Finally, I owe my colleagues Claudia Gaier, Marion Rittmann, Christiane
Romeo and Dr. Christian Lohmann thanks for the special atmosphere at the IPC;
thanks also for the ladies’ inexhaustible candy stocks.

I also wish to thank Prof. Dr. Ralf Elsas, the second referee of this thesis, who
was always willing to provide me with very informed and helpful feedback and
who repeatedly proved that it only takes a few minutes to ask questions that keep
one busy for months. His comments and ideas contributed a great deal to this study.
At Prof. Elsas’ Institute of Finance and Banking, I owe thanks to Nadine Hadder
and Christoph Breig as well, for helping me in my countless attempts to access
their many useful databases. Furthermore, this thesis could not have been com-
pleted without the generous support of Matthias Bönning, head of research at oekom
research AG. I owe him a debt of gratitude for allowing me the use of the company’s
core asset, its CSR ratings, and for being patient enough to answer even the most
detailed (and sometimes hair-splitting) questions on the data’s structure and nature.

My personal background has always formed the most important basis for my
development, including that of my professional career; my family and friends there-
fore deserve my warmest thanks. This first applies to my parents and to my brother,
Eric. It is impossible to express the gratitude that I feel towards my mother and father
who have always loved and supported me in the pursuit of whatever idea came to
my mind. I also wish to express my gratitude to my grandmother, Vera Schreck, for
her continuous support and interest, and to my grandfather, Ludovic Farcas, who
sadly passed away this year but had always been an example to me through his
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happiness, confidence and love of life. Very special thanks go to my best friends,
of whom I can name only a few but who all helped me so much throughout the last
few years, mostly without realising it. I owe a great deal to Jens for his intellectual
input and our many shared experiences, as well as countless and invaluable advice
and nargila-sessions; Max for Rock ‘n’ Roll and for being a truly exceptional friend;
Miki for her unrivalled talent to unite chaos and clear thought; and Oliver for the
longest and most continuous friendship I possess.

Last but not least I wish to express my deep gratitude to my girlfriend, Ursula,
not only for her editorial contribution but most especially for her notoriously
good humour, which formed an important counterpoint to many rather challeng-
ing moments, especially in the closing stages of this thesis. I will do my best to be
of equal help to you in the coming months.

München Philipp Schreck
2008
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Chapter 1
The Economic Impact of Corporate Social
Responsibility

1.1 Relevance of Measuring the Impact of CSR

Subsumed under the umbrella term Corporate Social Responsibility (CSR), the
assumed duties of business in society have been an increasingly debated topic in
academic research,1 business practice,2 politics3 and media.4 Especially within the
scientific discussion, two contradicting positions can be distinguished: on the one
hand, there is the argument that resources spent on other than economic goals are
an illegitimate waste of resources, because they are contradictory to a firm’s respon-
sibility to its shareholders and therefore even to the very function of business in
modern societies.5 On the other hand, proponents of CSR try to champion their idea
by emphasising the so-called business case for CSR. Arguing that CSR can come
along with certain benefits that might outweigh its costs, they see CSR engagement
as a necessity for business, not least for the sake of its own economic interest.6

1 Cf. Crane et al. (2008); Crane and Matten (2004); Hansen and Schrader (2005); Kakabadse
and Morsing (2006); Küpper (2006), p. 175; Schneider and Steiner (2004); Werther and Chandler
(2006).
2 See for instance German corporate initiatives such as CSR Germany (www.csrgermany.de) or
Econsense (www.econsense.de), and CSR Europe (www.csreurope.org) or Business for Social
Responsibility (www.bsr.org) on an international level.
3 Cf. European Commission (2001); European Commission (2002); European Commission (2006);
Riess (2006) for a recent overview.
4 Throughout the last years, newspapers and magazines of all kinds have regularly published
articles, surveys and special issues on CSR (e.g. The Economist, The Financial Times and
Handelsblatt. For a comprehensive overview of CSR in the media, see www.csr-news.net).
Moreover, the media has engaged in CSR rankings, cf. the Manager Magazin’s ‘Good Company
Ranking’ and the issue from Capital (02/17/2005), including a similar ranking.
5 Most prominently, Levitt (1958); Friedman (1962), p. 133; Friedman (1970); and – within the
German context – Schneider (1990). For more recent arguments, see also Jensen (2002), p. 242;
Henderson (2001); Sundaram and Inkpen (2004).
6 Cf. Bowen (1953), p. 5; Brown and Fraser (2006); Drucker (1984); Freeman (1984); Hansen
and Schrader (2005), pp. 383 et sqq.; Hoenicke (2002), p. 128; Kotler and Lee (2005), p. 21;
Lohrie and Merck (2000), p. 44; Mintzberg (1983); Pierer (2002), p. 53; Porter and Kramer (2006);

P. Schreck, The Business Case for Corporate Social Responsibility,
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2 1 The Economic Impact of Corporate Social Responsibility

This notion is of particular importance, because if CSR and profit maximising
interests could indeed be shown to go hand in hand, two conflicts could be resolved.
First, on a conceptual level, (economists’) arguments against CSR as an illegitimate
expenditure would lose their basis and two conflicting positions would eventually
be united. Second, managers in practice could justify CSR expenses to the share-
holders not only due to their moral quality but also with reference to their economic
benefits. Similarly, investors would not have to worry about a trade-off between
their hope for a maximum return on their investment on the one hand, and their
ethical considerations on the other. However, as long as this parallelism of societal
engagement and private business interests lacks empirical support, it risks corre-
sponding to its advocates’ wishful thinking rather than to a reliable fact that can
serve as the ground for management decisions. Consequently, a profound under-
standing of CSR’s economic impacts is highly relevant to both academic debate as
well as practice.7

Given the importance of this question, it is not surprising that throughout the
past decades a significant amount of research has been conducted on the empiri-
cal link between a firm’s social and its financial performance (CFP/CSP-link).8 In
spite of its long-lasting tradition, however, this empirical research has not conclu-
sively proven the aspiration that engagement in CSR unconditionally results in a
win–win situation. In contrast, results of empirical studies have been very mixed
so far.9 As will be argued later, this ambiguity can be explained with reference to
both the data employed in these studies and certain methodological differences that
are so serious that they render the respective empirical results incomparable. Nev-
ertheless, (meta-) studies have often treated previous results without taking these
differences into account. Furthermore, this thesis will consider the search for a uni-
versal link between social and financial performance to be a misconception, which
makes inconclusive results expectable rather than surprising. Taken together, this
leaves room for further conceptual and empirical investigations into the conditions
under which a positive link might exist.

1.2 Research Aim and Structure of the Thesis

The goal of this thesis is twofold. First, it aims at developing a thorough under-
standing of the mechanisms underlying the business case for CSR. This involves
the analysis of why and under what circumstances investments into improved
stakeholder relationships can be expected to come along with positive monetary

SustainAbility (edt., 2006), pp. 14 et sqq.; Utting (2005), pp. 378 et sqq.; World Business Council
for Sustainable Development (2000).
7 Considering the above said, talking about ‘economic impacts’ only refers to effects on the firm
level, not all (macro-) economic effects possibly conceivable.
8 Cf. Sect. 2.2.3.
9 See for instance Utting (2000), p. 20; or the discussion about a positive correlation between
corporations’ corporate social and its financial performance in Margolis and Walsh (2003).
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net benefits.10 Taking into account relevant theoretical work on CSR and earlier
empirical studies, such an analysis is indispensable to justify the assumption of a
CSP/CFP-link before testing it empirically. Second, the thesis will use the results of
the preceding analysis for an empirical investigation into the relationship that a given
firm’s CSR performance has with its economic performance. Besides methodolog-
ical differences to already existing works, the study will employ new and arguably
more reliable data derived from the CSR ratings of the German rating agency oekom
research.

An empirical analysis of CSR practices differs from a normative analysis, in that
it descriptively asks what kind of responsibility companies actually do take, and
what consequences this engagement has from the firm’s perspective. This thesis
will not consider the normative question whether or not corporations ought to be
assumed to have social responsibilities, though very important from a societal point
of view. That is, the following analysis does not focus on reasons for, but on impacts
of firm responses to certain admitted responsibilities; its aim is therefore mainly
descriptive.11

Corresponding to the research aim just outlined, the analysis proceeds in two
main steps. Chapter 2 intends to develop a frame of reference for the subsequent
empirical investigation. It does so by reviewing conceptual works first on respon-
sibility in general and then on CSR in particular. Based on this analysis, it will
critically examine existing empirical work on the CSP/CFP-link and explain why it
is not surprising that this research stream has so far failed to yield consistent results.
The discussion will then lead to conclusions concerning the further procedure in
Chap. 3.

The empirical analysis in that part begins by asking which determinants have an
influence on whether companies perform high on the oekom corporate responsibility
rating. Besides analysing these drivers of the companies’ over-all social perfor-
mance, it also scrutinises whether results change after breaking down the analysis
into a social and an environmental component of CSR. The major part of the inves-
tigation will then focus on possible relations between corporate social and financial
performance. After a cross-sectional analysis of this relation, it will specify some
econometric problems associated with such analyses and examine the severity of
these problems within the dataset. Finally, a dynamic perspective is brought into the
analysis by examining whether results change when data from two different points
in time are considered. Chapter 4 will draw final conclusions and give an outlook
on the need for further research and implications for managers and investors.

10 Section 2.1.3 includes the discussion of the relation between CSR and the stakeholder approach.
11 However, this work necessarily includes normative elements: evaluating how well companies
manage to deal with their responsibilities includes judgements, which is in itself normative due to
the underlying values, upon which the judgement is based, see Küpper (2006), pp. 43–47.



 

Chapter 2
A Framework for Analysing Economic Impacts
of Corporate Social Performance

Before examining the economic impacts of superior corporate social performance,
this chapter intends to provide an analysis of both conceptual work on CSR and pre-
vious empirical studies that have addressed similar questions in the past. To develop
such a frame of reference, it should first be explicated what exactly is meant by
the concept of CSR. Therefore, Sect. 2.1 deals with past efforts to define CSR, and
with their limitations for the specific purposes of this thesis. Section 2.2 reviews
empirical studies on the relationship between corporations’ social and financial per-
formance and tries to explain why it so far has failed to come to clear results as to
the existence, strength and direction of such a link. Subsequently, Sect. 2.3 draws
conclusions from this review and proposes some results concerning a methodol-
ogy for an empirical analysis of the economic firm-level effects of corporate social
performance.

2.1 Concepts of Corporate Social Issues: From CSR to CSP

Though widely used in theory and practice, the term corporate social responsibility
(CSR) has been notoriously difficult to define ever since. The broadness of the term,
though sometimes at its advantage, has also been seen as its major drawback, as
Votaw’s often-cited criticism illustrates:

“The term is a brilliant one; it means something, but not always the same thing, to every-
body. To some it conveys the idea of legal responsibility or liability; to others it means
socially responsible behavior in an ethical sense; to still others, the meaning transmitted
is that of ‘responsible for’, in a causal mode; many simply equate it with a charitable
contribution.”1

A proper understanding of CSR is of a certain importance, as it allows for the
judgement whether or not a given corporate action can be classified as part of its

1 Votaw (1973) p. 11. For a harsh critique of the concept’s “analytical looseness and lack of rigor”,
see Friedman (1970), p. 156.
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6 2 A Framework for Analysing Economic Impacts of Corporate Social Performance

social performance, which becomes especially relevant when intending to measure
its economic impact.

2.1.1 Responsibility as a Multi-Relational Concept

In order to come to a clear understanding of what is meant by CSR, the philosoph-
ical discussion on the concept of responsibility can deliver first valuable insights.
In philosophy, the exact meaning of the term responsibility has for long been a
popular topic of debate.2 In spite of many controversies, there seems to be agreement
concerning two aspects that are of special relevance for the investigation of CSR.

First, slight differences in the exact wording notwithstanding, philosophers agree
that the term responsibility can be used with different connotations. It can either
merely describe a causal relationship,3 e.g. when cold temperatures are responsible
for slippery streets. It can further mean a positive judgement of a person’s praise-
worthy character, which is for instance the case when saying that “this women is
a responsible person.”4 Finally, it can be used in the sense of personal responsibi-
lity.5 In that understanding, a person (or institution) is held accountable for his or
her behaviour or a certain state of affairs. Within the last category, responsibility
can be further differentiated into two sub-categories.6 On the one hand, prospec-
tive responsibility concerns a person’s responsibilities lying in the future, e.g. when
the lifeguard is responsible for the swimmers’ lives. Retrospective responsibility, on
the other hand, means a person’s accountability for actions and/or its consequences.
If, for example, a swimmer drowns in presence of a lifeguard, the latter is held
responsible for not having saved the swimmer’s life.

A second common ground within the philosophical literature on responsibility
lies in the fact that it is a multi-relational concept with at least three elements.
According to the minimum definition, it contains a subject/carrier (who is respon-
sible?), an object (what for?) and an authority (to whom?) of responsibility.7 Other
definitions include a fourth element by further asking for the normative criteria on
grounds of which responsibility is ascribed.8 Applied to the CSR context, such a

2 For an overview concerning the contentious issues, see Lenk and Maring (2004); Oshana (1997);
Strawson (1994); Watson (1996); Werner (2002), pp. 524 et sqq.; Zimmerman (2001), pp. 1487
et sqq.
3 Werner (2002), p. 522; Zimmerman (2001), p. 1486.
4 See Oshana (1997), p. 71; Werner (2002), p. 522.
5 See Oshana (1997), p. 71; Werner (2002), pp. 521 et seq.; Zimmerman (2001), p. 1486.
6 See Werner (2002), pp. 521 et seq.; Zimmerman (2001), p. 1486. One could also perceive of
retrospective and prospective versions of a causal and a judgement understanding of responsibility.
This differentiation, however, does not appear in the cited literature.
7 See Zimmerli (1992), p. 102.
8 For definitions that are based on four and more elements see Höffe (1993), p. 23; Küpper (2006),
pp. 181 et sqq.; Lenk and Maring (2004), p. 1558; Ropohl (1994), p. 111 et seq.; Werner
(2002), p. 522.
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Someone is…

subject (carrier) of
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Fig. 2.1 Corporate social responsibility as a multi-relational concept

definition, as shown in Fig. 2.1, translates to the following statement: A company
(subject/carrier) is held morally (normative standard) responsible for something
(object) by somebody (authority).

For the time being, this concept is merely a formal but “empty” scheme as regards
content.9 However, this scheme can serve as a frame of reference for the further
analysis of CSR. The first element, the subject of responsibility, does not need spe-
cific elaboration here, as it clearly refers to the company.10 The same applies to
the normative standard. Law, social roles, and morals are three important criteria
of responsibility.11 In the case of social responsibility, people judge companies on
the ground of morals, understood as the totality of norms and values holding for
a given society.12 Due to the descriptive research aim of this paper, the normative
discussion of prevailing norms and values itself is not part of further analysis. Rel-
evant to this study is the fact that companies are judged on the ground of morals,
regardless of the concrete nature of these norms and values. The remainder of this
chapter therefore focuses on the object and the authority of responsibility, before it
finally summarises the main insights for further analysis.

2.1.2 The Object of Responsibility: What are Companies Held
Responsible for?

2.1.2.1 Responsibility as a Matter of Ascription

Given the assumption that corporations can generally be held responsible, it still has
to be answered for which issues that happens. In normative discussions about

9 Cf. Lenk and Maring (2004), p. 1558.
10 Concerning the debate whether corporations can be held responsible as collective actors see
Donahue (1991); Goodpaster and Matthews (1982); Küpper (2006), p. 185.
11 Cf. Küpper (2006), p. 186.
12 Cf. Küpper (2006), p. 13.
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responsibility, a causal relation between the subject’s action and the object of
responsibility is often seen as a necessary condition for the ascription of respon-
sibility:

“Furthermore, for an unambiguous and unequivocal ascription of responsibility it seems to
be necessary that the matter in question has been caused by the decision or action.”13

Though this might hold true in the case of normative discussions on responsibility
(“who can legitimately be held responsible?”), descriptive concepts of CSR that
demand such a causal relationship fall short of embracing the entirety of observable
phenomena with regards to CSR. As can be seen from both the different facets of
the philosophical concept of responsibility as well as from the definition of the term
as a multi-relational concept, responsibility is an inherent matter of ascription, i.e.
persons and institutions do not necessarily bear responsibility per se, but they are
held responsible.14 As a matter of fact, society de facto places social responsibilities
on companies even in cases where they undoubtedly did not cause the problems in
question (which, of course, does not mean that they could not contribute to the
amelioration of these problems). Such ascriptions of responsibilities then do not
refer to the company’s role in the emergence of problems (causal relation), but in
their ability to solve already existing problems. Companies, their “causal innocence”
notwithstanding, do agree in some cases to contribute to the amelioration of these
problems and in that way do live up to the ascribed responsibilities. This shows
that causal responsibility for a given problem is neither a necessary nor a sufficient
condition for the actual ascription of responsibilities. The classification depicted in
Fig. 2.2 illustrates the independence of a causal relation and de facto ascription of
responsibilities.

Regardless of their causal responsibility, in each of the situations located in quad-
rants I, II, and IV, the company faces the question of how to respond to its (ascribed)
responsibilities. However, an empirical analysis of economic consequences of a
good performance with regards to CSR only has to take into account cases I and IV,
because III does not involve any kind of responsibility, and quadrant II refers to sit-
uations, where companies are not held responsible for certain issues, although being
causally responsible for them. This is for instance the case when social issues, such
as the violation of human rights in production facilities or environmental pollution,
are not detected by the public. In the context of personal responsibility, this quad-
rant includes examples where somebody presumably did not deliberately choose the
action he had taken; i.e. if he was forced to take the action in question or if he was
not in his right mind. Field I represents a fit between causality and the ascription
of responsibility, which is for instance the case when companies in heavy-polluting
industries agree to adhere to environmental standards exceeding those required by

13 Küpper (2006), p. 190 (italics added, my translation). See also Göbel (2006), p. 101 for the
necessity of a causal relation, and Fitch (1976), p. 38, who bases his definition of CSR on such a
causal relation.
14 See also Küpper (2006), pp. 181 and 185; Lenk and Maring (2004), p. 1558; Oshana (1997);
Werner (2002), p. 521; Wieland (1999), p. 16; Zimmerman (2001), p. 1486 et seq.
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Fig. 2.2 Responsibilities possibly ascribed to companies

law. Quadrant IV refers to the aforementioned cases where companies are pushed to
help change certain conditions in spite of the absence of a causal relation between
the subject (the company) and the object (conditions). Examples for such demands
include the corporations’ efforts to fight against Apartheid in South Africa until the
early 1990s,15 their contribution to the achievement of the UN Millennium Develop-
ment Goals, or engagement for an ethical development of regulatory frameworks.16

The reason for the rise of such demands mainly can be seen in the failure of those
public institutions that were hitherto in charge of such problems. As (especially
multinational) companies are then perceived to be the most powerful private actors,
they are seen as a promising way to fight diseases, run educational programs or even
grant civil rights and stabilise democratic institutions.17 It can therefore be assumed
that it is the company’s ability to solve problems rather than its causal responsibility
for them that sometimes leads to the ascription of responsibilities.18 All of these cor-
porate activities then represent reactions to (ascribed) social responsibilities which
are perceived by stakeholders inside and outside the organisation. Therefore, they
should have an impact on the company’s financial performance, which in turn can
be analysed empirically.

15 KLD, a CSR rating agency, even used “South African Involvement” as one criterion for the
assessment of a company’s social performance, see Sharfman (1996), pp. 288 et sqq.
16 See Scherer et al. (2006); Hansen and Schrader (2005), p. 376.
17 See Davis (1960); Matten and Crane (2005), pp. 169 et sqq.
18 See Friedman (1970), p. 158 and Küpper (2006), pp. 184 and 189.
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2.1.2.2 What is Social About CSR? On the Search for the Defining Criterion

If it is clear that so-called social responsibilities are ascribed to business, the
question remains what it exactly is that makes a responsibility a social one. At the
core of most, if not all, definitions of CSR lies the idea that actions and decisions
by a company do not only concern its own interests but also those of society as a
whole, or in economic terms: companies should internalise negative external effects.
Howard Bowen, who is – in spite of early writings on corporations’ social responsi-
bilities in the 1920s19 – widely recognised as the first influential scholar addressing
CSR, states that it

“. . . refers to the obligations of businessmen to pursue those policies, to make those deci-
sions, or to follow those lines of action which are desirable in terms of the objectives and
values of our society.”20

Those societal “objectives and values” can mean, for instance, that companies are
expected to ensure certain environmental standards reaching beyond those defined
by law, to ensure occupational health and safety standards in the absence of for-
mal regulation (especially in outsourced production sites in developing countries),
to engage in the local community (by sponsoring charity projects or investing in
education)21 and to avoid unethical business practices such as bribing.

Still, the reference to societal values leaves the question unanswered what pre-
cisely constitutes the very nature of corporations’ social responsibilities and their
efforts to live up to it. How can a certain corporate action or decision be attributed
to the company’s social responsibility? No consent has been reached as to this
question, and in the light of failed efforts to define CSR, some even conclude that
it “. . . has become difficult, if not impossible, to define what is, or what is not, a
social issue.”22 Many answers to this question exist in efforts to define the concept
of CSR, which – in spite of many intersections – can conceptually be differentiated
by looking at the criterion upon which they base their definition.

Some definitions require that CSR reaches beyond the legal and economic obli-
gations of a company and therefore imply that voluntarism is a characteristic feature
of CSR.23 Focusing on legal aspects, this means that

19 See Carroll (1999), p. 269; Windsor (2001), p. 229; Wood and Jones (1995), p. 233.
20 Bowen (1953), p. 6. For other definitions of CSR that focus on the public interest, see
Davis (1973), pp. 312 et seq.; Eells and Walton (1974), p. 247; Frederick (1960), p. 60;
Frederick (1994), p. 150; Hansen and Schrader (2005), pp. 376 et seq.; Jones (1980), pp. 59 et
seq.; Lerner and Fryxell (1988), p. 952; McGuire (1963), p. 144; McWilliams and Siegel (2001),
p. 117; Steinmann (1973), pp. 467 et seq.; Zenisek (1979), p. 366.
21 The latter examples are often called “social” responsibilities, i.e. concerning human society
as opposed to the natural environmental. Compared to the comprehensive meaning of CSR, this
represents a restricted understanding of the word “social”. In order to avoid confusion between
those two understandings, this paper uses the word in the comprehensive sense only.
22 Clarkson (1995), p. 102.
23 For such definitions see Davis and Blomstrom (1966), p. 12; Eells and Walton (1974), p. 247;
European Commission (2006), p. 2; Jones (1980), p. 60; McGuire (1963), p. 144; McWilliams and
Siegel (2001), p. 117; Sethi (1975), pp. 62 and 70; Walton (1967), p. 18.
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“. . . social responsibility begins where the law ends. A firm is not being socially responsible
if it merely complies with the minimum requirements of the law, because this is what any
good citizen would do.”24

Although beyond compliance firm behaviour might be a good indicator for
socially responsible behaviour, it is critical to assume that CSR starts only where
the law ends. Breaching the law is often a topic of CSR debates, as the examples
of reporting scandals25 or corruption26 show. Hence, the law hardly allows for a
sharp distinction between social and other responsibilities. With regards to eco-
nomic aspects, the problem with voluntarism is that it is difficult to assess whether
decisions in organisations indeed include the consideration of obligations beyond
economic interests. To answer this question, CSR definitions have pointed at either
decision-makers’ motives or the effects of corporate action.

As one possibility to judge why actions are taken, early scholars tried to define
CSR by asking for the “real” motives and intentions underlying decisions in busi-
ness. The decision-maker’s consideration of public interests is then seen as a
necessary and sufficient condition for classifying a social decision. Actions labelled
“social” but taken as a means to economic ends, then cannot belong to CSR, as in
“its purest form, social responsibility is supported for its own sake because that is
the noble way for corporations to behave.”27 One definition focusing directly on the
managers’ interests comes from Johnson (1971) who states that a “socially respon-
sible entrepreneur or manager is (. . . ) interested not only in his own well-being but
also in that of the other members of the enterprise and that of his fellow citizens.”28

And Davis and Blomstrom (1971) see the “true test of social responsibility [in]
whether issues of public interest are considered at the time a decision is made. If so,
social responsibility is involved.”29 A closer analysis, however, shows that motives
can hardly serve as an adequate defining criterion for CSR, as intentions are not
directly observable and are therefore extremely difficult to assess.30 Furthermore,
corporate decisions “may have multiple rather than single motives and, therefore,
this is not a fruitful criterion for judging social responsibility.”31 One could instead
rely upon corporate communication as a proxy for the actual intentions, but it may

24 Davis (1973), p. 312. For other definitions of CSR as going beyond legal requirements,
see Jones (1980), pp. 59 et seq.; McWilliams and Siegel (2001), p. 117; Vogel (2005), p. 2.
25 Cf. Tonge et al. (2003) on the Enron Case.
26 Cf. Rodriguez et al. (2006). For articles taking legal compliance as a proxy for socially
responsible behaviour, see Wood and Jones (1995), p. 255.
27 Mintzberg (1983), p. 3.
28 Johnson (1971), p. 68 (italics added).
29 Davis and Blomstrom (1971), p. 87 (italics added). For other definitions based on motives
and interests, see Backman (1975), p. 2; Davis (1960), p. 70; Davis (1973), p. 312 et seq.;
Walton (1967), p. 18.
30 Concerning the difficulties to find out the “real” motives of CSR, see also Carroll (1999), p. 276
and Manne and Wallich (1972), p. 8.
31 Carroll (1999), p. 276. For similar criticism see Bowman (1973), p. 42; Picot (1977), p. 24;
Windsor (2001), p. 226.
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be doubted that this is a reliable procedure. Firm representatives will always tend to
emphasize the societal benefits of corporate social programs rather than their eco-
nomically benign effects for the company itself. Some go even so far as to say that
such claims hint at exactly the opposite motives: “[M]anagers must say that they are
responsible, because they are not.”32

Instead of asking for motives and interests being considered at the time a decision
is taken, one can also analyse the effects33 of certain corporate actions in order
to evaluate whether they reach beyond economic obligations. The problem with
defining CSR this way is that it neglects multiple effects of an action. If, for instance,
high environmental standards lead to a good reputation which in turn raises the
brand value, it is hard to assess due to which effect the high standards were installed.
Certain authors therefore even require that “true” CSR comes along with economic
losses:

“To qualify as socially responsible corporate action, a business expenditure or activity must
be one for which the marginal returns to the corporation are less than the returns avail-
able from some alternative expenditure, must be purely voluntary, and must be an actual
corporate expenditure rather than a conduit for individual largesse.”34

However, financial harm as the defining criterion bears some problems for both
conceptual as well as empirical reasons. In economics, the independence of motives
(private gain) and outcomes (public wealth) has a long tradition. Adam Smith
emphasised that the praiseworthy effects of competitive markets can be expected
independently of whether the economic agents have them in mind.35 It is the
prospects of private gain that drives their economic behaviour rather than their con-
sideration of social needs. In this context, Karl Homann and Ingo Pies point at the
beneficial, though not-intended consequences of self-centred actions.36 Definitions
of CSR that rely on material losses ignore and even exclude this convergence of
private and public gain. Furthermore, especially relevant to the aim of this paper,
empirical criticism can be brought forward against such definitions. In case of the
measurement of economic impacts of CSR practices, demanding for financial harm
would imply the expectation of a negative link between CSR and financial measures
ex definitione. Such a definition would therefore render empirical tests of the busi-
ness case hypothesis impossible, as the latter assumes that CSR efforts can have
positive impacts on financial measures.

As the analysis above has shown, neither legal/economic voluntarism nor motives
nor effects serve as adequate criteria, as long as they are dependent on the iden-
tification of the ‘real’ motives or the ‘either economic or social’ outcomes. CSR

32 Cheit (1964), p. 172 (italics in original).
33 See, e.g. Davis and Blomstrom (1966), p. 12.
34 Manne and Wallich (1972), p. 4–6 (italics added). For another definition focusing on the costs
of CSR see Browne and Haas (1974), p. 48.
35 Cf. the famous passage from Smith (1991), p. 20, in which the role of economic agents’ self
interest in markets is discussed.
36 Cf. Homann and Pies (1994), p. 8.
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definitions that rely on such criteria of distinction are deemed to fail because
they ignore multiple motives and effects of corporate actions: “Economic” actions
can have ethically benign outcomes, and “ethically motivated” decisions can have
financially sound effects. A clear separation of social from economically rational
decisions is therefore not possible.37

2.1.2.3 Analytical Frameworks as Definitions of CSR

Partly as a response to the inherent difficulties of the concept of CSR, efforts shifted
to defining CSR by offering frameworks that help analyse CSR practices. Along
with this development the point of interest moved to the scrutiny of how compa-
nies react to these ascribed responsibilities and thereby focused on processes and
outcomes. This reaction was then labelled Corporate Social Performance (CSP).

Carroll (1979) first presented his CSP model that includes the three dimensions
Social Responsibility Categories (which were meant to define CSR), Social Issues
Involved (an enumeration of issues such as the natural environment or product
safety), and Philosophy of Social Responsiveness (asking how the company reacts
to ascribed responsibilities).38 Interestingly, by encompassing the “economic, legal,
ethical, and discretionary39 expectations that society has of organizations at a given
point in time”,40 this approach tries to separate economic from legal and ethical
responsibilities and therefore cannot avoid any of the definitional problems dis-
cussed above. Furthermore, it comes along with an additional problem when it ought
to be measured against indicators of financial performance. If CSR comprises eco-
nomic responsibilities per definition, then a comparison between a company’s social
and its financial performance at least partly would mean measuring variables against
themselves.41

Nevertheless, Carroll’s model served as the blueprint for several subsequent def-
initions and analytical frameworks of CSP. At the base of each of these concepts
lies the distinction between three different dimensions, mainly oriented at Carroll’s
model (see Fig. 2.3). Wartick and Cochran (1985) with their widely cited definition
talk of principles, policies and processes. Wood (1991a), sees CSP as

37 For definitions of CSR stating that turning social problems into private profits is the corpora-
tion’s social responsibility, see Drucker (1984), p. 62; Friedman (1970); Friedman (1962), p.133;
Johnson (1971), p. 54.
38 See Carroll (1979), p. 503.
39 The fourth category was later called “philanthropic”, see Carroll (1991b), p. 42, and finally
merged with the ethical category into a three domains-approach, see Schwartz and Carroll (2003).
These changes, however, did not reflect any substantial conceptual differences.
40 Carroll (1979), p. 500 (footnote added).
41 Consequently, in the first attempt to apply Carroll’s CSP model for the measurement of the link
between CSR and firm profitability, Aupperle et al. (1985) excluded the economic dimension from
their operationalisation of CSR, which is a contradiction to their own definition.
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Fig. 2.3 Definitions of corporate social performance (CSP)

“. . . a business organization’s configuration of principles of social responsibility, processes
of social responsiveness, and policies, programs, and observable outcomes as they relate to
the firm’s societal relationships.”42

These frameworks allow for a more facetted understanding of CSP, which is
able to organise various related aspects for instance by looking at which stake-
holder is involved, how the company reacts (policies & processes), or at which level
(individual, organisational, institutional) this takes place. But the question what a
“social” issue is, still remains. Therefore, the CSP frameworks might provide valu-
able insights for the conceptual analysis of corporate social action, and reorient
further analysis by framing and integrating43 existing research in the field of busi-
ness and society. But their first dimension – be it called “definition” or “principles” –
still implicitly needs a judgement of what a social issue is. As the concepts in this
context all draw on Carroll’s four categories, the criticism brought forward above
equally applies to the later models of CSP. In this respect, they offer little guidance
as to the quantitative measurement of CSP.

42 Wood (1991a), p. 693 (italics added); see also Swanson (1995), p. 43, who uses exactly the
same terminology. For a slightly different approach see Epstein (1987), p. 104, who sees business
ethics, corporate social responsibility and corporate social responsiveness as three elements of a
“corporate social policy process”.
43 For a framework attempting to integrate descriptive and normative work on CSP, see
Swanson (1999).
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2.1.3 The Authority of Responsibility: By whom are Corporations
Held Responsible?

Closely related to asking for what corporations are responsible, is the question con-
cerning the authority of responsibility: To whom are corporations responsible? Put
differently and applied to the descriptive aim of this paper: By whom are respon-
sibilities ascribed to corporations? The Stakeholder Approach, first so labelled by
Edward R. Freeman,44 is still a widely discussed concept which offers a helpful
heuristic to categorise, sort and analyse multiple interests concerned by an organ-
isation.45 As mentioned above, it was therefore used in the Wood (1991a) model
to specify “processes of corporate social responsiveness” which include, amongst
others, stakeholder management.46

By definition, a stakeholder is “any group or individual who can affect or is
affected by the achievement of the organization’s objectives.”47 This definition
shows that companies face various different stakeholders’ interests that are occa-
sionally at conflict with each other or with the company’s (i.e. the shareholders’)
own interests. Therefore, one can describe CSR as the challenge of “managing a
multiplicity of interests.”48 When companies are asked to, or they themselves claim
to act in a socially responsible way, this always hints at the existence of conflict-
ing interests of different stakeholders. By clarifying whose interests are possibly
at conflict, the stakeholder concept helps to put the concept of CSR into concrete
terms.

Examples of stakeholders include employees, customers, shareholders, suppli-
ers & subcontractors, the community in which the company operates, governments
and non-governmental organisations (NGOs), often representing other stakehold-
ers’ interests that cannot be brought forward by themselves. This is for instance the
case with the natural environment, animals or future generations. As these examples
make clear, the stakeholders that are affected by the company and those that ascribe
responsibilities to it, do not necessarily have to be identical.

Within the literature on the stakeholder approach, three different and distinct
strands can be identified:49

• Normative concepts: To which stakeholders’ interests should companies pay
attention?

• Descriptive concepts: To which stakeholders’ interests and in which way do
managers pay attention?

44 Cf. Freeman (1984).
45 For recent discussions and developments, see Donaldson and Preston (1995); Freeman (1999);
Freeman (2004); Jensen (2002); Jones et al. (2002); Mitchell et al. (1997); Phillips et al. (2003);
Ulrich (1999).
46 For an adoption of the Wood-model from a stakeholder theory perspective see Clarkson (1991)
and Clarkson (1995).
47 Freeman (1984), p. 46.
48 Johnson (1971), p. 51.
49 See Donaldson and Preston (1995), pp. 66 et seq.
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• Instrumental concepts: What happens, if companies pay attention to certain
stakeholders’ interests in certain ways?

For the purpose of this paper, descriptive and instrumental aspects of the stake-
holder concept are most relevant. As mentioned before, in contrast to a philosophical
normative analysis, the question here is not which responsibilities companies should
theoretically bear, but which ones are de facto ascribed to corporations and what
impact their consideration has. Therefore, the normative question of whether or not
stakeholder claims are deemed legitimate in an objective sense is not the point
of interest here.50 That makes it understandable why (instrumental) stakeholder
approaches are so widely used in empirical research on CSP.51

2.1.4 Results for Further Analysis

As the analysis above has shown, efforts to define CSR come along with certain
insurmountable difficulties. None of the commonly used criteria – neither the scope
of law, motives underlying corporate decisions, nor the effects of their actions –
can serve as an unequivocal basis for a precise definition of CSR. The subsequently
developed CSP models offer useful frames of reference, but are not able to over-
come the definitional problems of earlier concepts. In the light of these sobering
results, conceptual attempts should be formulated moderately. Instead of asking for
a universal definition of CSR, a workable concept should be proposed according to
the respective research aim. Applied to the investigation of the CSP/CFP link, such
a concept would have to include the following insights:

1. As visualised in Fig. 2.1, CSR is a multi-relational concept, which – if empirical
effects of CSP are at interest – is therefore inherently a matter of ascription.

2. Such ascriptions of social responsibilities take place on the basis of moral stan-
dards as normative criteria of judgement. Based on such criteria, stakeholders
internal and external to the organisation perceive value conflicts and sometimes
hold the company responsible for their solution, independently of whether or not
a causal relation exists between the company and the problem at hand.

3. The analysis of the literature has revealed no unanimous and unambiguous
answer considering the exact scope of CSR. With regards to the purpose of this
paper, it is therefore advisable to address the question of whether or not a given
corporate action builds part of CSR empirically rather than conceptually. An
understanding of CSR can be gained by looking at what kind of value conflicts
lead to moral claims being directed at companies, and at their reactions.

50 Concerning aspects of stakeholder legitimacy, see Donaldson and Preston (1995), pp. 73 et sqq.;
Mitchell et al. (1997), pp. 872 et sqq.; Ulrich (1999), pp. 37–44.
51 For empirical studies using stakeholder theory as a frame of reference, see Mitchell et al. (1997);
Rowley (1997); Berman et al. (1999); Hillman and Keim (2001); Graves and Waddock (2000);
Harrisson and Freeman (1999); Ogden and Watson (1999); Ruf et al. (2001); Wood and
Jones (1995).



 

2.2 Measuring Economic Impacts: Empirical Studies on the CSP/CFP-Link 17

4. Even though it is hardly possible to define its exact scope, CSR is a multidimen-
sional concept due to its involvement of various stakeholders’ interests.

5. Descriptive and instrumental aspects of the Stakeholder Approach help sort-
ing the issues at question as it allows for an analysis of who ascribes social
responsibilities, and who is affected if the company reacts.52

6. Consequently, so-called social issues can vary over time due to changes in
culture, problems, and legal regulation. Hence, empirical analyses are status quo
descriptions, which implies temporal limits to their validity.

Based on the conceptual literature on CSR and in an attempt to identify what
is meant by corporate social performance, the analysis to this point has proposed
a number of preliminary results. As the research aim of this thesis is the inquiry
of the empirical relation between corporations’ social and their financial perfor-
mance, the following chapter reviews already existing studies on this relationship
and forms the basis for a critical examination in Sect. 2.3.

2.2 Measuring Economic Impacts: Empirical Studies
on the CSP/CFP-Link

2.2.1 Corporate Social Performance: Remarks on Related Terms

Not all of the studies described in the following use the same wording, though they
refer to similar underlying concepts. Therefore, some clearing remarks as to vari-
ous concepts frequently brought forward in the Business and Society literature are
appropriate at this point in order to avoid confusion. Corporate Social Responsibility
(CSR) concerns the question discussed above, what kinds of social responsibilities
can be and actually are ascribed to corporations. This term then falls into the ear-
lier described category of personal responsibility.53 The Stakeholder Approach, as
mentioned, clarifies the concept of CSR by categorising and sorting the allocations
of social responsibilities.54 Corporate Social Performance (CSP), as does Corpo-
rate Social Responsiveness,55 refers to the company’s response to the assigned
responsibilities. It concerns the extent to which – judged from an external point of
view – the firm meets the expectations related to these responsibilities. Understood
this way, the term corresponds to the understanding of the term “responsible” as a

52 From this perspective, improved CSP can either mean that the accepted responsibilities are
extended by new constituencies (i.e. hitherto not considered stakeholders such as the natural
environment, animals, or the community) or that the responsibility towards certain stakeholders
is widened by certain aspects (e.g. in the case of employees: job security, co-determination, etc.).
53 Cf. Fig. 2.1 on p. 7.
54 See Velamuri and Freeman (2006) for an effort to merge CSR and Stakeholder Theory into the
concept of “Corporate Stakeholder Responsibility”.
55 Cf. Ackerman and Bauer (1976); Frederick (1994), p. 154 et sqq.; Frederick (1998); Lerner and
Fryxell (1988), p. 952.
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judgement of a character.56 A number of other concepts, though frequently used in
academia as well as in practice, do not offer any explanations that go substantially
beyond those of the above mentioned concepts. The notion that companies ought to
subscribe to the ideas Sustainable Development,57 Corporate Citizenship,58 Social
Issues Management59 or a Triple Bottom Line60 basically all refer to the extension
of corporate responsibilities by societal values and therefore only include issues
already subsumed to the concept of CSR.

2.2.2 The Empirical Investigation of the CSP/CFP-Link
as an Important Topic in Management Research

For more than 30 years, the existence, direction, and strength of a possible link
between corporate social performance (CSP) and corporate financial performance
(CFP) have been subject to various empirical analyses. The significant amount of
these studies can not least be explained by the CSR advocates’ aspiration to prove
that a positive social performance is not only good for ethical reasons, but that it
also provides economic benefits. Management should therefore consider CSR in
their decisions:

“The development of this literature from the early days of Preston and Post (1975) up
through the recent work on cause-related marketing and strategic philanthropy can be char-
acterized by the simple idea that CSR/CSP would be supported by managers and their
decision making process if only it could be shown that companies can ‘do good and do
well,’ or even better that they can ‘do well by doing good’.”61

Efforts to support such an assumption empirically require adequate measures by
means of which it is possible to quantify the underlying constructs of CSP and CFP
without violating criteria of objectivity, reliability and validity. While the measures
for firm financial performance have not been a reason for major dissent,62 no consent
has been achieved as to the most appropriate way to evaluate CSP. The empirical
literature offers a broad range of attempts to measure firm social performance.

Therefore, an adequate way of categorising prior research on the CSP/CFP-
link is to ask how the studies operationalise the construct of CSP, respectively. As
regards content, some studies only consider one component of CSR, for instance
by exclusively using environmental data. Others include multiple components in
their proxy for CSP by measuring issues such as the environmental performance,

56 Again, cf. Fig. 2.1 on p. 7.
57 See Hülsmann et al. (2004); Utting (2000).
58 For an overview, see Habisch (2003); Matten and Crane (2005).
59 Wartick and Rude (1986); Wood (1991b); Wood and Jones (1995), p. 230.
60 See, e.g. Norman and MacDonald (2004).
61 Wood and Jones (1995), pp. 234–235.
62 For an overview of the most commonly used financial performance measures, see Orlitzky
et al. (2003), pp. 407 et seq.; Sen and Bhattacharya (2001), p. 2262.
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Fig. 2.4 A classification of CSP-measures

employee treatment, and charitable contributions. The empirical literature can thus
be classified by looking at whether they use one- or multi-dimensional constructs as
CSP-measures. With respect to the source of information, there are three categories
of proxies for CSR. Especially earlier studies used perception-based measures,
e.g. by asking internal or external experts to asses a given company’s social per-
formance. A second category relies on performance-based information, such as
data on air pollution discharge or charitable expenditures. The last type of stud-
ies uses content-analyses of corporate and other publications to measure a firm’s
CSP. Figure 2.4 categorises different CSP-measures, according to which the fol-
lowing discussion of empirical studies is structured. This discussion does not aim at
exhaustively analysing all studies but rather intends to offer a systematic and critical
classification of approaches to measure the CSP/CFP-link.

2.2.3 Empirical Studies on the CSP/CFP-Link: Different Measures
of CSP

2.2.3.1 Perception-Based Measures

The study from Moskowitz (1972) is commonly cited as the earliest attempt to
empirically investigate the relationship between a company’s efforts to adhere
to its social responsibilities and its financial performance. By generally speak-
ing of “socially responsible” corporate behaviour, and thereby considering CSP
one-dimensionally, this study assumes that a socially responsible portfolio also
economically performs superior. However, when choosing socially responsible cor-
porations, the author relies on his subjective perception rather than on objective
criteria:
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“It is extremely difficult to construct standards by which a company’s social performance
can be accurately measured (. . . ). After four years of closely monitoring businesses’ social
involvement, however, I have observed a number of company names cropping up time after
time with regard to positive and constructive responses to social problems.”63

From today’s perspective, this procedure surely does not satisfy scientific stan-
dards. Nevertheless, subsequent empirical studies repeatedly used Moskowitz’s list
but did not come to unequivocal results.64

A number of other authors have measured CSP multi-dimensionally by refer-
ring to the Fortune Reputation Index. The Fortune Magazine annually interviews
managers and stock analysts as external experts within one industry respectively,
and asks them to evaluate companies relatively to the strongest competitor and
with respect to eight different criteria.65 As one of them is Responsibility to the
Community/Environment, this survey includes both societal as well as environmen-
tal issues. Analyses of the CSP/CFP-link have repeatedly used the referenced part
of the Fortune Reputation Index, although this has led to mixed results.66 Preston
and O’Bannon (1997) use Fortune data as well, but in addition to Community and
Environmental Responsibility, they include the two dimensions Ability to Select
and Retain Good People and Quality of Products and Services. Their analysis
claims a positive relation between these criteria (as a proxy for CSP) and finan-
cial success.67 Choosing the internal perspective, Aupperle et al. (1985) follow
Carroll’s (1979) definition of CSR and use a forced-choice instrument to assess the
attitude of firm representatives towards CSR.68 In this case, CSP is understood as a
multi-dimensional construct that includes economic, legal, ethical, and discretionary
responsibilities.69 The authors then measure the three latter dimensions’ relation
to the return on assets (ROA) as a proxy for CFP, but eventually fail to prove a
significant correlation.70

The use of perception-based measures as CSP proxies has been subjected to seri-
ous criticism concerning a lack of objectivity71 or methodological difficulties such

63 Moskowitz (1972), pp. 71–72.
64 Vance (1975) claims a negative link, Alexander and Buchholz (1978), p. 485, discover no signi-
ficant results, and Cochran and Wood (1984), pp. 54 et sqq. – depending on the sample in use –
find positive and negative relations.
65 Cf. Wokutch and Spencer (1987), p. 66, or Fombrum and Shanley (1990), pp. 242 et seq.
66 Spencer and Taylor (1987), p. 14, Stanwick and Stanwick (1998), p. 198 and Wokutch and
Spencer (1987), pp. 70 et sqq. find a positive relation, whereas McGuire et al. (1988), pp. 865 et
sqq. come to positive, non-significant, and negative results, depending on the time horizon and the
measure for financial performance. For a study with similar data, cf. Luo and Bhattacharya (2006).
67 Cf. Preston and O’Bannon (1997), pp. 426 et sqq.
68 With this method, the respondents receive a questionnaire containing several statements, to
which they have to allocate a limited amount of points depending on their level of agreement. This
way, they are forced to hierarchically sort the statements according to their preferences.
69 Cf. the discussion of Carroll’s model on p. 14.
70 Cf. Aupperle et al. (1985), p. 461.
71 Cf. Carroll (1991a), p. 392; Cochran and Wood (1984), p. 43; Ullman (1985), p. 546; Wokutch
and McKinney (1991), p. 311; Wood and Jones (1995), pp. 238 et seq.
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as halo-effects72 and multicollinearity.73 In order to avoid this kind of criticism,
some empirical studies have instead used clearly quantifiable and arguably more
objective indicators such as performance-based measures of CSP.

2.2.3.2 Performance-Based Measures

Studies using purely environmental indicators form an example of one-dimensional
conceptions of CSP. In this context, a common way of judging a company’s CSP
is the use of data provided by the Council on Economic Priorities (CEP).74 The
CEP used to publish rankings on the environmental pollution discharge of multina-
tional corporations within different industries.75 These rankings can build the basis
for indices which can then serve as a measure of CSP. Using this approach, some
studies find a positive relation between this measure and indicators of profitabi-
lity,76 whereas others only come to non-significant77 or ambiguous78 results. Also
falling into the category of one-dimensional measures are those efforts that measure
CSP by looking at corporate charitable donations. Not surprisingly, these studies
result in the claim of a positive CSP/CFP-Link,79 which is plausible since financially
well-operating companies are especially able to afford such expenditures.

Finally, there exist approaches that combine multiple dimensions for
performance-based measures of CSP. Lerner and Fryxell (1988) for instance do not
restrict their analysis to CEP data but additionally include charitable expenditures
and the shares of both women and minorities on the board of directors and in top
management positions. Their results vary, depending on the component of CSP con-
sidered. In a similar way, Diltz (1995, with ambiguous results) and Roberts (1992,
who claims a positive link) use the multi-dimensional CEP ratings developed later
in time.80

72 Cf. Brown and Perry (1994).
73 Cf. Wood (1995), p. 198.
74 Examples of studies that also exclusively consider the environmental dimension – although with
different data than those from the CEP – are Christmann (2000); Hart and Ahuja (1996); Klassen
and McLaughlin (1996); Klassen and Whybark (1999); Konar and Cohen (2001). All of these
studies discover a positive relation of their environmental indicators with financial measures.
75 Cf. Spicer (1978a), pp. 101 et seq. Later, the CEP also published comprehensive, multi-
dimensional rankings, cf. Diltz (1995), p. 71.
76 Cf. Bragdon and Marlin (1972); Shane and Spicer (1983); Spicer (1978a).
77 Cf. Chen and Metcalf (1980) or Freedman and Jaggi (1982).
78 Cf. Pava and Krausz (1996).
79 Cf. Fry et al. (1982); Galaskiewicz (1997); Levy and Shatto (1980); Maddox and
Siegfried (1980).
80 Cf. footnote 86.
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2.2.3.3 Content Analyses

Besides perception-based and performance-based measures, content analyses of
corporate and other publications build a third way of operationalising the construct
of CSP. Most important in this context are companies’ annual reports, but studies
using this technique of analysis also consider employee manuals, corporate maga-
zines, speeches of managers, SEC 10-Ks or media reports. Within this category,
different one-dimensional approaches can be identified.

One of the earliest of such studies, exclusively considering the social dimen-
sion, can be found at Bowman and Haire (1975), who conduct a purely quantitative
analysis but totally abstain from differentiating with regards to content:

“In searching for a readily available surrogate measure for actual activities in the area of
corporate citizenship, we chose to measure the proportion of lines of prose in the annual
report devoted to social responsibility”.81

Since this rather pragmatic approach, the technique of content analysis has
become refined,82 but nevertheless has not been widely used anymore in recent
empirical studies.83 Besides social issues, certain studies have only considered
the environmental information in corporate publications. However, most of these
studies only produced insignificant results.84

Interestingly, no multi-dimensional content analyses have been used for inves-
tigations into the CSP/CFP-link, despite the existence of surveys and even ratings
based on CSR reports.85 This is partly due to the rise of alternative, more compre-
hensive and reliable measures of CSP which are generated by professional raters.

2.2.3.4 Comprehensive Multidimensional Measures and Aggregated Indices

Especially in recent studies, the use of data provided by professional rating agen-
cies such as Kinder, Lydenberg, Domini & Co. (KLD) forms a widely-used way
of measuring a firm’s social performance.86 KLD developed a rating system for

81 Bowman and Haire (1975), pp. 49 et seq. This study does not come to unambiguous results as
to the CSP and CFP-link.
82 Cf. Wolfe (1991), pp. 291 et sqq.
83 For studies using content analyses – though discovering different results as to the CSP/CFP-
link – see Abbott and Monsen (1979); Anderson and Frankle (1980); Fry and Hock (1976); and
Preston (1978).
84 Cf. Freedman and Jaggi (1986) and Ingram and Frazier (1983). Blacconiere and Patten (1994),
pp. 374 et sqq., however, who additionally consider investments into “green” technology, claim a
significant and positive link.
85 Cf. KPMG Global Sustainability Services (2005) or Kirchhoff (2007).
86 Waddock (2003), p. 369, calls the use of KLD-data the “de facto research standard at the
moment”. For a critique of this approach see Entine (2003) and Jarvis et al. (2003). For a deeper
discussion of KLD’s methodology, see Sect. 3.1.1.2. Concerning the use of different but similar
multi-dimensional ratings drawing (amongst others) on CEP data, see Diltz (1995); Roberts (1992).
For a comprehensive discussion of various rating agencies and their screening methodologies,
see Schäfer et al. (2006).
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the assessment of CSP. The rating’s results are used to decide upon exclusion
and inclusion of corporations in sustainability indices such as the Domini Social
Index 400, or sold to Socially Responsible Investment (SRI) fund managers. KLD
assesses companies along the various components such as Community Relations,
Employee Relations, Environment, Women and Minority Issues, Product Liability,
Tobacco/Gambling/Alcohol, Military Contracting/Nuclear Power and South African
Involvement.87 Within this group of empirical studies, one can further distinguish
two kinds of investigations. Some test the statistical influence of single component
on financial measures. Others use all components to build an aggregated index and
then scrutinise its link to CFP measures.

The studies of Berman et al. (1999) and Graves and Waddock (2000) are
examples of isolated analyses of the respective components’ effects on CFP. Both
eventually come to the conclusion that a positive CSP/CFP-link exists (which –
put this way – is an undifferentiated claim again). However, a number of other
studies also used KLD data but only lead to non-significant88 or – depending on
the dimension in use – ambiguous89 results. Similarly, Glaser et al. (2007) per-
form isolated correlation analyses between single CSP components and different
measures of financial performance. The authors mainly find significant correlations
between employees-related sub-ratings and financial accounting numbers. For their
study, Glaser et al. (2007) draw on data from oekom research, a German corporate
responsibility rating agency similar to KLD. Since these data will also be used in
the empirical analysis later, Sect. 3.1.1.3 will critically review the methodology of
the Glaser et al. (2007) study.

Ruf et al. (2001), p. 148, criticise that an equal consideration of each of the
KLD dimensions overestimates the importance of certain criteria and therefore
causes a bias in favour of less important aspects. Thus, they first interview experts
on the importance of each component, then weight each category according to
their responses and finally aggregate them into a cumulated index.90 As a result
of the subsequent regression analysis, they find a positive correlation between the
index scores and different accounting-based financial indicators. Graves and Wad-
dock (1994) use the same method for measuring CSP. They discover a positive link
between a company’s CSP and its attractiveness for institutional investors, but fail
to prove positive results as to its relation with market-based and accounting-based
CFP measures. Waddock and Graves (1997), however, use the identical procedure
and confirm their hypotheses that there is a positive and significant influence of

87 For a description, see Sharfman (1996), pp. 288 et seq. and Graves and Waddock (1994:1098).
Later, KLD rated along ten dimensions, see Waddock (2000), p. 30 and even 12 dimensions, cf.
Mattingly and Berman (2006), p. 29. Since assessments take place on the basis of both surveys
as well as third party information (media, etc.), all three sources of data referred to above (see
Fig. 2.4) are included in this CSP-measure.
88 Cf. Guerard (1997); Kurtz and DiBartolomeo (1996); McWilliams and Siegel (2000).
89 Cf. Graves and Waddock (1994); Hillman and Keim (2001); Johnson and Greening (1999).
90 Each company’s score is then calculated according to the formula CSPi = ∑w j ×ai j. For an
in-depth description of the procedure concerning the weighting factors w j , cf. Ruf et al. (1998).
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CSP on CFP and vice versa.91 Another way of aggregating several indices into one
score can be found at Griffin and Mahon (1997). The authors take four different
indices,92 built an average rank for each company, and thereby form a comprehen-
sive index. They then measure this CSP proxy against five different indicators of
financial performance, with mostly positive results.

Similar to the direct use of data from rating agencies for correlation analyses
are performance studies of socially-screened investment funds and indices. As the
latter are constructed on the basis of data from rating agencies such as KLD, they
principally correspond to the hitherto mentioned studies. However, they do differ
with respect to the CFP measure, as they compare the funds’ and indices’ stock
market performance to that of conventional portfolios. As a result of his review of
such studies, Schröder (2004) concludes that socially-screened funds and indices
generally do not significantly differ from conventional ones in their economic per-
formance. These findings are in accordance with his “own performance analyses
[which] show that most of the German, Swiss and U.S. SRI investment funds do not
significantly underperform their benchmarks.”93

2.2.3.5 Meta-Analyses

As a reaction to the fact that previous research into the CSP/CFP-link had not
succeeded in coming to clear results, efforts emerged to analyse already existing
investigations and in this way to draw generalisable conclusions. Several narra-
tive meta-analyses try to resort previous studies, find explanations for their mixed
results, and reorient future research.94 In contrast, Orlitzky et al. (2003) conducted
a quantitative meta-analysis. In this study, the authors start with the assumption that
differences in empirical results concerning the CSP/CFP-link are traceable mainly
to differences in measuring social and financial performance. Hence, referring to
the quantitative meta-analysis technique proposed by Hunter and Schmidt (1990),
they try to identify the “true score correlation” of each study, that is, correlations
that are cleared up from influences of differences in samples and in measurement
strategies. As a result, they find support for their hypothesis and conclude that “there
is a positive association between CSP and CFP across industries and across study
contexts.”95

91 In order to test the influence of financial performance on CSP, Waddock and Graves (1997),
pp. 310 et seq. once use financial measures as independent variables and CSP as the dependent
variable (and the other way around to test CSP’s influence on financial performance).
92 They use an index built from KLD data, the Fortune Reputation Index, the Toxic Release Inven-
tory Index and a rank based on corporate charitable donations. Cf. Griffin and Mahon (1997),
pp. 14 et sqq.
93 Schröder (2004), p. 131. For another overview with the same conclusion, cf. Schäfer and
Stederoth (2002), p. 129.
94 See for instance Allouche and Laroche (2005); Bakker et al. (2005); Margolis and Walsh (2003);
Pava and Krausz (1996); Preston and O’Bannon (1997); Roman et al. (1999).
95 Orlitzky et al. (2003), p. 423.
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As the analysis of selected empirical studies has shown, research into the CSP/
CFP-link has so far failed to provide a homogenous picture, let alone unanimous
results. The following chapter offers an explanatory analysis of this and draws con-
clusions that lay the grounds for the empirical analysis, which will follow in the
course of this thesis.

2.3 A Framework for an Empirical Analysis of CSP

Based on the critique of earlier empirical studies, the following will argue that an
examination of the CSP/CFP-link has to take place in a methodologically refined
way. First, for the purpose of analysing such a link, it is of no use to employ aggre-
gated measures of a company’s social performance in a comprehensive sense, but it
is appropriate to clearly separate single components of social performance and their
respective relation to CFP (2.2.3.1). Second, before performing a statistical test of
such a relation, it is advisable to ask what determinants might influence the level of
CSR engagement at all (2.2.3.2). Finally, instead of looking for a universal link, a
differentiated statistical analysis should ask why and under what conditions a cer-
tain link should exist. It is proposed that these questions can be taken into account
by including moderating (2.2.3.3.) as well as mediating effects (2.2.3.4.) into the
analysis. Figure 2.5 depicts the structure of the following:

2.3.1 Decomposing the Construct of CSP

Considering the fact that the studies reviewed above use so many different ways
of operationalising the construct of CSP, other than ambiguous results as to the
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CSP/CFP-link would have been surprising. The number of lines in annual reports
devoted to social issues for instance, and the amount of charitable donations, do not
reflect the same construct. Therefore, claiming that these very different measures
would reflect the same phenomenon, namely CSP, eventually denies the construct’s
inherently multidimensional nature96 and renders the respective results incompara-
ble. Even if the studies turned out to provide clear results, it would be impossible
to interpret them. If, say, superior environmental performance and above-average
philanthropic donations both proved to be beneficial for firm profitability, this would
most probably be traceable to different reasons, which cannot be treated under the
same term. This criticism especially applies to aggregated indices and quantitative
meta-analyses that treat different studies as if they investigated the same facts. Look-
ing for the ultimate CSP/CFP-link means treating different studies under the same
label; this leaves no room for differentiation and leads to a loss of information.
Eventually, with such a procedure, it cannot be said whether a strong correlation is
due to a high environmental performance, good employee treatment, excellent com-
munity relations, or a superior corporate reputation. Correlation analyses should
therefore only measure single CSP components’ effects on a company’s financial
performance, instead of asking for the overall relation of CSP and CFP.97 This would
then lead to a more differentiated analysis than questions of the type “do socially
responsible companies generally perform better?”.

The problem then remains, how these single components could be identified. For
the purpose of this paper, considering the difficulties to clearly define CSR and sepa-
rate ethical from economic or legal issues, an identification of these dimensions has
to rely on other criteria than those offered by common CSR definitions. Drawing
on the results of Sect. 2.1, CSR issues can be distinguished by using instrumental
aspects of the stakeholder concept and asking which stakeholders ascribe responsi-
bilities to companies. Such an approach has of course certain implications for the
definition of CSR. It understands CSR as the sum of responsibilities ascribed by
various stakeholders due to their perceived value conflicts.

As already mentioned, this means that the concrete contents of the concept can
vary according to the values holding for a given society at a certain point in time.
If, for example, the companies’ social responsibility were perceived to be identi-
cal with its duty to gain profits,98 CSP would not need to be measured as an own
construct. If, however, stakeholders do ascribe responsibilities other than purely eco-
nomic ones to companies, the measurement of CSP has to include other dimensions
such as environmental performance, relations to the community, working standards,
etc. Given such an understanding, the measurement of CSP has to narrow down its
research aim: Instead of asking what impact CSP (as one all-comprising, clearly

96 Cf. point (4) on p. 18.
97 In this respect, Rowley and Berman (2000) rightly argue that CSP should be used as a com-
prehensive brand for a topic of research, rather than as the label for one theoretical or operational
construct. In the following – in spite of the suggestion to separately measure single components’
effects on CFP – the undifferentiated terms “CSP” and “CSP/CFP-link” will still be used for the
sake of simplicity.
98 Cf. the cited literature in footnote 5.
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defined concept) altogether does have, it is appropriate to ask what effects single
components of CSP can have.

2.3.2 Explaining CSP: When can Superior Social Performance
be Expected?

A second point addresses the probability of good social performance itself by scru-
tinising the so far widely neglected question, under which conditions a strong CSP
can be expected at all. Before asking whether and what kind of a link exists between
components of CSP and CFP, one should first analyse under what circumstances
CSP might be important to companies. For instance, it would be counterintuitive
to assume that privately owned mid-size firms in B2B industries have the same
interests to pursue CSR strategies as highly visible, publicly traded producers of
consumer goods. Identifying the main determinants of CSP is of specific relevance
for the research aim of this thesis, because the indication of systematic reasons for
companies to have CSR on their agenda might allow for initial conclusions as to the
hypotheses concerning the CSP/CFP-link.

The search for determinants of CSP implies the question why companies should
have an increased interest to perform well along a certain dimension of CSR. In
an approach to address this question normatively (should companies admit social
responsibilities?), recent efforts have tried to understand CSP by attributing a new
political role to business in today’s societies and also assuming a changed self-
perception of companies.99 A positive analysis of the question why companies
actually do pursue CSR strategies can, however, as well manage without the assump-
tion of a new societal role of business. This would then mean to interpret CSP as a
mere market response which can be put down to the firm’s profit-maximizing cal-
culus. This implies that assumptions as to the corporate rationale to pursue such
strategies are held constant, and the focus of analysis shifts to changes in societal
demands directed to the company. CSR engagement, including the implementation
of organisational structures and management tools, is then interpreted as the effort
to seek legitimacy by adhering to new environmental expectations rather than to
changing internal requirements.100 To put it differently, the company’s assumed
social responsibilities are merely a “parameter of action”,101 that is, just another
restriction that has to be taken into account within the firm’s economic rationality.102

99 Cf. for instance Palazzo and Scherer (2006). See also the discussion in Utting (2000), p. 9
et sqq., whether one can rightly assume a “paradigm shift” in business.
100 Cf. Meyer and Rowan (1991); Scott (1995), pp. 66 et sqq.; Süß and Kleiner (2006), pp. 526
et sqq.; Walgenbach and Beck (2003), pp. 498 et sqq.; see also Sect. 2.1.2.1.
101 Picot (1977), p. 37 (my translation).
102 Such a positive analysis can of course be used for prescriptive propositions, which then leads
to instrumental and finally normative theory. For such a normative managerial CSR approach,
see McWilliams and Siegel (2001).
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From such a perspective, it is unlikely that all companies evenly pursue CSP
under all circumstances, because external expectations to companies generally vary
according to determinants such as the industry, product characteristics, or firm size,
to name just a few. Therefore, an empirical investigation of CSP’s economic effects
first has to analyse in which cases companies (do not) have an incentive to pursue
certain CSR strategies. Such an analysis is of a crucial importance for subsequently
deriving hypotheses concerning the CSP/CFP-link. Examples of such determi-
nants include the owner structure of the company, the degree to which respective
industries are unionised, possible shortages of skilled workers, firm size and diver-
sification, industry and company visibility.103 Although not all of these determinants
can be taken into account in this study, Sect. 3.2 presents an empirical analysis of
selected drivers of CSP. It does so by asking which factors help predicting good or
bad performance with respect to certain aspects of CSP.

2.3.3 Interaction Effects: Under What Conditions Should a Link
to Financial Performance Exist?

Besides identifying determinants that influence the extent of CSP itself, an analysis
also has to clarify, which parameters might influence its link to financial perfor-
mance. Assuming an unconditioned relation between respective measures for social
and financial performance would mean to deny both that socially irresponsible
behaviour does pay in certain cases and that in other cases, beyond-compliance
behaviour can turn out to be very costly without being outbalanced by future
returns.104 In econometrics, parameters that can influence the strengths and direc-
tion of the relation between two other variables are called interaction effects. Such
effects are sometimes also called moderator effects because the interacting third
variable which changes the relation between two original variables is a variable that
moderates the original relationship.105 An empirical investigation of the CSP/CFP-
link thus has to take into account interaction effects which help explain under which
circumstances such a link might exist.

Hence, instead of empirically testing the existence of a universal link between
(components of) CSP and financial indicators, it might be useful to apply a con-
tingency approach. This allows for an analysis of the conditions, under which
strong CSP comes along with superior economic performance, or, on the contrary,

103 Cf. McWilliams and Siegel (2001); Thompson and Smith (1991), p. 31; Ullman (1985).
104 The fact that the business case argument is not self-evident becomes clear through the statement
of a businessman quoted in Utting (2000), p. 21: “If the ‘win-win’ argument were so compelling
(i.e. if there were such scope for simultaneously making profits and improving a company’s social
and environmental performance), then we wouldn’t be sitting around this table.” For studies that
(contra-intuitively) identify adverse effects of a company’s CSR efforts on potential customers’
evaluation of the firm, see Schwaiger (2004) or Sen and Bhattacharya (2001).
105 Cf. Hair et al. (2006), pp. 201 et sqq.
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with financial losses. The resource-based view of the firm offers a useful frame of
reference for such a conceptual analysis, as it helps explain under which (external)
conditions (internal) resources or “core competencies”106 can be turned into a
competitive advantage.107 By definition,

“. . . firm resources include all assets, capabilities, organizational processes, firm attributes,
information, knowledge, etc. controlled by a firm that enable the firm to conceive of and
implement strategies that improve its efficiency and effectiveness.”108

Not all resources, however, lead to competitive advantages. In order to hold the
potential of providing competitive advantages to the respective firm, resources have
to display certain characteristics: They have to (a) be able to exploit opportunities
and/or neutralise threats in a firm’s environment; (b) be either tacit, socially complex
or rare among a firm’s competitors; (c) be imperfectly imitable; and (d) have no
substitutes that fulfil the first three conditions.109

Applied to the context of this study, the ability to exploit opportunities by imple-
menting CSR strategies can be seen as a firm’s (internal) resource that it can, under
certain (external) circumstances, turn into a valuable asset.110 In the course of the
following, it will therefore be necessary to first identify such conditions and test
their moderating effects on the link to CFP by including them into the empirical
analysis.

Earlier conceptual and empirical work on the CSP/CFP-link already offers sev-
eral suggestions for potential moderators that help bring together internal capabil-
ities and external conditions – however often without offering ways to statistically
operationalise these moderators. Examples include management’s strategic posture
towards environmental111 or social112 demands; industry growth113 and visibil-
ity114; a firm’s capability for process innovation and implementation115; consumers’
attitude to CSR and their beliefs about the relation between a company’s CSR efforts

106 Prahalad and Hamel (1990).
107 See for instance Barney (1991), p. 102; Conner (1991), p. 122; Grant (1991), p. 118;
Hart (1995), p. 988; Russo and Fouts (1997), pp. 536 et sqq.; Wernerfelt (1984), p. 172. For a
strategic management approach to CSR, see Porter and Kramer (2006).
108 Barney (1991), p. 101 (italics in original).
109 Cf. Barney (1991), pp. 105 et seq.; Hart (1995), pp. 989 and 998.
110 Cf. Hart (1995); Russo and Fouts (1997) that understand environmental performance as
a corporate resource. Concerning CSR and the resources-based perspective, see Branco and
Rodriguez (2006) and the literature cited there.
111 Cf. Wagner and Schaltegger (2004), pp. 559 and 562. Considering the said above, it is critical to
assume strategy to moderate the CSP/CFP-link, though. Understanding CSR as a market response,
strategy should rather be seen as a function of its importance: professional CSR management
can only be expected where external pressure asks for it and where it therefore pays to have one
(see also Sect. 2.3.2).
112 Cf. Ullman (1985), pp. 551 et seq.
113 Cf. Russo and Fouts (1997), pp. 540 et sqq.
114 Cf. Ullman (1985), p. 542.
115 Cf. Christmann (2000), p. 669.
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and its ability to make quality products116; stakeholder power117 and their ability to
engage in networks118; country-specific regulatory differences or industry market
structure119; and managerial orientation towards stakeholders.120

Understanding CSR as a market response, a positive CSP/CFP-link is more
likely to exist in those instances where the company has an interest to intensify its
CSR efforts. In other cases, however, increased CSP can even lead to an economic
underperformance: if a company spends more resources for CSR without expecting
respective returns, it will – ceteris paribus – be less profitable than a comparable
competitor. This example illustrates the close interrelations between determinants of
CSP and moderators of the CSP/CFP-link. Despite these similarities it is important
to note that, in the terminology used in the following, determinants and modera-
tors are conceptually different: while determinants influence the CSP level itself,
moderators influence its link to financial performance. If CSP can be considered
as a rational market response,121 variables that prove to increase the probability of
a high/low CSP are most likely to have a moderating effect on the CSP/CFP-link.
Due to technical restrictions, not all of the conceivable interaction effects can be
employed in the empirical study presented later. To focus on the most important
ones, Sect. 3.2 examines potential drivers (determinants) of a high CSP and will
thereby identify the most promising candidates for interaction effects employed in
Sect. 3.3.

As mentioned earlier, identifying moderators means asking under which condi-
tions a certain relation might exist. Additionally, one can assume that if such a link
exists, it does not do so to an unlimited extent. In the contrary, there presumably is a
level of CSR efforts where the company meets societal expectations to a satisfying
degree.122 Arguably, the marginal utility of additional such efforts will turn negative
from that point on. By depicting the relation between CSP and economic perfor-
mance as an inverted u-shaped curve, researchers have repeatedly formalised this
assumption.123 However, empirical studies on the CSP/CFP-link have seldom used
a function of such a type.124 Section 3.5 will address the idea of decreasing marginal
net benefits from investments into CSP and present a possibility to statistically test
the empirical validity of this assumption.

116 Cf. Sen and Bhattacharya (2001), p. 227.
117 Cf. Mitchell et al. (1997), p. 878; Barnett (2007).
118 Cf. Rowley (1997).
119 Cf. Wagner and Wehrmeyer (2002), p. 137.
120 Cf. Berman et al. (1999), p. 492.
121 Cf. pp. 32 et sqq.
122 See McWilliams and Siegel (2001), who conclude that form a managerial perspective there is
an “ideal level of CSR”.
123 Bowman (1973), p. 25; Picot (1977), p. 33; Schaltegger and Synnestvedt (2002), p. 341;
Ullman (1985), p. 542; Wagner et al. (2002), p. 135; Wagner and Schaltegger (2004), p. 558.
For a visualisation of this idea, cf. Fig. 2.12 on p. 92 of this thesis.
124 For an effort to take into account decreasing marginal returns of CSP when measuring its
relation to economic performance, see Bowman and Haire (1975).
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2.3.4 Mediating Effects: Why Should a CSP/CFP-Link Exist?

Statistical tests of empirical correlations first require conceptually derived hypothe-
ses concerning these interrelations.125 In the case of economic impacts of corporate
social performance, such predictions have to be based on theoretically deducted
arguments on why the performance on a certain component of CSP should have
financial effects for a given company.126 Hence, another argument starts with the
observation that there is no reason for the existence of a (causal) relationship
between CSP and CFP unless one takes into consideration certain mechanisms that
provide an explanation for why such a link should exist. That is, when asking for
such an explanation, one has to look for mediating effects. The ability to sustain
higher margins due to a better customer reputation on the one hand, and having
higher employee satisfaction which leads to better productivity on the other hand,
both might have positive impacts on a firm’s financial performance, but through
very different and distinct mechanisms. Clearly distinguishing between these dif-
ferent mechanisms is not only important for methodological reasons but also for
management that has to base its CSR related (investment) decisions on a profound
understanding of their consequences. A first approach to identifying mediators lies
within the distinction between organisationally internal and external effects of CSP.

Mediators reflecting internal effects consider advantages that the organisation can
achieve through CSP internally and that lead to economically relevant benefits. This
first of all applies to the firm’s employees, who may support the company’s CSR
activities and therefore perceive increased satisfaction and identification with their
jobs, which in turn can result in lowered absenteeism and turnover.127 This identifi-
cation effect can furthermore enhance a given company’s ability to attract qualified
employees.128 Concerning the production processes within the firm, especially envi-
ronmental management and related process improvements can help the company
develop competencies that lead to more efficient work processes129 and enhanced
innovativeness.130 Furthermore, eco-oriented management might be better prepared
for anticipating and handling risks.131

A company’s social performance does not only have an impact on manage-
ment and employees but is also observed by stakeholders outside the firm. That
makes it plausible to assume that CSP causes certain external effects. Arguably
most intensively researched in this context are reputational effects of CSR efforts.
In the broadest sense, CSP can be seen as a means to ensure a company’s legitimacy

125 Cf. Backhaus et al. (2006), p. 7.
126 See Ullman (1985), pp. 551 et sqq.; Wood and Jones (1995), pp. 230 et sqq.; Rowley and
Berman (2000), p. 405.
127 Cf. Berman et al. (1999), pp. 489 et seq.; Clarkson (1995), p. 93; Maignan et al. (1999), p. 459;
Riordan et al. (1997); Wagner and Schaltegger (2004), p. 564.
128 Cf. Turban and Greening (1997).
129 Cf. Hamschmidt and Dyllick (2001); Hart (1995), pp. 998 et sqq.
130 Cf. McWilliams and Siegel (2000), pp. 605 et seq.
131 Cf. Shrivastava (1995).
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within society, or as it is sometimes called, its “license to operate”.132 More detailed,
empirical investigations have found that perceived CSP in general, and particularly
environmental performance,133 has – mostly positive – effects on a firm’s overall
reputation.134 Such superior reputation is an important corporate asset as it influ-
ences consumer behaviour135 and enables companies to add price premiums on their
products.136 CSP might also come along with financially benign effects on capital
markets. It can for instance lower a company’s capital costs (as socially responsible
firms tend to be less risky investments137) and enable access to certain new capital
markets.138

Given the existence of such potential internal and external mediating effects, an
empirical investigation of the CSP/CFP-link first has to analyse which components
of CSP might have an influence on these mediators. This will be accomplished in
Sect. 3.3.1 which thoroughly derives hypotheses as to the single components’ effects
on firm financial performance.

132 Cf. Hansen and Schrader (2005), p. 384; Hart (1995), p. 999.
133 Cf. Hart (1995), p. 999; Russo and Fouts (1997), p. 539.
134 See for instance Eberl and Schwaiger (2006); Hansen and Schrader (2005), pp. 383 et seq.;
Schwaiger (2004); Sen and Bhattacharya (2001), p. 226.
135 Cf. Maignan et al. (1999), p. 459; Mohr et al. (2001); Sen and Bhattacharya (2001).
136 Cf. McWilliams and Siegel (2001), p. 119.
137 Cf. Graves and Waddock (1994), pp. 1043 et seq.; Fombrum et al. (2000); Spicer (1978b,
pp. 75 et sqq.; Wagner and Schaltegger (2004), p. 564.
138 This argument refers to capital markets associated with Socially Responsible Investment (SRI).
For a recent overview, see Schröder (2004).



 

Chapter 3
An Empirical Study on Corporate Social
Performance

The empirical analysis of economic impacts of corporate social performance in this
second main section of the thesis proceeds in five steps. The first task is to present
the data employed in this study. Section 3.1 will therefore include a qualitative as
well as a quantitative examination of the CSP data derived from oekom research
ratings. It will also justify the argument that oekom data are more adequate for
empirical CSR research than previously used data, and that the only existing study
that employs oekom data still leaves many questions unanswered. Moreover, it pro-
vides a discussion and descriptive statistics of all financial data and control variables
used. Particularly, it will give reasons for the use of Tobin’s Q as a market-based
measure of financial performance.

Second, to better understand what kind of companies tend to display a good
CSP, Sect. 3.2 will analyse the influence of potential CSP drivers. After considering
CSP at an aggregated level, the two sub-categories of that rating (social-cultural and
environmental rating) will be scrutinised separately to see whether results change
in a more differentiated kind of analysis. The results of that section will partly be
used to identify possible interaction effects included in the subsequent analysis in
Sect. 3.3. After deriving hypotheses as to the relation between five CSP components
and Tobin’s Q, these will be tested by cross-sectional regression analyses. The then
following robustness check of the model will address the econometric problem of
endogeneity, which is often involved in the context of regression analyses. Specif-
ically, by means of an instrumental variable regression, it will ask to which degree
the results allow for conclusions as to the causal relations between CSP and financial
performance.

Section 3.4 asks whether there is a relation between changes in the performance
along CSP components and Tobin’s Q, respectively. Although no entire panel dataset
is available, a dynamic analysis of the data is possible by using a sub-set of the
sample for which observations are available for two points in time.

Finally, Sect. 3.5 will examine the aforementioned idea that even if a positive
relation between CSP components and financial performance exists, this relation
might not persist to an unlimited extent. To test this hypothesis of decreasing
marginal effects of CSP, it will analyse whether exceptionally good CSP comes
along with financial losses.

P. Schreck, The Business Case for Corporate Social Responsibility,
Contributions to Management Science.
c© 2009 Physica-Verlag Heidelberg
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3.1 Sample Description

3.1.1 Data on Corporate Social Performance

3.1.1.1 Oekom Research’s Rating Approach

The subsequent study uses data gathered and provided by oekom research AG,
one of Germany’s largest social investment research firms. oekom research is an
independent rating agency that evaluates the social-cultural and environmental
performance of publicly traded companies as well as of entire countries.1 Their
research results form the basis of their so-called Corporate Responsibility Ratings
(CRR) and the Country Ratings,2 which institutional investors use to construct their
investment portfolios. These institutions are mainly socially responsible investment
funds that seek to base their investment decisions on more than merely finan-
cial considerations.3 In 1994, oekom research started evaluating companies on
purely environmental criteria, which were supplemented by social dimensions in
1999. Since then, oekom research regularly publishes its industry-specific corpo-
rate responsibility ratings. Currently, its research includes more than 800 companies
from various countries and all major industries; the stocks analysed cover 100% of
DJ STOXX 50 and DJ EURO STOXX 50 indices, 90% of DJ STOXX 600 and
80% of the MSCI World Index. Considering the conceptualisation of CSR devel-
oped earlier, it is appropriate to use these data to assess a company’s CSP, as it is
based on research considering firm performance towards various stakeholders. Since
investors who try to identify socially responsible companies demand these ratings,
they should reflect values holding within society, upon which social responsibilities
are ascribed to companies.

The agency’s rating process is characterised by a comprehensive indicator-based
approach. The Frankfurt-Hohenheimer-Guidelines, a set of more than 800 criteria
for the ethical assessment of companies, serves as a blueprint for industry-specific
catalogues of up to 200 single items which the companies are judged upon.4 The
grading on each of these criteria takes place on a scale ranging from A+ (excel-
lent record) to D− (poor record), equalling a 13 steps numerical scale (grades
1–4 in 0.25 steps). To minimise method biases, professional analysts are grouped
by industry experts. For the assessment of the companies, they use a highly stan-
dardised procedure and take into account quantitative measures whenever possible.

1 For the following, cf. Bönning (2004) and the company description on www. http://www.oekom-
research.com/ag/english/index services.htm. For a comprehensive international overview of such
rating institutions, see Schäfer et al. (2006).
2 The country ratings comprise 45 OECD countries but are not further described here, as they are
not subject to this paper.
3 For an international overview of such funds and their performance cf. Schröder (2004). For a
critical examination see the debate between Entine (2003) and Waddock (2003).
4 The Frankfurt-Hohenheimer-Guidelines were developed and published in 1997 by the project
group Ethical & Environmental Rating, lead by Johannes Hoffmann and Gerhard Scherhorn.
Cf. Hoffmann et al. (1997); Frankfurt-Hohenheim and oekom research AG (2002).
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The information for the evaluation is derived from both the companies themselves
and the external sources. Company information comprises annual, social and envi-
ronmental reports as well as personal interviews with company representatives.
Additional information is gathered from media screening, expert interviews and
assessments from specialists in governmental institutions and various organisations
such as business associations, research institutes, consumer protection groups and
other NGOs. Referring to the distinction introduced in Sect. 2.2.2, oekom research
provides multi-dimensional, performance-based measures of CSP.5

Upon completion of the rating process, the single item grades are weighted
according to an industry-specific scheme and aggregated on up to seven levels.
This procedure finally results in the Corporate Responsibility Rating, consisting
of a social and an environmental dimension, as depicted in Fig. 3.1.

Investment recommendations are given on the basis of these ratings’ results. As
oekom research follows a best-in-class approach, prerequisites for being rated as
‘prime investment’ vary between industries. Depending on the environmental and
social impact of a given industry, the company needs to reach a minimum grade in
order to be assigned the ‘prime’ status, that is to be recommended to investors. For
instance, a company in the metals and mining industry has a relatively high environ-
mental and social-cultural impact, which requires comparably high efforts to reduce
these negative externalities. Therefore, such a company would need an over-all rat-
ing grade of at least ‘B-’ to be recommended to investors as ‘prime’. A software
company, on the other hand, would only need a minimum grade of ‘C-’ within
the oekom rating to reach the same status. Note that according to this approach,
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Fig. 3.1 Structure of oekom research’s Corporate Responsibility Rating

5 For a better understanding, recent exemplary oekom research company ratings can be downloaded
at the ‘ratings & assessments’ section on www.oekom-research.com.
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companies are assessed on their absolute social-cultural and environmental impact
first of all, and are then evaluated in relation to their industry-specific competitors.
This procedure differs from other rating methodologies, a point which the examina-
tion of an alternative approach will come back to in the next chapter. The linkage
between industry classification and the respective requirements for the status of a
prime investment is illustrated in Fig. 3.2.6

oekom research tries to involve the companies within the rating process at various
stages. First, firms are informed about the fact that they are being rated so that they
can provide more than the publicly available information. After first completion
of preliminary ratings, companies have two further opportunities to provide feed-
back and comments on previous ratings. The final results are published in oekom
research’s industry reports that can be obtained by its customers.7

In addition to these ratings, investors who obtain data from oekom research can
also screen out companies on the basis of various exclusionary criteria independent
of the rating result. These criteria concern the company’s involvement in contro-
versial business areas (e.g. military, gambling or pornography) or practices (e.g.
animal testing, violation of human rights or controversial environmental behaviour).
As these form binary data, which are only used for negative screening strategies
independent of the overall grade, these will not be considered in the following.

6 Source: oekom research AG. Reprinted with kind permission.
7 Taken together, the research process is so thorough and time-consuming that it takes up to six
months to complete an entire industry report. Therefore, industry reports usually are only published
every 3–4 years.
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3.1.1.2 Comparison to KLD Data

As shown in Sect. 2.2.3.4, numerous similar analyses have already been conducted
with data provided by the US-American CSR rating agency Kinder, Lydenberg &
Domini (KLD). Most of these studies have condensed these data to aggregated mea-
sures of CSP.8 Others have, in line with the earlier argumentation, analysed singular
dimensions of CSR.9 Regardless of methodological differences to these studies, the
justification of further analyses based on oekom data is also grounded on the argu-
ment that data from oekom research might be more suitable for assessing statistically
useful differences in CSP. To show this, KLD’s research methodology is evaluated
in the following.

In its environmental, social and governance ratings, KLD evaluates companies
within a total of 12 issue-areas, as depicted in Fig. 3.3.10 In each of these categories,
a company is rated concerning certain strengths as well as weaknesses. Dichoto-
mous variables indicate the presence (‘1’) or absence (‘0’) of certain strengths or
weaknesses.11 Additionally, the controversial business involvement rating assesses
companies as to their involvement in nine different business areas.12

KLD’s annual industry ratings are accessible via the agency’s commercial online
database called SOCRATES. Many researches have been appealed by the data’s
convenient availability and used it for quantitative research. However, as the inclu-
sion of every single strength and concern dummy into econometric models would
render the generation of hypotheses and the interpretation of results difficult, stud-
ies aggregate KLD dummy variables to be able to use it. Most of them simply add
the number of ‘strengths’ and subtract the sum of ‘concerns’ to create a single CSR
score (be it an overall index or one for single categories)13; others treat strengths
and concerns as separate measures.14

Considering the structure of KLD data, at least three difficulties arise when the
data are used as a proxy for CSP.15 First, the weighting of single issues is controver-
sial. When simply adding and/or subtracting strengths and concerns, all dimensions
(issue-areas) are treated as equally important. Taking social performance as an
example, this means that having a women or a member of a minority group as

8 For their assessment, see Sect. 2.2.3.4.
9 E.g. Berman et al. (1999).
10 For a description of KLD’s research methodology, see KLD Research (2007).
11 As reported by Graves and Waddock (1994) and Hillman and Keim (2001), KLD formerly
measured each issue-area on a five-points-scale ranging from ‘major strength’ (+2) to ‘major
weakness’ (−2).
12 These are abortion, adult entertainment, alcohol, contraceptives, firearms, gambling, military,
nuclear power and tobacco.
13 See for instance Chatterji et al. (2007); Graves and Waddock (1994); Hillman and Keim (2001);
Waddock and Graves (1997).
14 One problem here is that issue areas consist of different numbers of single items (dummies),
which renders simple aggregate scores incomparable. Therefore, Mattingly and Berman (2006),
normalise the scores by z-transforming each data point.
15 For a harsh (and polemic) critique of KLD data’s reliability, consistency and objectivity,
see Entine (2003). See also the reply from Waddock (2003).



 

38 3 An Empirical Study on Corporate Social Performance

Environmental Ratings

Climate Change
Products and Services
Operations and Management
Other

Social Ratings

Community
Diversity
Employee Relations
Human Rights
Product

Governance Ratings

Reporting
Structure
Other

Controversial Business Involvement
Involvement in nine controversial areas

strengths concerns

no/yes (0/1)
no/yes (0/1)
no/yes (0/1)
no/yes (0/1)

no/yes (0/1)

no/yes (0/1)
no/yes (0/1)
no/yes (0/1)
no/yes (0/1)

no/yes (0/1)
no/yes (0/1)
no/yes (0/1)

no/yes (0/1)
no/yes (0/1)
no/yes (0/1)
no/yes (0/1)

no/yes (0/1)

no/yes (0/1)
no/yes (0/1)
no/yes (0/1)
no/yes (0/1)

no/yes (0/1)
no/yes (0/1)
no/yes (0/1)

involvement: no/yes (0/1)

Fig. 3.3 KLD’s corporate social responsibility rating scheme

CEO adds as much to a company’s rating as undertaking ‘outstanding or innovative
initiatives primarily related to labor rights in its supply chain’.16 To overcome these
limitations, Ruf et al. (1998) developed a weighting scheme that has repeatedly been
used since then.17 It does, however, only attribute weights to the issue-areas, not to
the single strengths and concerns within a given area. To remain in the example of
human rights, this procedure still leads to an equal importance of the protection of
minimum labour rights throughout the whole supply chain, on the one hand, and
good relations to indigenous peoples at the other. An additional problem lies within
the fact that there are no industry-specific weighting schemes: a number of environ-
mental ‘strengths’ for a car-producer such as Daimler Chrysler count as much as
the same number of ‘strengths’ at Deutsche Bank.

Second, the problem of weighting notwithstanding the practice of subtracting
concerns from strengths presupposes that these variables measure the same con-
structs, that is they negatively co-vary. However, as Mattingly and Berman (2006)
show, strengths and concerns often do not correlate and sometimes even co-vary
positively. This can be seen as a strong indicator that these strengths and weak-
nesses are not two sides of the same underlying construct. A third limitation within

16 KLD Research (2007), p. 8.
17 Graves and Waddock (1994); Ruf et al. (2001); Waddock and Graves (1997).



 

3.1 Sample Description 39

KLD data can be seen in the use of dummy variables for the assessment of cer-
tain issues, which does not allow for detailed differentiation between inferior and
superior performers within a single area. Given the problems described earlier, the
popularity of KLD data in empirical research can probably as much be explained by
their convenient availability as by their adequateness.

3.1.1.3 Adequateness of oekom Data and the Study of Glaser et al. (2007)

As with KLD data, oekom’s ratings were not specifically designed for the purpose
of scientific studies. In principal, the same problems can therefore arise when used
as secondary data for empirical analyses. However, concerning the three limitations
identified with respect to KLD data, oekom data are arguably more suitable for such
analyses due to differences in its specific structure.

First, when aggregating the single items from the lowest level to the over-all cor-
porate responsibility grade on the first level of the rating (cf. Fig. 3.1), oekom uses
industry-specific weighting schemes, which warrant that the single items and cat-
egories influence the rating according to their importance with respect to a given
industry. For instance, monitoring suppliers for their environmental record is very
important for the metals and mining industry but irrelevant to banks and financial
institutions. oekom’s industry experts meet before each rating and discuss whether
new or old weighting schemes adequately reflect current industry differences.18 Sec-
ond, oekom does not assess companies based on the absence or presence of certain
strengths and weaknesses. It rather subdivides CSP dimensions into various cate-
gories over up to seven levels, and then grades companies concerning single items
on the lowest level. Eventually, it uses these single item grades to construct dimen-
sions finally resulting in the responsibility rating. Therefore, contrary to KLD data,
scores do not have to be constructed by the researcher but are included in the data on
each aggregation level. For instance, the analysis of CSP drivers in Sect. 3.2 will use
the first and the second level of aggregation in the rating (crr, scr, er). One problem
is, however, that the scores are not comparable across industries and therefore can-
not be used for comparative statistics without being adjusted. This problem will be
examined in Sect. 3.1.1.4. Third, the oekom rating system enables researchers to dif-
ferentiate firm social performance within single item scores. The ratings take place
on a 13-steps scale and are only weighted afterwards. Compared to dummy variables
(absence/presence of strengths/concerns), this allows for differentiated comparisons
concerning various companies’ performance with regards to single items, categories
and dimensions.19

18 It is important to note that the use of industry-specific weighting schemes does not mean that
the resulting scores would be comparable across industries. oekom research’s data is not suitable
for evaluations such as ‘BMW is better than Microsoft’.
19 Such a differentiation is for instance needed when testing the hypothesis of decreasing marginal
effects of CSP, cf. Sect. 3.5.
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Although it is very common to use data from professional rating agencies such
as KLD20 and ARESE21 for scientific studies on the CSP/CFP-link, and in spite of
the adequateness of oekom research data for assessing CSP, only one published sci-
entific study has so far been conducted based on these data. In one of their four
independently conducted studies on the relationship between ‘socially responsi-
ble or sustainable treatment of human resources’22 and financial success, Glaser
et al. (2007) use oekom data for their analysis. The study of Glaser et al. (2007)
differs from this paper’s approach with respect to various methodological aspects as
will shortly be examined in the following.23

After testing the data’s validity and reliability,24 the authors proceed in four
steps. First, they test for differences in financial performance (measured by ROI
and EPS) between oekom’s best-in-class firms (‘prime’ status) and all other firms
by means of a Mann–Whitney U-Test (however, without deriving hypotheses prior
to the test). It is worth mentioning that this prime status is determined by the over-all
corporate responsibility rating (CRR) grade, including environmental performance.
Therefore, it is unclear how this relates to the research question, which explicitly
focuses on human resources. In a second step, Spearman’s rank correlation coef-
ficients are computed for the association of financial measures, on the one side,
and the overall CRR grade as well as three social sub-categories on the other.25 No
comprehensive model (e.g. regression analysis) is employed, which would be able
to control for variables typically influencing performance measures. The problem
with using oekom’s grades as absolute measures (rather than relative ones such as
the best-in-class status) is that it compares grades across industries. As an exam-
ple, this procedure considers an environmental score of 2.3 for a car producer to
be ‘better’ than a score of 2.2 for an insurance.26 Such a procedure runs counter

20 For exemplary studies using KLD data for measuring CSP, cf. Barnett and Salomon (2006);
Berman et al. (1999); Graves and Waddock (1994); Graves and Waddock (2000); Guerard (1997);
Hillman and Keim (2001); Johnson and Greening (1999); Kurtz and DiBartolomeo (1996);
Ruf et al. (2001); Turban and Greening (1997); Waddock and Graves (1997).
21 Cf. Igalens and Gond (2005).
22 Glaser et al. (2007), p. 47 (my translation).
23 Apart from these differences, their data is derived from older oekom research ratings conducted
from 2001 through 2003. So although the source of data is the same, we do not use the same
sample.
24 To test the data’s validity, the authors employ a confirmatory factor analysis (CFA) and conclude
that the two underlying constructs (social and environmental rating) are distinct factors and are well
founded by the single indicators. However, such methods can be used only in the case of reflective
indicators. But, considering oekom’s research method, these indicators are clearly formative. The
Frankfurt-Hohenheimer-Guidelines research team aimed at developing an exhaustive set of various
criteria that fully assesses a company’s social and environmental performance. That is, the single
dimensions are aggregated out of a complete set of single items that formatively construct these
dimensions. The use of covariance based methods such as CFA in that context corresponds to
a wrong specification and leads to inconsistent results. For a detailed discussion, cf. Albers and
Hildebrandt (2006), Diamantopoulos and Winklhofer (2001) and Hermann et al. (2006).
25 It remains unclear why the authors separate these categories after having argued that they
coherently represent one construct (cronbach’s α greater than 0.7).
26 Concerning such comparisons across industries, see the discussion in Sect. 3.1.1.4.
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to oekom’s best-in-class approach, which explicitly avoids direct between-industry
grade comparisons.

Only in their third and fourth steps, Glaser et al. (2007) run separate correlation
analyses for selected employees-related items and a sub-set of industries. That way,
ceteris paribus effects (partial correlation coefficients) still cannot be analysed and
the interpretation of the simple correlation coefficients is of very limited validity.27

3.1.1.4 Descriptive Statistics and Bivariate Analysis

According to oekom research’s business model, the relevant population consists of
publicly traded companies. The original sample included 300 corporations from 13
industries and 24 different countries.28 These companies were evaluated by oekom
research in the years 2005 and 2006. Since these ratings are repeated only every
third to fourth year, the results can be assumed to remain constant over 1 or 2 years.
Time differences in the completion dates of single industry reports can therefore be
neglected. Six companies had to be omitted due to restricted financial data avail-
ability. Table 3.1 provides an overview of the remaining sample’s distribution with
respect to industries and countries.

In line with the earlier argumentation,29 oekom data were grouped according to
stakeholders and used to construct respective components. To do this, numerical
grades from the third level as depicted in Fig. 3.1 were weighted according to their
relative importance in the oekom industry weighting schemes. The five stakeholder-
related variables described later will be used throughout the empirical analyses in
the next chapters.

The dimension Staff and Suppliers (variable: staff )30 includes all social aspects
regarding employees of the firm itself and those of its suppliers. The criteria accord-
ing to which companies are rated include freedom of association, safeguarding jobs,
payment, health and safety, equal opportunities, work-life balance, training and edu-
cation, forced and child labour and measures taken by the firm to ensure similar
standards at suppliers. Society and Community (soc) refers to the company’s external
relations with those communities that they are operating in. That concerns issues
such as charitable contributions, political donations, stakeholder dialogue or human
rights issues in the community not regarding the production process itself. Cor-
porate Governance and Business Ethics (corpgov) comprises shareholder-related

27 For problems with the interpretation of such coefficients of zero order, cf. Gujarati (2003),
pp. 229–232.
28 Compared to the total coverage of more than 800 companies that oekom rates, the 300 firms
represent a limited sample. This is due to differences in the rating procedure: only a part of the firms
is rated in a comprehensive way – the so-called inside-ratings – that allows for the differentiated
analyses of this study. The other companies are evaluated in the ‘outside-rating’, which is based on
a shorter and less in-depth analysis.
29 Cf. Sects. 2.1.4 and 2.3.1.
30 Throughout this section, variable names will be given in parentheses behind the full description.
For an overview of all variables in use, cf. the appendix.
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aspects such as the independence of the board, shareholder democracy and the trans-
parency of compensation schemes. It also refers to moral aspects of management,
for example the existence and quality of codes of conducts, measures to ensure
fair business conduct or major controversies (corruption, price fixing, antitrust).
All social and environmental customer-related topics are included in the dimen-
sion Social and Environmental Customer and Product Responsibility (cust). This
refers to aspects such as customer service (transparency and information), responsi-
ble marketing, the involvement of genetically modified food, the use of human stem
cells, product safety and the environmental ‘quality’ of both the production pro-
cess as well as the materials in use. Environmental Management and Eco-efficiency
(enman) refers to the general quality of the company’s environmental management,
including its environmental policy, management systems, the monitoring of suppli-
ers and reporting to external stakeholders. Furthermore, it includes eco-efficiency,
which concerns the reduction of energy consumption, polluting emissions, etc.

Table 3.2 provides an overview of the distribution of grades along the single
dimensions within each industry.

The original values of these dimensions (ranging from 1.0 to 4.0), however,
cannot directly be used for the analyses without further transformation because of
two reasons. First, as described earlier, these dimensions are not measured directly
but are aggregated scores composed of up to 130 single items that are rated on
a 13 points scale. Therefore, in spite of its seemingly metric scaling, the scale is
inherently ordinal and distances between any grades are not equal. As ordinary-
least-squares (OLS) regression presupposes a linear relation between the dependent
and the independent variables and implies constant partial effects of the regressors,
the variables cannot be used in their original scaling. Second, the original scores
do not control for industry differences in the importance of the single dimensions.
According to its best-in-class approach, oekom research does not directly compare
grades of firms from different industries but only amongst companies within the
same industry. Comparisons over industries are possible only after the translation of
the grades into prime-status, which are not available at the level of data aggregation
that is used in this study. Therefore, original scores were transformed into dummy
variables taking value one if a given firm performs above the industry mean along
single dimensions, and zero otherwise. This way, the dummies indicate low/high
performance per industry, and can be included into OLS regression analyses.

Since the data allow for breaking down the overall company grade into single
dimensions of CSR performance, it is interesting to ask whether companies typi-
cally perform well (low) on all dimensions or whether good (low) performance on
one dimension does not necessarily come along with good (low) performance on the
others. To analyse such interdependencies, simple correlation analyses were con-
ducted. Table 3.3 reports Spearman’s rank correlation coefficients, which measure
the dependence of ordinal variables. It also displays Cramer’s V for the transformed
dichotomous variables.31

31 Spearman’s rank correlation analysis tests the dependency of variables in ordinal scales.
Cramer’s V measures the correlation between categorical variables such as binary variables
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Table 3.3 Tests for statistical dependency between CSP-variables

scr staff corpgov soc cust enman

Correlation of single CSP dimensions (dummies)a

er 0.5041
(0.000)

corpgov 0.0256 1.0000
(0.660)

soc 0.4100 0.0523 1.0000
(0.000) (0.370)

cust 0.3873 −0.0871 0.3446 1.0000
(0.000) (0.135) (0.000)

enman 0.4215 −0.091 0.5126 0.4756 1.0000
(0.000) (0.119) (0.000) (0.000)

Correlation of single CSP dimensions (orig. scale)b

er 0.4990
(0.000)

corpgov 0.0532 1.0000
(0.363)

soc 0.5103 0.2173 1.0000
(0.000) (0.000)

cust 0.4269 −0.0326 0.3840 1.0000
(0.000) (0.578) (0.000)

enman 0.3921 −0.014 0.4423 0.4123 1.0000
(0.000) (0.811) (0.000) (0.000)

aValues report Cramer’s V. p-values of Pearson’s Chi-Squared-Test are given in parentheses. Bold
figures are significantly dependent on the 1% level. crr, scr and err correspond to the original
oekom ratings on the first and second level (cf. Fig. 3.1) and will be used for the analysis in Sect. 3.2
(correlations to the other variables are therefore not relevant). staff, corpgov, soc, cust and enman
are the stakeholder-related variables, which will be used in all other analyses
bValues report Spearman’s rank correlation coefficient. p-values are given in parentheses. Bold
numbers are significantly dependet on the 1% level

In addition to the five single components discussed up to here, Table 3.3 also
reports correlations between the two main sub-dimensions of the over-all rat-
ing, which are used in the analysis of potential drivers of CSP in Sect. 3.2. The
two dimensions out of which the oekom Corporate Responsibility Rating (crr)
is constructed, are the Social Cultural Rating (scr), on the one hand, and the
Environmental Rating(er), on the other.32

Although variance is lost through the procedure of dichotomising the original
variables, results hardly vary from continuous to binary scaling. In both cases there
is a significant dependency between performance in the social cultural rating and
the environmental rating. Concerning the five stakeholder-related components, all

(as is the case here). The respective χ2-test analyses the null hypothesis that the variables are
independent. Cf. Backhaus et al. (2006), pp. 242 et sqq.
32 Since higher aggregated scores are entirely constructed out of the lower-level grades, it would
not make sense to compute correlations between different levels. The respective fields in Table 3.3
are therefore left blank. For a clarification of the relation between the grades, recall Fig. 3.1
on p. 35.
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variables but Corporate Governance and Business Ethics (corpgov) significantly
correlate with each other, indicating that companies typically perform well (low)
on more than one CSR component. This result suggests the conclusion that man-
agement generally follows coherent CSR strategies, because there are probably
synergies to gain when performing well on multiple CSP components.

One explanation for the exception of corpgov could be that shareholder man-
agement traditionally belongs to good management independent of CSR, that is
management might consider good corporate governance as important without sub-
scribing to the notion of CSR in general.

3.1.2 Financial Performance: Tobin’s Q

As examined in Sect. 2.2.3, various accounting- and market-based measures have
been used in earlier work to proxy corporate financial performance. In the context
of this study, it is most appropriate to use a market-based measure for corporate
success: if CSP proves to have any effect on financial performance, it should best
be measured by considering the market’s assessment of a company’s value, which
includes all relevant expectations with that regard. To see whether results change
when an accounting number is used instead of market values, return on equity (ROE)
will be used for various robustness checks throughout the analysis.

A frequently applied market-based measure for firm performance is Tobin’s Q,
which is defined as the ratio of the market value of assets to their replacement value
at the end of the most recent fiscal year.33 There has been a long debate on how
to adequately compute Tobin’s Q. Lindenberg and Ross (1981) suggested a precise
formula which, however, requires difficult to obtain data to measure the replacement
value. Chung and Pruitt (1994) developed a proxy that is much easier to obtain
and still yields very similar results. In line with the latter approach and following
previous studies, the market value of assets is proxied by the book values of assets
(TA) minus the book value of equity (CE) minus deferred taxes (DefTax) plus the
market value of common stocks (MV). The replacement value of assets is proxied
by the book value of assets (TA)34:

Tobin’s Q =
TA−CE −De f Tax + MV

TA

Market values are year end values, book values were taken from the most recent
annual report of the same year but not later than September 30. Thereby, it is

33 For empirical studies using Tobin’s Q, see, for example Black et al. (2006); Bauer et al. (2004);
Claessens et al. (2002); Gompers et al. (2003); Gorton and Schmid (2000); La Porta et al. (2002);
Lang and Litzenberger (1989); McConnell and Servaes (1990); Morck et al. (1988). Although
Tobin’s Q is a standard measure in the finance literature, it has rarely been used in the CSR
context. For exceptions, see Dowell et al. (2000), Hillman and Keim (2001) and Luo and
Bhattacharya (2006).
34 Gompers et al. (2003), p. 151; Kaplan and Zingales (1997); La Porta et al. (2002), p. 1156.
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Fig. 3.4 Histogram for the distribution of Tobin’s Q in 2006

warranted that the market was able to proceed and evaluate the published data. To
avoid large outliers, Tobin’s Q was censored at the 95th percentile.35 All financial
data were obtained from the databases Thomson Worldscope and Datastream. The
histogram displayed in Fig. 3.4 shows the right-skewed distribution of Tobin’s Q
(2006) in the sample with descriptive statistics.

3.1.3 Control Variables and Return on Equity

As will be discussed in more detail later, variance in the dependent variable Tobin’s Q
has to be explained by taking into account several factors. Market risk, firm size and
leverage are known to have an influence on market-based performance measures
and were therefore included in the OLS regression models as control variables.36

A company’s market risk (variable: risk) was measured as the firm’s stock
dependence on market performance. In line with the Capital Asset Pricing Model
(CAPM), Betas for 2006 were calculated by regressing company stock returns on

35 See McConnell and Servaes (1990), p. 600 or La Porta et al. (2002), p. 1158.
36 Cf. Sect. 3.3.2.1. and the literature cited there.
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market returns on a daily basis:37

(
RIt −RIt−1

RIt−1
− iRF,t

)
= β0 + β1

(
BIt −BIt−1

BIt−1
− iRF,t

)
, where

RIt = Return index for a given company at day t.
iRF,t = Risk-free interest rate at day t (1-month-Libor for respective currency;

government bond, if Libor not available).
BIt = Benchmark index at day t (market index in respective country).

Firm size (size) was measured by sales in million US$ to warrant comparability,
and leverage (lev) was computed as the ratio of total debt to total assets.38 Although
Tobin’s Q will be used as a measure of firm financial performance throughout the
analysis, return on equity (roe) as an accounting measure will be used as an explana-
tory variable in Sect. 3.2 and for robustness checks of the OLS regression results in
later chapters. Table 3.4 provides descriptive statistics for the three control variables
and roe (2005 and 2006).39

For the sake of interpretability of the constant and the slope coefficients in the
OLS regression analysis, the control variables were mean-centred, resulting in the
distribution summarised in Table 3.5.

Table 3.4 Summary statistics for original control variables and roe

Distribution of control variables (original values) and roe

Variable Mean Std. dev. Min Max

risk 1.051 0.418 0.037 2.318
size (log) 9.592 1.218 5.941 12.701
lev 0.659 0.239 0.116 1.104
roe2005 15.868 8.584 0.367 34.179
roe2006 17.216 8.416 2.166 33.750

Table 3.5 Summary statistics for control variables after transformation

Distribution of control variables (mean-centered)

Variable Mean Std. dev. Min Max

risk 0.000 0.418 −1.013 1.268
size (log) 0.000 1.218 −3.651 3.110
lev 0.000 0.239 −0.543 0.446

37 Concerning the foundations of the CAPM, see Sharpe (1964); Lintner (1965); Mossin (1966).
38 To warrant constant partial effects of size on the dependent variable in the OLS analysis, log
values of sales were used, cf. Sect. 3.3.3.1.
39 roe values were censored at the 1 and 99% quantiles to avoid large outlayers.
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3.2 Determinants of Corporate Social Performance

3.2.1 Model Specification and Hypotheses

Before analysing the effects of superior CSP, it is worthwhile asking what factors
actually determine whether a given company performs high on a CSP dimension,
that is what the drivers of CSP are. As argued earlier, it is for instance conceiv-
able that larger firms have higher incentives to invest in their social performance and
that CSP varies between industries and with the companies’ different legal and/or
cultural backgrounds.40 These CSP drivers, the influence of which will be analysed
in the following chapter, generally fall into two broad categories that either concern
a company’s ability or its necessity to address CSR issues.

The first category mainly refers to a company’s financial performance. CSR is
sometimes seen as a discretionary management task, which a company can only
afford if it is financially successful.41 In this view, past financial performance is
a necessary condition for the company’s ability to display a high CSP and should
therefore partly predict the belonging to the high or low performing group. A num-
ber of empirical studies has analysed the partial effect of financial performance as an
antecedent of CSP, measuring financial performance by accounting numbers such as
return on assets (ROA), sales (ROS) or equity (ROE). Most of these studies indeed
find a positive relation.42 Others, however, only find a relation to certain CSP com-
ponents or entirely fail to support any such relation.43 To measure firm financial
performance, the analyses in the next chapter use an accounting number rather than a
market measure, because ROE is a measure of profitability and therefore determines
how many resources are available to be spent during the next period.

In addition to past financial performance, some authors suggest that the com-
pany’s ownership structure has an influence on CSP.44 Therefore, the debt-to-equity
ratio (lev) is included in the analysis to control for differences in the capital structure
and their influence on CSP. Past CSP is another factor that influences the company’s
current ability to receive high scores at the oekom ratings. Since it requires sub-
stantial know-how and financial resources to build competencies that allow for a
good CSP,45 past performance should explain a significant part of current social
and environmental performance. As past CSR grades are available for a subset of
128 companies within the original sample, it can be included in the analysis of this
sub-sample as an explanatory variable.

40 See, for instance, Alberini and Segerson (2002) or Waddock and Graves (1997).
41 For a thorough discussion of this ‘slack resources’ argument, see Sects. “Tracing Causality: The
Direction of the CSP/CFP-Link” and 3.3.3.3.
42 Deckop and Merriman (2006); Orlitzky et al. (2003); Waddock and Graves (1997).
43 Johnson and Greening (1999) only find a relation to a people-related (as opposed to a product-
related) CSP component. McGuire et al. (1988, 2003) show no clear relation.
44 Cf. Atkinson and Galaskiewicz (1988), Graves and Waddock (1994), and Johnson and
Greening (1999).
45 Cf. McWilliams and Siegel (2001), pp. 123–124.
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A second category of CSP drivers concerns the company’s need, rather than its
ability, to foster its relations to various stakeholders. Firm visibility for instance can
be expected to determine a company’s likelihood to be targeted by the media and
pressure groups lobbying for labour rights or environmental protection. In 2003,
sportswear-producer Puma was pressed by a non-governmental organisation (NGO)
to help one of its Mexican supplying manufacturers prevent bankruptcy and ensure
the payment of the workers’ full wages, although it only accounted for a minor
fraction of this supplier’s sales. The remaining orders were from a U.S./Mexican
textile company that had itself gone bankrupt and apparently was not suitable for
NGO campaigns due to its being little-known.46 This example illustrates how brand
vulnerability of large firms can increase a company’s need to be prepared to handle
moral conflicts, that is to socially perform well. In the following, firm visibility
is proxied by a company’s size (measured by sales), which has repeatedly been
included as a control variable in previous empirical studies.47 However, only a few
of these studies revealed significant relations between firm size and CSP.48

Another factor that might determine a company’s necessity to invest into its CSP
is its market risk. Orlitzky and Benjamin (2001) for instance assume that CSP works
as an insurance and thus lowers risks. Additionally, they also argue that lower risk
leads to higher CSP because reduced risk leaves more resources to be spent for CSR.
In contrast to some previous primary studies, their meta-study finds a negative rela-
tion with CSP in general.49 Finally, the firm’s cultural and legal background can be
assumed to have an influence on the company’s CSP level. National and interna-
tional regulations such as the Sarbanes-Oxley-Act or European legal requirements
include social and environmental issues that could explain regional differences in
CSP levels.50 The region of the firm is therefore captured by two dummy variables:
European companies are the reference group, cont takes value 1 if the firm is from
the US or Australia and cont2 takes value 1 if it comes from any other country.

To analyse the influence of the potential CSP drivers discussed earlier, the fol-
lowing chapter’s analyses regress CSP variables on the variables discussed up to
this point.51 Waddock and Graves (1997) suggest to further include industry-specific

46 The Clean Clothes Campaign provides detailed information on that case, see http://
www.cleanclothes.org/appeals-archive.htm#Matamoros.
47 Size has not only been included as a proxy for firm visibility. It also has been included based on
the argument that larger firms have more resources available to build competencies related to CSR.
The following analysis captures this notion by including past financial performance as a regressor.
48 Deckop and Merriman (2006) and Waddock and Graves (1997) include size variables which do
not show any significant relation. In contrast, Johnson and Greening (1999), McGuire et al. (1988)
and McGuire et al. (2003) do find a positive relation.
49 Their analysis also reveals that this negative relation with CSP is smaller if CSP is measured
as environmental performance. For studies that do not find a significant relation between risk and
CSP, cf. Alexander and Buchholz (1978) and Waddock and Graves (1997).
50 Alberini and Segerson (2002); McWilliams and Siegel (2001), p. 122.
51 Deckop and Merriman (2006) and McGuire et al. (2003) further include the CEO pay structure
and their incentives schemes in their analysis of CSP drivers. For lack of such data for the sample
employed here, this variable cannot be controlled for in the study.



 

3.2 Determinants of Corporate Social Performance 51

determinants of CSP into the analysis. Since oekom data are based on a best-in-class
approach, such data cannot be employed in this study, though.52

To warrant a differentiated analysis, three models are tested in the following,
which use the performance on different CSP components based on the ratings of
oekom research.53 The first model uses the overall Corporate Responsibility Rating
(crr) upon which oekom research gives its investment recommendations. Although
it has been and further will be argued that it is not useful to include this CSP over-all
grade as a regressor when explaining financial performance, it can be meaningfully
used as the dependent variable. Because the point of interest here is whether there
are systematic differences between those firms that are recommended by an SRI
rating agency such as oekom research, and those that are not. To see whether results
change when the environmental and social components of the over-all grade are
separately analysed, two more models are computed using the social-cultural (scr)
and the environmental rating (er) as dependent variables, respectively.54

Since these three CSP components are binary dependent variables, nonlinear
regression functions are more suitable than using ordinary least squares (OLS) esti-
mation. One such function is the probit regression, which estimates the probability
that an observation takes value 1 in the binary dependent variable, conditional on
the values of a set of explanatory variables.55

The three population probit models actually to be estimated then include multiple
regressors as shown by the following equations:56

Pr(crr = 1|x1,x2, . . . ,x6,crrlagged) = Φ

(
β0 +

6

∑
i=1

βixi + β7crrlagged

)
(1)

Pr(scr = 1|x1,x2, . . . ,x6,scrlagged) = Φ

(
β0 +

6

∑
i=1

βixi + β7scrlagged

)
(2)

Pr(er = 1|x1,x2, . . . ,x6,erlagged) = Φ

(
β0 +

6

∑
i=1

βixi + β7erlagged

)
, (3)

where Φ is the cumulative standard normal distribution function. crr, scr and er
correspond to the oekom corporate responsibility, social cultural and environmental
ratings, respectively, and

x1 = risk
x2 = size
x3 = lev
x4 = cont
x5 = cont2
x6 = roe2005.

52 Cf. Sect. 3.1.1.
53 Concerning the construction of the two performance-classes, cf. 3.1.1.4.
54 To see the location of these three components within the oekom rating, recall Fig. 3.1.
55 Stock and Watson (2007), pp. 389–394.
56 For a formal description of the case of multiple regressors, cf. Wooldridge (2002), pp. 457–458.
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To better illustrate the logic behind probit regression, the following considers
the case of only one regressor by asking how a company’s belonging to the high
performing class depends on its previous oekom grade. For better visualisation, the
lagged values are kept in the original scale (metric, ranging from values 1 to 4),
whereas the current rating is transformed into a binary variable (performance class).
Formally, the probit population model is expressed by the following equation:

Pr(crr = 1|crrlagged) = Φ(β0 + β1crrlagged), (4)

where, as before, Φ is the cumulative standard normal distribution function. The
constant and the coefficient are estimated by the method of maximum likelihood,
which produces consistent and efficient estimators. Using the estimated coefficients,
the probability for crr = 1 can be computed for every observation, given its previ-
ous rating grade. The grey dotted line in Fig. 3.5 corresponds to these fitted values.
The black dots indicate the actual values for past (continuous) and current (binary)
crr performance in the sample. As the graph shows, receiving high grades during
the last rating process increases the estimated probability of belonging to the high
performance group.

After this illustration, the next sections will return to the estimation of (1)–(3),
which represent the actual models of interest.
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3.2.2 Bivariate Analysis

Table 3.6 gives an overview of the relevant pair-wise correlations between the
variables used in the probit regression models.57

As the correlation coefficients show, there is no significant dependency between
risk and any of the CSP variables, neither actual nor past ones. Size and lev are
both positively and significantly correlated with the actual ratings (with the excep-
tion of the relation between lev and er) but not with the past ones. As expected,
there is a strong correlation between current and past performance with regards to
both the over-all grade and the subcomponents. The weakest correlation between
past and current performance exists within the social-cultural component; an issue
that will also be discussed in the next chapter. To analyse whether these correla-
tions still persist after controlling for other sample differences, the following chapter
will analyse partial correlations to explore the dependencies between CSP and the
variables discussed earlier.

Table 3.6 Pair-wise correlations

Matrix of pair-wise correlation between variables used in the probit regression models
crr crrlagged scr scrlagged er erlagged risk size lev

crrlagged 0.4040 1.0000
0.0000

scrlagged 0.1758 1.0000
(0.0472)

erlagged 0.4377 1.0000
(0.0000)

risk −0.0357 −0.0660 0.0016 −0.0288 0.0002 0.0990 1.0000
(0.5419) (0.4595) (0.9783) (0.7471) (0.9969) (0.2664)

size 0.2724 0.0898 0.1573 −0.0123 0.2392 −0.0298 −0.1768 1.0000
(0.0000) (0.3137) (0.0069) (0.8903) (0.0000) (0.7388) (0.0023)

lev 0.1692 0.0727 0.1605 0.0684 0.0700 −0.0520 −0.1490 0.3669 1.0000
(0.0036) (0.4149) (0.0058) (0.4428) (0.2312) (0.5602) (0.0105) (0.0000)

cont −0.1431 −0.2053 −0.0926 −0.0922 −0.2074 −0.1936
(0.0141) (0.0201) (0.1130) (0.3008) (0.0003) (0.0286)

cont2 −0.1569 −0.2670 −0.2651 −0.2844 −0.0761 −0.1393
(0.0070) (0.0023) (0.0000) (0.0011) (0.1931) (0.1168)

roe2005 0.0470 0.0331 0.0496 0.0848 0.0268 −0.0003 −0.1237 0.1300 0.0338
(0.4225) (0.7105) (0.3973) (0.3411) (0.6473) (0.9973) (0.0339) (0.0258) (0.5633)

Note: Values report Bravais–Pearson correlation coefficients for those variables that appear together in one
model. Significance levels are given in parantheses. Bold numbers indicate that variables are significant on the
5% level or below

57 Point-biserial correlation coefficients show the correlation between a binary and a continuous
variable. The formula is mathematically equivalent to the Bravais–Pearson correlation formula if
it uses the empirical standard deviation of the metric variable. Cf. Jann (2005), p. 91.
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3.2.3 Probit Regression: Results and Discussion

In accordance with the discussion of the previous chapter, three probit regression
functions are estimated by maximum-likelihood. The first model regresses the over-
all corporate responsibility rating (crr) on lagged crr values as well as on the set of
variables reviewed earlier. Models 2 and 3 use the two sub-categories social-cultural
rating (scr) and environmental rating (er) as the dependent variable, leaving the set
of regressors unaltered with the exception of the lagged scr and er values. Table 3.7
reports the results of these regressions, where columns 1–3 correspond to the three
respective models.

As expected after the last chapter’s discussion, size and crrlagged are strong
drivers of the current crr rating, which becomes clear through their significantly

Table 3.7 Probit regression results

Dependant variable crr scr er

Regressors
risk −0.0777 0.1406 0.0990

(0.8080) (0.6490) (0.7700)
size 0.2618∗∗ 0.0679 0.3182∗∗∗

(0.0140) (0.4910) (0.0030)
lev 0.3820 0.8680 −0.1328

(0.5430) (0.1450) (0.8320)
cont −0.1854 −0.0627 −0.5505∗

(0.5580) (0.8220) (0.0970)
cont2 −0.2063 −0.6895∗ −0.6409

(0.6110) (0.0920) (0.1160)
roe2005 0.0043 0.0065 0.0063

(0.7680) (0.6310) (0.6850)
crrlagged 0.9972∗∗∗

(0.0000)
scrlagged 0.3114

(0.1970)
erlagged 1.1589∗∗∗

(0.0000)
constant −0.5125 −0.0706 −0.5745∗

(0.1220) (0.8240) (0.0900)
Δ Prob 0.3814 0.1216 0.4356
N 128 128 128
Wald (Prob > χ2) 0.0001∗∗∗ 0.1613 0.0000∗∗∗
LR (Prob > χ2) 0.0001∗∗∗ 0.1287 0.0000∗∗∗
correct [%] 0.6719 0.6172 0.7031
Pseudo-R2 0.1733 0.0644 0.2253

The three probit regressions were estimated by maximum likelihood. p-values (P > z) are reported
in parentheses (calculated with heteroscedasticity-robust standard errors). Individual coefficients
are statistically significant at the ∗10%, ∗∗5% or ∗∗∗1% level (two-tailed t-test). Δ Prob gives the
difference in predicted probability of crr = 1 (scr = 1, er = 1), low vs. high past performers, for an
average European company. Correct [%] gives the percentage of correctly classified observations
by the estimated function
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positive coefficients in column 1. Equation (1) shows that these estimated regres-
sion coefficients are not as easily interpretable as in the case of OLS. To illustrate
the effect of high past ratings on current ratings, one can consider how the predicted
probability of a high oekom rating (i.e. crr = 1) changes with the past rating for the
case of a European company that has the sample average values of all the regressors
other than past crr performance (cf. the row of Δ Prob in Table 3.7).58 For instance,
the predicted probability of crr = 1 for such an average company increases by 38%
if one compares past low with past high performers.

In contrast to the results of Orlitzky and Benjamin (2001), but consistent with
the findings of the previous bivariate analysis, risk does not significantly determine
a company’s over-all CSP. However, as opposed to the earlier correlation analy-
sis, the probit regression reveals no significant relation between lev and crr after
holding constant size and crrlagged. The same applies to the regional background
variables cont and cont2, which display no significant coefficient estimates. This
does not necessarily imply that legal and cultural backgrounds do not influence CSP.
Rather, the results indicate that these dummies do not reflect cultural and/or legal
differences well enough to measure their precise influence on the CSP level. Unfor-
tunately, because of the limited sample size and uneven distribution of nationalities
(cf. Table 3.1), a more differentiated analysis of such national differences is not
possible.

Surprisingly and in contradiction to the ‘slack resources’ argument as well as to
some of the previous studies cited earlier, the coefficient of past financial perfor-
mance, measured by return on equity, is not statistically significant. This result is
robust to changes in the measure of financial performance, as including Tobin’s Q
from 2005 did not yield significant coefficients either. Given the widely assumed
bi-directional causal relation between corporate social and financial performance,
this is an interesting result.59

Concerning the significance of the model altogether, several procedures are
available to test for the quality of the model (test statistics for the following pro-
cedures are reported in the last rows of Table 3.7). First, the Wald-test as well
the likelihood-ratio tests both fail to reject the null hypothesis that the vector of
estimated parameters equals zero so that it can be assumed to significantly add
explanatory power to a model which only includes the intercept.60 Furthermore, the
Pseudo-R2 of 17.30% is a reasonable though not very high value.61 Another possi-
bility to intuitively evaluate the goodness-of-fit of the estimated model to the sample

58 Technically, the two predicted probabilities are compared by computing the respective values of
the cumulative standard normal distribution function according to (1): once for crrlagged = 0 and
once for crrlagged = 1.
59 Concerning this bi-directional relation, cf. Sect. “Tracing Causality: The Direction of the
CSP/CFP-Link” and 3.3.3.3.
60 The Wald test and the likelihood ratio test are two asymptotically equivalent test procedures
when maximum likelihood estimation is employed. Cf. Greene (2003), pp. 484–488.
61 In contrast to R2 in OLS, the Pseudo-R2 cannot be interpreted as the fraction of explained
variance. Rather, it compares two estimated likelihood functions: one where all the explanatory
variables are included and one restricted function with only the intercept. It thereby indicates the
explanatory power of the regressors. Cf. Gujarati (2003), pp. 605–607.
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is to look at the quality of the predicted classification. Values in the row correct [%]
in Table 3.7 indicate how many observations are correctly classified, if the classi-
fication predicted by the estimated function is compared to that of the sample.62

Finally, the analysis is robust to changes in the assumed underlying distribution.63

As reported in columns (2) and (3), results change as soon as the analysis is
shifted to a less aggregated level by decomposing the crr grade into its two sub-
categories social-cultural (scr) and environmental rating (er). Apparently, although
the over-all rating is well predicted by the previous rating, this relation is mainly
due to the environmental rating component. Concerning the social component, the
regressors fail to predict the classification in the crr performance groups. The Wald
test and the likelihood ratio test as well as the low Pseudo-R2 suggest that the model
altogether is not valid as the joint hypothesis that the estimated parameters equal
zero cannot be rejected on a reasonable significance level. In contrast, the third
regression model taking er as the dependent binary variable shows very good qual-
ity measures and qualitatively identical results compared to the first column. One
difference is the negative cont coefficient, which is significant at the 10% level and
therefore suggests that European corporations are less likely to be rated high on the
environmental performance ranking. Although it is not entirely clear that this result
is not merely random, it is consistent with the fact that European countries typically
have comparably strict environmental regulation.

The comparison of the two sub-component models suggests that the social-
cultural rating is more likely to change over time than the environmental perfor-
mance (which was already indicated by the lower correlation of scr and scrlagged
in the previous chapter). One reason for why it is easier to improve (or decline)
on the social performance is that such changes presumably are not as costly and
know-how-dependent as efforts to induce changes in environmental performance.

3.3 Empirical Evidence for a Differentiated CSP/CFP-Link

3.3.1 Hypotheses

Empirical dependence techniques cannot in itself generate scientific claims as to
the relation between various phenomena. To test for empirical correlations, one
first needs well-founded hypotheses that are grounded in substantial theories.64

The following section derives hypotheses as to how variance in firm financial per-
formance, here measured by Tobin’s Q, might best be explained empirically. In
the course of this, it first discusses the actual variables of interest, namely those

62 Since the fitted values continuously range from 0 to 1, observations are classified according to the

criterion: crr =
{

1, if Pr(crr = 1) > 0.5
0, if Pr(crr = 1) < 0.5 , where crr corresponds to the predicted classification.

63 The regression was also performed with a logit function and yielded qualitatively identical
results as the probit model. Results are not reported.
64 Cf. Gujarati (2003), p. 7414.
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concerning corporate social performance, before it asks about the expected influence
of control variables that are known to typically influence Tobin’s Q. Finally, in line
with the contingency approach mentioned earlier, it develops arguments concerning
interaction effects.

3.3.1.1 Corporate Social Performance Variables

The Neoclassical Approach Vs. the Business Case Hypothesis

Within the long-lasting academic discussion on CSR, opinions on CSR and argu-
ments on its relation to financial performance not only differed at any given point
in time but also have changed throughout the course of the debate. After the norma-
tive notion of corporate social and environmental obligations to society had slowly
reached the academic debate,65 arguments against such an assumption quickly
entered the stage and still continue to exist in more recent publications.66 Many
of these arguments are developed within the neoclassical paradigm of the profit-
maximising firm, the only goal of which is to satisfy the shareholders’ interests.
According to this view, investments in social goals constitute an illegitimate expen-
diture of resources that lowers the shareholders’ value. In line with this reasoning,
superior CSP can only happen at the expense of corporate profits and should
therefore be expected to come along with lower financial performance.67

An underlying assumption of these Friedman-style arguments is the divergence
of the firm’s private economic interests, on the one hand, and public social inter-
ests on the other. From that perspective, managers face the choice of two mutually
exclusive decisions: either maximising profits or admitting and pursuing social
responsibilities. This might have been an applicable assumption at a time when CSR
was rather a new notion, the acceptance of which was not expected from influential
stakeholders in society. Then, CSR expenditures could rightly be considered as the
manager’s private interest, which was not necessarily the reason he was hired for. As
long as the persecution of social goals was not in the shareholder’s private interest,
these were a violation of the contract between the shareholder and the manager.

Nowadays, however, spending resources for CSR can in some cases perfectly fit
the profit-maximising calculus of companies. As will be shown later, management’s
decision to invest in CSR can be in the company’s very own interest for two reasons.
It can on the one hand be argued that CSP triggers positive consequences, for exam-
ple by enabling the company to access new markets. On the other hand, good CSP
can help avoiding negative effects such as consumer boycotts or NGO campaigns.
From that perspective, CSR is nothing else than risk management. These arguments,

65 Cf. Bowen (1953); Chamberlain (1973); Davis (1960); Davis (1967); McGuire (1963);
Walton (1967).
66 See the literature cited in footnote 5 on p. 1.
67 For arguments focussing on the costs of CSR, cf. McWilliams and Siegel (2001), p. 124.
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basically assuming a convergence between doing good and doing well, have become
known as the business case hypothesis.68

But even if one accepts the basic idea that improving CSP can be in the
shareholder’s interest, the question still remains whether the benefits from CSR
investments outweigh their costs. Examples of arguments supporting the assumption
of a positive CSP/CFP-link abound. Very few, however, have been developed within
a coherent conceptual or theoretical framework. One example for such a frame-
work is the application of the resource-based view to CSR matters.69 It considers
CSR as a resource or competence that allows the firm to gain competitive advan-
tages by combining internal strengths and external opportunities. Another example
is the aforementioned stakeholder approach that has often been used to justify the
existence of a positive CSP/CFP-link.70 Applied in a generic way, however, such
approaches do not capture the single mechanisms that would help explain and under-
stand a positive or a negative association between corporate social and financial
performance. There is no obvious reason to assume that such a direct relation exists
per se. Even the stakeholder approach needs to explain why good relations with
stakeholders should improve financial performance. Why would a good relation
to the community (as one important stakeholder) in itself have a positive financial
impact for the firm? If such a link exists, it can only be explained with reference
to indirect effects such as improved reputation, which in turn improves customer
loyalty, or the ability to recruit and retain skilled and motivated employees in the
community. As argued in Sect. 2.3.4, only such mediating mechanisms can explain
the indirect relation between CSP and CFP.

As with the components of CSP, mediating effects can be described and dis-
tinguished with reference to Stakeholder Theory. This is not to say, however, that
stakeholder orientation necessarily corresponds with the ‘mechanisms’. Employee
satisfaction will not only be influenced by a good staff orientation, but also by the
company’s amount of charitable giving, its legal integrity or the firm’s ambitions to
protect the environment. The protection of workers’ rights, on the other hand, is not
only in the interest of the employees themselves, but also concerns NGOs and plays
a crucial role in the media.71 To disentangle the exact relation between CSR and

68 This idea is also underlying the stakeholder approach to strategic management going back to
Freeman (1984). For explicit references to the business case for CSR cf. Barnett (2007), pp. 795
et sqq.; Kurucz et al. (2008); Laszlo (2003); Benioff (2004); Paine (2003); Smith (2003), p. 58;
SustainAbility (2006); Vogel (2005), pp. 16 et sqq. The Business Case is often also referred to as
a win–win strategy, cf. Utting (2000), p. 20.
69 Cf. footnote 109 on p. 29 and the literature cited there.
70 Cf. Donaldson and Preston (1995); Mitchell et al. (1997); Rowley (1997); Berman et al. (1999);
Hillman and Keim (2001); Graves and Waddock (2000); Harrisson and Freeman (1999); Ogden
and Watson (1999); Ruf et al. (2001); Wood and Jones (1995).
71 For instance, western consumers pay high attention to labour conditions in factories supplying
textile marketers’ such as Nike or Puma. Concerning negative media coverage consider the case of
Siemens that had sold its mobile technology division to the Taiwan company Ben-Q. When the lat-
ter decided to close the German factories, Siemens was pushed by the public to take responsibility
for workers that it legally did not employ anymore.
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financial performance, it is useful to analyse which dimension of CSP might have
a direct impact on what kind of mediating mechanism so that an indirect relation
between social and financial performance might plausibly be assumed.

Identifying Distinct Effects of CSP and Its Single Dimensions

In an attempt to identify mechanisms that might mediate social and financial perfor-
mance, one can first distinguish internal from external effects that take place inside
or outside the organisation. From the various approaches that can be found in the
literature and that will be presented later in detail, six such mechanisms prevail.
These concern the internal areas of employees, operational efficiency and general
management competencies, and the external issues customers, a firm’s risk and its
reputation on capital markets. Most of the arguments claiming positive impacts of
CSP explain these effects by reference to social performance in general, but some
also trace them back to single components of CSR such as fair labour standards
or environmental performance. To hold these different arguments apart, the relation
of the six mechanisms to (single components of) CSP is depicted by the following
matrix (Fig. 3.6).

The vertical axis refers to a company’s performance on single components of
CSR and to its overall CSP, to which many authors attribute certain generic effects.
The horizontal side lists the six aforementioned mechanisms that can typically be
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found in the literature and that stand in direct connection with CSR on the one hand
and financial performance on the other. Even though it is not useful to assume that
each of these mechanisms is affected by every single CSR component, this matrix
offers a frame of reference for generating hypotheses concerning their effects on
financial performance.

Most of the arguments championing the business case for CSR attribute its pos-
itive effects to over-all CSP (crr)72 as a generic competence. Concerning factors
inside the organisation, substantial conceptual and empirical work has been devoted
to the effects that CSR might have on employee behaviour. The essential claim is
that a company’s overall reputation with regards to CSR helps it recruit skilled peo-
ple, retain them and reduce turnover. That in turn lowers recruiting and training
costs, keeps motivation, productivity and loyalty high and thus has a positive impact
on firm performance.73 A different argument, typically brought forward from the
perspective of the resource-based view, claims that proactive CSR management also
affects managerial as well as organisational competencies in general.74 These com-
petences enable companies to be more responsive and to better react to new threats
and opportunities in the organisational environment and thus to gain competitive
advantages.75

In addition to such internal effects, a positive impact of a firm’s CSP is often
explained with reference to external factors. One of them is the company’s Cus-
tomer Reputation that is claimed to be influenced by a firm’s efforts to address
social and environmental issues. A firm’s CSR activities might be positively (nega-
tively) perceived by customers and increase (lower) their confidence and therefore
their willingness to buy certain products and to pay premium prices.76 While there
are claims that a good CSR record can negatively influence a company’s reputa-
tion,77 several empirical studies suggest that there is a large number of customers
that expects firms to behave socially responsible and that is willing to take their

72 Throughout this section, variable names will be given in parentheses behind the full description.
For an overview of all variables in use, cf. the appendix.
73 Cf. Albinger and Freeman (2000); Backhaus et al. (2002); Greening and Turban (2000);
McWilliams and Siegel (2001), p. 122; Peterson (2004); Riordan et al. (1997); Smith (2003),
pp. 59–60; Turban and Greening (1997); Montgomery and Ramus (2003). For a critical assessment
questioning these assumed effects, see Vogel (2005), pp. 56–59.
74 Barney (1991); Hart (1995); Orlitzky et al. (2003), pp. 406–407; Wernerfelt (1984).
75 Porter and Kramer (2006).
76 Becker-Olsen et al. (2006); Du et al. (2007); Klein and Dawar (2004); Luo and
Bhattacharya (2006); Murray and Vogel (1997), p. 155; Salmones et al. (2005); Smith (2003),
pp. 60 sqq.
77 Schwaiger (2004) distinguishes the two reputational dimensions ‘sympathy’ and ‘competence’
and finds that CSR has a positive relation with the ‘sympathy’ component but a negative one with
‘competence’. Concerning adverse effects of a company’s CSR efforts on reputation, see also Sen
and Bhattacharya (2001).
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purchase decisions in accordance with these expectations.78 The question remains,
however, whether this willingness effectively leads to de facto altered consumption
patterns. It is evident that certain companies’ success and the existence of entire mar-
kets are for a large part due to their positive image with regards to ethical issues.79

But there are serious doubts that there is generally a fraction of ethically influenced
consumers big enough to have a financial impact, so that there might be either no
general link between CSR and consumer behaviour at all or only under certain,
very special conditions.80 A second external effect concerns the relation between a
company’s social performance and its risk profile. According to this argument, good
CSP involving proactive stakeholder management often increases awareness for and
lowers the risk of possibly negative effects such as NGO campaigns, consumer boy-
cotts, government regulation, labour unrest, negative media coverage, etc.81 The fact
that creditors increasingly include CSR issues in their risk assessment procedures
is an indicator for the correctness of this argument. Finally, a company’s overall
CSR engagement might considerably influence its reputation on capital markets.
The constantly growing number and size of socially responsible investment (SRI)
funds could have an influence on the behaviour of those companies that are in search
of new capital and are therefore trying to act in line with the preferences of the
capital market.82 However, in the light of the relatively small importance of those
funds that include ethical criteria into their investment decisions, the overall effect
of CSR on capital markets can be questioned. Even though CSR does matter to some
investors under some circumstances, in comparison to the financial performance of
most firms, it can also be said to have only very little importance.83

To summarise, it is very unlikely that a clear positive or negative relation exists
between a company’s over-all social and its financial performance. First, as the
above mentioned arguments show, there are as many arguments for the existence
of such a link as there are doubts that actually lead to a denial of such a relation.
Second, the argument developed in Sect. 2.3.1 still applies: the mediating mecha-
nisms can only be explained in a differentiated analysis with reference to single
components’ effects on CFP. This leads to the following hypothesis:

H1a: There is no measurable positive or negative relation between the oekom research
over-all CSP grade (variable crr) and the respective firm’s Tobin’s Q.

Besides the arguments discussed earlier, each of the identified mechanisms can
be affected not only by CSP in general but by the single CSR components that

78 Branco and Rodriguez (2006); Brammer and Pavlin (2004); Cryer and Ross (1997); Maig-
nan (2001); Mohr et al. (2001); Schuler and Cording (2006). For theoretical analyses includ-
ing such preferences in the consumer’s utility function, see Bagnoli and Watts (2003) and
Baron (2006b).
79 Vogel (2005), pp. 40–44.
80 Sen and Bhattacharya (2001); Vogel (2005), p. 48.
81 Branco and Rodriguez (2006); Fombrum et al. (2000); Heal (2005), pp. 8–9; Husted (2005),
p. 176; Orlitzky and Benjamin (2001); Smith (2003), p. 60. For theoretical models including such
mechanisms, see Baron (2001) and Baron (2006b).
82 Baron (2006a); Smith (2003), p. 63–64.
83 Vogel (2005), p. 70. See Teoh and Shiu (1990) for empirical support of this argument.
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concern certain stakeholders, as discussed in Sect. 3.1.1.4. The literature on finan-
cial consequences of CSP investments also contains more differentiated arguments
referring to these components’ effects on certain internal and external mechanisms.

Considering a company’s social performance with regards to Staff and Suppli-
ers (staff), the most obvious direct effect is that on HR and employee productivity.
Some empirical studies trace the aforementioned positive effects back to certain
employment practices rather than to CSP in general. The idea is that employees
are most satisfied with social expenditures concerning themselves rather than with
charitable contributions outside the company.84 A good relation with employees
therefore has positive effects on the organisation’s operational efficiency.85 Cus-
tomer Reputation is mostly affected by scandals that include bad working conditions
in suppliers’ production sites. As examples in the textile industry show, customers
do care about how the products they buy are being produced. And they do hold the
selling company responsible even though violations of human rights happen in fac-
tories that legally do not belong to the company finally selling the products.86 Such
customer reactions pose a risk on many companies, which explains why different
kinds of management standards for social accounting and auditing have been devel-
oped and employed to mitigate these risks.87 Taken together, these arguments lead
to the following hypothesis:

H1b: There is a positive link between performance along the staff and suppliers dimension
(variable staff ) and Tobin’s Q.

As described earlier, the component Society and Community (soc) concerns
issues such as charitable contributions and the relation with the community in which
the company is operating. Internally, instruments such as sponsoring of cultural and
sports events or cause-related marketing could turn into a competitive advantage
by improving employee morale and boosting productivity (HR and Productivity).88

Moreover, customers perceive these activities and could thereby be positively influ-
enced in their perception of the company.89 But, as Strahilevitz and Myers (1998)
point out, the effectiveness of such measures cannot be equally expected across all
industries but rather depends on specific factors such as the kind of product that is
being sold.

With its capacity to build trust and confidence, a good relation to external stake-
holders in the society and the community acts as an insurance against negative
reactions when bad corporate acts occur. Consequently, corporate charitable con-
tributions can also be seen as a means of risk reduction.90 Finally, such activities are

84 Branco and Rodriguez (2006), p. 121; SustainAbility (2006), p. 27.
85 Pruzan (1998); SustainAbility (2006), p. 19.
86 As an example, consider the development of Nike’s posture towards labour standards in
manufacturing companies described in Vogel (2005), pp. 77–82.
87 See for instance the social standards SA 8000 (developed by New-York based Social Accounting
International) or AA 1000 (developed by the English NGO AccountAbility).
88 SustainAbility (2006), p. 27; Porter and Kramer (2002).
89 Fombrum and Shanley (1990); Smith and Alcorn (1991).
90 Godfrey (2005), p. 786; Peloza (2006).
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capable of positively influencing reputation on capital markets.91 As Graff Zivin
and Small (2005) show, this is not unconditionally true, though. In their theoretical
model, they understand shares in responsible companies (i.e. those that make char-
itable contributions) as a charity-investment. Corporate ‘altruism’ in the form of
donations is shown to only maximise firm valuation if a sizable fraction of investors
prefer corporate philanthropy over direct charitable giving. Considering the low
share of SRI funds compared to traditional ones, it is far from clear that the fraction
is large enough in reality.

In sum, one cannot expect a definite relationship between society and commu-
nity engagement and financial performance. First, as described earlier, the scores
from oekom research were dichotomised for this study to allow comparisons across
industries. This way, analyses can be carried out over a variety of industries, but
render industry-specific analyses infeasible (with the exception of one industry
class-specific interaction effect discussed in Sect. 2.1.2). Taking into account that
many of the arguments above emphasise that positive effects cannot be expected
unconditionally across industries, it is unlikely that a relation can be shown in this
study. Second, it is not entirely clear whether the assumptions underlying the model
of Graff Zivin and Small (2005) are met in reality. Therefore, it should be ques-
tioned that the possibly positive effects of a good performance along the component
Society and Community are relevant in a statistical sense, which is captured in the
following hypothesis:

H1c: There is either a positive or no measurable relation between oekom research’s
assessment of a company’s relation with society and community (variable soc)
and Tobin’s Q.

Since the component Corporate Governance and Business Ethics (corpgov)
comprises shareholder-related topics (transparency of compensation schemes, inde-
pendence of the board, shareholder democracy, etc.), there are large parallels to the
finance literature research strand analysing the link between corporate governance
and financial performance. Such a link is mainly established via the capital market’s
reaction to a firm’s ability/failure to meet the standards set by mostly national cor-
porate governance codes. Empirical evidence concerning this link has been mixed
so far. On the one hand, a number of studies found a positive relation to market-
based performance data.92 On the other hand, several works could not confirm such
a link. In their empirical study of German companies, Nowak et al. (2005) come to
the conclusion that voluntary compliance with or the failure to adhere to the corpo-
rate governance codex does neither positively nor negatively affect firm valuation on
capital markets. Core et al. (2006) find a negative relation between their corporate
governance index and market evaluation.

But corpgov does not only refer to classical corporate governance issues but also
to the company’s efforts to ensure fair business practices through codes of conduct
and similar management systems. Their aim is to effectively prevent malpractices

91 Lev et al. (2006).
92 See Gompers et al. (2003) for US-stockmarkets; Bauer et al. (2004) for European companies;
Black et al. (2006) for Korean companies; and Drobetz et al. (2004) for Germany.
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such as price collusion, corruption and the like. If for instance a company is involved
in controversies or even has been found guilty of breaking the law, this leads to a
downgrade of the rating within this component. Since such scandals have proven
to influence consumer behaviour and employee morale,93 the grade used by oekom
research data should in sum have significant effects on financial performance. This
leads to the next hypothesis:

H1d: There is a positive influence of activities included in the component Corporate
Governance and Business Ethics (variable corpgov) on Tobin’s Q.

Activities associated with the Customers and Product Responsibility (cust)
component should mostly influence customer reputation. The component includes
classical Customer Relation Management (CRM) issues such as service and trans-
parency, but also social and environmental features of the activities along the
value-creation chain (products in use, genetically modified food, product safety, pol-
lution, etc.). Classical CRM elements have repeatedly proven to influence customer
satisfaction and can therefore be expected to have a positive impact on financial
performance.94 Moreover, environmentally and ethically responsible products often
imply the possibility to enter new markets where extra-prices can be charged.
This especially applies to environmental product features that lead to differentia-
tion in the market.95 The question is of course which role these relatively small
markets play in general. For example, the theoretical model of Arora and Gan-
gopadhyay (1995) suggests that environmental over-compliance only pays within
a very limited fraction of the market that is willing to pay premium prices. Interest-
ingly in this context, empirical investigations have failed to unambiguously prove
the asserted positive relation. Brown and Dacin (1997) for instance cannot find a
clear link between product responsibility and product evaluation.

Since the variable used concerns a variety of product- and customer-related
aspects and since the majority of studies assumes a positive consumer awareness, it
should in sum be expected to have an impact on customer behaviour.

H1e: There is a positive relation between Customer and Product Responsibility (variable
cust) on the one side and Tobin’s Q on the other.

The question of whether Environmental Management and Eco-Efficiency(enman)
is able to gain benefits that outweigh its costs is one of the most intensively
scrutinised in the business and society literature. It concerns all of the aforemen-
tioned mediating mechanisms, which allow environmentally friendly companies
to gain competitive advantages.96 The HR and Productivity argument for instance
also applies to this issue, as employees increasingly care for the environmental
performance of their company in times when environmental concerns (scarcity
of resources, climatic change, environmental pollution, etc.) play a growing role
in society, politics and media.97 Firms often aim at reorganising their business

93 SustainAbility (2006), p. 27–30.
94 Anderson et al. (1994); Anderson et al. (2004); Mithas et al. (2005); Morgan and Hunt (1994).
95 Flaherty and Raaport (1991); Hart (1995); Utting (2000), pp. 20–21.
96 Klassen and McLaughlin (1996); Klassen and Whybark (1999); Porter and van der Linde (1995).
97 Bauer and Aiman-Smith (1996); SustainAbility (2006) p. 27.
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activities so that supply-, production- and distribution-procedures are optimised
in efficient ways concerning the use of resources and the production of waste.98

These product- and process-related attempts are often not only employed because
of ethical considerations but because they are expected to come along with gains in
operational efficiency99 and general competencies such as innovativeness.100

Clearly, the effects of environmental performance are not restricted to inter-
nal mechanisms but also imply external impacts. The effects concerning Customer
Reputation via product differentiation are mainly captured by the variable ‘Customer
and Product Responsibility’, but environmentally friendly production and distri-
bution processes can effectively lead to risk reduction, for instance by earning
legitimacy in the view of external stakeholders or avoiding external regulation (e.g.
by the SEC or regional governments).101 Also, capital markets have proven to be a
powerful driver of effective environmental management as they provide incentives
for companies to implement ‘green’ technologies. One argument is that capital mar-
kets penalise companies that produce negative externalities and thus social costs.
This way, companies may be forced to lower their pollution level if the gains of
these changes outweigh the benefits of polluting.102 Additionally, when assessing a
company’s credibility, not only banks as creditors but also investment funds increas-
ingly take into account firm environmental performance, which influences its cost of
capital.103 In their theoretical model, Heinkel et al. (2001) show that SRI screening
strategies (‘green investment’) can lead to higher costs of capital of heavy polluting
companies and consequently force them to implement environmentally friendlier
strategies and technologies. Their result, however, is restricted to the case in which
there are enough screening funds (approximately 20% of the market) to effectively
put pressure on companies.

As the discussion shows, the majority of theoretical and empirical work on the
effects of environmental performance suggests that its benefits are larger than its
costs. This result is reflected in the following hypothesis:

H1f: There is a positive correlation between Environmental Management and Eco-Efficiency
(variable enman) and Tobin’s Q.

Tracing Causality: The Direction of the CSP/CFP-Link

At this point, it is important to address an issue which has so far been faded out, but
which will be relevant to the following statistical analyses due to technical reasons.

98 Ball et al. (2005); Hart (1995); Russo and Fouts (1997).
99 Branco and Rodriguez (2006); Dowell et al. (2000); Heal (2005), p. 9; Orsato (2006), p. 131;
Porter and van der Linde (1995); SustainAbility (2006), p. 19; Utting (2000), p. 20.
100 SustainAbility (2006), p. 31; Russo and Fouts (1997).
101 Bansal and Clelland (2004); Maxwell et al. (2000); Spicer (1978b); SustainAbility (2006),
p. 29.
102 Heal (2005), pp. 12–16.
103 SustainAbility (2006), p. 21.
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Up to now, all arguments have only concerned one direction of causality: they have
analysed the consequences that certain components of CSR are expected to have
on distinct mechanisms, which in turn have positive effects on financial perfor-
mance. This is not the only conceivable relational direction, though. As has been
often mentioned in the literature, two types of a causational relation between CSP
and CFP can be conceived of. The first explanation for why such a relation might
exist has been labelled the ‘good management’ approach.104 According to this argu-
ment superior CSR as well as financial performance are both a function of good
management. This is in line with the mechanisms identified so far. The second and
hitherto ignored argument for why there might be a correlation assumes a different
causal relation and has been coined the ‘slack resources’ hypothesis. It essentially
assumes that management only considers ethical causes beyond compliance if there
are enough resources that allow for such expenditures (this argument becomes par-
ticularly evident in the case of charitable donations). From this perspective, good
social performance is seen to be a function of prior financial success.

Although both arguments describe very different interdependencies, they are
not mutually exclusive. After all, it is plausible to assume both directions and
thus simultaneous causality between social and financial performance.105 As will
become clear later, the empirical model chosen implicitly assumes only one causal
direction, which involves econometric problems that will be addressed separately.106

3.3.1.2 Interaction Effects

The discussion in Sect. 2.3 showed that even though there are good reasons to
assume the existence of certain kinds of a CSP/CFP-link, it is not plausible to
assume such links universally and unconditionally. A company’s exposure to stake-
holder pressure, its industry, the degree of internationalisation and firm age are
all examples of contingencies that could influence the relation between social and
financial performance. In the context of linear regression analyses, such conditions
can best be modelled by interaction terms. When two variables interact with each
other, the level of one variable influences the effect of an explanatory variable on the
dependent variable.107 To give an example in the context of this study, the financial
gains from superior environmental management and eco-efficiency are presumably
larger in heavy-polluting industries (e.g. Oil and Gas) than in the financial industries
such as Banking and Financials. This is because there are higher reputational effects
to cause, higher potential cost cuts, etc.

To include such relations, the interaction terms will be constructed by multi-
plying the moderator with the respective CSP variable. However, including many

104 Concerning this distinction, see Orlitzky et al. (2003), p. 406; Ullman (1985) and Waddock and
Graves (1997), p. 306.
105 Recall, however, that the empirical analysis of CSP drivers in Sect. 3.2.3 does not lend support
to this argument.
106 Cf. Sect. 3.3.3.3.
107 Gujarati (2003), pp. 310–312; Stock and Watson (2007), pp. 277–290.
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interaction effects with dummy variables bears the risk of having to small sam-
ple sizes that would prevent the calculations of regression coefficients by OLS.
Therefore, only the most important interaction effects will be considered.

To capture the idea that industries with a high environmental impact have more
to win (lose) from good (bad) environmental performance, oekom research’s indus-
try classification is used. This scheme differentiates four different industry classes,
which are represented by the binary variable class taking value 1 if the company
belongs to one of the two industries with the highest impact (industries III and IV)
and value 0 otherwise.108

class =
{

1, if industry III, IV
0, otherwise.

Multiplying this term with enman gives the (dummy) interaction term, the coeffi-
cient of which will finally measure by how much the effect of enman on Tobin’s Q
is higher for companies in high-polluting industries than for others. This is sum-
marised in the following hypothesis:

H2a: The influence of Environmental Management and Eco-Efficiency (variable enman) on
Tobin’s Q will be significantly higher in heavy polluting industries (variable class).

A second moderator of the CSP/CFP-link is firm visibility, which is closely
related to the company’s scrutiny by the critical public.109 This exposure especially
concerns the prevention or at least mitigation of negative effects in the case of scan-
dals that are prevalent with regards to environmental pollution and issues that evoke
morally motivated reactions such as human rights violation and corruption issues. In
this context it can be stated that larger firms are generally more visible in the public
and are therefore more vulnerable to NGO pressure, consumer boycotts, etc. This
relation is captioned by the following three hypotheses:

H2b: The influence of Environmental Management and Eco-Efficiency (variable enman)
on Tobin’s Q will be significantly higher for companies with a relatively high
visibility (variable size).

H2c: The influence of Staff and Suppliers (variable staff ) on Tobin’s Q will be significantly
higher for companies with a relatively high visibility (variable size).

H2d: The influence of Corporate Governance and Business Ethics (variable corpgov) on
Tobin’s Q will be significantly higher for companies with a relatively high visibility
(variable size).

Table 3.8 provides an overview of all hypotheses developed in this chapter. Via
the discussion of possible mechanisms mediating between CSP components on the
one hand and financial performance on the other, it was argued that parts of the
single components are expected to have an influence on Tobin’s Q. No such relation
should be expected concerning the overall CSP, however. Four interaction terms
operationalise contingencies upon which possible CSP/CFP-links are expected to
depend.

108 For oekom’s industry classification, cf. Fig. 3.2 on page 36.
109 Smith (2003), p. 60.
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Table 3.8 Hypotheses for the cross-sectional OLS regression model

Summary of hypotheses regarding the influence of explanatory variables on Tobin’s Q

Category Variable name Full name Expected Hypothesis
influence

CSP variables crr Corporate
responsibility
rating

None H1a

staff Staff and
suppliers

Positive H1b

soc Society and
community

Positive/none H1c

corpgov Corporate
governance and
business ethics

Positive H1d

cust Customer and
product
responsibility

Positive H1e

enman Environmental
management and
eco-efficiency

Positive H1 f

Interaction effects enman × class Environmental
management and
eco-efficiency ×
pollution class

Positive H2a

enman × size Environmental
management and
eco-efficiency ×
company size

Positive H2b

staff × size Staff and
suppliers ×
company size

Positive H2c

corpgov × size Corporate
governance and
business ethics ×
company size

Positive H2d

3.3.2 Cross-Sectional Regression Analysis

3.3.2.1 The OLS-Model

To test the hypotheses developed in the previous section, three Models are specified
according to the discussion above. In each case, Tobin’s Q is regressed on a set of
CSP variables and the control variables. The first model includes only the overall
CSP-variable, the others contain the single CSP component variables. To control for
effects on firm performance that cannot be attributed to differences in CSP and in
line with previous studies using Tobin’s Q, the firm’s market risk (CAPM’s Beta),110

110 Waddock and Graves (1997).
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its debt-to-equity ratio (leverage)111 and its size112 measured by annual sales will
be included as control variables. To test whether the group-wise inclusion of the
interaction terms significantly adds to the explained variance, the second and third
models are computed without and with the interaction terms, respectively. Stated
formally, the three following equations capture these models:

Q = β0 + β1crr + β2risk + β3lev + β4size + u113 (5)
Q = β0 + β1sta f f + β2soc + β3corpgov+ β4cust + β5enman + β6risk

+ β7lev + β8size + u (6)
Q = β0 + βββ x+ u, (7)

where in (7), β0 is the constant, βββ is the row vector for the coefficients of the regres-
sors contained in the column vector x and u is an error term capturing stochastic
influences on the dependent variable. The independent variables in x are:

x1 through x8, which are identical with (6)

x9 = class
x10 = enman× class
x11 = enman× size
x12 = soc× size
x13 = corpgov× size.

The true regression coefficients in the population are estimated by Ordinary Least
Squares (OLS) estimation using the data in the sample described earlier.

3.3.2.2 Test Results and Discussion

Table 3.9 contains the results of the cross-sectional regression analysis (OLS)
regressing Tobin’s Q on a set of CSP variables and controlling for leverage, risk
and size. Column (1) shows that the beta-coefficient of the over-all CSP variable
(crr) is positive but has a standard error so large that the influence cannot be consid-
ered to be significant. The null hypothesis stating that there is no influence of crr on
Tobin’s Q can thus not be rejected; this result is in line with H1a.

The model testing the influence of distinct CSP variables on Tobin’s Q is reported
in column (2). The F-statistic for the joint hypothesis that all coefficients are zero
is F(8,285) = 26.05, so that this null hypothesis can be rejected on the 1% level
(critical value: 2.57). The constant (intercept) gives the expected Tobin’s Q of a firm
for which all explanatory variables take value 0. That is, a company that performs
low with respect to all CSP variables and displays average risk, size and leverage, is
expected to have a Tobin’s Q of approximately 1.5, meaning that the market value
of the firm is 50% higher than its replacement costs. 44.31% (R2) of variance in

111 Dowell et al. (2000); McConnell and Servaes (1990); McWilliams and Siegel (2000).
112 Claessens et al. (2002); Dowell et al. (2000); McConnell and Servaes (1990); Hillman and
Keim (2001); Waddock and Graves (1997).
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Table 3.9 Cross-sectional regression with Tobin’s Q as the dependent variable

Results of the Multiple Linear Regression (OLS Estimation): Tobin’s Q

Model (1) (2) (3)

Regressors
crr 0.0745

(0.2770)
staff −0.0379 −0.0519

(0.6110) (0.5190)
corpgov 0.1780∗∗ 0.1640∗∗

(0.0130) (0.0220)
enman 0.1947∗∗ 0.0758

(0.0190) (0.4210)
cust −0.1412∗∗ −0.1346∗

(0.0500) (0.0610)
soc 0.1127 0.1379

(0.1100) (0.1100)
risk −0.0579 −0.1060 −0.1064

(0.5350) (0.2590) (0.2540)
lev −1.8178∗∗∗ −1.8294∗∗∗ −1.6684∗∗∗

(0.0000) (0.0000) (0.0000)
size −0.1141∗∗∗ −0.1096∗∗∗ −0.0790∗

(0.0000) (0.0000) (0.0740)
enman× class 0.2110∗

(0.0640)
enman× size 0.0108

(0.8560)
staff × size 0.0198

(0.7260)
corpgov × size −0.1320∗∗

(0.0230)
Constant 1.6086∗∗∗ 1.4938∗∗∗ 1.4679∗∗∗

(0.0000) (0.0000) (0.0000)
Summary statistics
N 294 294 294
Prob > F 0.0000 0.0000 0.0000
R2 0.4108 0.4431 0.4604
F(CSP); F(Int) 3.86∗∗∗ 1.82

Dependent variable: Tobin’s Q. p-values (P > t) are reported in parentheses (calculated with
heteroscedasticity-robust standard errors). Individual coefficients are statistically significant at the
∗10%, ∗∗5% or ∗∗∗1% level (two-tailed t-test). F(CSP) and F(Int) indicate the respective F-value
to test the joint hypothesis that all CSP-variables (model 2) or interaction effects (model 3) equal
zero after their groupwise inclusion (compared to the previous model, respectively)

Tobin’s Q can be explained by the independent variables. To check whether this is
not exclusively due to the control variables, the joint hypothesis that the group of
CSP-variables equals zero is tested by means of an F-Test. The result rejects the
null hypothesis on the 1% level, so that it is safe to conclude that the inclusion of
the CSP variables adds explanatory power.
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More precisely, three of the five CSP variables have a significant influence on the
dependent variable. corpgov (Corporate Governance and Business Ethics) has an
estimated coefficient of 0.1780. Since the CSP variables are dummy variables, this
result means that – everything else being equal – companies in the high performing
group have a Tobin’s Q, which is in average by 0.1780 higher than that of those
in the low performing group (i.e. the intercept of the regression function differs
by that value from one group to the other). With a standard error of 0.0710, this
coefficient is significant at the 5% level, that is, if the null hypothesis (corpgov
has no influence) were true, the probability of receiving such a coefficient estimate
would be lower than 5% so that the null hypothesis can be rejected on this level. The
same arguments apply to the variable enman (Environmental Management and Eco-
Efficiency), which has a positive coefficient of 0.1947 (significant at the 5% level),
indicating that companies with a good environmental performance are valued higher
in the market than others. The table also shows that cust (Customer and Product
Responsibility) has a negative coefficient of −0.1412, which is significant at the 5%
level. In contrast, there are no influences with respect to the components staff (Staff
and Suppliers) and soc (Society and Community). A discussion of these (partly
counter-intuitive) results will follow during the next chapter.

Column (3) reports the coefficients of the model including all interaction effects.
The influence of corpgov and cust qualitatively remains the same, whereas the
standard error of the enman coefficient increases so that the influence cannot be
said to be significant anymore. The two significant interaction effects are those of
enman× class (10%) and that of corpgov × size (5% level), indicating that the
effects of enman and corpgov differ for companies of different industry classes and
size. The positive coefficient of the interaction between enman and class suggests
that for those companies in heavy polluting industries, the effect of good environ-
mental performance is by approximately 20 percentage points higher than for the
other industries. The interpretation of the coefficient of corpgov× size (−0.1320)
is as follows: for company A that is 1% larger than company B, the expected effect
of a change in corpgov from 0 to 1 is by 0.01× 0.132 = 0.00132 lower (though
still positive) than for company B (note that size are log-values). Although two of
the interaction terms have significant coefficients, the null hypothesis that all of the
interaction terms included in model (3) have coefficients of zero cannot be rejected
by an F-test (p-value: 0.1260).114

For all three models, the control variables remain very similar what regards
strength and sign. lev and size have a negative and significant effect on Tobin’s Q,
whereas risk has a negative but insignificant influence.

3.3.2.3 Discussion

To begin with the control variables, the estimated coefficient of risk needs explana-
tion, since shareholders should expect higher financial returns from assets that are

114 For the necessity of ‘omnibus tests’ in the context of interaction effects, see also Jaccard and
Turrisi (2003), pp. 4–7.
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riskier.115 In spite of this theoretical argument, the relation between risk and return
has repeatedly been shown to be negative or non-significant in empirical studies so
that this result is consistent with earlier findings.116 The gains and risks of the debt
to equity ratio in corporate finance is a long-debated subject in finance theory, but
the negative sign of the lev coefficient is congruent with past studies, where leverage
and long-term debt have been shown to be negatively associated with measures of
financial performance.117 The negative coefficient of size measured by annual sales
is also consistent with previous studies, where variables measuring size have been
shown to have a negative influence on firm performance.118

Since model (1) shows no significant effect of crr, the null hypothesis that its
coefficient equals zero cannot be rejected. This result lends support to hypothesis
H1a according to which there is no reason to assume a link between a com-
pany’s financial performance and its social performance as long as the latter is
operationalised by an aggregated over-all measure of CSP.

The positive and significant coefficients of corpgov and enman in model (2) sup-
port the arguments for hypotheses H1d and H1 f , which predict a positive relation
of these variables to Tobin’s Q. According to the estimation reported in Table 3.9,
firms belonging to the high performing group along the corpgov (enman) dimen-
sions, in average, have a Tobin’s Q which is 18 (19) percentage points higher than
that of their reference group which was rated below the industry-mean. However,
the influence of enman becomes insignificant due to the coefficient’s increased stan-
dard error, as soon as interaction terms are included into the analysis, as shown in
column (3).

In contrast to H1b and H1c, the null hypotheses stating that the coefficients
of the variables staff and soc are zero, cannot be rejected on the basis of the
sample. Statistically, variance in Tobin’s Q can therefore not be ascribed to perfor-
mance differences with regards to staff orientation and all those issues contained
in the component Society and Community. This is surprising in the light of the
arguments brought forward in Sect. “Identifying Distinct Effects of CSP and Its
Single Dimensions” which suggested positive (negative) effects of superior (infe-
rior) performance with respect to the company’s own and its suppliers’ employees.
It has been questioned, however, whether these effects are high enough to trigger
measurable effects across industries. It is sometimes even argued that the biggest
boycotts only have a very small and temporary impact, if any.119 The data set

115 Concerning the foundations of the CAPM, see Sharpe (1964); Lintner (1965); Mossin (1966).
For an empirical discussion, see Spremann (2003), pp. 253 et sqq.
116 Cf. Hillman and Keim (2001). In a different context, Elsas (2003) shows that in a standard
OLS setting the relation between risk and return is flat. For an in-depth discussion of the empirical
risk-/return relation, see Bowman (1980); Henkel (2000).
117 Cf. Dowell et al. (2000), p. 1067; Morck et al. (1988), pp. 300 and 309; Waddock and
Graves (1997). The theoretical discussion on the optimal capital structure mainly centers around
the assumptions of perfect or imperfect capital markets. For a discussion of the main arguments in
that context, cf. Brealey and Myers (2003), pp. 465–515.
118 Claessens et al. (2002); Dowell et al. (2000); Gorton and Schmid (2000); Hillman and
Keim (2001); McConnell and Servaes (1990); Waddock and Graves (1997).
119 Vogel (2005), pp. 51–53.
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used for this study apparently fails to support the existence of such effects. The
same applies to the component Society and Community. One possible explanation
for the non-significant coefficient of soc is that although companies spend much
money on charitable causes, they do not do so in the ‘proper’ way. As Porter
and Kramer (2002) argue, most company’s charitable giving is not strategic in a
sense that it manages to combine the company’s specific competencies with phil-
anthropic projects that have a social impact. Therefore, many companies fail to
benefit from the potentially positive effects of charitable contributions. Another
explanation would be that data from oekom research are performance-based and not
perception-based. It is not clear whether the consumers’ and other external stake-
holders’ perceptions of a firm’s performance are identical. So even if a company’s
performance is very good judged on the basis of accountable data, the firm might
fail to communicate this performance effectively.

The most surprising result of the regression analysis is the negative sign of the
cust coefficient, suggesting that firms with a comparably bad rating on Customer
and Product Responsibility outperform those with a good rating by an average of
14.12 percentage points in Tobin’s Q. The arguments reflected in H1e would have
predicted the opposite effect. The idea was that especially customers would reward
ethically desirable product features, which would allow for higher prices in certain
markets. As mentioned during that discussion, this argument might be restricted
to certain industries, presumably to those of consumer markets. This might also
be an explanation for why previous studies have failed to support the assumption
of a positive relation between product features and financial performance.120 It
should also be noted that the cust coefficent does not significantly deviate from zero
when the dependent variable is replaced by the accounting measure return on equity
(cf. the robustness checks in the following chapter).

Since two of the four interaction terms have no significant regression coefficients
and since the F-Test could not reject the hypothesis that all of them equal zero,
the results of the study fail to lend full support for hypotheses H2a through H2d .
In contrast to these hypotheses, the results derived from the empirical analysis do
not clearly depend on the factors class and size. Although the positive coefficient
of the enman × class interaction term would suggest that especially companies in
heavy-polluting industries can benefit from environmentally friendly strategies, the
result of the joint F-Test cannot rule out that these effects are random.

The negative coefficient of the interaction term corpgov × size is puzzling as
well, as it contradicts H2d . Apparently, positive effects of good corporate governance
have been more effective within smaller firms, so that the statistical relation between
firm size and corpgov becomes smaller with increasing firm size.

120 See Brown and Dacin (1997).
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3.3.3 Robustness of the Model

3.3.3.1 Regression Diagnosis

Ordinary Least Squares (OLS) estimation is a powerful tool to estimate a linear
function capturing the relationship between one dependent and several independent
variables. Given the correctness of certain assumptions, OLS is the best linear unbi-
ased estimator (BLUE) of the true regression coefficients conditional on the value
of the regressors. These conditions are specified by the Gauss–Markov properties
that have to hold for OLS to be the BLUE.121 Therefore, each of these assumptions
is tested for applicability in the context of this study. The requirements can best be
discussed for the general linear regression equation

y = β0 + βββ x+ u,

where y is the dependent variable to be explained, β0 is a constant term, x the vector
of regressors and βββ the vector of their slope coefficients. u represents an error term
capturing all (stochastic) influences on y, which are not explained by the constant
and the regressors.

The first condition states that, given the vector of explanatory variables x, the
error term in the linear regression has a conditional mean of zero, or stated for-
mally: E(u|x) = 0. This condition also implies that all influences on the dependent
variable that are contained in u are unrelated with x, that is cov(u,x) = 0. If this
assumption is violated, the variable correlated with the error term is considered to
be an endogenous variable, and the OLS estimator of the regression coefficient is
biased and inconsistent.122 The correctness of this assumption cannot be tested for-
mally but there are several common sources of violation, which will be checked
for plausibility in the following.123 To avoid non-linearity, all categorically scaled
CSP ratings were transformed into binary variables. Furthermore, log values of sales
were taken for the size variable, because percentage changes can be assumed to have
constant marginal effects. To mitigate the problem of biases and inconsistent esti-
mators due to omitted variables, the commonly used control variables were included
in the regression model. Measurement errors in the CSP variables have been tried to
avoid by using the best available data for the assessment of a company’s social per-
formance.124 A severe source of endogeneity is the possibly simultaneous causality
between the independent variable (here: Tobin’s Q) and (some of) the regressors

121 Cf. Stock and Watson (2007), pp. 126–131 and 168; see also Gujarati (2003), pp. 65–76.
122 This argument will be formally discussed in Sect. 3.3.3.3. Throughout this work, the term
‘endogenous’ refers to variables being correlated with the error term in the regression equation.
It does not refer to the dependent variable, which is sometimes called the endogenous variable in
other works.
123 For the most common sources of endogeneity, see Stock and Watson (2007), pp. 316–327.
124 For the discussion of the quality of oekom research data and the comparison to those of KLD,
cf. Sects. 3.1.1.1 through 3.1.1.3.
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(here: CSP variables). As was argued before and will be discussed in Sect. 3.3.3.3,
this is a problem applying to this study which needs to be addressed separately.

The second condition considers the relation between the sample and the underly-
ing population and requires that all observations must be drawn from the population
by simple random sampling, so that (x,y) are independently and identically dis-
tributed (i.i.d.). Although the independence of the variables is mostly a problem
within panel data and time series analysis, the question remains whether the sample
drawn is random. Because of the following selection problems, randomness might
be a critical point in this study. Since oekom research sells its assessments to institu-
tional investors, it only rates publicly traded companies, which are not comparable
to other firms with respect to various characteristics (such as size, profitability,
management’s shareholder value orientation, etc.). Second, the study uses only a
sub-sample of the research spectrum because of differences in the rating methodol-
ogy.125 To correct for possible sample biases, one would need information on the
companies that are not in the sample, what regards the explanatory variables. This
information is of course not available, otherwise it could be included in the analy-
sis. Since it is not clear whether the selection is random, and since selection biases
cannot be accounted for in this study, the results only apply to major publicly traded
companies and are not automatically transferable to privately owned mid-sized or
small enterprises.

Third, large outliers have to be unlikely, that is x and y have non-zero finite
fourth moments. As became clear through the descriptive statistics in Sect. 3.1, this
assumption is not violated. Condition four requires that there is no perfect multi-
collinearity, that is the independent variables are not perfectly correlated with each
other. A common measure of multicollinearity is the Variance Inflation Factor (VIF),
which should be below 10.126 A test for models (1) through (3) reveals that the VIF
range from 1.09 to 3.62 so that these numbers are well below the critical value.

The fifth assumption states that the error terms must be homoscedastic, that is
the variance of the error term conditional on the regressors is constant: var(u|x) =
σ2

u . A Breusch–Pagan test for heteroscedasticity rejected the null hypothesis of
homoscedasticity on the 1% significance level for all models.127 Consequently, all
models were estimated with heteroscedasticity-robust standard errors according to
White (1980) in order to still obtain consistent estimates.

3.3.3.2 Market-Data Vs. Accounting-Data for Financial Performance

To see how sensitive the results obtained are to changes in the measurement of
financial performance, the four models described earlier are tested with an account-
ing measure as the independent variable. Therefore, the analysis from Sect. 3.3.2 is

125 Cf. footnote 177. These other companies are less demanded by the relevant institutional
investors and are therefore not rated with the same in-depth methodology.
126 Cf. Hair et al. (2006), pp. 230.
127 Breusch and Pagan (1979).
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Table 3.10 Cross-sectional regression with roe as the dependent variable

Results of the multiple linear regression (OLS estimation): roe2006

Model (1) (2) (3)

Regressors
crr 0.1390

(0.8920)
staff −0.9445 −1.5291

(0.4080) (0.1890)
corpgov 2.1526∗∗ 1.9685∗

(0.0370) (0.0520)
enman 2.5669∗∗ −0.7447

(0.0410) (0.6060)
cust −1.5748 −1.3440

(0.1320) (0.1840)
soc −0.7445 −0.2914

(0.5450) (0.8110)
risk 0.7074 0.3098 0.6759

(0.5740) (0.8060) (0.5850)
lev 1.1498 1.1119 4.7237∗∗

(0.5840) (0.5890) (0.0450)
size 1.1573∗∗∗ 1.3239∗∗∗ 2.0323∗∗∗

(0.0090) (0.0040) (0.0030)
enman × class 5.8784∗∗∗

(0.0000)
enman × size −1.0595

(0.2940)
staff × size 0.2701

(0.7850)
corpgov × size −1.5429∗

(0.0740)
Constant 17.1485∗∗∗ 16.5735∗∗∗ 16.4514∗∗∗

(0.0000) (0.0000) (0.0000)
Summary statistics
N 294 294 294
Prob > F 0.0362 0.0111 0.0000
R2 0.0329 0.0641 0.1233
F(CSP); F(Int) 1.83∗ 4.72∗∗∗

Dependent variable: roe2006 . p-values (P > t) are reported in parentheses (calculated with
heteroscedasticity-robust standard errors). Individual coefficients are statistically significant at the
∗10%, ∗∗5% or ∗∗∗1% level (two-tailed t-test). F(CSP) and F(Int) indicate the respective F-value
to test the joint hypothesis that all CSP-variables (model 2) or interaction effects (model 3) equal
zero after their groupwise inclusion (compared to the previous model, respectively)

repeated by regressing return on equity (roe) on the CSP and control variables of
the previous sections.

Table 3.10 reports the result of the OLS regression using return on equity as the
dependent variable. The coefficients of the control variables change with respect to
the effects of lev and size, whereas β risk is still insignificant. size is now significantly
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positive (formerly negative) throughout all three models, suggesting that larger firms
operate more efficiently, financial performance being measured by accounting data.
lev has insignificant coefficients with the exception of column (3) that includes
interaction terms.

As before, model (1), which captures social performance with only one aggre-
gated CSP variable, does not show any significant influence of CSP on financial
performance. Model (2) including the single CSP components reveals similar results
compared to Table 3.9. As before, staff and soc are insignificant and therefore fail
to explain variance in the dependent variable. Again the variable cust has a negative
coefficient which, however, is not a statistically significant result. The enman and
corpgov coefficients are both positive and significant on the 5% level as before, and
so their interpretation remains unaltered as well. The joint hypothesis that all CSP
variables equal zero is rejected on the 10% level, which suggests that the reported
results are not random.

Comparable to the regression using Tobin’s Q as the dependent variable, the
results change after including the interaction terms in model (3). The coefficient
of enman becomes insignificant and the significantly positive interaction term
enman × class can be interpreted as support for the hypothesis that a positive rela-
tion between environmental and financial performance can only be expected if class
takes value 1. The result with respect to the surprisingly negative coefficient of
corpgov × size remains unaltered. In contrast to the previous regression reported
in Table 3.9, the F-Test now suggests that the group-wise inclusion of interaction
term adds explanatory power to the model so that the interaction effects cannot be
assumed to be randomly different from zero.

In sum, the results as regards CSP are relatively robust to a substitution of the
market-based measure of financial performance by an accounting-based measure.
Both regressions suggest that relatively high ratings on the CSR components Envi-
ronmental Management and Eco-Efficiency as well as on Corporate Governance
and Business Ethics are positively related to financial performance. With respect to
environmental performance, this positive correlation is stronger in or even restricted
to the case of companies in high-polluting industries. In contrast to that, the effect
of corpgov becomes smaller with increasing firm size.

3.3.3.3 Simultaneous Causality as a Source of Endogeneity

So far, the empirical analysis has aimed at explaining the effect of CSP on finan-
cial performance. As shown in Sect. “Tracing Causality: The Direction of the
CSP/CFP-Link”, this is not the only conceivable direction of causality, though. It
is also possible to assume that especially those companies engage in CSR activ-
ities (and therefore receive high ratings) that are financially successful and can
thus afford expenditures for high environmental production standards, social causes
and the like. In that case, causality would run from financial to social perfor-
mance. This simultaneous causality between the dependent variable (here: financial
performance) and some independent variables (here: CSP variables) leads to the



 

78 3 An Empirical Study on Corporate Social Performance

econometric problem of endogeneity and thus violates a central assumption of OLS
estimation.

Although simultaneous causality has been a well-known problem in empirical
CSR research for a long time,128 it has very rarely been properly addressed as a
source of endogeneity that leads to inconsistent estimates.129 This is rather sur-
prising, given that the problem is commonly addressed in corporate governance
research, which is arguable a similar topic.130 The analysis of determinants of CSP
in Sect. 3.2 failed to support the assumption that past financial performance helps
explain CSP. Nevertheless, previous studies have found a positive influence131 and
so the possibility of a reverse causality needs to be taken into account. What follows
is a formal explanation for why simultaneous causality poses a problem on OLS esti-
mation before the subsequent section will discuss possibilities to technically address
this problem.

As shown earlier, the first OLS assumption is the independence of the residuals
conditional on the regressors, which in the case of single linear regression means
that E(u|x) = 0, in our case implying that cov(x,u) = 0.132 Under this assump-
tion, the OLS estimator for the regression coefficient is consistent because it can
be shown to have the probability limit β̂1

p→β1 + ρxu
σu
σx

.133 That is, if the covari-
ance between the error term and the regressor is zero, the estimated regression
coefficient converges in probability to the true coefficient, and so the OLS esti-
mator of the regression coefficient is consistent. If, however, cov(x,u) �= 0, the
assumption is violated and the estimator for β1 is not consistent anymore, because
it over/underestimates the true coefficient by ρxu

σu
σx

�= 0, even if the sample size is
very large. Thus, endogeneity leads to inconsistent estimates.

One source of endogeneity is simultaneous causality as it leads to a correlation
between the regressor and the error term. This can best be shown for the simple
case of only one regressor. Since there is not only an influence of x on y but also
causality running vice versa, there need to be two simultaneous equations to capture
the structure within the population:

y = β0 + β1x + u (8)

and
x = γ0 + γ1y + ν. (9)

128 Waddock and Graves (1997), p. 314.
129 Waddock and Graves (1997) for instance simply run two regressions, interchanging
the respective dependant variable. Though not explicitly addressing endogeneity, Luo and
Bhattacharya (2006) and Roberts and Dowling (2002) chose a more sophisticated approach to
account for reverse causality. Their procedure is different from that of the following study, though.
130 Cf. Börsch-Supan and Köke (2002) who also discuss other sources of endogeneity in empirical
corporate governance studies.
131 Cf. Sect. 3.2 and the literature cited there.
132 Stock and Watson (2007), pp. 126–128.
133 Stock and Watson (2007), p. 189.
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As can easily be shown, this leads to a covariance of x and u of

cov(x,u) =
γ1σ2

u

(1− γ1β1)
�= 0.134 (10)

Since this term does not equal zero, the probability limit of the estimated coefficient
β̂1 will be greater or smaller than the true coefficient β1. In the context of this study,
financial influence is said to positively affect CSP, which is why γ1 > 0. Therefore,
the simultaneous causality bias in this case leads to an overestimation of the CSP
coefficients reported in Table 3.9.

The best possibility to account for simultaneous causality bias lies in ran-
dom experiments. Since the data were gathered in a non-experimental setting,
this possibility is not at hand. Alternatively, instrumental variable (IV) regression
is a procedure that allows for consistent coefficient estimates in presence of an
endogeneity problem. This technique will be subject to the following chapter.

3.3.3.4 Instrumental Variable Regression

Instrumental Variable (IV) regression is a way to consistently estimate the true coef-
ficients of the regression function in the population in spite of endogeneity, that is
when one or more of the independent variables correlate with the error term so that
cov(x,u) �= 0. It does so by isolating the part of the variation in the endogenous
variable x that correlates with the error term u from the rest of its variation (that is
uncorrelated with the error term). To do this, it uses so-called instrumental variables
that fulfil the characteristics of relevance and exogeneity. Relevance means that the
instrument is correlated with the endogenous variable (to capture some of its vari-
ation), whereas exogeneity (often also called validity) requires that the instrument
is not related to the error term (so that the instrument can isolate the variation in x
that is exogenous). To understand the mechanism of this procedure, the following
passage illustrates the procedure of IV estimation for the simple case of a linear
regression with only one regressor.135

The population regression model relating the dependent variable y and regressor
x is

y = β0 + β1x + u, (11)

where cov(x,u) �= 0 because of, say simultaneous causality.
Now if there is a variable z that fulfils the conditions of instrument relevance and

exogeneity so that corr(z,x) �= 0 and corr(z,u) �= 0, it can be used to decompose the
variation of x into two parts (one correlated with u and the other independent of it)
by regressing x on z. This is called the reduced form equation:

x = π0 + π1z+ ν. (12)

134 For the formal proof, see Stock and Watson (2007), pp. 324–325.
135 For an in-depth discussion of two-stage IV regression, cf. Greene (2003), pp. 74–80
or Wooldridge (2002), pp. 83–114.
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The idea behind IV estimation is to only use the part of x which is explained by z
(and hence by definition not correlated with u) and to ignore vi (the problematic part
of x). This is done in two steps. The parameters π0, π1 cannot be observed but can be
consistently estimated by OLS on the first stage. On the second stage, the predicted
(and problem-free) x̂ are used to estimate β̂ IV

o as well as β̂ IV
1 in the original equation.

In the case of only one regressor, the probability limit of β̂ IV
1 is

p lim β̂ IV
1 = β1 +

cov(z,u)
cov(z,x)

, (13)

which is a consistent estimate if the instrument fulfils the condition of exogeneity.
As can be shown formally also for the general case of one or more endogenous
regressors, the IV estimates are consistent for βββ (the vector of the true regression
coefficients in the population) and normally distributed in large samples.136

Coming back to the case of simultaneous causality between corporate social and
financial performance, potential instrumental variables would have to be correlated
with the respective CSP component but not with the error term, that is they should
not influence Tobin’s Q beyond their indirect effect through the CSP variables. One
possibility to obtain instruments with such characteristics is to use lagged values
of the endogenous variable. It is a very complex and time-consuming process to
develop those competencies that are rated by sustainability rating agencies such as
oekom research (which does not mean, however, that ratings would not change over
time as the discussion in Sect. 3.4.2 will show). Since such competencies are rela-
tively stable over time, one can assume that present CSP is influenced by past CSP,
so the requirement of instrument relevance is met.137 oekom research rates compa-
nies in intervals of approximately 3 years, so it is also reasonable to assume that
this time difference is too long for past CSP to have an influence on financial per-
formance. That being said, the condition of instrument exogeneity also should hold.

To check the assumption of instrumental relevance formally, one can test the null
hypothesis that the partial influence of the instrument on the endogenous regressor
equals zero. To perform this test, each of the instrumented variables is regressed
on the instrument and all exogenous variables, respectively. Table 3.11 summarises
the results of these regressions. Since all the ceteris paribus effects of the instru-
ments on the respectively instrumented variables are significantly different from
zero, the hypothesis of instrument irrelevance can be rejected. As will be discussed
in the next chapter, the question is rather whether the instruments explain enough of
the variance in the CSP variables to be of use for the two stage least squares (2SLS)
regression.

Since u is not observable, instrument exogeneity is not testable directly. The
Sargan-Test is a formal test of instrument exogeneity but only works in the case
of over-identification as it requires the availability of at least one more instrument
which is known to be exogenous.138 Since in this study all reduced form equations

136 For a proof of these properties in the general 2SLS model, cf. Wooldridge (2002), pp. 92–96.
137 See the results in Sect. 3.2.3.
138 Cameron and Trivedi (2005), pp. 277; Gujarati (2003), p. 713.
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Table 3.11 Test of instrumental relevance

Partial correlation of instruments and instrumented variables

Dependent
variable:

staff corpgov enman cust soc

Instruments
staff (lagged) 0.1563∗∗∗

(0.0800)
corpgov
(lagged)

0.3988∗∗∗

(0.0000)
enman
(lagged)

0.3775∗∗∗

(0.0000)
cust (lagged) 0.3773∗∗∗

(0.0000)
soc (lagged) 0.2818∗∗∗

(0.0020)
risk −0.0278 0.0845 −0.1000 0.0905 0.1304

(0.8040) (0.4300) (0.3450) (0.4100) (0.2060)
lev 0.2972 0.0072 0.1079 −0.0366 0.1226

(0.1960) (0.9700) (0.6090) (0.8580) (0.5670)
size 0.0451 −0.0416 0.0798∗∗ 0.0689∗ 0.0365

(0.2060) (0.2340) (0.0210) (0.0620) (0.3630)
N 128 128 128 128 128
F-Value 2.7000 8.1700 9.3300 8.1300 4.9400
Prob > F 0.0339 0.0000 0.0000 0.0000 0.0010

OLS regression of the instrumented variables on their instruments and the exogenous variables,
respectively. p-values (P > t) are reported in parentheses (calculated with heteroscedasticity-robust
standard errors). Individual coefficients are statistically significant at the ∗10%, ∗∗5% or ∗∗∗1% level
(two-tailed t-test). F-values concern the joint hypothesis that all coefficients equal zero

are exactly identified, that is there is exactly one instrument for each endogenous
variable, such a formal test cannot be run here. So the instruments can only be
justified on the basis of the a priori arguments outlined above.

With a valid instrument at hand, the intuitively assumed endogeneity of the CSP
variables can be formally checked by means of a Hausman-Test.139 The reasoning
behind this test is as follows: since u and v in (8) and (9) are both uncorrelated
with z, it follows from (9) that xi is endogenous if and only if cov(u,v) �= 0. Since v
cannot be observed, one has to additionally include the residuals v of the first stage
regression to the original OLS equation and test whether they are partially correlated
with the regressand. To do this, one can first write the auxiliary regression140

y = δ z+ αx + ρ v̂+ error, (14)

139 Wooldridge (2002), pp. 118–122.
140 For the formal derivation, see Wooldridge (2002), p. 121 or Cameron and Trivedi (2005),
pp. 275–276.
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where v̂ is the residual from the reduced form regression for x (cf. (9)). Then, one
can check the null hypothesis ρ = 0 by means of a t-test and conclude that x is
endogenous if it is rejected.

Following the procedure just described, a Hausman test was performed to for-
mally test for endogeneity of the CSP variables. The null hypothesis of no correla-
tion between the residuals and Tobin’s Q could not be rejected for any of the five
CSP variables, so the test failed to support the assumption of endogeneity. There is
one caveat, though: since the applicability of the Hausman test heavily depends on
the validity of the instruments (which cannot be tested in our case), this result does
not assure that the problem of endogeneity is obsolete.141

After having addressed the matters of instrument relevance and exogeneity as
well as the Hausman test, the 2SLS IV regression will be considered next. In the case
of the model of interest here, there are five potentially endogenous dummy variables
(the CSP components). Technically, the binary scaling does not pose a problem to
2SLS IV regression as both the endogenous and the instrumental variables can be
binary or discrete.142 On the first stage, the five instrumented variables require five
reduced form equations, which are all exactly identified and estimated by OLS. In
each equation, the CSP variable is regressed on the exogenous variables and all
instruments:

CSPi = π0 + πππCV xCV + πππ IV xIV + v, (15)

where i = 1, 2, 3, 4, 5 indicates the five CSP component variables staff, corpgov,
enman, cust and soc. xCV (xIV ) denotes the vector of the exogenous control vari-
ables (instrumental variables) and πππCV (πππ IV ) the vector of the respective regression
coefficients.

On the second stage, the predicted values from the first stage estimation are used
instead of the original values in the regression equation:

Q = β0 + βββ x̂+ u. (16)

Again, coefficients are computed with heteroscedasticity-robust standard errors,
which are also adjusted for the fact that predicted values of the endogenous variables
from the first stage are used in the second stage.143

Because of restrictions in the sample, lagged values are only available for a subset
of 128 observations. This is because certain industries included in the 2006 sample
were rated for the first time so that there are no past values. In other industries, rating
criteria employed by oekom research have changed significantly from one rating
to the other so that the results are not comparable anymore. To test whether the
reduction of the sample causes a selection bias, the original regression is reported
together with the results of the IV estimation in Table 3.12. Columns (1) and (2)
show the numbers of the one-stage OLS estimation with the full sample (N = 294)

141 For detailed arguments concerning the consequences of weak instruments, cf. the discussion in
the following chapter.
142 Wooldridge (2002), p. 87.
143 Cf. Stock and Watson (2007), p. 437.
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Table 3.12 Two-stage least squares estimation results

Instrumental variables (2SLS) regression

Model (1) (2) (3)

Regressors
staff −0.0379 −0.0323 −0.0747

(0.6110) (0.7560) (0.9160)
corpgov 0.1780∗∗ 0.2547∗∗∗ 0.3550

(0.0130) (0.0100) (0.2010)
enman 0.1947∗∗ 0.3323∗∗∗ 0.2651

(0.0190) (0.0050) (0.7320)
cust −0.1412∗∗ −0.3297∗∗∗ −0.2290

(0.0500) (0.0030) (0.7200)
soc 0.1127 0.1453 −0.1830

(0.1100) (0.2280) (0.7890)
risk −0.1060 0.0249 0.0625

(0.2590) (0.8490) (0.7860)
lev −1.8294∗∗∗ −2.1060∗∗∗ −2.0444∗∗∗

(0.0000) (0.0000) (0.0000)
size −0.1096∗∗∗ −0.1313∗∗∗ −0.1028∗∗

(0.0000) (0.0000) (0.0200)
Constant 1.6086∗∗∗ 1.5550∗∗∗ 1.6976∗∗∗

(0.0000) (0.0000) (0.0000)
N 294 128 128
Prob > F 0.0000 0.0000 0.0000
R2 0.4431 0.5315 0.4811
F(CSP) 3.86∗∗∗ 4.13∗∗∗ 0.75

Dependent variable: Tobin’s Q. p-values (P > t) are reported in parentheses (calculated with
heteroscedasticity-robust standard errors). Individual coefficients are statistically significant at the
∗10%, ∗∗5% or ∗∗∗1% level (two-tailed t-test). Model 1 reports the original OLS estimation with
the full sample, model 2 shows the results for the reduced sample. Model 3 reports the 2SLS esti-
mates. Regressors staff, corpgov, enman, cust and soc are instrumented. Instruments: staff (lagged),
corpgov (lagged), enman (lagged), cust (lagged), soc (lagged), risk, lev, size. F(CSP) gives the
F-statistic to test the joint hypothesis that all CSP variables equal zero

and the reduced sample (N = 128), respectively. Column (3) reports the coefficients
from the second stage of the instrumental variable regression. As one can see, the
results do not change very much after reducing the sample: the directions do not
alter and the coefficients remain significant. With the IV regression, however, the
coefficient estimates of the single CSP component become very imprecise due to the
large standard errors. In none of the five cases can the null hypothesis be rejected
that the coefficients equal zero.

3.3.3.5 Limitations to IV Regression Analysis

The preceding discussion intended to qualify the results of the previous analyses in
the light of the problem of endogeneity. This being done, the question is what can
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be followed from this analysis and, arguably even more important, what can not be
followed from it.

The answer to that question eventually depends on the assumed quality of the
instruments. If the instruments in use were valid and relevant, one could argue that
the results of the former estimation need to be revised, because after accounting for
endogeneity no relation between Tobin’s Q and any of the CSP variables can be
shown statistically.

However, the fact that the analysis did not yield consistent estimates after account-
ing for endogeneity does not render all results obsolete. The correlations in the
sample that were revealed by the cross-sectional OLS analysis still exist. They just
do not allow for inference of the kind that a change in certain CSP variables would
causally determine a change in Tobin’s Q.

The interpretation of the results becomes a bit more complicated if one considers
the quality of the instruments to be problematic. Specifically, three problems arise
in the context of this study what regards the IV regression employed. All of them
root in the problem that instruments might be weakly correlated with the variables
being instrumented.

First, because of the availability of oekom data, the sample with observations for
two different points in time is not very large. Such small samples can lead to biased
estimates and standard errors, especially when instruments are weak.144 Second,
even in very large samples, the IV estimator can be problematic if the instruments
are weak. As one can easily see from (13), the probability limit of the estimate is
different from the true coefficient if the instrument is not exogenous. This difference
becomes even bigger in the case of weak instruments: if there is only a very small
correlation between the instrument z and the endogenous variable x, the estimator
becomes very large.

A third problem of IV regression is that the standard errors of the estimates typi-
cally become very large. Stated formally, the asymptotic variance of the coefficient
in the case of only one regressor is

Avar(β̂ IV
1 ) =

Avar(β̂ OLS
1 )

r2
xz

, (17)

where r2
xz is the sample correlation between x and z.145 This illustrates that the

variance of the IV estimator is necessarily larger than that of OLS (unless the
very unlikely case of corr (x,z) = 1) and that a weak correlation between x and
z exacerbates this problem.

There is no definite way to test for weakness of instruments. But to begin with,
the hypothesis of irrelevant instruments was rejected on the basis of their partial
correlation with the endogenous variables (cf. Table 3.11). Additionally, as a rule
of thumb it is often suggested that the F-statistic on the first stage should be higher

144 See Cameron and Trivedi (2005), pp. 108–109, for a discussion of such a ‘finite sample bias’.
As Wooldridge (2002), p. 101, mentions, expected values do not even have an expected value in
small samples.
145 Cameron and Trivedi (2005), p. 107.
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than 10 and by no means lower than 5.146 According to this rule, especially the
instruments for the variables staff and soc would be problematic.

Although the coefficients did not become very large (which would have been
predicted for small samples and weak instruments), the estimates had very large
standard errors, which lead to the problem that the coefficients all became non-
significant.

3.3.4 Conclusions

The aim of Chap. 3 was the empirical analysis of the CSP/CFP-link within the differ-
entiated framework developed before. As a consequence of these various analyses,
several conclusions can be drawn up to this point while other questions still need to
be addressed in the following. In contrast to previous claims and empirical work, the
null hypothesis of no relation between Tobin’s Q (or return on equity) and an over-all
CSP measure could not be rejected. This result can be interpreted as the empirical
confirmation of the conceptually derived argument that (desirable as it might be) it
is not reasonable to assume a positive generic link between CSR and private profits.
However, single components of CSR did show to be related to firm success. Within a
more differentiated framework, positive correlations between Tobin’s Q and a good
performance within the components of Corporate Governance and Business Ethics
as well as Environmental Management and Eco-Efficiency were found. In the case
of environmental performance, this link did not exist unconditionally, though its
positive association with Tobin’s Q proved to be higher for those firms that belong
to heavy polluting industries.

Surprisingly, Customer and Product Responsibility is negatively correlated with
Tobin’s Q. However, this relation disappeared after changes in the measure of finan-
cial performance. Beyond this, there was no evidence for a negative association
between social and financial performance. Taken together, the reported results can
be assumed to be substantial as they were mainly robust towards changes in the
financial performance measure and towards a reduction of the sample size by more
than half.

In spite of these results, the question of ‘slack resources’ vs. ‘good management’
remains open. This possibly simultaneous causality of financial and social per-
formance lends support to the argument that the estimated coefficients are not
consistent due to problems of endogeneity. In an attempt to control for endogeneity,
the IV estimator failed to confirm the previous results, which can on the one hand
be used to question the validity of the previous results. On the other hand, since
the instruments risk being weak, the large standard errors (and therefore insignifi-
cant coefficients) are not surprising. In the end, there is no definite way to decide

146 This argument goes back to Staiger and Stock (1997) and Stock and Yogo (2005) who show
that a first-stage F-statistic higher than 10 (5) corresponds to an estimator bias of less than 10%
(20%). See also Cameron and Trivedi (2005), pp. 108–109 and Stock and Watson (2007), p. 466.
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whether the possibly inconsistent OLS estimators or the consistent but imprecise
2SLS results are more reliable.147

Eventually, it is safe to conclude that the correlations revealed in the OLS analy-
sis persist irrespective of causality. Moreover, it should be stressed that the failure to
prove negative correlations is an important result as well. Apparently, above-average
expenditures for CSR causes do not necessarily lead to financial underperformance.
This at least stands in contrast to the neoclassical arguments according to which
CSR is a waste of resources.148

3.4 An Analysis of Changes in CSP and CFP

3.4.1 Motivation and Method of Analysis

A common problem with cross-sectional regression analysis is the omitted variables
bias.149 If the population model contains explanatory variables that the estimated
model fails to include because they are unobservable, OLS risks producing inconsis-
tent estimates. Applied to the context of this study, firm financial performance could
for instance be influenced by certain firm characteristics that are relatively constant
over time and that are correlated with the CSP or the control variables (consider firm
culture or management ability as an example). If such effects exist and if no data
are available to measure them, inconsistent estimates due to the omitted variables
problem are likely.150

One commonly applied solution to this problem is the use of panel data and
respective econometric methods that produce consistent coefficient estimates in
presence of omitted variables that do not change over time.151 In panel data sets,
each entity (i.e. in our case the company) is observed at more than one time periods.
Although oekom research has been rating companies since 1994, their data cannot
be used to construct a panel data set throughout their entire history due to technical
restrictions. First, in the course of time, companies dropped out of the ratings while
others were added later. Second, some rating criteria of certain industries changed
through the years so that these ratings of different points in time are incomparable.
However, there is a sub-sample of the data employed in the cross-sectional analysis

147 Cf. Wooldridge (2002), p. 104.
148 Cf. the earlier discussion in Sect. “The Neoclassical Approach Vs. The Business Case
Hypothesis”.
149 Cf. Gujarati (2003), pp. 517–524. Wooldridge (2002), pp. 61–63.
150 It should be noted that this omitted variable problem only leads to endogeneity if the left out
variable is correlated with one of the regressors. See also Wooldridge (2002), p. 247.
151 Cf. Stock and Watson (2007), p. 318. A very common approach to analysing the effects of
changes in the independent variable are event studies, cf. McWilliams and Siegel (1997). How-
ever, oekom data are not publicly available and are not published simultaneously for all industries.
Therefore, it is not plausible to assume any observable effect of the industry ratings on financial
markets, so that this method cannot be applied here.
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(from 2006), for which earlier ratings are available.152 This sub-sample only con-
tains companies that are also included in the 2006 data set and that were rated
according to the same criteria so that the grades are fully comparable.153 Techni-
cally, panel data analyses only require a minimum of two time periods, so that such
methods can be performed with these data.

To illustrate how panel data can eliminate unobserved time-constant effects,
consider the following equation for the unobserved effects model154:

yit = xitβββ + ci + uit , (18)

where yit is the regressand, vector xit contains the constant (=1) and the explana-
tory variables, vector βββ contains the regression coefficients (including the constant
coefficient) and uit the error term. i = 1, . . .n indexes the observational units (enti-
ties) and t = 1, 2 is the time period index. The variable c represents an unobserved,
time-constant effect that influences the regressand.

Two different estimation methods are commonly used to analyse panel data.
Depending on the correctness of the assumption, both methods yield consistent
results in spite of unobserved effects. These are the random effect estimation and the
fixed effects estimation. The random effects (RE) approach to estimating βββ includes
ci into the composite error vit = ci +uit and then accounts for the implied serial cor-
relation by using a so-called feasible generalised least squares (FGLS) analysis. In
contrast, the fixed effects (FE) estimator accounts for ci by transforming the data
over time and then pooling all data into one OLS regression. Both methods require
strict exogeneity of the regressors to produce consistent estimates, that is no element
of xt must be correlated with the error terms in any period so that cov(xt ,us) = 0 for
all t =1,. . .,T and s = 1,. . . ,T. But the two methods differ in their conception of the
relation between the unobserved and the observed variables. RE estimation requires
that cov(xt ,c) = 0, whereas FE allows for such a correlation. Thus, whether FE or
RE estimation is the appropriate estimation method essentially boils down to the
question of whether or not ci is orthogonal to xit .155

If there are any relevant unobserved firm characteristics in the context of this
study, these are most likely to be correlated with the CSP variables. Management
capability, firm culture or its ability to innovate could all influence Tobin’s Q and at
the same time the CSP variables. Thus, FE estimation is the appropriate estimation
method in this context.

152 These data for past CSP were also used during the probit analyses in Sect. 3.2 as well as for the
IV estimation in Sect. 3.3.3.4. These ratings were conducted in the years 2002 and 2003. As with
the later ratings, these can be assumed to be relatively stable over 1 year so that all ratings are take
for CSP measures of the year 2003.
153 Actually there were some differences in the constructions of the crr, scr and er grades. However,
these differences did not concern the single items, so that – compared to 2006 – a structurally
identical rating could be reconstructed on the basis of the 2003 data.
154 The following discussion is based on Wooldridge (2002), pp. 247–291, where the term
‘unobserved effects model’ is derived from.
155 Considering the FE vs. RE decision, see also Gujarati (2003), pp. 650–651. Another question
is whether xit includes time-invariant elements. This is not possible with RE estimation, which
requires variation in all elements of xit .
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Table 3.13 Descriptive statistics for differenced variables

Variable Obs Mean Std. Dev. min max % ↓ % − % ↑
Δcrr 128 0.0313 0.5461 −1 1 13.28 70.31 16.41
Δstaff 128 0.0547 0.6437 −1 1 17.97 58.59 23.44
Δcorpgov 128 −0.0547 0.5370 −1 1 17.19 71.09 11.72
Δenman 128 0.0313 0.5603 −1 1 14.06 68.75 17.19
Δcust 128 0.0391 0.5528 −1 1 13.28 69.53 17.19
Δsoc 128 0.1094 0.5783 −1 1 11.72 65.63 22.66
ΔTobin 128 0.1068 0.4323 −2.0452 1.5764
Δrisk 128 −0.0423 0.4464 −1.1505 1.3650
Δlev 128 −0.0146 0.0690 −0.2909 0.2573
Δsize 128 0.3203 0.3332 −0.9639 1.4926

Table reports differences in the respectives variables from 2006 to 2003 (e.g. ΔTobin = Tobin2006–
Tobin2003). % ↓, % − and % ↑ give the percantage of companies that have improved, worsened
or stayed equal in their CSR performance (formerly binary variables now take values −1, 0, 1,
respectively)

The idea behind FE estimation is that it estimates one intercept for each entity.
In the special case of only two points in time, the time-constant unobservable
ci can be eliminated by differencing (18) for the two time periods. This yields
Δyi = Δxiβββ + Δui (where Δ indicates differences in time, i.e. Δy = y2 − y1 etc.),
which equals a ‘differenced’ standard linear model without the constant. In addi-
tion, including an intercept allows for effects that vary across time but not across the
observations (e.g. the macro-economic situation).156 This equation can thus con-
sistently be estimated by OLS in spite of the presence of unobservable effects and
yields exactly the same results as FE estimation. To obtain consistent estimates even
in the case of serial correlation, the condition of strict exogeneity has to hold, how-
ever.157 This requires that no element of xt is correlated with the error terms in both
periods so that cov(xt ,us)=0 for all t =1, 2 and s =1, 2.

The following section will present the results of the FE model. Before that,
Table 3.13 provides descriptive statistics for the differenced variables to provide
an overview on how the measures have changed from the earlier rating to that of
2006.

3.4.2 Test Results for the Analysis of Changes in CSP and CFP

As the previous analysis in the context of the IV regression revealed, the results
of the cross-sectional OLS estimation were robust to a reduction of the sample to

156 Cf. Greene (2003), p. 291.
157 If this condition holds and if cov(xt ,c) = 0, pooled OLS also yields unbiased and consistent
estimates. However, an additionally third condition has to hold which rules out serial correlation
of the error terms: E(ut us|xtxs) = 0, t �= s, t, s =1,. . .T . See Wooldridge (2002), pp. 169–179 and
pp. 248–249. In the case of T = 2, there are three possibilities that yield identical regression coef-
ficient estimates. The regression model with first differences, as described above; FE regression
(within-distance) with a dummy for the time period; and pooled OLS including one dummy for
each observation.
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Table 3.14 Results of the fixed effects OLS model (within transformation)

FE Regression Results

Regressors (1) (2) (3)

crr 0.0184
(0.0704)

staff 0.0862 0.0920
(0.0665) (0.0885)

corpgov −0.0360 −0.0110
(0.0740) (0.0880)

enman −0.0392 0.0064
(0.0743) (0.1171)

cust −0.0460 −0.0370
(0.0773) (0.0802)

soc 0.0766 0.0683
(0.0681) (0.0718)

risk 0.2059∗∗ 0.2134∗∗ 0.2245∗∗
(0.0915) (0.0924) (0.0952)

lev −0.3472 −0.3145 −0.3426
(0.5513) (0.5541) (0.5671)

size 0.0738 0.0995 0.0894
(0.1210) (0.1236) (0.1307)

enman × class −0.0413
(0.1415)

enman × size −0.0056
(0.0111)

staff × size −0.0003
(0.0121)

corpgov × size −0.0051
(0.0102)

year06 0.0862 0.0673 0.0206
(0.0558) (0.0571) (0.0913)

Const 0.7436 0.4515 1.3107
(1.2069) (1.2307) (0.8390)

Nobs 256 256 256
Ngroups 128 128 128
Prob > F 0.0098∗∗∗ 0.0327∗∗ 0.1352

Dependent variable: Tobin’s Q. p-values (P > t) are reported in parentheses. Individual coefficients
are statistically significant at the ∗10%, ∗∗5% or ∗∗∗1% level (two-tailed t-test). The dummy vari-
able year06 measures time fixed effects between the two points in time of measurement (2003 and
2006)

those observations that are available for two points in time.158 Thus, if the FE model
yields different results, these cannot merely be explained by changes in the sample
due to its reduction.

Table 3.14 reports the results of the fixed effects regression (calculated by a
within transformation). As before, column (1) refers to the model which includes
the over-all crr grade as the only CSP variable. Its coefficient is positive but

158 Cf. column (2) in Table 3.12.
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far away from any satisfying significance level. In stark contrast to the previous
cross-sectional OLS analysis, lev and size are not significantly different from zero,
whereas risk is the only variable with a positive coefficient which significantly dif-
fers from zero. That is, those companies that increased in risk from one period to the
other also displayed a Tobin’s Q, which was higher than that of the previous period.
Column (2) which includes all five stakeholder-related differenced CSP variables is
qualitatively identical to the first model. None of these variables proves to have a
significant influence on Tobin’s Q. The same applies to column (3), which reports
the estimates for the model including all interaction effects. Although the individual
coefficients are comparable with columns (2) and (3), the entire model fails to be
significant.

Taken together, the FE models do not confirm any of the previously obtained
results. The following chapter will discuss conclusions that can be drawn from this
outcome.

3.4.3 Significance of the Results

The hypothesis that all coefficients equal zero is rejected on the 1% and the 5% level
in models (1) and (2), respectively. Also, the regression results qualitatively do not
change if computed with RE estimation. The significance of the results can thus not
be denied on the basis of the models altogether. On first sight, it therefore seems that
none of the results of the prior analysis can be maintained once time constant firm
characteristics are included in a panel analysis by fixed effects regression. However,
a number of technical problems is involved with panel data analysis and is thus
relevant to the interpretation of its results.

As the descriptive statistics showed, there is only relatively little variation in
the CSP variables. In four of the five CSP components, more than two-thirds of
the companies remained within the same (low or high) performance class across
both time periods (the exception is staff where this applies to 59% of the sample).
The fact that there are only so few changes surely puts certain limitations to the
results’ robustness and reliability. Another shortcoming lies in the fact that there are
only 128 observations for which data are available for two time periods (T = 2).
Although technically two time periods are enough to perform these estimations, FE
estimation requires a large number of observations (N) to justify asymptotic results
such as consistent estimates of β .

As explained earlier, FE (as well as RE) estimation requires the assumption of
strict exogeneity (i.e. no element of the covariate vector xit is correlated with the
error term in any time period). Considering the problem of endogeneity discussed
in Sect. 3.3.3, this assumption might be violated. The problem here is that the fixed
effects estimator of βββ is inconsistent when strict exogeneity does not hold. More-
over, the size of the inconsistency depends on T : if T = 2, as in our case, the
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violation of strict exogeneity can lead to estimates that are wrong in size and even
in sign.159

Motivated by these problems, alternative methods have been developed that pro-
duce consistent estimates even if the assumption of strict exogeneity is violated. A
very popular and often employed method in this context is the Arellano–Bond esti-
mator.160 The general idea of it is to eliminate unobserved effects using a within
transformation (or differencing) and then to use lagged values of all model variables
as instruments in a generalised methods of moments (GMM) approach.161 Since
this estimator requires differenced equations and lagged values, it is not applicable
for this study, where data are only available for two points in time.

In light of these technical problems, the results of the preceding cannot be con-
sidered as very robust and significant. In sum, the analysis of two time observations
has failed to either confirm or reject the previous results on the CSP/CFP link.

3.5 Testing the Hypothesis of Decreasing Marginal Effects
of CSP

3.5.1 The Hypothesis of Decreasing Marginal Effects of CSR
Investments

An argument commonly found in conceptual and theoretical works on CSR is that
even if it might be plausible to assume a business case for CSR, this assumption
holds true only to a limited extent.162 This argument becomes clear if one conceives
of CSP as a continuum between worst-possible and best-possible CSP and consid-
ers the development of the costs and benefits of an incremental improvement of CSP
along this continuum. Marginal costs of CSP improvements can be assumed not to
be constant all along but to increase with the level of CSP as it becomes more and
more difficult to further enhance CSP if a company already performs at a high level.
Marginal benefits, however, decrease with higher CSP since the internal and exter-
nal effects described earlier are most relevant as long as the opportunities associated
with CSP are not exploited, yet. To consider some of the examples mentioned ear-
lier, consumers do not pay premium prices for environmentally friendly products to
an unlimited extent; employee motivation will not infinitely increase because of a
higher identification with their company; capital costs due to lower risk will not fall
to zero because of a good CSR reputation, etc. Consequently, there is a level of CSP

159 For numerical illustrations of how large inconsistencies can become with small values of T ,
cf. Hsiao (2003), p. 361.
160 Arellano and Bond (1991); for a treatment of unobserved effects models without the assumption
of strict exogeneity, cf. Wooldridge (2002), pp. 299–315.
161 Greene (2003), pp. 307–314; Wooldridge (2002), p. 304.
162 Smith (2003), p. 70; Ullman (1985), p. 542; and, in the context of SRI funds, Barnett and
Salomon (2006).
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at which the marginal benefits of additional investments into CSP equal its marginal
costs. When corporate expenditures for CSR exceed this threshold, the marginal net
effects of these investments turn negative so that the net gain π of CSP falls below
its optimum π∗.

To illustrate these relations, the net gain π of improvements in CSP can be depic-
ted as a concave function of CSP. Its slope continually decreases until it finally turns
negative. As shown in Fig. 3.7, the point at which δπ

δCSP = 0 (where marginal costs
equal marginal benefits) defines the optimal level of CSP from the firm perspective,
yielding maximum net gains.163

Given such a relation between the level of CSP and its net gains, the Friedman-
like anti-CSR arguments turn into the question up to which point exactly CSR
investments are rational in an economic sense. This question can, on the one hand,
be addressed theoretically by analysing the costs and benefits of CSP in a specific
setting and thereby determining the optimal level of CSR.164 On the other hand, one
can also empirically ask whether companies that reach an exceptionally high CSR
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Fig. 3.7 Decreasing marginal effects of continuous CSP investments

163 For comparable visualisations of the inversed U-shaped curve, cf. Bowman (1973), p. 25;
Picot (1977), p. 33; Schaltegger and Synnestvedt (2002), p. 341; Wagner (2002), p. 135; Wagner
and Schaltegger (2004), p. 558.
164 McWilliams and Siegel (2001) claim that such a point exists. However, they do not for-
mally show how it can exactly be determined. For a mathematical formalisation of this idea,
see Baron (2005).
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ranking have to bear costs that are higher than the benefits, and therefore financially
perform worse than those companies that just have a rating beyond average.

Such questions have seldom been explicitly addressed in the empirical CSR lit-
erature. In an early study, Bowman and Haire (1975) form three classes on the basis
of different CSP measures and ask whether there are group mean differences in the
groups’ financial performance measured by return on equity (ROE). They find sig-
nificant differences: the medium group has the highest ROE but the group with the
best CSP rating had an average ROE higher than that of the worst group, but still
lower than the medium group. Consequently, they interpret their results as a support
for the assumption of an inverted U-shaped curve relation between profits and CSP.
These results are problematic for methodological reasons, though. Apart from diffi-
culties concerning the CSP measure165 no ceteris paribus analysis was conducted so
that it remains unclear what other kinds of differences persisted in the three groups
that were not controlled for.

In a different approach, Barnett and Salomon (2006) analyse the performance of
SRI funds and consider the variance within these funds’ screening strategies. They
find that the funds with the strictest as well as those with the loosest screening cri-
teria perform best and that those ‘stuck in the middle’ under-perform on the market.
In contrast to the Bowman and Haire (1975) study, this corresponds to a U-shaped
relationship between CSP and profits. However, given the very different approaches
and measurement strategies, these two studies are difficult to compare.

3.5.2 Empirical Test

The hypothesis of decreasing (and eventually negative) marginal effects of CSP can
also be empirically tested with the data employed in this study. However, the cate-
gorical scaling of the CSP variables does not allow for a direct test of the curvilinear
relation discussed earlier. Alternatively, it translates into the question whether the
positive relation between certain CSP variables and Tobin’s Q changes as soon as
we distinguish three instead of two groups per variable (rather than a continuum): a
first group that consists of companies with ratings below the industry mean (low per-
formers); a second with ratings higher than the mean but lower than the 75 percentile
(good performers); and a third group that includes the top 25% performers of a given
industry (excellent performers).166 Since only two of the CSP variables proved to
show a positive relation with Tobin’s Q in the preceding analysis, tests can only
meaningfully be run for these two variables.

The following hypotheses, which can be tested by means of oekom data, capture
the ideas discussed up to this point:

165 Cf. the discussion of their methodological approach on page 22.
166 A cut at the 0.9 percentile would have been more desirable to identify the real top performers.
However, because of some industries with comparably few companies, this procedure would have
resulted in too few observations in the best performance class.
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p
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f (CSPlow)

f (CSPexcellent)

f (CSPhigh)

Fig. 3.8 Comparing the effects of CSP with binary variables

H3a: Good performers along the CSP components corpgov and enman, will c.p. display a
higher Tobin’s Q than low performers.

H3b: Excellent performers along these components will c.p. display a lower Tobin’s Q than
good performers, but still higher than that of low performers.

To be able to construct the differences between low, good and excellent perform-
ers, three groups have been constructed that are captured by two binary variables for
each of these two dimensions. corpgovgood(enmangood) takes value 1 if the company
performs beyond the respective industry mean but still below the 75% quantile, and
0 otherwise. corpgovexcellent(enmanexcellent) takes value 1 if the company performs
among the respective industry’s top 25% class, and 0 otherwise.

Binary variables employed in OLS regressions indicate the ceteris paribus effect
on the average difference in the dependent variable between the groups that take
value 0 and 1 on the dummy variable, respectively. The hypothesis to be tested then
is whether excellent performers regarding corpgov and enman ceteris paribus have
a different mean in Tobin’s Q.

Formally, the equation to be estimated is

Q = β0 + β1corpgovgood + β2corpgovexc + β3enmangood + β4enmanexc +

+ β5staff + β6soc+ β7cust+ β8risk + β9lev+ β10size + u.
(19)

In terms of (19), H3a and H3b translate into the expectation that β1 > β2 > 0 and
that β3 > β4 > 0. Graphically, the estimated coefficient of a dummy variable in a
regression analysis represents the size of a shift of the intercept if the dummy takes
value 1. In the case of only one regressor, this can be visualised as in Fig. 3.8.167

167 Since the model actually tested has more than one continuous regressor, it cannot be visualised
in such a graph.
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To test whether the insignificant results of the over-all CSP variable crr changes
when groups are more differentiated then just good/bad performers, crr was included
for the three groups in a separate analysis analogously to the other two CSP
variables.

3.5.3 Test Results and Discussion

Table 3.15 reports the results of the OLS estimation. Column (1) contains the model
with two more differentiated crr variables and column (3) shows the estimates
for (19). For better comparability, column (2) repeats the results from the original
estimation discussed in Sect. 3.3.2.

As column (1) shows, crr does not have a significant influence on Tobin’s Q.
That is consistent with all results obtained so far and is one more indicator for the
lacking adequateness of considering CSP at such an aggregated level. Concerning
those variables in column (3) that have also been included in column (2), the results
remain nearly unaltered with respect to sign and size.

The coefficient estimates of the different performance-groups do not support
hypothesis H3b. Although, as predicted by H3a, good performers (gorpgovgood,
nmangood) still display a higher Tobin’s Q than their low-performing counterparts,
the coefficient of gorpgovexcellent(enmanexcellent) is numerically higher than that of
gorpgovgood(enmangood). However, a Wald test failed to defeat the linear hypothe-
ses that the coefficients are identical (β1 = β2 and β3 = β4) so that there is no reason
to assume any financial performance differences between the good and the excel-
lent groups with respect to gorpgov and enman. Hence, the results of the analysis run
counter to the hypothesis that the best performers have to bear costs that outweigh
the benefits of their superior performance. That is, although there is a significant
difference in Tobin’s Q between good and low performers what concerns Corpo-
rate Governance and Business Ethics (the difference with regards to Environmental
Management and Eco-Efficiency is also positive but not significant), there is no
significant difference between good and excellent performers.

These results can be interpreted in several ways. On the one hand, they could
be used to challenge the validity of the hypothesis of decreasing marginal effects
of CSP. One could argue that the hypothesis is simply wrong as there is no one-
directional causal effect anyway. Even though there might be a correlation between
firm success and single measures of CSP, no clear causal direction exists within this
relation. Therefore, exceptional CSP logically cannot be associated with inferior
financial performance. From that perspective, even the opposite is the case: the most
successful companies have the most resources available for CSR expenditures. And
even if such investments become too high to be justified by their positive economic
effects, they are too small to have an impact on a measure as abstract as Tobin’s Q.

Alternatively, the results obtained can be explained without rejecting the assump-
tion of decreasing marginal effects. One could argue that although this hypothesis
is theoretically appealing, it cannot be verified empirically with the data set at hand.
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Table 3.15 Test results for low, good and excellent performers

Regression for testing decreasing marginal effects (OLS estimation)

Regressors (1) (2) (3)

crrgood −0.0135
(0.8820)

crrexcellent 0.0651
(0.4160)

staff −0.0379 −0.0338
(0.6110) (0.6560)

corpgov 0.1780∗∗
(0.0130)

corpgovgood 0.1645∗
(0.0980)

corpgovexcellent 0.1785∗∗
(0.0400)

enman 0.1947∗∗
(0.0190)

enmangood 0.1334
(0.1640)

enmanexcellent 0.2284∗∗
(0.0180)

cust −0.1412∗∗ −0.1465∗∗
(0.0500) (0.0340)

soc 0.1127 0.1043
(0.1970) (0.2350)

risk −0.0594 −0.1060 −0.1070
(0.5240) (0.2590) (0.2540)

lev −1.8103∗∗∗ −1.8294∗∗∗ −1.8496∗∗∗
(0.0000) (0.0000) (0.0000)

size −0.1091∗∗∗ −0.1096∗∗∗ −0.1104∗∗∗
(0.0000) (0.0000) (0.0000)

Constant 1.6320∗∗∗ 1.4938∗∗∗ 1.5193∗∗∗
(0.0000) (0.0000) (0.0000)

N 294 294 294
Prob > F 0.0000 0.0000 0.0000
R2 0.4101 0.4431 0.4430

Dependent variable: Tobin’s Q. Heteroscedasticity-robust standard errors are reported in parenthe-
ses. Individual coefficients are statistically significant at the ∗10%, ∗∗5% or ∗∗∗1% level (two-tailed
t-test). ‘Good’ performers along crr, corpgov and enman perform higher than the respective
industry mean but lower than the 0.75 quantile; ‘excellent’ perform higher than ‘good’

Some of the companies in the sample might fall below the optimal level of CSP
and therefore forfeit an opportunity to maximise profits. However, none of them
has moved beyond that threshold. Since the classes were formed in relation to the
respective industry, the variables are not an absolute but a relative social perfor-
mance measure, so even the ‘excellent’ performers have not reached a level of CSP,
which would go beyond economic reasoning. Thus, although excellent CSP would
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lead to lower financial performance in the case of over-investments, such cases are
not observable within the sample used in the study.

In any case, the data failed to lend support to the argument that ‘too high’ invest-
ments in CSR are statistically associated with lower financial performance.168

Although there still is a positive relation between corpgov and enman on the one
side and Tobin’s Q on the other, this relation is not significantly qualified by further
distinguishing low, good and excellent performers along these CSP variables.

168 A regression with return on equity (ROE) as the dependent variable was also conducted but did
not yield qualitatively different results.



 

Chapter 4
Conclusions Concerning Empirical Evidence
for the Business Case for Corporate Social
Responsibility

4.1 Conclusions and Limitations to the Study

The purpose of this research was to analyse the underlying logic of and empirical
evidence for the business case for corporate social responsibility. To do this, it criti-
cally examined conceptual and empirical literature on CSR in general and on the
CSP/CFP-link in particular. Additionally, it performed an empirical study with data
from the German CSR rating company oekom research to test conceptually derived
hypotheses and to gain insights into the empirical relation between corporate social
and financial performance.

The conceptual investigation developed a generic framework for the analysis of
such relations. After reviewing philosophical concepts of responsibility, it defined
CSR as a multi-relational and multi-dimensional construct, which refers to ascrip-
tions of responsibilities in response to perceived moral conflicts. It was argued that
these ascriptions can best be classified according to the stakeholder approach, which
allows for a differentiated analysis of corporate reactions to ascribed responsibilities
and their consequences. Moreover, the analysis stressed the need to exactly scruti-
nise distinct mechanisms to better understand why and under what circumstances it
might be reasonable to assume a business case for CSR.

As was shown in the empirical analysis of the most relevant drivers of CSP, com-
pany size and past social performance turned out to be two important determinants.
Concerning the environmental rating, past performance proved to be especially
important in predicting actual performance. The fact that this relation was not that
strong in the case of the social-cultural component of the rating suggests that
it is much easier to improve on that dimension than it is with regards to envi-
ronmental performance. In contrast to what was expected, neither past financial
performance nor the regional background of the company helped explain differences
in responsibility ratings. Another result was that companies performing well along
one stakeholder-related dimension are also very likely to perform high on the oth-
ers. This suggests that most of the companies pursue coherent CSR strategies, and
either try to perform well on many CSP components or display minor performance
on most criteria simultaneously.

P. Schreck, The Business Case for Corporate Social Responsibility,
Contributions to Management Science.
c© 2009 Physica-Verlag Heidelberg
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The subsequent empirical analysis of the link between corporate social and
financial performance failed to deliver a clear and unambiguous picture as to the
empirical business case for CSR. These outcomes generally suggest that – though
frequently claimed – there is no empirical basis for the assumption of a generic
CSP/CFP-link. At first, the cross-sectional regression analysis showed some inter-
esting results as to the relationship between certain CSP components and Tobin’s Q,
which confirmed parts of the hypotheses. The most important results were robust
to changes in measures of financial performance. However, the analysis failed to
support the assumption of a causal CSP/CFP-link, as revealed by the instrumen-
tal variable regression. It remains unclear, though, whether this result is due to
the poor quality (weak relevance) of the instruments or due to endogeneity. After
all, neither the Hausman test nor the results of Sect. 3.2 indicate that past finan-
cial performance predicts CSP. Finally, the panel data analysis did not yield any
direct results. Although this was partly ascribed to technical difficulties, the anal-
ysis failed to confirm any of the previously obtained effects. In the light of these
sobering results, it is only safe to say that financially successful companies tend
to display superior performance on certain CSP dimensions (enman and corpgov),
regardless of a causal link. This conclusion is in line with the aforementioned ‘good
management’ argument. Apparently, the management of successful companies also
sees it as a necessity to display good environmental performance and to subscribe
to principles of good corporate governance.

In those cases where there was a link between CFP and CSP, no support was
found for the hypothesis of decreasing marginal effects. The excellent performers
along the dimensions enman and corpgov had an average Tobin’s Q, which did not
significantly differ from that of their lower (but still well) performing counterparts.

Considering the nature of CSR and its link to financial performance, these
ambiguous results are rather expectable, and all too clear results would have been
very surprising. The outcomes of the empirical analysis revealed how complex CSR
matters and their internal as well as external effects are once one leaves the con-
ceptual level and scrutinises actual performances. If the empirical relations were
that clear, there would be no basis for the controversial debates on CSR. This is
exactly why it is so interesting to ask in which cases private and public profits do
not fall apart. After all, there would be no need to convince companies to imple-
ment CSR strategies if that automatically leads to additional profits. If that were
the case, corporate violations of societal norms and values would be very unlikely,
and companies would differ very little in their performances as to CSR (which is
clearly not the case). This leads to another important conclusion: the empirical evi-
dence does not lend support to a purely instrumental view on CSR. In the light of
the results of this study, CSR investments cannot solely be justified with reference
to their economically sound effects. In this context, it is an evenly important result
of the preceding analysis that efforts to align corporate decisions and actions with
moral standards do not come along with financial penalties, either.

The study is of course subject to certain limitations. The analysis is restricted
to the data made available by oekom research. On the one hand, this is a limited
dataset as it comprises only selected companies, which regards firm size as well as



 

4.2 Further Research and Implications for Management and Investors 101

industries, and as it does not provide comprehensive panel data. On the other hand,
arguments were brought forward suggesting that these data are more suitable for the
research aim than those used in earlier studies. Additionally, the study has treated
companies as ‘black boxes’ and thus forms a very generic analysis. Firm success
has been operationalised by the highly abstract measure of Tobin’s Q and has been
analysed across numerous companies. Although this is a very common procedure
in the finance literature, the use of such measures leaves out many specific individ-
ual firm aspects that concern performance at the specific year of analysis.1 Another
limitation due to technical reasons was the lacking in-depth investigation of con-
tingencies that determine under which circumstances a business case for CSR can
exist. Such analyses would have required a lot more observations for each industry
so that more precise industry-specific effects could have been taken into account.
Moreover, this study’s research methodology is not designed to provide insights
into actual, real-world decision processes concerning CSR investments. The ques-
tion whether explicit CSR strategies exist; the role that ethical considerations of
management, capital owners or staff play in the genesis of such strategies; whether
there were specific scandals that triggered the decision to get engaged into CSR mat-
ters, etc. All these are very relevant questions for the analysis of those cases where
living up to societal values and pursuing profits are not two mutually exclusive goals.

4.2 Further Research and Implications for Management
and Investors

Consequently, future research could take these questions as the point of departure
to leave the abstract level of analysis and narrow down the focus. To start with, all
the explanations for a CSP/CFP-link provided in Sect. 3.3.1 could be scrutinised
separately. Most interesting in this context is how various stakeholders actually do
change their behaviour in response to positively or negatively perceived CSP of a
certain company. People seldom argue against commonly accepted ethical standards
when asked for their relevance. But it is a very different question whether these
standards are equally relevant for their concrete actions, when these standards might
stand in conflict with other relevant norms.

Industry-specific analyses could furthermore yield interesting results as to the
conditions under which scandalous but widely spread business practices such as
environmental pollution or human rights violation were finally abolished to the bene-
fit of all stakeholders, including the shareholders. In this context, it is particularly
important to gain insights into the actual decision processes and the underlying
motivations of those taking the decisions. Case-studies and qualitative empirical
research are methods that might be particularly helpful in delivering insights into
such cases.

1 Some would even argue that the average effects of a corporation’s social performance are too
small to have an impact on abstract financial performance measures, which would be noticeable in
such studies. For an example of such an argument, cf. Vogel (2005), pp. 73.
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The study offers some valuable results for both managers and investors who
intend to include ethical considerations in their decisions. First, apart from the
results directly derived from the analysis, it is equally interesting to consider what
the study has failed to show. Only one of the CSP variables (cust) was negatively
related to Tobin’s Q; a result which in contrast to the others was not robust when
measured against roe. Therefore, the analysis does not lend support to the Friedman-
like arguments that consider CSR expenditures as an illegitimate waste of resources.
This result is also relevant to investors who can assume that there is no penalty on
SRI in the form of forgone profits. This is consistent with earlier findings concerning
the performance of SRI funds.2

On the other hand, in the light of lacking support for the assumption of a causal
link from social to financial performance, this study’s results cannot be used to
derive suggestions that investments in certain aspects of CSP are an economic
imperative. As argued earlier, this study is not suitable for the justification of a
purely instrumental view on CSR. Rather, it sheds some light on how managers
should proceed concerning the development and implementation of CSR strategies.
The analysis of the de facto performance within the sample revealed the interde-
pendencies of past and actual CSP as well as that between single CSP components.
This suggests that coherent CSR strategies should be pursued since there are strong
interdependencies amongst the single dimensions and, at least in the case of envi-
ronmental ratings, improvements cannot easily be accomplished. The results of the
qualitative analysis are evenly important. They illustrate the necessity for manage-
ment to thoroughly evaluate opportunities for a business case for CSR, given their
very specific situation. This can include the examination of whether good CSP might
be a source of competitive advantages or whether it is rather a means to avoid nega-
tive impacts of bad business conduct. Furthermore, it requires the analysis of which
mediating effects are the strongest for the focal company. Who are the stakehold-
ers mostly affected? Who can best benefit from which kinds of improvements? Are
there enough market opportunities to be exploited or should one rather pursue action
on an industry-wide level? How do these opportunities relate to the company’s
strengths? Even though this research cannot deliver full answers to such questions,
it provides an applicable framework for their analysis and suggests some empirical
evidence to be considered.

2 Cf. Schröder (2004).
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Overview of variables used in the study

Variable Description Cf. Section Scaling Source
name

Financial variables
Tobin’s

Q
Market- to Book-Value in

2006; censored at the
95% quantile

3.1.2 Ratio Thomson
Datastream/
Worldscope

roe2005
and
roe2006

Retun on Equity in 2005
and 2006; censored at
the 1 and 99% quantiles

3.1.3 Ratio Thomson
Datastream/
Worldscope

Control variables
risk CAPM’s Beta for 2006,

calculated by regressing
company stock returns
on market returns on a
daily basis; values were
mean-centered

3.1.3 Ratio Thomson
datastream/
Worldscope

lev ratio of total debt to total
assets; values were
mean-centered

3.1.3 Ratio Thomson
Datastream/
Worldscope

size Company size, measured by
sales in 2006 (US$).
Log values and
mean-centered

3.1.3 Metrical Thomson
datastream/
Worldscope

CSR variables
crr Corporate responsibility

rating
3.1.1 Binary oekom research

AG
scr Social-cultural rating 3.1.1 Binary oekom

research AG
er Environmental rating 3.1.1 Binary oekom

research AG
staff Staff & suppliers 3.1.1 Binary oekom

research AG

(continued)
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(continued)

Variable Description Cf. Section Scaling Source
name

corpgov Corporate governance &
Business ethics

3.1.1 Binary oekom
research AG

enman Environmental management
& eco-efficiency

3.1.1 Binary oekom
research AG

cust Customer & product
responsibility

3.1.1 Binary oekom
research AG

soc Society & community 3.1.1 Binary oekom
research AG

Interaction terms & other variables
class low (0) and high (1) impact

industries
Binary oekom

research AG
cont 0 if Europe; 1 if North

America or Australia
3.2.1 Binary oekom

research AG
cont2 1 if any other country 3.2.1 Binary oekom

research AG
enman×

class
multiplicative term of

enman and class
3.3.1 Binary

enman×
size

multiplicative term of
enman and size

3.3.1 Metrical

staff×
size

multiplicative term of staff
and size

3.3.1 Metrical

corpgov×
size

multiplicative term of
corpgov and size

3.3.1 Metrical

Note (concerning variables not referred to in this table): All oekom variables stem from ratings
conducted in 2005/2006; “lagged” values refer to earlier ratings from 2002/2003. The subscript
“Δ” denotes differences between these two ratings. Subscript “good” refers to performers better
than the industry mean but lower than 0.75 quantile. “excellent” is for companies beyond 0.75
quantile.
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Schäffer-Poeschel, Stuttgart

Kurtz L, DiBartolomeo D (1996) Socially screened portfolios: an attribution
analysis of relative performance. J Investing Fall 5(3):35–41

Kurucz EC, Colbert BA, Wheeler D (2008) The business case for corporate social
responsibility. In: Crane A, McWilliams A, Matten D, et al (eds) The Oxford
handbook of corporate social responsibility. Oxford University Press, Oxford,
pp 83–112

La Porta R, Lopez-de-Silanes F, Shleifer A, et al (2002) Investor protection and
corporate valuation. J Financ 57(3):1147–1170

Lang LHP, Litzenberger RH (1989) Dividend announcements: cash flow signalling
vs. free cash flow hypothesis? J Financ Econ 24(1):181–191



 

114 References

Laszlo C (2003) The sustainable company: how to create lasting values through
social and environmental performance. Island Press, Washington

Lenk H, Maring M (2004) Verantwortung. In: Schreyögg G, von Werder A
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