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ABSTRACT

Building on 35-years of research, this paper explores the commercial merits of

socially responsible business.  More specifically, it analyzes the empirical link between

corporate social responsibility (CSR) and corporate financial performance (CFP) by

asking this question: All else equal, do more socially responsible firms have better

corporate financial performance than less socially responsible firms?  Analyzing both

marketing and accounting measures for financial performance, and using a series of

control variables for company size, year, and industry, my research shows that, yes: there

is a moderate statistically significant positive relationship between CSR and CFP.

The debate as to the normative role of the firm in society neither begins nor ends

with this study.  However, in the aftermath of the worst economic downturn since the

Great Depression, this research sheds new light on the competitive advantages of

corporate social responsibility.  Accordingly, it carries implications for public policy and

private sector leaders seeking to maximize social welfare, shareholder value and brand

equity.
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Introduction

In 1970, Nobel Prize winner Milton Friedman penned a seminal essay in the New

York Times Magazine arguing that the sole responsibility of the private sector is to create

shareholder value.  The implication of his thinking was that business had no basis for

making charitable or philanthropic contributions; to do so, he explained in “Capitalism

and Freedom” is a breach of the firm’s purpose and responsibility: “The Corporation is an

instrument of the stockholders who own it.  If the corporation makes a contribution, it

prevents the individual stockholder from himself deciding how he should dispose of his

funds.”

Friedman’s thesis prompted what today remains a controversial debate as to the

normative role of the firm in society.  It is a debate defined, on the one end, by

Friedmanites: those who argue that corporations have a legally binding fiduciary

responsibility to maximize shareholder wealth without regard to social impact.

Friedmanites believe it is neither appropriate nor efficient for private sector corporations

to pursue public sector agendas.  This, they hold, is the regulatory right and responsibility

of the government; not the domain of the private sector.  On the other hand, anti-

Friedmanites argue that business is morally bound to serve a social purpose beyond its

own bottom line. These theorists reason that markets foster economic growth, and that
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corporations, as market beneficiaries, have a responsibility to give back to society.  In the

wake of the recent financial crisis, Margolis, Elfenbein and Walsh (2009) explain: “As

the succession of bailouts and government interventions demonstrates, the state and its

taxpayers serve as the ultimate backstop to the market…the public may have a right to

expect that those who partake of that security will exercise at least minimal effort in

addressing social ills where the reach of government is inadequate.”

My research analyzes a third way: one that reasons that shareholder value and

social impact are not mutually exclusive interests on competing ends of an ideological

spectrum, but rather, that they are intersecting opportunities of benefit for society at large.

The purpose of this blended-value proposition (Emerson, Bonini, 2003) is not to choose

sides in the ongoing debate, but to redefine the premise that business must choose

between doing good and doing well.  Here, I present fact-based, empirically substantiated

evidence that suggests they can do both.  My research does not attempt resolve the

normative question as to what corporations should do, it merely points out what they can

do.

In the pages that follow, I will explore the empirical relationship between

corporate social responsibility (CSR) and corporate financial performance (CFP) by

answering this question: All else equal, do more socially responsible firms have better

corporate financial performance than less socially responsible firms?  It is a question that
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carries implications for researchers, policymakers and business leaders seeking to

maximize social and economic welfare and create shareholder value.
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Policy Context

As the world economy emerges from the greatest financial downturn since the

Great Depression, one cannot help but observe the interdependent relationship of

business and society.  Citigroup, General Motors, Bear Stearns, Bank of America, AIG,

Frannie Mae and Freddie Mac, Morgan Stanley, Goldman Sachs: In recent years, all of

these “too big to fail” companies received billions of dollars in taxpayer bailouts.  As I

write this thesis, financial regulatory reform legislation is making its way through

Congress in an attempt to prevent corporations from once again undermining societal

interests.

These measures invite scrutiny into the normative role of the private sector in

society, and the symbiotic relationship between the public and private sectors provides a

foundation for innovative market-oriented solutions to traditional public policy problems.

The purpose of this study is to assess the practicality of one such approach: corporate

social responsibility.  It is my hope to empirically prove that, strategically executed,

corporate social responsibility has the potential to deliver competitive advantages to

businesses and public welfare to society.

One need look no further than the micro credit movement initiated by Nobel

Peace Prize winner and social entrepreneur Mohammad Yunus to understand the
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potential benefits of a socially responsible private sector.  Microfinance has opened up

emerging markets to previously under-banked communities, transformed lives through

credit lending and generated revenue for enterprising banks (MacFARQUHAR, 2010).

In addition, corporate social responsibility has the potential to insulate companies from

scandal, attract and retain ethically minded employees and build a culture of heightened

social consciousness (Daw, 2006; Kantor, 2009).

Michael Porter of Harvard Business School points out that, “business that pursues

its ends at the expense of the society in which it operates will find its success to be

illusory and ultimately temporary.”  Indeed, society is demanding a more socially

responsible business sector, and both the private sector and social sectors are listening.  In

2008 private corporations donated some $11.25 billion USD in products and services

(CECP Data, 2009), and in 2009 President Barack Obama established a White House

Office of Social Innovation and Civic Participation to foster public-private partnerships

that address critical policy problems relating to the environment, education, health care,

poverty and more.
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Literature Review

For the past 35-years, several hundred scholars have examined the financial

benefits of corporate social responsibility.  The first prominent study on this topic was

conducted by Bragdon and Marlin (1972) and attempted to isolate the benefits of

environmental pollution control in the pulp and paper industry.  Subsequent research has

examined the CSR-CFP link across a range of industries with varying findings.

Margolis, et al., (2009) recently analyzed 251 studies on the subject.  Using keyword

searches for “charitable,” “social responsibility,” “philanthropy,” “socially responsible,”

and “environment,” they collected studies from electronic databases, management

journals, and literature reviews.  Their meta-analysis approach specifically explored the

empirical relationship between corporate financial performance (CFP) and corporate

social performance (CSP).  They explain that the distinction between CSR and CSP is

one of semantics, not one of substance, and that both terms “are often used

interchangeably in empirical studies.”  The CSR-CSP similitude makes their

comprehensive analysis a valuable reference for my research.

Defining CSR, the authors distinguish between two schools of thought: “One

approach casts social performance as a multidimensional construct, encompassing a

company‘s efforts to fulfill multiple responsibilities – economic, legal, ethical, and
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discretionary (Carroll, 1979, 1999)…A second approach casts social performance as a

function of how a company treats its stakeholders (Campbell, 2007; Clarkson, 1995;

Cooper, 2004; Post, Preston, and Sachs, 2002).”  My CSR data encompasses both

approaches without distinction.

CSR research is generally divided into two categories based on measures for CFP.

Among the 251 studies Margolis, et al., reviewed, they found that 109 used accounting

measures (i.e., return on assets, return on equity), 156 used market measures (i.e., stock

returns, market to book ratio) and 14 used both.  My analysis uses both market and

accounting measures in an effort to capture a more holistic assessment of financial

performance.  As I will discuss later in this section, the exact hypothesis being tested

varies according to what dependent financial variables one analyzes.

Of the studies they analyzed, Margolis, et al., concluded that 59% found a non-

statistically significant link between CSP and CFP, 28% found a statistically significant

positive link, and 2% found a statistically significant negative link (10% did not report

sample size and therefore were not tested for significance).  With a mean r-value of

0.133, the authors’ conclude that, “the effect of CSP on CFP is small, positive and

significant,” which, they conclude, “pleases neither proponents nor opponents of CSP.”

The authors’ also highlight the importance of demonstrating causality in CSR

research, noting that measures of CSP temporally precede measures of CFP in only 36%
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of the studies they analyzed: “surprisingly low if the aspiration has been to establish a

sequential link.”  My analysis is modeled to control for time horizons in CFP evaluation.

McWilliams and Siegel (2000) recommend that researchers control for other

factors such as industry and size that may impact the CSR-CFP link.  Margolis, et al.,

recommend that future scholars pursue specific questions about the CSP-CFP relationship

and seek greater precision in analyzing the empirical link between the two.  To that end,

my own analysis incorporates control variables for year, industry and revenues, and

attempts to analyze the CSR-CFP relationship within specific industries.

Despite these controls, there persists the unavoidable problem of reverse

causality: the idea the corporate social responsibility does not cause improved financial

performance, but rather, that successful corporations are simply viewed as being more

socially responsible.  This ‘halo effect,’ according to Michael Porter, introduces the

confounding issue of CSR subjectivity: “Most ratings rely on surveys whose response

rates are statistically insignificant, as well as on self-reported company data that have not

been verified externally.  Companies with the most to hide are the least likely to respond.

The result is a jumble of largely meaningless rankings, allowing almost any company to

boast that it meets some measure of social responsibility.”  This concern does not

categorically undermine the merits of CSR research, but it does invite scrutiny into CSR

data collection methods.  My CSR data were collected by survey from third-party
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financial experts.  While this does insulate them from the self-reporting subjectivity

conundrum, it does not exempt them from ‘halo effect’ criticism.
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Conceptual Framework & Hypothesis

My research seeks to shed new light on the statistical relationship between

corporate social responsibility (CSR) and corporate financial performance (CFP) by

testing the hypothesis that all else equal, more socially responsible firms have better

financial performance than less socially responsible firms.

To test this hypothesis, I use, as my independent variable, the corporate social

responsibility rankings of American companies in Fortune Magazine’s 2005 and 2008

Most Admired Companies Survey, and, as my dependent variables, year-end accounting

and market measures from company SEC Form 10-K’s as reported by Standard & Poor’s.

My accounting variable tests the hypothesis that, all else equal, more socially responsible

firms have higher return on assets’ than less socially responsible firms within the

specified time period, and my market measure tests the hypothesis that, all else equal,

more socially responsible firms have higher market to book values than less socially

responsible firms within the specified time period.  It is important to test both of these

hypotheses because accounting returns on social responsibility may exist, but not be

captured within the specified time horizon, whereas market measures would theoretically

capture returns within the specified time horizon.
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In addition, my analysis includes control variables for company industry, size and

year.  These controls enable me to explore specific factors that may have varying impacts

on the CSR-CFP relationship.
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Data Set & Descriptive Statistics

Together with the Hay Group, a global management-consulting firm, Fortune

Magazine annually surveys and compiles a list of Most Admired Companies.  Their

database evaluates and ranks publicly traded corporations operating in the United States

on eight measures, one of which is corporate social responsibility.  Their sample selection

is based off of the Fortune-1000 (i.e., the 100 largest U.S. companies ranked by revenue),

which they subdivide into 64 industries, and ultimately reduce to 622 companies.  Their

survey asked executives, directors and securities analysts to rate companies in their own

industry.  There were no reported problems with data collection in 2005, however, in

2008, due to an insufficient response rate, the results of 10 companies in the energy

industry were not reported.  My analysis controls for industry effects to mitigate the

potential for omitted variable bias.

Variable N Mean Std. Dev. Min Max

score 686 6.115 0.931 3.17 8.95

Table 1
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Year-end financial data for each company were collected from Standard & Poor’s

Research Insight database, which aggregates fundamental corporate statistics reported

quarterly to the Securities and Exchange Commission on company Form 10-K’s.  S&P’s

holds the most comprehensive collection of fundamental financial data in the world.

As mentioned, my research analyzes both accounting and market measures of

financial performance.  My accounting measure of CFP is annual return on assets

(mnemonic: roa).  Roa indicates how profitable a company is relative to its total assets,

and it is often referred to as return on investment (ROI).  Forbes notes that roa varies

widely depending on the sector in which firms operate, making it valuable for

comparisons within industry but less useful when analyzing companies across industries.

My market measure of CFP is annual market to book ratio (mnemonic: mkbk).

Mkbk is defined by Standard & Poor’s as monthly market value divided by third quarter

common equity.  For example, 3M’s market value in December 2008 was $39,827

million; its third quarter book value (i.e., common equity) was $12,201 million; as a

result, its mkbk was 3.26.  Mkbk relates the market capitalization of a company (i.e., the

value of its common shares as traded in the stock market) to the accounting measures of

common equity.  All else equal, a higher market to book ratio means the market is willing

to pay more for a company than its asset valuation would alone justify.
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Variable N Mean Std. Dev. Min Max

roa 680 4.06 8.83 -42.98 30.74

mkbk 673 2.61 3.31 -24.82 39.81

Table 2

My control variable for company size is annual revenue (mnemonic: sale).  It is

also collected from Standard & Poor’s Research Insight database and scaled in millions

of dollars.  All of my observations are Fortune-1000 firms, but as Table 3 illustrates,

there is wide variety of revenue distribution among these top ranked companies.

Variable N Mean Std. Dev. Min Max

sale 678 18527.19 23149.51 266.806 184922

Table 3

As noted, Fortune Magazine and the Hay Group subdivide their CSR rankings

into 64 industries.  However, with a company n-value of 343, regression analysis within

64 industries would lack statistical power.  To address this problem and increase the

number of observations per industry, I reclassified companies into 21 industries using the

North American Industry Classification System (mnemonic: naics).  Naics is a two to six

digit coding system that the federal government uses to classify companies based on their

product or service.  Each subsequent digit offers a higher degree of classification
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specificity.  For example, “32” is manufacturing; “321” is chemical manufacturing;

“3251” is basic chemical manufacturing; and “325110” is basic petrochemical

manufacturing.  As noted by my methodology, to maximize the number of companies per

industry, I restrict naics to two-digits per observation.  The resulting distribution is given

in Table 4.

Finally, to control for time effects, I generated a year variable such that year

equals one for 2005 and zero for 2008.
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Industry N Description

1 2 Agriculture

2 14 Oil and Gas 

3 18 Utilities (Gas, Electric)

4 22 Construction

5 62 Manufacturing (Food, Beverage, Clothing)

6 92 Manufacturing (Petrol, Chemical, Pharma)

7 150 Manufacturing (Electrical, Metal, Transport)

8 28 Wholesale Trade

9 42 Retail Trade (Automotove, Electronic, Home)

10 22 Retail Trade (General Merchandise)

11 34 Transpotation (Air, Land, Rail, Water)

12 10 Transportation (Couriers, Deliver Services)

13 46 IT

14 78 Financial Services and Insurance

15 14 Real Estate

16 12 Professional, Scientific, Technical Services

17 12 Administrative Support, Remediation Services

18 4 Health Care and Social Assistance

19 20 Hospitality and Food Services

20 2 Other Services (except Public Administration)

21 2 Public Administration

Table 4
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Methodology

To prepare my panel data for analysis, I first dropped all companies that were not

present on both the 2005 and 2008 Fortune Most Admired Companies list.  One may

imagine that are a number of reasons why companies would not be present on both lists.

For example, it is possible that they were no longer members of the Fortune-1000 or that

they were sold or no longer operating under the same ticker symbol.  Second, I dropped

12 outlying dependent variables (six sale variables, four roa variables and two mkbk

variables) that threatened to skew my analysis.  For example, mean sample sale was

$18572.19 million, but in 2008, Exxon Mobile Corporation recorded revenues of

$425071.00 million, 17.56 standard deviations removed from the mean.  Generating

scatter plots of score against each independent variable provided a visual illustration of

these extreme outliers.  Third, to address distortions caused by negative market values, I

dropped 12 negative mkbk variables that reported negative roa and price to earnings (p/e)

ratios.  Fourth, as discussed, to increase the number of observations per industry, I

restricted naics variables to two digits per company.  This expanded my industry

classification, which in turn lent statistical strength to my results and simplified my

analysis.  Finally, inputting these remaining data, I modeled a cross-sectional time-series
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panel and ran six regressions of CFP on CSR for each of my dependent variables using

controls for industry, year, and revenue.

My first two regressions control for factors that affect financial performance from

2005 to 2008 to isolate the overall effect of CSR on each dependent variable.  My second

two analyses test that same relationship, but control for firm size.  My third two

regressions similarly examine the CSR-CFP relationship, but control for industry

differences.  My fourth two analyses explore the impact of firm size and industry

differences on the CSR-CFP link.  My fifth two analyses – my most rigorous CSR-CFP

test – control for company size with firm fixed effects.  My final two regressions explore

the CSR-CFP relationship within particular industries.  In summary, my regression

controls are presented in Table 5.

regressions (1)(2) (3)(4) (5)(6) (7)(8) (9)(10) (11)(12)

control overall firm size industry 
differences

size and industry 
differences

size and firm 
differences within industry

Table 5

This methodology allowed me to control for omitted variable bias by isolating

unobserved factors such as region and employee social consciousness that may vary

between observations, but are constant for each company, resulting in a statistically
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causal analysis of CSR on CFP.  In addition, by analyzing these panel data across three

years at two specific points in time, my regressions account for the temporal cause-and-

effect relationship that Margolis, et al., indicate is absent in purely cross-sectional

analyses.
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Regression Analysis & Results

As described in my methodology section, I modeled six sets of regressions for

each of my two dependent variables.  My first set of analyses tests the general hypothesis

that more socially responsible firms have better financial performance than less socially

responsible firms, and models the following log level estimates of corporate social

responsibility, separately, on return on assets and market to book ratio (µ is my error

term):

(1) ln(roa) = ß0 + ß1(score) + ß2(year) + µ
(2) ln(mkbk) = ß0 + ß1(score) + ß2(year) + µ

By including the “year” variable, these models control for factors that vary from

2005 to 2008, such as the changing state of financial markets, to isolate the effect of

corporate social responsibility on each variable.  From Table 6, columns (1) and (2),

respectively, one observes that all else equal, a one-point increase in corporate social

responsibility score is associated with a 13.2% increase in return on assets and a 12.9%

increase in market to book ratio.  Both of these results are statistically significant at the

99% level and indicate a positive correlation between CSR and CFP.
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Further investigating this apparent relationship, my second two analyses explore

the impact of company size on the CSR-CFP link over time.  Controlling for size by

revenue, I ran the following regressions:

(3) ln(roa) = ß0 + ß1(score) + ß2(year) + ß3(sale) + µ
(4) ln(mkbk) = ß0 + ß1(score) + ß2(year) + ß3(sale) + µ

From Table 6, columns (3) and (4), one observes that a one-point increase in corporate

social responsibility score is associated with a 15.8% increase in return on assets and a

12.5% increase in market to book ratio.  Again, in both cases the score coefficients are

statistically significant at the 99% level.

One may reasonably theorize that differences in industries affect how CSR would

impact CFP.  Exploring this possibility, my third set of analyses controls for industry

differences to test the hypothesis that more socially responsible firms have better

financial performance than less socially responsible firms over the specified time period.

(5) ln(roa) = ß0 + ß1(score) + ß2(year) + µ, fe(naics)
(6) ln(mkbk) = ß0 + ß1(score) + ß2(year) + µ, fe(naics)

These industry fixed effect models control for any factors that systematically vary across

industries.  From Table 6, columns (5) and (6), one observes that a one-point increase in

corporate social responsibility is associated with a 12.1% increase in return on assets and



22

a 10.4% increase in market to book ratio.  These results are also significant at the 99%

level.

My fourth set of analyses combines variables from my second and third analyses

to control for both size and industry differences.  Modeling the following estimates of

corporate social responsibility on return on assets and market to book ratio, I control for

firm size and industry differences to isolate the causal effects of CSR on CFP over time:

(7) ln(roa) = ß0 + ß1(score) + ß2(sale) + ß3(year) + µ, fe(naics)
(8) ln(mkbk) = ß0 + ß1(score) + ß2(sale) + ß3(year) + µ, fe(naics)

Table 6, columns (7) and (8), shows that all else equal, a one-point increase in CSR

causes a 12.1% increase return on assets and an 8.8% increase in market to book ratio.

Statistically significant at the 99% level, these results show that among firms of varying

sizes and industries, there is a positive effect of social responsibility on financial

performance.

Controlling for firm size and industry differences, my fifth set of analyses

explores whether the CSR-CFP link withstands a rigorous test using company fixed

effects.

(9) ln(roa) = ß0 + ß1(score) + ß2(sale) + ß3(year) + µ, fe(company)
(10) ln(mkbk) = ß0 + ß1(score) + ß2(sale) + ß3(year) + µ, fe(company)
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These company fixed effects models control for unobserved differences between

companies.  The identifying variation in these models, thus, comes from changes in

company CSR score and financial performance.  Accordingly, a positive score coefficient

indicates that companies whose score increased from 2005 to 2008 also had an increase

in financial performance over the same time period.  As such, these company fixed effect

models are my most rigorous and revealing test of the CSR-CFP relationship.

Table 6, columns (9) and (10), shows that a one-point increase in corporate social

responsibility score is associated with a 14.4% increase return on assets and an 5.5%

increase in market to book ratio.  In regression (9), the coefficient on score is significant

at the 99% level, indicating a strong positive relationship between CSR and roa.

However, regression (10) is only significant at the 78% level, which indicates a more

tenuous CSR effect on mkbk when modeling company fixed effects.
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Eqn. Dep. Var. Score Sale Year R-sq, N Fe

(1) ln(roa) 0.132*** 0.739*** 0.014, 581
(0.045) (.287)

(2) ln(mkbk) 0.129*** -0.109 0.024, 665
(0.035) (0.214)

(3) ln(roa) 0.158*** -2.87e-6* 0.623*** 0.022, 576
(0.046) (1.72e-6) (0.289)

(4) ln(mkbk) 0.125*** 6.21e-7 -0.098 0.022, 657
(0.035) (1.39e-6) (0.218)

(5) ln(roa) 0.112*** 0.131* 0.017, 581 Industry
(0.039) (0.069)

(6) ln(mkbk) 0.104*** 0.620*** 0.144, 665 Industry
(0.034) (0.061)

(7) ln(roa) 0.121*** 4.32e-9 0.138** 0.020, 576 Industry
(0.040) (1.66e-6) (0.070)

(8) ln(mkbk) 0.088*** 2.49e-6* 0.621*** 0.139, 675 Industry
(0.035) (1.53e-6) (0.062)

(9) ln(roa) 0.142*** 2.20e-6 0.202*** 0.013, 576 Company
(0.058) (6.84e-6) ('0.064)

(10) ln(mkbk) 0.055 1.44e-5*** 0.653*** 0.078, 675 Company
(0.044) (4.4e-6) (0.045)

Table 6

Statistical Significance: *=0.10 level, **=0.05 level, ***=0.01 level
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My last set of analyses explored whether corporate social responsibility rewards

financial performance more robustly in some industries than in others.  Having

established statistical significance at the 99% level positive in all but one regression, my

hope was to identify specific industries of opportunity for corporate social investment.

For example, one might expect markets to respond more favorably to CSR in front-end

supply chain industries (hospitality and food service, pharmaceutical, retail, etc.) as

compare to those in back-end supply chain industries, which are further removed from

consumers and therefore less susceptible to public opinion (manufacturing and technical

services).  In addition, one might anticipate more significant CSR-CFP correlations in

those industries that impact the environment or are regularly in the media (construction,

agriculture, entertainment).  Several F-tests revealed no evidence of statistically

significant differences between industries, but year fixed effect analysis did indicate

varying degrees of positive impact within specific industries.  These results invite

continued research from both public policy and business sector scholars.



26

Conclusions

Consistent with the Margolis, et al., meta-analysis, my research reveals a

moderate positive effect of CSR on CFP.  My results are statistically significant at the

99% level for all but one of my analyses (analysis (10): score on mkbk with company

fixed effects), which was significant at the 78% level.  Table 7 illustrates my results by

dependent variable, allowing readers to make easy coefficient comparisons across

regressions.

ln(roa) (1) (3) (5) (7) (9)

Score 0.132*** 0.158*** 0.112*** 0.121*** 0.142***
(0.045) (0.046) (0.039) (0.040) (0.058)

Sale -2.87e-6* 4.32e-9 2.20e-6
0.000 (1.66e-6) (6.84e-6)

Year 0.739*** 0.623*** 0.131* 0.138** 0.202***
(.287) (0.289) (0.069) -0.07 ('0.064)

R-sq 0.014 0.022 0.017 0.022 0.013

N 581 576 581 576 576

Table 7

Statistical Significance: *=0.10 level, **=0.05 level, ***=0.01 level
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Perhaps most striking is the highly significant positive score coefficients on roa.  Across

all regressions, ß(score) averages 0.133 (0.044) and is significant at the 99% level.  These

findings present readers with a compelling and obvious accounting basis for corporate

social responsibility.

Slightly less compelling, but no less obvious, is the positive CSR-CFP

relationship when market to book ratio is tested as the dependent variable.  Table 8

illustrates an average ß(score) of 0.100 (0.036) across all specified variables, which,

despite regression (10), substantiates the market merits of corporate social responsibility.

ln(mkbk) (2) (4) (6) (8) (10)

Score 0.129*** 0.125*** 0.104*** 0.088*** 0.055
(0.035) -0.035 (0.034) (0.035) (0.044)

Sale 6.21e-7 2.49e-6* 1.44e-5***
(1.39e-6) (1.53e-6) (4.4e-6)

Year -0.109 -0.098 0.620*** 0.621*** 0.653***
(0.214) (0.218) (0.061) (0.062) (0.045)

R-sq 0.024 0.022 0.144 0.139 0.078

N 665 657 665 675 675

Table 8

Statistical Significance: *=0.10 level, **=0.05 level, ***=0.01 level
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Recommendations

To the extent that this analysis provides readers with a financial basis for

corporate social responsibility, it also invites continued research into the following

questions.

First, what industries are most resonant to corporate social responsibility?   My

analysis explored, but did not convincingly answer this critical question, possibly because

of unacceptably small n-values when modeling regressions within industry.  I recommend

that future researchers source data with industry-specific samples large enough to permit

an assessment of the industry-effects of CSR on CFP.  Such studies would help business

leaders and decision makers in varying industries more efficiently allocate scarce

resources, and provide policymakers with a deeper understanding of where they can

potentially most deeply impact social welfare.

This first recommendation introduces a second fundamental question: If

companies should engage in corporate social responsibility, when, where, and how

should they do it?  Porter and Kramer emphasize the need for corporations to take a

decidedly strategic approach to corporate social responsibility.  “Prevailing approaches to

CSR are so fragmented and so disconnected from business and strategy as to obscure

many of the greatest opportunities for companies to benefit society.  If, instead,

corporations were to analyze their prospects for social responsibility using the same
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frameworks that guide their core business choices, they would discover that CSR can be

much more than a cost, a constraint, or a charitable deed – it can be a source of

opportunity, innovation, and competitive advantage.”

So what does strategic CSR look like?  The answer depends on the firm, its

commercial objectives and its social goals.  Cause marketers, management scholars, and

competitive theorists all offer a medley of strategic frameworks for maximizing returns

on corporate social responsibility, but too often they overlook what matters most:

commercial and social impact measurement.  This invites my third and final

recommendation, which is that scholars build upon social performance measurement

research.

To conclude that CSR is a value-enhancing proposition, studies must provide

evidence of impact.  Financial performance measurement is a highly developed field run

by professional accountants with agreed upon reporting practices and regulatory

authorities.  Alex Nicholls (2009) of Oxford University notes that “In commercial

settings, the main systems of performance reporting have become established in

accounting standards via a combination of common practice and regulation that has

largely evolved over the last hundred years (Hopwood, 1983; Hopwood & Miller,

1994).”  However social sector performance measurement is an emergent and

undeveloped field.  Nicholls continues: “The social sector has largely operated under
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conditions of limited performance reporting with few accounting conventions and the

minimum of regulation around disclosure.”  Porter and Kramer (2006) argue that the

challenges of social performance measurement are twofold: first, measurement criteria

vary widely according to what is being studied; and second, data collection methods often

render findings statistically insignificant.  Michael Edwards, author of the well known,

“Philanthrocapitalism” (2008) believes performance measurement limitations render CSR

an unsuitable business practice altogether: “Achieving fundamental social transformation

requires a different set of operating values – cooperation rather than competition,

collective action more than individual effort, and patient, long-term support for systemic

solutions over immediate results.”  These diverging viewpoints from leading scholars

underscore the lack of collective agreement on social impact metrics, and demonstrate the

need for further research on this topic.  Until scholars are able to advance social impact

measurement, as a field, CSR research will remain limited, and the normative role of the

firm in society will remain unclear.
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