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Abstract - To date, the 'business case' for pursuing corporate social responsibility (CSR) and integrating it within firms' 
strategy, is drawing on evidence about a positive impact that CSR has on corporate financial performance (CFP); which 
comes mainly from leading western economies. This research sought to extend the validity of the said business case, to apply 
to other economy and cultural setting, by investigating the CSR-CFP relationship in the business environment in Israel. The 
research concluded that the business case for advancing CSR as part of business strategy can be extended beyond the leading 
western economies.  
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I. INTRODUCTION 
 
In recent years, the pursuance of corporate social 
responsibility (CSR) has gained wide recognition as a 
good practice that can lead to improved financial 
performance (Carroll & Shabana, 2010). 
Considerable research has been published on the 
relationship between CSR and financial performance, 
with meta-analysis studies of extant research 
revealing that the majority of results indicate a 
positive relationship between CSR and firm financial 
performance (Griffin & Mahon, 1997; Orlitzky, 
Marom, 2006; Schmidt, & Rynes, 2003). 
Accordingly, it has been concluded that "CSR and 
financial performance are generally positively related 
across a wide variety of industry and study contexts" 
(Orlitzky et al., 2003, p. 406). The positive impact 
that CSR can have on financial performance, referred 
to as the business case for CSR (Carroll & Shabana, 
2010), has led many to recognize the potential value 
of integrating CSR into firms' strategy (Galbreath, 
2009; Porter & Kramer, 2006). Aiming to extend the 
validity of the business case to incorporating CSR 
into strategy, this research investigated the CSR-to-
CFP relationship within the business environment in 
Israel. Moreover, the research sought to find local 
based evidence that will convince the majority of 
executives in Israel, which do not fall under the 
category of 'early adopters' according to the 
'Diffusion of Innovations' theory (Rogers, 2003); that 
it is worthwhile to adopt CSR practices. 
 
II. LITERATURE REVIEW  
 
Corporate Social Responsibility 
The premise of CSR is that corporations have moral 
responsibilities that go beyond simply making profit 
for their owners and shareholders (Berman, Wicks, 
Kotha, & Jones, 1999). Thus, CSR could be defined 
as "the voluntary actions that business can take, over 
and above compliance with minimum legal 
requirements, to address both its own competitive 
interests and the interests of wider society" 

(Timperley, 2008).  Since the mid 20th century, the 
definition of CSR has evolved from normative and 
ethics-oriented arguments, through integrative 
approach, to instrumental and performance-oriented 
focus (Carroll, 1999; Lee, 2008). The normative view 
is based on a perspective claiming that corporations, 
above any other consideration, ought to undertake 
social responsibilities as an ethical obligation to the 
society by large. The integrative approach argues that 
businesses depend on society, including input 
resources from, and output products to society; for 
their existence and growth (Garriga & Melé, 2004). 
Manifesting this view, Eells and Walton (1974) 
asserted that,   Insofar as the business system as it 
exists today can only survive in an effectively 
functioning free society, the corporate social 
responsibility movement represents a broad concern 
with business's role in supporting and improving that 
social order (1974:247). 
 
The instrumental view stimulated wide research 
efforts to study the relationship between CSR and 
corporate financial performance (Griffin & Mahon, 
1997; Orlitzky et al., 2003). Although the results of 
these studies were not conclusive (McWilliams & 
Siegel, 2001; Roman, Hayibor, & Agle, 1999; 
Rowley & Berman, 2000), the majority concluded 
that there is a positive relationship between CSR and 
CFPs (Griffin & Mahon, 1997; Orlitzky et al., 2003). 
This led to the notion that a firm’s socially 
responsible conduct would advance its competitive 
advantage and result in better financial performance 
and sustainability. Consequently, CSR developed to 
be an element of business strategy, aiming to develop 
a competitive advantage (Lantos, 2002; Porter & 
Kramer, 2006). In other words, those corporations 
engaged in CSR will, with all things being equal, be 
more financially successful. 
 
The CSR-to-CFP relationship 
The various models and theories, used to explain the 
positive relationship between social responsibility 
and financial performance, are linked to the 
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stakeholder theory (Margolis & Walsh, 2003; Preston 
& O’Bannon, 1997). The stakeholders of the firm are 
defined as “any group or individual who can affect or 
is affected by the achievement of the organization’s 
objectives” (Freeman, 1984: 46), suggesting a 
bilateral relationship between corporations and their 
stakeholders. Typical stakeholder groups may include 
customers, employees, suppliers, local communities, 
governments, shareholders, and even the environment 
(Jensen, 2002; Crane & Matten, 2004: 50-51; Preble, 
2005). Accordingly, satisfied stakeholders will act in 
ways that help the company to achieve its financial 
goals, whereas unsatisfied stakeholders may take 
actions that hinder such goals (Rowley & Berman, 
2000). This positive relationship between CSR and 
financial performance has been dubbed the 'Social 
impact hypothesis' (Preston & O’Bannon, 1997).  

 
CSR as part of Firms' Strategy 
With the potential to contribute to the bottom-line of 
the business, it has been suggested that CSR should 
be integrated into the strategy of the firm (Galbreath, 
2009; Porter & Kramer, 2006). Several approaches 
have been suggested as to how CSR should be 
considered and integrated into a firm's strategy. 
 
According to Zadek (2000), the integration of specific 
CSR components, as part of the business strategy, 
should be based on whether they contribute to 1) 
building good reputation, 2) achieving cost benefits, 
3) matching overall strategy, and 4) serving to reduce 
risks and promote innovation. A similar viewpoint 
has been suggested by Kurucz, Colbert, and Wheeler 
(2008). Accordingly, engagement in CSR 
components should be considered as part of business 
strategy, if they may contribute in one of the 
following aspects: 1) reduce cost of operations as 
well as risks associated, 2) achieve competitive 
advantage in their respective business environment, 
3) build reputation; and 4) create additional value for 
multiple stakeholders simultaneously. 
 
Porter and Kramer (2006) have taken a different 
approach, as to how CSR should be considered as 
part of a company’s business strategy, by 
distinguishing between three categories of CSR. First, 
and most significant to strategy, are social issues that 
significantly affect the drivers of firm's 
competitiveness in its business environment. Second, 
with possible strong impact on strategy, are social 
issues related to the value chain. Handling such issues 
could improve performance along the value chain, as 
well as mitigate harms arising from the firm’s 
operations. Third, and probably less important, are 
generic social issues, which might be important to 
society but are less influential on the firm's strategy 
and outcomes. 
 
The integration of CSR into the strategy of the firm, 
as discussed above, is aimed to support achieving the 

mission and goals of the firm, as is the role of 
strategy itself (Galbreath, 2009). Thus, the business 
case for CSR refers to the justification that 
engagement in CSR will be rewarded with better 
financial performance (Carroll & Shabana, 2010). 
Such evidence, about a positive link between CSR 
and financial performance, will support the rational 
for firms' engagement in CSR and its integration into 
firm strategy. 
 
Hypothesis  
Drawing on prior impact theories and results from 
extant research, it is hypothesized that the CSR-CFP 
relationship for companies in Israel will be similar to 
other leading western economies. This includes a 
positive impact of CSR on financial performance. 
Thus, the research hypothesis is formulated as:  
Hypothesis: When comparing two groups of 
companies, one with high CSR and the other with low 
CSR; the financial performance of the high-CSR 
group will be superior to that of the low-CSR group. 
 
III. METHOD 
 
This study employed a cross-sectional research 
design, consisting of comparing CFP data of 
companies with differing levels of CSR. The details 
of the method including selection of sample, the 
operationalization of CSR and CFP, and data 
analysis, are explained below. 
 
Sample 
The sample of the study consists of the 100 leading 
companies in Israel which form the TA-100 index, of 
the Tel-Aviv Stock Exchange (TASE). This 
represents a similar approach to using the S&P 500 in 
the United States or FTSE 100 in the United 
Kingdom. Selection of the companies that make up 
the TA-100 index assures a high level of publicly 
reliable data, as companies traded on the stock 
exchange are required to make their audited yearly 
financial statement available to the public, adhering 
to fair-trading regulations.  
   
Operationalization of Variables and Data 
The concept of social responsibility cannot be 
measured directly and thus, it had to be measured 
through indicators derived from the 
operationalization of the concept. This research used 
an External Evaluation-Based scoring and ranking 
data, published by the social ranking organization in 
Israel – 'Maala' (www.maala.org.il). Using CSR data 
from Maala, regarding companies in Israel, would be 
equivalent to using Kinder, Lydenberg, Domini 
(KLD) data in North America. 
 
The CSP data was scored in four main dimensions, 
with a scoring system of 100 points; with each 
dimension gauged by several indicators, as follows: 
Business Ethics (25 points), Workplace and Human 
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Rights (25 points), Community Investment (25 
points) and Environment (25 points). CFP data was 
based on two indicators: Return-on-Equity (ROE) and 
Return-on-Assets (ROA); both are accounting-based 
measures of financial performance. 
 
Time and Data Adjustment 
Aiming to enhance the reliability of results, CSP and 
CFP data were collected over a two-year period - 
2014 and 2015. Financial data was openly available 
for 100 companies in the TA-100. For some 
companies, there was a peculiar change within these 
two years in financial data, which made the data non-
comparable between years. Reasons for such 
irregularities of data within the two-year period 
include: 

 Companies were excluded from the TA-100 
index, or were included for only one year,  

 Companies had a change in their system of 
financial reporting, 

 Companies experienced a stock dilution, 
 Companies experienced a merge or 

acquisition.   
Accordingly, the list of TA-100 companies was 
analyzed for internal consistency, resulting in the 
exclusion of 16 companies from the sample, and 
leaving the sample size at 84 firms. 
 
Data Analysis 
Confirmatory data analysis was used to test the two 
hypotheses by comparing the two, or three, groups of 
companies, respectfully. The test applied a method of 
average ranking differentiation between the groups of 
companies. This test design follows a similar 
methodology applied by Verschoor and Murphy 
(2002) and Webley and More (2003). The average 
ranking differentiation method was selected because 
the two groups of companies were not matched in 
number of companies in each group, as well as due to 
their variety in terms of industry sector. 
 
RESULTS 
 
The research hypothesis was that when comparing 
two groups of companies, one with high CSR and the 
other with low CSR; the financial performance of the 
high-CSR group will be superior to that of the low-
CSR group. The test was based on the comparison 
between two groups of companies - those with high 
CSR and low CSR, and was conducted according to 
the method described above, with the following steps: 
First, the two-year measures of financial performance 
were calculated for each company. Next, the 84 
companies of the sample were assigned a rank 
number, according to their calculated financial 
performance, which included a two-year average of 
ROE and ROA.  Following, average rank was 
calculated for the companies in each group (low and 
high CSR).  Finally, the difference between the 

average rankings of the two groups was calculated. 
The results are shown in Table 1. 
 

  Based on 
Return-on-
Assets 
(ROA) 

Based on 
Return-on-
Equity 
(ROE) 

Average rank of 
financial performance 
for companies with 
high CSR 

38.2 32.9 

Average rank of 
financial performance 
for companies with 
low CSR 

42.5 45.7 

Percentile of better 
average ranking of 
financial performance 
of high CSR group 
relative to low CSR 
group 

6.8% 15.3% 

Table 1: Test Results 
 
The comparison between the two groups of 
companies - low and high CSR, shows that 
companies with high CSR had better financial 
performance than those with low CSR. Thus, those 
findings support the hypothesis that a group of 
companies of high social responsibility have better 
financial performance than a group of companies 
having low social responsibility.  
 
DISCUSSION AND CONCLUSION 
 
Based on data from leading companies in Israel, the 
findings of this research provide evidence that 
practicing CSR by firms can positively impact 
financial performance of the business. The research 
test showed that the group of companies with high 
CSR had better financial performance than those 
companies in the group of low CSR. This finding 
supports the research hypothesis that being a social 
responsible company can lead to improved financial 
performance, and correspond with findings of 
previous research (Griffin & Mahon, 1997; Orlitzky 
et al., 2003). This research provided evidence that 
social responsibility can lead to enhanced financial 
performance. The research findings not only provide 
support to the theories about the relationship between 
social responsibility and financial performance, but it 
shows that CSR practices and impacts are holding 
true for companies in Israel. This provides executives 
in Israel the sought after, local-based evidence that 
social responsibility does lead to improved financial 
performance in their country. These findings provide 
grounds, to include social responsibility as an 
important part in strategic management of companies 
in Israel.  In summary, this research extended the 
findings from other western countries, to the Israeli 
business setting; with regard to the CSR-to-CFP 
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relationship. Such insight aligns with the 
understanding that the process of integrating CSR 
into business strategy, calls for selecting and 
matching CSR to the firm's attributes and overall 
strategy. 
 
REFERENCES 
 
[1] Berman S. L., Wicks A. C., Kotha S., Jones T. M. (1999). 

Does stakeholder orientation matter? The relationship 
between stakeholder management models and firm financial 
performance. Academy of Management Journal, 42, 488-506. 

[2] Carroll A. B. (1999). Corporate social responsibility: 
Evolution of a definitional construct. Business and Society, 
38, 268–295. 

[3] Carroll A. B., Shabana K. M. (2010). Business Case for 
Corporate Social Responsibility: A Review of Concepts, 
Research and Practice. International Journal of Management 
Reviews, 12, 85-105.   

[4] Crane A., Matten D. (2004). Business ethics: A European 
perspective. New York: Oxford University Press.  

[5] Eells R. S. F., Walton C. C. (1974). Conceptual foundations 
of business. Toronto: Irwin. 

[6] Freeman R. E. (1984). Strategic management: a stakeholder 
approach. Boston: Pitman.  

[7] Galbreath J. (2009), Building corporate social responsibility 
into strategy. European Business Review, 21, 109-127.  

[8] Garriga E., Melé D. (2004). Corporate social responsibility 
theories: Mapping the territory. Journal of business ethics, 
53(1-2), 51-71. 

[9] Griffin J. J., Mahon J. F. (1997). The corporate social 
performance and corporate financial performance debate. 
Business & Society, 36, 5-31. 

[10] Jensen M. C. (2002). Value maximization, stakeholder 
theory, and the corporate objective function. Business ethics 
quarterly, 235-256. 

[11] Kurucz E., Colbert B., Wheeler D. (2008). The business case 
for corporate social responsibility. In Crane A., McWilliams 
A., Matten D., Moon J., Siegel D. (eds), The Oxford 
Handbook of Corporate Social Responsibility. Oxford: 
Oxford University Press, 83–112. 

[12] Lantos G. P. (2002). The ethicality of altruistic corporate 
social responsibility. Journal of Consumer Marketing, 19(3), 
205-232. 

[13] Lee M. D. P. (2008). A review of the theories of corporate 
social responsibility: Its evolutionary path and the road 
ahead. International journal of management reviews, 10(1), 
53-73. 

[14] Margolis J. D., Walsh J. P. (2003). Misery loves companies: 
social initiatives by business. Administrative Science 
Quarterly, 48, 268–305. 

[15] Marom I. Y. (2006). Toward a unified theory of the CSP–
CFP link. Journal of Business Ethics, 67, 191-200. 

[16] McWilliams A., Siegel D. (2001). Corporate social 
responsibility: a theory of the firm perspective. Academy of 
Management Review, 26, 117–127. 

[17] Orlitzky M., Schmidt F. L., Rynes S. L. (2003). Corporate 
social and financial performance: a meta-analysis. 
Organization Studies, 24, 403–441. 

[18] Porter M. E., Kramer M. R. (2006). Strategy & society: the 
link between competitive advantage and corporate social 
responsibility. Harvard Business Review, 84, 78–92. 

[19] Preble J. F. (2005). Toward a comprehensive model of 
stakeholder management. Business and Society Review, 
110(4), 407-431. 

[20] Preston L. E., O’Bannon D. P. (1997). The corporate social–
financial performance relationship: a typology and analysis. 
Business and Society, 36, 419–429. 

[21] Rogers E. M. (2003). Diffusion of innovations. New York: 
Free Press. 

[22] Roman R. M., Hayibor S., Agle B. R. (1999). The 
relationship between social and financial performance: 
Repainting a portrait. Business & Society, 38(1), 109-125. 

[23] Rowley T., Berman S. (2000). A brand new brand of 
corporate social performance. Business & Society, 39(4), 
397-418. 

[24] Timperley S. (2008). Corporate social responsibility indexes: 
Measure for measure. Unpublished doctoral dissertation, The 
University of Waikato. 

[25] Verschoor C. C., Murphy E. A. (2002). The financial 
performance of large U.S. firms and those with global 
prominence: how do the best corporate citizens rate? 
Business and Society Review, 107, 371-380. 

[26] Webley S., More E. (2003). Does business ethics pay? 
London: Institute of Business Ethics. 

[27] Zadek S. (2000). Doing Good and Doing Well: Making the 
Business Case for Corporate Citizenship. Research Report 
1282-00-RR. New York: The Conference Board. 

 
 
 
 

 


