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Abstract - An extensive body of research has studied the relationship between Corporate Social Responsibility (CSR) and 

corporate financial performance.  More recent studies have found a strong positive correlation.  Research has even found that 
social responsibility supports crisis management of certain isolated negative events.  While these findings have proven both 
interesting and useful, questions remain regarding the long-term financial impact of having a reputation for CSR.  More 
specifically, does the length (over time) and strength of a firm‟s commitment to CSR impact it‟s performance and reputation.  
Drawing upon stake-holder, resource-based, and social responsibility literature, we posit that CSR offers protection 
(maintain performance) from economic downturns.  In addition, we theorize that accumulation of this capability over time is 
not only beneficial but that particular forms of CSR implementation methods will be more likely to offer long-term financial 
benefits than will others.   
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I. INTRODUCTION 

 

The concept of CSR (Corporate Social 

Responsibility) has advanced from its initial 

definition of those discretionary expectations that 

society has of organizations (Carroll, 1979) and today 

an overwhelming majority of the literature 

acknowledges that businesses no longer have an 

option of whether or not to prescribe to the notion of 

CSR.  Because of the intensifying pressure for 

Corporate accountability and ever-increasing 
expectations of its stakeholders (persons, groups or 

organizations who are affected by or can affect an 

organization's actions), failure to proactively address 

issues related to the planet, people, products and 

profits may prove costly to the business (Shell, 1999).   

As the public‟s demands rise with the increasing 

transparency of markets, investors are not only 

looking at the financial performance in a 

corporation‟s portfolio, but are also valuing the way 

corporations meet their social responsibilities 

(Barnett and Salomon, 2006). All these trends shift 

the focus of corporate attention from a purely 
financial orientation to one that incorporates the 

business-society relationship.  Given the fact that 

society can hold corporations accountable for their 

obligations toward stakeholders (shareholders and 

non-investor entities), it can be expected that 

corporations will be judged for their actions relative 

to social performance (Go¨ssling, 2003 and Freeman, 

1994). 

While failure to meet expectations could ultimately 

result in such financial repercussions as reduced 

profits and declines in stock price, perceived attention 
to social issues could be advantageous.  Thus, the 

resource-based view (RBV) is useful in explaining 

the competitive advantages to be gained from CSR.  

Per the RBV, a good corporate social responsibility 

reputation can be interpreted as an intangible resource 

resulting from the public‟s knowledge of a firm‟s 

engagement in social responsibility activities.  In this 

way, CSR provides strategic value and likely superior 

relations with stakeholders (Branco, Rodrigues, 

2006).       

An extensive body of research has (Frooman, 1997; 

Waddock and Graves, 1997; McIntosh et al., 1998; 

Ruf. et. al., 2001; Orlinsky et, al., 2003; Margolis and 

Walsh, 2003; Goll and Rasheed, 2004; Allouche and 

Laroche, 2005; Beurden and Gossling, 2008) has 

studied the positive financial results of CSR.  Specific 
firm and event studies have even found that social 

responsibility supports crisis management of isolated 

non-recurring negative events such as the 1987/1989 

stock market sell-off (Jones et. al, 2000) and the 1999 

Seattle World Trade Organization (WTO) meeting 

failure (Schnietz, Epstein, 2005).  It was found that 

investors did not penalize firms with reputations as 

good corporate citizens, as they did with firms not 

viewed as socially responsible, in response to the 

WTO failure.   

These single-event findings have proven both 

interesting for strategy scholars and useful for 
managers engaged in resource deployment, however, 

due to their some-what limited scope, questions 

remain regarding the impact of having a reputation 

for CSR during system-wide economic crises.  Does a 

reputation for CSR grant benefits (immunity or 

preservation value during downturns and acceleration 

during booms) from economic fluctuations?  Do 

firms benefit from a consistent, long-term 

commitment to CSR?  Are there preferable forms 

(employee-based, monetary contribution or product 

donation) of CSR?   
The paper is structured to address the gaps in the 

literature and advance understanding of CSR by 

exploring its long-term impact on the value of the 

firm and its effect relative to major economic 

conditions.  The first section briefly describes the 
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theoretical underpinnings as articulated in resource-

based, stakeholder and reputation literature, which 
form the basis for the proposition development.  The 

second section presents the empirical method used to 

explore the hypotheses.  The last section summarizes 

the theoretical research.   

 

II. LITERATURE REVIEW 

 

Adam Smith, known as the father of economics, held 

strong views regarding the relationship between the 

firm and society.   These ethics-based views have 

greatly influenced today‟s Corporate Social 

Responsibility (CSR) theory.  Smith believed that the 
key to developing a good, moral society was the 

ability to draw a proper balance between respecting 

the values of its individual members, and securing the 

commitment of its members to the laws, norms and 

needs of society (Smith, 1976).  Smith also wrote on 

the topic of ethical business practices, suggesting that 

moral behavior within the context of business could 

lead to greater and long-term profitability.  This 

concept was illustrated by the salesman whose 

ultimate goal is to maximize his total benefit across 

all of his business deals, not just with each individual 
transaction.   Therefore, any efforts to mislead or 

deceive might offer short-term gains but might also 

sacrifice benefits from any future business deals  

One prominent supporter of Smith, Baumol (1991) 

suggests that the modern firm is the best institution to 

address the economic issues that serve as the basis for 

numerous social problems.  While acknowledging 

that that the primary responsibility of business is to 

make money for its stockholders, he also believes that 

society has every reason to ask businesses to be more 

proactive in its consideration of the environment, and 

to voluntarily seek to protect the interests of 
consumers.  

Another major contributor to the development of the 

concept of CSR was Clarence C. Walton, often called 

the father of business ethics.  Although Walton 

himself was in full support of CSR, he still believed 

that CSR should be a voluntary act by corporations 

due to the costs involved in these activities.  He 

recognized that coercion of businesses was not a 

proper pursuit due in part to the fact that the recovery 

of investment in socially responsible activities had 

not yet been studied, convincingly quantified or 
published.  He addressed the underlying premise of 

social responsibility as a recognition of “the intimacy 

of the relationships between the corporation and 

society” and the realization “that such relationships 

must be kept in mind by top managers as the 

corporations and the related groups pursue their 

respective goals” (Walton, 1967).   

Important scholarly research in the area of CSR 

began to emerge in the 1950s.  While views of its 

definition and proper role in society have changed 

over time, CSR theory has matured considerably over 

the past fifty years.  One of the initial serious 

scholarly attempts to investigate the financial benefits 

to be reaped through CSR efforts was in a publication 
entitled “A New Rationale for Corporate Social 

Policy” by Wallich and McGowan (1970).  He 

suggested that a strong social system offered an 

environment that was more conducive to business 

success than was a deteriorating society.  Therefore, 

investment by businesses which support the well-

being of their communities and even society at-large, 

was good for their business in the long range and 

ultimately was in the best interest of their 

stockholders. 

While the work by Wallich and McGowan was 

important in shifting the focus of CSR research 
toward linking investment with payoff, it failed to 

offer a model to conceptualize and expand upon the 

theory.  It was in the late 1970s that the first 

conceptual model of corporate social performance 

was published, gaining immediate acceptance and 

became one of the most widely cited articles in the 

field of business and society (Min-Dong, 2007).  

Carroll‟s proposed operational definition of CSR is a 

business organization's configuration of principles of 

obligation, processes of social responsiveness, and 

policies, programs, and observable outcomes as they 
relate to the firm's societal relationships (Wood, 

1991).   In Figure 1, the social responsibility of firms 

was described as extending beyond mere economic 

and legal concerns and was graphically depicted in 

Carroll‟s Pyramid of Corporate Social Responsibility. 

 

 
Figure 1:  Caroll’s Pyramid of Corporate Social Responsibility 

(Carroll, 1991) 

 

In the Pyramid of Corporate Social Responsibility, 

Carroll identified four areas comprising CSR; 

economic, legal, ethical and discretionary 

responsibilities.  While the model is flexible in 

allowing variation in the weighting of each of its 

categories (i.e. economic responsibility may carry 
more weight than ethical responsibility), each 

category of responsibilities is nonetheless an integral 

part of a corporation's total social responsibility.  The 

model offers a platform from which the various 

thoughts on CSR can be viewed and a framework to 

formulate strategic responses to social issues, 

however, it was neither quantifiable nor testable 

(Wood and Jones, 1995) and lacked an objective 

measurement of CSR that would permit analysis of its 

relationship with financial performance.  
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Great strides were made to close the gap in CSR 

theory in 1984 when a unique and comprehensive 
theory of stakeholder management was constructed 

by Freeman.  He argues that managers have a 

fiduciary responsibility to all stakeholders and not 

just to shareholders.  Stakeholders include all those 

that could affect a corporation, including employees, 

governments, customers, communities and 

shareholders.  By expanding the definition of 

“interested parties” to be considered in business 

decisions, Stakeholder Theory crossed into the 

territory of CSR.  Freeman‟s statements that social 

performance is needed to attain business legitimacy, 

anticipated later research on the link between social 
responsibility and financial performance, given the 

changing business climate. Numerous studies in 

various disciplines have contributed to the CSR 

literature by finding a positive correlation between 

Corporate Social Performance (CSP) and Corporate 

Financial Performance (CFP). Frooman (1997) 

investigated the relationship between CSP and CFP in 

the finance literature. His results suggest that firms 

that act in a socially irresponsible or illegal way have 

decreasing shareholder wealth. This implies that 

acting socially responsible and law abiding is 
necessary to increase shareholders wealth.  Also 

according to an empirical study conducted by 

Waddock and Graves (1997), CSP was found to be 

positively associated with future financial 

performance. 

Ruf et al. (2001) acknowledge that changes in 

economic development and expectations of society 

influence how social performance is defined and how 

it involves stakeholders and thus the performance of a 

corporation. While older studies resulted in mixed 

results regarding the relationship between CSR and 

financial performance, numerous recent studies have 
revealed that the benefits of CSR are tangible and can 

be quantified.   Orlitzky et al. (2003) analyzed 52 

prior studies, 18 of them where published after 1989, 

and found support for a positive relationship between 

CSP and CFP.  These findings are supported by 

Margolis and Walsh (2003), who described mixed 

evidence in the debate. However, the majority of 

research included in their text analysis is positive. 

Goll and Rasheed (2004) also suggest a positive 

picture of the CSP–CFP link.   Allouche and Laroche 

(2005) investigated the relationship between CSP and 
CFP using a meta-analysis. The results are conclusive 

and show that CSP has a positive impact on CFP. 

Moreover, they argue that, despite publication biases 

within the field, it is possible to show a positive CSP–

CFP relation.  A recent study by Beurden and 

Gossling (2008) firmly opposes the view that the 

CSP-CFP relationship is inconclusive, instead firmly 

proposing that the effect of CSP on CFP is solely a 

positive one. Additional key studies have further 

explained the influence of CSR on financial 

performance based on its analysis as a strategic 

intangible resource offering competitive advantage 

through reputation enhancement.  Notable scholars in 

the strategic management field have suggested that 
CSR is an area of study which resource-based theory 

has important implications (Barney et al, 2001).  The 

term “Resource-Based View” was first coined by 

Wernfelt (1984).  These competitive advantageous 

resources or capabilities were further defined by 

Barney (1991) as rare, in-imitable and non-

substitutable.  Hart (1995) offered the first theoretical 

paper to apply the RBV framework to corporate 

social responsibility.  Although the focus of the study 

was exclusively on natural resources (or the 

environment) as one aspect of CSR, his arguments 

offered support for the notion that CSR can constitute 
a resource or capability that leads to a sustained 

competitive advantage.   Engagement in CSR allows 

firms to create such a long-term strategic advantage 

because corporate reputation is difficult to create.  

The development of a good reputation occurs over a 

period of time and is based on consistency (Roberts, 

Dowling, 2002).  

 

III. PROPOSITION DEVELOPMENT 

 

The good reputation offered by CSR can benefit the 
firm by within the business community by improving 

its ability to attract capital (Branco, Rodrigues, 2006).  

A study conducted by Klassen and McLaughlin 

(1996) also demonstrated that public announcement 

of a form of CSR engagement has a positive impact 

on the market valuation of firms.  Because of 

asymmetry of information, a reputation for CSR 

allows stakeholders to asses the firm‟s long-term 

abilities (Fombrun, 2001).  Teece et al (1997) view 

corporate reputations (which summarize a wealth of 

information about a firm‟s current and likely future 

position) as significantly influencing the responses of 
stakeholders.     

Thus, 

P1:  The length of the commitment moderates the 

relationship between strength of the firm‟s 

commitment to CSR and firm performance. 

Firm size has an impact on the ultimate value 

generated by CSR.   

Larger firms will have more market presence and 

conduct more transactions, which lead to a higher 

probability of the occurrence of negative events. 

Rindova, Pollock, and Hayward (2006) offered that 
larger firms receive greater attention from media, 

special interests, and stakeholders than their smaller 

counterparts. If larger firms are more likely to 

publically experience negative events, CSR 

engagement by larger firms will be more valuable 

than for smaller firms.  In addition, the value of CSR 

engagement by firms in certain industries (tobacco, 

nuclear power, or gaming) which are viewed to 

contribute more to the problems of society may be 

diminished. 

 

Thus, 
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P2:  The industry type and size moderates the 

relationship between CSR engagement and LTV. 
Freeman (2008) built upon his CSR theory (2008) by 

offering stakeholder classifications; primary 

(essential to the operation of the business) and 

secondary (influential to the firm‟s primary 

stakeholders). Primary stakeholders are said to make 

legitimate claims on the firm and have both urgency 

and power to enforce those claims.  Secondary 

stakeholders have legitimate claims on the firm, but 

lack both urgency and power to enforce those claims 

(Mitchell et al., 1997).  Although perhaps counter-

intuitive, CSR activities directed toward secondary 

stakeholders may be viewed as more socially 
responsible. Because these stakeholders lack direct 

influence on the firm, such activities will be viewed 

more favorably when compared to CSR activities 

targeting primary stakeholders (Godfrey, 2009).   

Corporations may choose to implement CSR through 

a number of different channels, notably employees, 

monetary contribution and/or product donation.  

Great reputational capital can be reaped from 

employee-involved CSR initiatives through building 

community ties and social integration (Fombrun, 

2000).  It is also key that such activities involving 
employees are not tax deductible by the firm, thus 

contributing to their perceived cooperative nature.   

 

Thus, 

 

P3: The type of CSR engagement (employee-based, 

monetary contribution or product donation) during a 

system-wide crisis is significant, with employee-

based initiatives offering the greatest benefit in 

certain industries  

 

In addition to the previously mentioned values of 
CSR, there may also be benefits during system-wide 

economic crises.  These benefits may result from 

insulation from negative financial performance.  

Good reputations may permit a firm to be more 

recession-resistant due to what has been suggested as 

a “reservoir of goodwill” (Fombrun, 2001).  One 

particular study (Jones et. al. 2000) tested the event-

specific crisis value of CSR and found that firm that 

were ranked high on „Fortune‟s Most Admired Firms 

in America‟ suffered lower market valuation losses in 

the October 13,1989 stock market plunge than firms 
with lower reputation ratings.  It was also found that 

investors did not penalize firms with reputations as 

good corporate citizens, as they did with firms not 

viewed as socially responsible,  in response to the 

1999 Seattle World Trade Organization failure 

(Schnietz, Epstein, 2005).   Godfrey et. al. (2009) also 

developed a theoretical model linking CSR to 

sustained shareholder value when a firm suffers a 

particular business-specific negative event.   Theory 

allows us to extend these isolated findings to broader 

system-wide economic fluctuations found in the U.S. 

economic cycles, which affect both the firms and 

stakeholders simultaneously.  During such economic 

downturns, CSR firms may benefit from the ability to 
attract and retain quality employees, reduce operating 

costs, increase sales and customer loyalty and  

acquire resources at lower costs, all resulting from an 

enhanced public image (or reputation) from good 

works.  As an example, CSR firms may be able to 

recruit and retain more highly motivated, productive 

employees that shirk less (Brekke, Nyborg, 2008).  

Empirical evidence has also demonstrated that both 

job satisfaction and the acceptance of lower wages 

tend to be higher for employees that value their 

socially responsible employer (Vitell, Davis, 2004).  

CSR firms also experience higher revenues, less 
upstream and downstream costs, enjoy a lower cost of 

debt and equity capital (Blazovich, Smith, 2008).   In 

addition, CSR reputations will signal to investors a 

greater potential for future value and result in an 

insulation from the effects of negative economic 

circumstances.  

Thus,  

 

P4a: CSR engagement moderates the relationship 

between the effects of the economic state and firm 

performance    
and  

 

P4b: CSR engagement minimizes the effect of an 

economic contraction (recession) on firm 

performance 

 

and  

P4c:  CSR engagement enhances the effect of 

economic expansion (boom) on firm performance  

 

IV. DISCUSSION AND CONCLUSION 

 
The relationship between Corporate Social 

Responsibility (CSR) and corporate financial 

performance has been extensively studied.  A strong 

positive correlation has been found in some studies.  

In addition, social responsibility has been found to 

support crisis management of certain isolated 

negative events.  While these findings have proven 

both interesting and useful, questions remain 

regarding the long-term financial impact of having a 

reputation for CSR.  This research has attempted to 

specifically address the question, “does the length 
(over time) and strength of a firm‟s commitment to 

CSR impact it‟s performance and reputation?”.  

Drawing upon stake-holder, resource-based, and 

social responsibility literature, we theorized that CSR 

offers protection (maintains firm performance) from 

economic downturns.  In addition, we theorized that 

accumulation of this CSR capability over time is not 

only beneficial but, that particular forms of CSR 

implementation methods will be more likely to offer 

long-term financial benefits than will others.   

This research made a tentative step toward addressing 

questions remaining.  We have theoretically explored  
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the impact of having a reputation for CSR during an 

system-wide economic crises and the possibility of  
CSR granting benefits (immunity or preservation 

value during downturns and acceleration during 

booms) from economic fluctuations as well as 

potential benefit accrued from consistent, long-term 

commitment to CSR.  Lastly, the theoretical research 

considered forms (employee-based, monetary 

contribution or product donation) of CSR. 

We intend for this research to serve as a roadmap for 

future empirical work in this area that might result in 

a model that would serve to contribute to the CSR 

literature and practitioners‟ understanding and 

application. 
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