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A B S T R A C T   

This paper investigates the relations between CSR, business strategies, and future firm perfor-
mance. The focus is on how strategies such as growth, prospector, and defender strategies affect 
the CSR-performance relation. Prospector strategies are associated with high R&D and advertising 
expenses but low capital intensity, while a general growth strategy is measured by revenue 
growth. Using a sample of listed companies from 23 developed countries by MSCI, CSR im-
provements are shown to be positively related to future profitability in prospector and growth 
firms. Both growth and prospector strategies improve the performance of CSR activities.   

1. Introduction 

Recent research shows that there may be an indirect relation between corporate social responsibility (CSR) and firm performance 
rather than a direct relation (Servaes & Tamayo, 2013; Surroca et al., 2010). CSR tends to add value only under certain conditions. If 
CSR is at the core of a firm’s strategy, then CSR could be part of a firm’s competitive advantage and positively affect firm performance 
(e.g., Bocquet et al., 2017; Porter & Kramer, 2006, 2011). Firms that have fully integrated CSR into their business strategies perform 
better in terms of innovation and firm performance (Bocquet et al., 2017). Servaes and Tamayo (2013) find that CSR and firm value are 
positively related in firms with high customer awareness, while the relation is negative or insignificant in other firms. Following the 
strategy typology developed by Miles and Snow (2003), Kong et al. (2020) show that prospector firms take more environmentally 
friendly actions than defender firms, which indicates that business strategies will affect the development of intangible resources such 
as CSR. Furthermore, CSR investments that reflect ethical responsibility appear to improve firm value more when a firm has already 
fulfilled its economic responsibilities through competitive efforts (Carroll, 1979; Kim et al., 2018). This paper deals with strategic CSR 
(e.g., Porter & Kramer, 2006) by analyzing whether business strategies such as prospector and defender strategies (Miles & Snow, 
2003) and growth moderate the CSR-performance relation. 

This paper focuses on the business strategy typology offered by Miles and Snow (2003). Prospector firms are those characterized by 
a broad product domain, innovation and change and have a flexible organization structure. At the other extreme are defender firms, 
which tend to have a narrow product domain and a stable organization structure and emphasize cost efficiency. Between these two are 
analyzers. Empirically, Kong et al. (2020) show that prospector firms engage in more environmentally related activities than defender 
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firms. In this paper, I hypothesize that business strategy is a significant moderator in the CSR-firm performance relation. In particular, 
prospector and growth firms that are more focused on product and process innovation and on entering new markets may have ad-
vantages in integrating CSR activities with their core strategies than defender firms, which often have a narrow product domain and 
are more stable. 

Using a large sample of listed firms from 23 developed markets with Thomson Reuters ASSET4 data coverage, this paper shows that 
CSR is positively related to firm performance only if firms follow certain business strategies. In particular, prospector-type firms exhibit 
stronger firm performance with their CSR activities than defender-type firms. CSR efforts made in growth-oriented firms are more 
profitable than those adopted in nongrowth firms. Overall, the results lend support to the idea that CSR activities are valuable only if 
combined with the right business strategy. The results suggest that prospector and growing firms are better at creating both economic 
and social value with their CSR efforts. 

This paper contributes to the literature on CSR and performance in three main ways. First, this is the first study to explore the 
relations between CSR, prospector/growth strategies, and firm performance. Second, this study improves on the methodologies used in 
previous cross-sectional studies by using robust panel data methods controlling for firm fixed effects. Third, this work provides in-
ternational evidence of the influence of CSR on firm profitability. Related previous studies only consider a single industry or one 
market (e.g., Kim et al., 2018; Saeidi et al., 2015; Servaes & Tamayo, 2013), and they do not consider Miles and Snow’s (2003) strategy 
types. 

The paper proceeds as follows. Section 2 provides a literature review and offers testable hypotheses. Section 3 presents the data 
used. The results are presented in Section 4. Section 5 offers further analyses and robustness tests. Section 6 addresses implications, and 
Section 7 concludes the paper. 

2. Theory and hypotheses 

2.1. CSR and firm performance 

CSR can be viewed as referring to “serving people, communities, and the environment in ways that go above and beyond what is 
required by law” (Jo and Harjoto, 2012). Ioannou and Hawn (2019) define strategy in the age of sustainability and CSR as “building a 
sustainable competitive advantage in the long run through synergistic generation of financial as well as broader environmental and 
social value.” Vishwanathan et al. (2020) define strategic CSR as “those firm activities that appear to further some social good, while at 
the same time benefitting the firm financially by either enhancing its reputation, increasing stakeholder reciprocation, mitigating 
firm-specific risk, and/or improving innovation.” CSR can enhance a firm’s positional advantage through differentiation and/or cost 
advantages. Firm reputation and brand value can also complement a differentiation strategy. If the advantages created through CSR 
investments resist competition, a CSR strategy may create sustainable competitive advantages that can generate sustained abnormal 
future profitability. An overview of the relevant CSR literature is provided below. 

From a resource-based view (RBV), McWilliams and Siegel (2011) argue that a CSR strategy can be a valuable complement to a 
differentiation strategy by enhancing the reputation and/or brand value of a firm. In particular, the authors argue that CSR can be a 
cospecialized asset that enhances the value of other assets. Relatedly, Cabral (2012) theoretically shows that investments in firm 
reputation create a self-reinforcing process that leads to significant and permanent differences in reputation and performance between 
firms. Hence, firm reputation arising from CSR can be an important source of sustainable competitive advantage. 

CSR can have a positive influence on firm performance through improved employee and customer goodwill, since firms with better 
CSR may face fewer employee problems, and customers may in turn view a firm’s products more favorably (e.g., McGuire et al., 1988). 
Servaes and Tamayo (2013) find that CSR is positively related to firm value in firms with high customer awareness proxied by 
advertising intensity. Better CSR may also lead to better relationships with constituencies such as bankers, investors, and the gov-
ernment, which may benefit the firm. For example, Cheng et al. (2014) show that firms with better CSR ratings have better access to 
finance. Furthermore, stakeholder theory holds that firm value also depends on implicit claims (Cornell & Shapiro, 1987). For 
example, if a firm does not act responsibly, parties to implicit contracts may attempt to transform such contracts into explicit contracts 
that will increase the firm’s costs (McGuire et al., 1988, p. 856). 

While Porter and Kramer (2006) argue that CSR will become increasingly important for firm success, Porter and Kramer (2011) 
suggest that much of the growth in earnings will come from creating shared value, which involves creating both economic and social 
value. Hengst et al. (2020) argue that firms can integrate mainstream and sustainability strategies by working through tensions in 
specific tasks between product features, values and goals, enabling the legitimization of the sustainability strategy and coenactment of 
both strategies. Moving beyond tensions and trade-offs, Porter and Kramer (2011) argue that shared value can be created by recon-
ceiving products and services through the value chain (e.g., cost reduction) and through cluster development. Relatedly, Khan et al. 
(2016) find that firms investing in sustainability issues that are material exhibit significantly higher profitability margins, sales growth, 
and stock returns. The authors suggest that the results are consistent with sustainability efforts leading to stronger brands, differen-
tiation, and consequently better profitability. Furthermore, firms engaging in CSR tend to be more long-term oriented (Eccles et al., 
2014). 

Overall, the empirical evidence on the relation between CSR and firm performance is mixed. However, more recent studies have 
found the relation to be weakly positive on average (see, e.g., Aguinis & Glavas, 2012). From a review of 128 studies, Peloza (2009) 
reports that 59 % show a positive relation between CSR and firm performance, 27 % show a mixed or neutral relation, and 14 % show a 
negative relation. Based on the papers reviewed, it appears that the more recent empirical research finds a more robust positive 
relation between CSR and firm performance. However, there is a gap in the literature concerning the relation between CSR, business 
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strategies, and firm performance that this paper tries to fill. 

2.2. The relation between CSR and business strategy 

Recent research shows a relation between business strategy and CSR policies. The strategy typology developed by Miles and Snow 
(2003) indicates that entities such as prospectors, analyzers (with or without innovation), defenders, and reactors can affect firms’ CSR 
policies and effectiveness. Prospector firms seek to exploit new products and market opportunities, their technological flexibility 
makes them agile, control is decentralized, and they leverage human capital. Defenders, on the other hand, focus on operating effi-
ciency in production and distribution; they have a narrow market focus, make limited efforts to develop new products and explore new 
markets, show stable growth, have lengthy employee tenure, and have centralized control. Analyzers fall between prospectors and 
defenders. Prospectors tend to follow a product differentiation strategy, while defenders pursue cost leadership (Porter, 1980). While 
prospectors and defenders can be equally profitable, they tend to differ in their CSR activities. Finally, reactors lack an intentional 
strategy for innovation, and engage in little exploration and exploitation. 

It is useful to think of the strategy space in terms of two variables: exploration and exploitation (March, 1991). As described by 
Burton et al. (2011, p. 25), defenders protect their market positions and prioritize exploitation and focus less on exploration (e.g., Coca 
Cola Company). Prospectors prioritize exploration and focus less on exploitation (e.g., Google). Analyzers with innovation are similar 
to prospectors but with more exploitation, while analyzers without innovation are similar to defenders but with more exploration. 
Reactors are low in both exploitation and exploration. To operationalize the strategic framework, the approach taken in this paper is to 
measure exploration with R&D (innovation), advertising expenses (differentiation) and exploitation with capital intensity (economies 
of scale). These variables can be viewed as a continuous measure of the strategy space from prospectors to defenders in the form R&D 
plus advertising minus capital intensity. A prospector strategy prioritizes R&D and advertising and focuses less on capital intensity, 
while a defensive strategy deemphasizes R&D and prioritizes capital intensity. Analyzers engage in various levels of exploration and 
exploitation, and reactors are low in both. The benefit of the continuous measure introduced here is that it enables the analysis of 
strategic actions (e.g., to prospect) rather than of strategic firm types (e.g., prospector firms). 

The relation between CSR and strategic action is important. Strategy involves many factors, but as Burton et al. (2011) note, the 
most central factor is the approach to innovation. McWilliams and Siegel (2011) point out that CSR efforts themselves can be seen as a 
form of product and process innovation. Since prospector firms may in turn have an advantage in integrating CSR directly with their 
innovation and exploration of new product and market opportunities, an additional layer of innovation may in effect arise. Prospector 
firms are also more likely to be able to create shared economic and social value in an integrated manner than defender firms (Porter & 
Kramer, 2006, 2011). Thus, combining CSR efforts with prospector strategies could create synergies between core and sustainability 
strategies. However, Luo and Bhattacharya (2009) note that a simultaneous pursuit of CSR, innovation and advertising can be 
excessive and have negative performance consequences. This “dark side” of CSR does not, however, consider the strategy typology 
adopted. 

The recent literature offers some insights into strategic CSR (i.e., CSR that creates lasting competitive advantages). Kong et al. 
(2020) show that prospector firms take more environmentally friendly actions than defender firms. The results given in Kong et al. 
(2020) indicate more generally that business strategies affect the development of intangible CSR resources. Thus, prospector firms may 
be better at developing new intangible resources and capabilities that can give rise to competitive advantages and stronger perfor-
mance than defender firms (e.g., Barney, 1991). Servaes and Tamayo (2013) show that CSR creates value only when customer 
awareness is high (measured by advertising expenses). Bocquet et al. (2017) find that firms that manage to integrate CSR into their 
business strategies tend to exhibit higher levels of innovation and consequently higher revenue growth. The current literature leaves 
open the question of performance consequences of combining CSR and the general strategic context. 

Hence, the main hypothesis can be stated as follows: 

H1. CSR activities are associated with stronger performance in firms pursuing prospector strategies. 

2.3. The relation between CSR and firm growth 

Firms pursuing growth strategies may be in a better position to create value with strategic CSR. Growth can be viewed at the 
economy, industry and firm levels. Economy-wide growth will affect the willingness to invest and innovate, which leads to increases in 
the demand for products and services. Growth in the industry in which a firm operates will increase the value of the firm given that the 
firm keeps its market share. Growth at the firm level will ultimately drive firm performance. According to Dosi (1988), five factors are 
central to technological innovation and growth: (1) technological opportunities, (2) incentives to exploit opportunities, (3) firm ca-
pabilities to achieve change, (4) organization, and (5) appropriability conditions. However, growth in general can either increase or 
decrease value. Value-increasing growth typically takes place within a firm’s franchise (e.g., Greenwald & Kahn, 2005), while 
value-reducing growth may be driven by managerial motives such as empire building (e.g., Jensen, 1986) rather than by shareholder 
or stakeholder motives. Relatedly, rapid firm growth is likely to depend on innovation (e.g., Coad & Rao, 2008), while firm growth in 
general may not require innovation, as it may come from doing more of the same. Product innovation, economies of scale, and access to 
new markets may all lead to firm growth and ultimately to higher earnings. 

The effect of CSR activities in growth firms has become an empirical question. The “dark side” view of CSR (see, e.g., Luo & 
Bhattacharya, 2009) holds that firms are resource limited; hence, CSR activities may lead to lower investments in core activities such as 
innovation. Viewed differently, growth strategies can generate strategic CSR opportunities in the context of product innovation and 
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new market entry. If growth firms are better at creating synergies between their core and CSR strategies, firm-level growth should 
enhance the performance of CSR activities. Hence, our second hypothesis is as follows: 

H2. CSR activities are associated with stronger firm performance among growth firms. 

3. Data and variables 

3.1. Sample and variables 

The sample selection method adopted starts with firms from the 23 developed markets included in the MSCI developed markets list 
(https://www.msci.com/market-classification), which covers two countries from North America, 15 countries from Europe, one 
country from the Middle East, and six countries from the Pacific area for the period of 2002–2013 that are also covered by the Thomson 
Reuters ASSET4 database. The country distribution of the sample is displayed in Appendix 1. From the full sample, I omit financial 
institutions to make the sample firms more comparable (following, e.g., Eccles et al., 2014). The CSR data were merged with financial 
data from the FactSet database. Firms with a market value of equity of below 1 million USD and firms with no revenues are excluded 
from the analysis. The final sample is an unbalanced panel that contains data on more than 2180 firms covering social and envi-
ronmental performance, firm, and industry characteristics. The final number of observations varies from 16010–16277 depending on 
the model specification adopted in the main table (Table 3). 

The CSR data from ASSET4 are used as follows. The social performance variable reflects employment quality, health and safety, 
training and development, diversity, human rights, community, and customer/product responsibility. The environmental performance 
variable is based on three pillars: (1) emission reduction, (2) resource reduction, and (3) product innovation. The focus of the envi-
ronmental rating is on "energy used, water recycled, carbon emissions, waste recycled, and spills and pollution controversies" (Cheng 
et al., 2014, p 6). The social and environmental variables vary between zero and 100. The average of the social and environmental 
scores is defined as CSR. 

As a dependent variable, return on assets (ROA) is used. ROA is the primary outcome variable used in strategic management 
research (e.g., Wiggins & Ruefli, 2002). The variable is defined as net income divided by total assets. To measure future performance, 
ROA as the dependent variable is measured at year t+1. As an alternative profitability measure, return on equity (ROE) at time t+1 is 
used. ROA and ROE were winsorized at the 1st and 99th percentiles, respectively. 

As a measure of business strategy, this paper relies on Miles and Snow’s (2003) strategy continuum from prospector to defender 
firms. Hambrick (1983) notes that prospector firms are entrepreneurially oriented, as reflected by their higher R&D and marketing 
expenses. Defender firms have higher capital intensity, high levels of employee productivity and low direct costs. Based on empirical 
studies by Bentley et al. (2013) and Ittner et al. (1997), the prospector-defender continuum is based on variables R&D/sales, 
advertising expenses/sales, and capital intensity. Composite variable “prospector” is the sum of R&D/sales and advertising expen-
ses/sales minus capital intensity (defined as depreciation, depletion and amortization divided by sales). Baginski et al. (1999) also used 
the sum of R&D and advertising expense variables. The continuous specification of the composite prospector variable ensures that 
information is not lost due to using ranks of variables, which is especially important when analyzing the time series effects of business 
strategies considered in this paper.1 Higher scores proxy for strategies representing prospecting activities that more closely reflect the 
prospector firm or prospector strategy type, while lower scores proxy for defender firms or defensive strategies. 

The properties of the prospector variable can be described by inserting values for R&D and advertising minus capital intensity for 
the same firm over time, yielding the following “net” strategies: prospector (1), analyzer with innovation (2), analyzer without 
innovation (3), defender (4) and reactor (5). In case (1), a firm allocates in dollars 20 M to R&D, 10 M to advertising, and 2 M to capital 
expenditures, which yields a net strategy of 28 M (20 + 10 − 2). In case (2), the firm allocates 10 M to R&D, 10 M to advertising, and 15 
M to capex, yielding a net of 5 M. In case (3), the firm spends 2 M on R&D, 15 M on advertising, and 20 M on capex, which yields − 3 M. 
In defender case (4), the firm spends 1 M on R&D, 20 M on advertising, and 40 M on capex, yielding a score of − 19 M. In the final 
reactor case (5), the firm merely reacts to the business environment spending little on each: 1 M on R&D, 1 M on advertising, and 2 M 
on capex, yielding a value of 0 M. Hence, the continuous prospector variable is high for prospecting strategies, low for defender 
strategies, and between the values of prospectors and defenders for analyzers, with or without innovation, and reactors. 

As a related but autonomous strategy measure, a firm’s sales growth from t-1 to t is used. Historical sales growth was used as a 
strategic variable in Bentley et al. (2013) as part of a business strategy composite measure and as a stand-alone strategic measure in 
Dunbar and Phillips (2001). Growth firms benefit from growth-related strategies, while nongrowth firms tend to benefit from cost 
leadership (e.g., Dunbar & Phillips, 2001). Revenue growth can arise from scaling up a business, new products and services, or entering 
new markets.2 Revenue growth is included as a strategic measure in the regression models. 

1 The main results are robust to dropping observations with missing R&D data.  
2 Bentley-Goode et al. (2019) note that the annual change in sales reflects firms’ investment opportunities and is expected to be greater for 

prospectors who exhibit fast and sporadic growth patterns. Ittner et al. (1997) used the market-to-book ratio as a proxy for growth opportunities. To 
focus on actual rather than expected growth, the historical annual growth in sales (%) is used as a proxy for a growth-oriented business strategy. 
Relatedly, Hambrick (1983) defined prospector firms as businesses with new product sales of above 10 % during a period of years. In addition, 
growth can be associated with analyzer, prospector, and even defender strategies but less with reactor strategies. Revenue growth can also be 
viewed as a midterm performance outcome of strategic choices made regarding growth (see also Bocquet et al., 2017) that may or may not lead to 
higher profitability. 
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Firm age and size have been proposed as variables the affect the CSR-performance relation. D’Amato and Falivena (2020) list four 
reasons why size may be a moderator in the CSR-performance relation: larger firms have (1) more financial resources to invest in CSR 
initiatives; (2) complex processes and scales of operation that are critical for successful CSR initiatives; (3) goals, measures, and 
procedures to monitor CSR activities; and (4) visibility that enables the successful implementation of CSR projects. In addition, firm 
age is important for the CSR-performance relation since older firms do not suffer from the liability of newness. Empirically, D’Amato 
and Falivena (2020) find that firm size and age significantly moderate the CSR-performance relation such that CSR negatively affects 
firm value in young firms. The authors conclude that younger firms may have ineffective CSR initiatives since they lack financial 
resources, experience and reputation. Firm size is measured by the logarithm of sales. Firm age is proxied by years since inclusion in the 
FactSet database. The regression models control for both size and age. 

Other controls are based on Capon et al. (1990) and Russo and Fouts (1997) and a review of variables used in related empirical 
studies. Industry growth is defined as the annual percentage change in industry sales based on two-digit SICs (see Russo & Fouts, 1997). 
Market share is a firm’s sales divided by total industry sales, and it is expected to be positively related to firm performance (e.g., Capon 
et al., 1990). Four-digit SIC codes are used to identify a firm’s primary industry sales and to calculate total industry sales. Furthermore, 
in line with Healy et al. (2014), the logarithm of the number of business segments (proxied by 4-digit sic codes) to measure firm 
diversification and leverage to measure risk, defined as total debt to total assets, are included as controls. In addition, firm fixed effects, 
time and industry dummies are included in the models where appropriate. 

Variable definitions are provided in Appendix 2. Summary statistics of the variables are shown in Table 1. Correlations between 
variables are displayed in Table 2. The correlation between revenue growth and prospector strategy is negative, which indicates that 
the variables capture different strategic dimensions. 

3.2. Methodology 

Panel regressions using firm fixed effects are employed to study the CSR, business strategy, and firm performance relations. The use 
of time-series data to study causal relations in business strategy research is also called for in Hambrick (1983). Time-invariant omitted 
variables, such as unobservable firm characteristics, can be controlled for with the firm fixed effects model. Standard errors are 
clustered by firm, since observations are not independent within firms (see Petersen, 2009). The Hausman test indicates that a firm 
fixed effects model is preferred to a random effects model. 

The models include year-, firm- and industry-level control variables, as discussed in Section 3.1. The main regression specification 
takes the following form:  

Future firm performancei,t+1= f(CSRi,t*Growthi,t+ CSRi,t*Prospectori,t+ CSRi,t+ Growthi,t+ Prospectori,t+ control variables),                   (1) 

where 
Future firm performance = ROAt+1 or ROEt+1, 
CSR = the average of social and environmental ratings in year t, 
Prospector is the composite variable for the level of prospector strategy adopted in year t, 
Growth is annual revenue growth from year t-1 to t, and 
control variables = firm- and industry-level control variables, year, and firm fixed effects. 

Table 1 
Summary statistics.  

Variable Obs. Mean Std. Dev. Min Max 

ROA 16,853 5.3986 7.6733 − 34.2031 31.2940 
ROE 16,579 13.5608 21.3933 − 78.8030 109.7600 
CSR 16,857 53.4135 29.3934 6.2850 97.9500 
Growth 16,764 0.1395 0.5783 − 0.9963 15.1739 
Prospector 16,382 − 0.0426 0.1165 − 1.1376 1.4941 
Prospector dummy 16,857 0.2757 0.4469 0.0000 1.0000 
R&D intensity 16,798 0.0297 0.1126 0.0000 2.2097 
Advertising intensity 16,451 0.0009 0.0091 0.0000 0.2531 
Capital intensity 16,787 0.0735 0.0955 0.0011 1.1935 
LnSize 16,854 8.3017 1.5498 − 3.6281 13.0609 
LnAge 16,829 2.7485 0.5440 0.0000 3.2958 
LnSegments 16,392 1.1933 0.7221 0.0000 2.9957 
Leverage 16,443 0.2398 0.1754 0.0000 2.6158 
R&D missing 16,857 0.4947 0.5000 0.0000 1.0000 
Advertising missing 16,857 0.9504 0.2171 0.0000 1.0000 
Industry growth 16,761 0.0690 0.1439 − 0.3389 0.6038 
Market share 16,795 0.1791 0.2547 0.0000 1.0000  
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Table 2 
Correlations.   

ROA ROE CSR Growth Prospector Prospector 
dummy 

R&D 
intensity 

Advertising 
intensity 

Capital intensity LnSize LnAge LnSegments Leverage R&D 
missing 

Advertising 
missing 

Industry 
growth 

ROA 1                
ROE 0.7900 1               
CSR − 0.0251 0.0337 1              
Growth 0.0365 0.0130 − 0.1165 1             
Prospector 0.0572 0.0316 0.0836 − 0.0425 1            
Prospector dummy 0.0819 0.0288 0.0599 − 0.0208 0.4793 1           
R&D intensity − 0.1438 − 0.1340 − 0.0203 0.0231 0.6615 0.3587 1          
Advertising intensity 0.0570 0.0374 0.0150 − 0.0086 0.1056 0.1382 0.0058 1         
Capital intensity − 0.2258 − 0.1855 − 0.1247 0.0821 − 0.5530 − 0.1832 0.2391 − 0.0249 1        
LnSize − 0.0123 0.0587 0.5299 − 0.1387 0.1001 0.0428 − 0.1867 0.0488 − 0.3387 1       
LnAge − 0.0516 − 0.0489 0.2596 − 0.1833 0.0920 0.0588 − 0.0257 0.0184 − 0.1440 0.3266 1      
LnSegments − 0.0842 − 0.0134 0.2595 − 0.0684 0.0147 − 0.0696 − 0.1248 0.0031 − 0.1590 0.3290 0.1786 1     
Leverage − 0.2127 0.0310 0.0902 − 0.0412 − 0.2295 − 0.2657 − 0.1396 − 0.0265 0.1289 0.1483 0.0131 0.1325 1    
R&D missing 0.0091 0.0208 − 0.2604 0.0534 − 0.3509 − 0.4083 − 0.2709 − 0.0389 0.1304 − 0.1762 − 0.1559 − 0.1681 0.1102 1   
Advertising missing − 0.0683 − 0.0504 − 0.0523 0.0203 − 0.1018 − 0.1714 − 0.0193 − 0.5832 0.0466 − 0.1147 − 0.0702 − 0.0369 0.0489 0.0626 1  
Industry growth 0.0777 0.0517 − 0.0575 0.2512 − 0.0252 − 0.0355 − 0.0219 − 0.0088 0.0057 − 0.0338 − 0.0879 − 0.0218 − 0.0448 0.0515 0.0192 1 
Market share − 0.0062 0.0202 0.1791 − 0.0408 0.0448 − 0.0540 − 0.0908 0.0213 − 0.1599 0.2956 0.1210 0.1456 0.0553 − 0.0874 − 0.0591 0.0073 

The number of observations is 16010. 
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4. Results 

4.1. Main findings 

Models 1 and 4 show the relations between CSR, prospector and growth strategy and firm profitability obtained from the firm fixed 
effects model. The coefficient of CSR is negative in the ROA and ROE models but statistically significant only in the ROA regression. 
Thus, the costs associated with CSR appear to exceed the benefits when controlling for firm fixed effects, in line with the results given in 
Servaes and Tamayo (2013). The coefficients for prospector and firm growth are positive and statistically significant. 

Table 3 shows that the interaction between firm growth and CSR shows that CSR activities are associated with higher profitability 
in growth-oriented firms than in nongrowth firms when controlling for firm fixed effects (Models 2 and 5). Companies following 
growth strategies appear to be better at integrating CSR activities with their core business than more defensive firms. Thus, Hypothesis 
2 is supported. More generally, the results imply that the effect of CSR activities is dependent on whether a firm pursues growth- 
oriented strategies. Additionally, the positive coefficients for firm growth and prospector strategy (Model 1 of Table 3) are driven 
by CSR practices (Model 3). 

Table 3 shows the results for the relation between CSR and firm performance when CSR interacts with the continuous measure for 
the business strategy typology (prospector-analyzer-defender). The firm fixed effects models show that CSR is positively related to firm 
performance in more prospector-oriented firms, as shown by the interaction variable between CSR and prospector orientation (Models 
3 and 6). Hence, CSR activities appear to create value primarily in prospector firms rather than in defender firms. Hypothesis 1 is thus 

Table 3 
CSR, growth and prospector strategy, and firm performance.   

(1) (2) (3) (4) (5) (6)  
ROA ROA ROA ROE ROE ROE 

CSR − 0.0131*** − 0.0134*** − 0.0106* − 0.0186 − 0.0196 − 0.0144  
(0.00481) (0.00465) (0.00556) (0.0139) (0.0136) (0.0146) 

Growth 0.742** 0.0937 0.170 1.468* − 0.142 0.0512  
(0.309) (0.318) (0.377) (0.773) (0.790) (0.956) 

CSR * Growth  0.0261*** 0.0246***  0.0648*** 0.0611***   
(0.00737) (0.00778)  (0.0187) (0.0197) 

Prospector 6.809*  2.657 19.28**  10.45  
(3.951)  (5.292) (7.612)  (9.923) 

CSR * Prospector   0.135**   0.285**    
(0.0677)   (0.145) 

R&D intensity  − 2.267   − 3.868    
(6.216)   (12.52)  

Advertising intensity  − 13.59   − 38.44    
(15.28)   (34.90)  

Capital intensity  − 19.79***   − 49.93***    
(3.423)   (9.569)  

LnSize − 0.834* − 1.597*** − 0.914** − 1.640 − 3.528*** − 1.843  
(0.442) (0.360) (0.440) (1.258) (1.043) (1.253) 

LnAge − 1.481** − 1.357** − 1.397** − 4.284** − 3.950** − 4.086**  
(0.650) (0.612) (0.637) (1.794) (1.712) (1.774) 

LnSegments − 0.588*** − 0.558*** − 0.576*** − 0.935 − 0.871 − 0.913  
(0.217) (0.211) (0.216) (0.638) (0.626) (0.636) 

Leverage − 2.025 − 2.054 − 2.133 14.56*** 15.48*** 14.41***  
(1.614) (1.392) (1.558) (3.816) (3.728) (3.789) 

R&D missing 0.566 0.242 0.589 − 0.587 − 1.296 − 0.516  
(0.375) (0.343) (0.370) (0.969) (0.967) (0.959) 

Advertising missing − 1.065*** − 1.643*** − 0.890** − 3.875*** − 5.526*** − 3.509***  
(0.380) (0.513) (0.379) (0.994) (1.378) (1.008) 

Industry growth 2.920*** 2.411*** 2.518*** 6.920*** 5.701*** 5.942***  
(0.540) (0.504) (0.528) (1.384) (1.316) (1.361) 

Market share − 0.458 0.194 − 0.747 − 9.211** − 7.760* − 9.902**  
(1.346) (1.316) (1.347) (4.333) (4.158) (4.330) 

Constant 18.81*** 26.48*** 19.06*** 42.46*** 61.27*** 43.20***  
(3.469) (3.069) (3.481) (9.739) (8.775) (9.716) 

Year dummies Yes Yes Yes Yes Yes Yes 
Firm fixed effects Yes Yes Yes Yes Yes Yes 
Observations 16,277 16,277 16,277 16,010 16,010 16,010 
R-squared 0.074 0.090 0.077 0.058 0.070 0.060 
Number of firms 2196 2196 2196 2182 2182 2182 

This table shows firm fixed effects regressions. The dependent variable is ROA or ROE at time t + 1. Variables are defined in Appendix 2. Standard 
errors that control for clustering at the firm level are in parentheses. 

*** p < 0.01. 
** p < 0.05. 
* p < 0.1. 
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supported. 
Fig. 1 presents graphical illustrations of the interactions between the CSR and growth/prospector variables using the firm fixed 

effects model employed in Table 3 (see Mitchell, 2012). The interaction between continuous variables implies that the slope of CSR 
changes as a linear function of growth or prospector strategy. Recall that the interaction term for CSR and growth is about 0.025 
(Table 3, Model 3), and that for CSR and prospector is 0.135 (Model 3). The fitted values can be visualized using a two-dimensional 
graph. Panel A of Fig. 1 shows the CSR coefficient for various levels of growth, while Panel B shows the CSR coefficient for various 
prospector strategy values. The interaction can be described as the degree to which the CSR slope changes as a linear function of the 
growth/prospector strategy. Appendix 3 further shows the slopes and significance levels for various growth and prospector lines 
displayed in Fig. 1. 

The results given in Table 3 support the view that firm strategy affects the CSR-performance relation. Firms pursuing prospector 
strategies appear to create more value with CSR activities, while firms following more defensive strategies do not create value with 
their CSR, consistent with the dark side of the CSR view (Luo & Bhattacharya, 2009). The results provided in Table 3 help explain the 
mixed results of previous CSR performance research. 

Control variables are important for regression modeling, as they reduce the likelihood of finding spurious relations between CSR 
variables and firm performance. The relation between the industry growth rate and firm performance is positive and statistically 
significant, as expected (e.g., Capon et al., 1990). Capital intensity has a negative and statistically significant coefficient, while R&D 
and advertising intensity have insignificant coefficients in Models 2 and 5 of Table 3. Firm size (LnSize) and firm age (LnAge) are 
mostly significantly negatively related to firm performance, in line with D’Amato and Falivena (2020). The number of segments 
(LnSegments) has a negative and significant coefficient in the ROA models. Leverage is positively statistically significantly related to 
ROE but not significantly related to ROA. Finally, market share has a statistically insignificant coefficient in the ROA models but a 
negative coefficient in the ROE models, contrary to expectations. 

Fig. 1. Graphical evidence of CSR and strategy interactions. 
The graphs show the effect of CSR on firm performance changes with various values of growth/prospector strategy based on firm fixed effects 
specification given in Model 3 of Table 3. 
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Table 4 
Precrisis, crisis and postcrisis periods.   

Panel A: Precrisis 
(2002–2007)    

Panel B: Crisis 
(2008)    

Panel C: Postcrisis 
(2009–2013)     

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

CSR 0.00839 0.00858 0.0191 0.0167 0.0126* 0.0178** 0.0608 
*** 

0.0813 
*** 

0.0178 0.0321** 0.0178 0.0321**  

(0.00556) (0.00696) (0.0159) (0.0185) (0.00755) (0.00849) (0.0233) (0.0254) (0.0150) (0.0157) (0.0150) (0.0157) 
Growth − 0.0620 − 0.828 − 0.0472 − 1.718 − 0.557 − 1.648 − 2.549 − 3.013 1.166 0.194 1.166 0.194  

(0.487) (0.623) (0.893) (1.164) (1.100) (1.341) (1.972) (2.412) (0.733) (1.035) (0.733) (1.035) 
CSR * Growth  0.0335**  0.0730 

**  
0.0453**  0.00741  0.0413  0.0413   

(0.0150)  (0.0342)  (0.0211)  (0.0600)  (0.0261)  (0.0261) 
Prospector − 4.646 − 8.805 − 7.462 − 13.92 − 4.988 − 12.22* − 15.04 − 32.60** 1.026 − 9.601 1.026 − 9.601  

(6.118) (8.224) (14.29) (19.59) (5.498) (7.083) (11.33) (13.94) (6.124) (7.793) (6.124) (7.793) 
CSR * 

Prospector  
0.131  0.205  0.249**  0.628***  0.398***  0.398***   

(0.102)  (0.245)  (0.0984)  (0.231)  (0.121)  (0.121) 
LnSize 0.00260 − 0.0123 0.522 0.498 0.0666 − 0.0305 0.670 0.548 1.356*** 1.269*** 1.356*** 1.269***  

(0.208) (0.203) (0.485) (0.474) (0.217) (0.204) (0.569) (0.545) (0.397) (0.379) (0.397) (0.379) 
LnAge − 0.235 − 0.190 − 0.726 − 0.646 − 0.364 − 0.275 − 1.705 − 1.530 − 0.558 − 0.463 − 0.558 − 0.463  

(0.296) (0.295) (0.834) (0.824) (0.395) (0.389) (1.210) (1.192) (0.751) (0.753) (0.751) (0.753) 
R&D missing − 0.486** − 0.496** − 0.781 − 0.914 − 0.839*** − 0.885 

*** 
− 2.693* − 2.673* − 0.339 − 0.338 − 0.330 − 0.252  

(0.232) (0.230) (1.155) (1.168) (0.293) (0.293) (1.496) (1.482) (0.574) (0.571) (0.921) (0.919) 
Advertising 

missing 
− 8.966*** − 8.792 

*** 
− 4.034 − 3.429 − 3.972* − 3.730* − 9.069** − 7.228* 5.452* 6.071* − 6.622 

*** 
− 5.890 
***  

(1.329) (1.255) (3.171) (3.115) (2.047) (2.007) (3.636) (3.795) (3.268) (3.266) (1.366) (1.382) 
LnSegments 0.188 0.110 − 0.351 − 0.368 − 0.139 − 0.166 − 0.424 − 0.488 − 0.330 − 0.252 − 0.339 − 0.338  

(0.439) (0.446) (0.716) (0.713) (0.498) (0.498) (0.908) (0.908) (0.921) (0.919) (0.574) (0.571) 
Leverage − 3.760*** − 3.394 

*** 
5.171 5.508 − 4.520*** − 3.937 

*** 
− 3.066 − 2.370 − 6.622*** − 5.890 

*** 
5.452* 6.071*  

(1.026) (0.988) (3.985) (3.844) (1.332) (1.392) (4.553) (4.507) (1.366) (1.382) (3.268) (3.266) 
Industry growth 4.446*** 4.140*** 7.040 

*** 
6.371** 2.975* 2.158 8.491* 8.439* 8.760*** 8.113*** 8.760*** 8.113***  

(1.082) (1.089) (2.499) (2.527) (1.711) (1.739) (4.641) (4.863) (2.030) (2.044) (2.030) (2.044) 
Market share − 0.391 − 0.343 0.622 0.709 − 0.465 − 0.350 − 2.613 − 2.304 − 1.131 − 1.031 − 1.131 − 1.031  

(0.566) (0.559) (1.979) (1.973) (0.757) (0.739) (2.568) (2.539) (1.719) (1.709) (1.719) (1.709) 
Constant 10.59*** 10.04*** 9.630* 8.637 8.414*** 8.579*** 10.29 8.914 2.136 1.650 2.136 1.650  

(2.407) (2.440) (5.664) (5.717) (2.494) (2.556) (6.288) (6.339) (4.077) (4.033) (4.077) (4.033) 
Year dummies Yes Yes Yes Yes No No No No Yes Yes Yes Yes 
Country 

dummies 
Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes 

Industry 
dummies 

Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes 

Firm fixed 
effects 

No No No No No No No No No No No No 

Observations 6334 6334 6263 6263 1713 1713 1679 1679 8068 8068 8068 8068 
R-squared 0.192 0.195 0.138 0.140 0.170 0.181 0.183 0.189 0.137 0.140 0.137 0.140 

This table shows the results of the OLS regressions. The dependent variable is ROA or ROE at time t + 1. Variables are defined in Appendix 2. Standard errors that control for clustering at the firm level are 
in parentheses. 

*** p < 0.01. 
** p < 0.05. 
* p < 0.1. 
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Table 5 
CSR, growth and prospector strategy, and firm performance using alternative specifications.   

(1) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11) (12)  
Panel A: 
OLS  

Panel B: 
Prospector 
dummy  

Panel C: Two- 
year lag  

Panel D: Instrumental 
variables model    

Panel E: 
Determinants of 
CSR   

ROA ROE ROA ROE ROA ROE ROA ROA ROE ROE CSR CSR 

CSR 0.00752 0.0320** − 0.000594 0.00624 − 0.00860 − 0.0144 0.000491 − 0.00565 0.0196 − 0.0163    
(0.00467) (0.0126) (0.00458) (0.0134) (0.00568) (0.0148) (0.00515) (0.00922) (0.0184) (0.0293)   

Growth − 0.573* − 0.998 − 0.538 − 0.932 − 0.406 − 1.581* 0.148 − 4.587* 1.155** − 12.67* − 0.678** − 0.750**  
(0.343) (0.757) (0.345) (0.756) (0.333) (0.845) (0.265) (2.579) (0.583) (7.618) (0.346) (0.362) 

CSR* Growth 0.0355*** 0.0649 
*** 

0.0350*** 0.0643 
*** 

0.0182*** 0.0532 
***  

0.232*  0.695**    

(0.00786) (0.0195) (0.00790) (0.0195) (0.00630) (0.0169)  (0.122)  (0.350)   
Prospector − 5.905 − 11.67   0.541 − 0.0285 − 1.791 − 8.181* − 10.45 − 21.71* − 0.692 − 1.599  

(4.419) (9.137)   (5.731) (16.26) (3.394) (4.597) (9.394) (12.40) (2.597) (2.679) 
CSR* Prospector 0.148*** 0.354***   0.149** 0.366**  0.205***  0.329*    

(0.0552) (0.121)   (0.0719) (0.169)  (0.0652)  (0.179)   
Prospector 

dummy   
− 0.114 − 1.406            

(0.672) (1.471)         
CSR* Prospector 

dummy   
0.00935 0.0457**            

(0.00908) (0.0216)         
LnSize 0.173 0.881*** 0.178 0.890*** − 2.521*** − 6.000 

*** 
0.251* 0.0726 1.786*** 1.298*** 3.855*** 3.797***  

(0.136) (0.323) (0.141) (0.327) (0.596) (1.684) (0.152) (0.157) (0.443) (0.493) (0.669) (0.730) 
LnAge − 0.0417 − 0.615 − 0.0705 − 0.659 − 1.277* − 3.501* − 0.0974 − 0.0268 − 0.484 − 0.326 6.625*** 6.926***  

(0.216) (0.629) (0.215) (0.629) (0.673) (1.887) (0.219) (0.239) (0.764) (0.802) (2.240) (2.321) 
R&D missing − 0.0594 − 0.890 0.0792 − 0.710 − 0.0357 − 1.080 − 0.103 − 0.145 − 0.287 − 0.566 − 1.100 − 1.013  

(0.292) (0.803) (0.281) (0.789) (0.361) (0.982) (0.298) (0.297) (0.940) (0.883) (1.228) (1.271) 
Advertising 

missing 
− 2.664*** − 6.112 

*** 
− 2.685*** − 6.073 

*** 
0.101 − 1.556 − 2.972*** − 2.537 

*** 
− 6.213 
*** 

− 5.527 
*** 

− 1.446 − 1.425  

(0.491) (1.469) (0.486) (1.436) (0.646) (1.877) (0.508) (0.494) (1.502) (1.475) (1.502) (1.588) 
LnSegments − 0.502*** − 0.334 − 0.471*** − 0.276 − 0.553** − 0.663 − 0.508*** − 0.528 

*** 
− 0.264 − 0.393 0.478 0.531  

(0.159) (0.493) (0.159) (0.501) (0.227) (0.673) (0.161) (0.161) (0.535) (0.531) (0.541) (0.559) 
Leverage − 6.282*** 5.659** − 6.160*** 5.685** 1.641 17.45*** − 6.562*** − 6.266 

*** 
− 16.02 
*** 

− 15.11 
*** 

− 2.294 − 1.275  

(1.068) (2.709) (1.046) (2.600) (1.082) (3.661) (1.105) (1.104) (4.860) (4.980) (1.965) (2.040) 
Industry growth 4.443*** 9.332*** 4.412*** 9.333*** 0.353 0.235 5.065*** 1.233 16.07*** 4.028 − 0.526 − 0.554  

(0.628) (1.529) (0.618) (1.512) (0.490) (1.371) (0.637) (2.055) (1.842) (5.910) (0.916) (0.940) 
Market share − 0.449 − 0.473 − 0.402 − 0.401 1.664 − 4.506 − 0.525 − 0.305 − 0.608 0.172 − 3.330 − 3.119  

(0.443) (1.515) (0.440) (1.511) (1.504) (4.689) (0.450) (0.445) (1.691) (1.728) (4.237) (4.338) 
ROA           − 0.000176             

(0.0220)  
ROA t-1           − 0.00269             

(0.0201)  
ROA t-2           0.0373*             

(0.0207)  
ROE            0.0152*             

(0.00865) 

(continued on next page) 
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Table 5 (continued )  

(1) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11) (12)  
Panel A: 
OLS  

Panel B: 
Prospector 
dummy  

Panel C: Two- 
year lag  

Panel D: Instrumental 
variables model    

Panel E: 
Determinants of 
CSR   

ROA ROE ROA ROE ROA ROE ROA ROA ROE ROE CSR CSR 

ROE t-1            − 4.27e- 
05             
(0.00794) 

ROE t-2            0.0125             
(0.00824) 

Constant 5.999*** 5.583 6.190*** 6.097* 30.39*** 73.58*** 6.093*** 7.103*** 0.874 4.971 2.759 1.838  
(1.531) (3.500) (1.458) (3.424) (4.608) (13.09) (1.557) (1.641) (4.164) (4.647) (7.288) (7.836) 

Year dummies Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes 
Country dummies Yes Yes Yes Yes No No Yes Yes Yes Yes No No 
Industry 

dummies 
Yes Yes Yes Yes No No Yes Yes Yes Yes No No 

Firm fixed effects No No No No Yes Yes No No No No Yes Yes 
Observations 16,277 16,010 16,288 16,021 14,077 13,842 15,738 15,615 15,485 15,368 11,753 11,480 
R-squared 0.153 0.132 0.151 0.131 0.082 0.064 0.150 0.106 0.094 0.069 0.195 0.194 

This table shows the results of regressions. The dependent variable is ROA or ROE at time t + 1 except in Panel D, where it is ROA or ROE at time t, and Panel E, where it is CSR (t + 1). Variables are defined 
in Appendix 2. Standard errors that control for clustering at the firm level are in parentheses. 

*** p < 0.01. 
** p < 0.05. 
* p < 0.1. 
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5. Further analysis and robustness tests 

Further analyses and robustness tests are discussed in this section. 
The financial crisis of 2008 demonstrated the importance of trust for markets and financial stability (e.g., Lins et al., 2017). Sacconi 

and Degli Antoni (2011) argue that CSR activities are a good proxy for social capital, and Lins et al. (2017) in turn maintain that trust 
can be built through social capital. Thus, CSR is likely to be especially important during and after financial crises, which is also referred 
to as the “insurance effect” of CSR (Lins et al., 2017). For US firms, Lins et al. (2017) show that CSR is associated with higher prof-
itability during and after the 2008 financial crisis. To explore this issue further, I study the role of CSR and strategic CSR before 
(2002–2007) and after the 2008 financial crisis (2009–2013) (see also Bocquet et al., 2017; Buchanan et al. 2018). For completeness, 
the crisis period estimation is also displayed. While the insurance effect of CSR is expected to be pronounced during and after financial 
crises, the effects of CSR and growth/prospector interactions in crises and surrounding periods become an empirical question. 

Table 4 shows regression results obtained from an OLS model. For the precrisis period, the CSR*Growth interaction is associated 
with higher profitability, which is consistent with the idea that even if CSR as a stand-alone variable may matter less outside low-trust 
periods (e.g., Lins et al., 2017), CSR combined with a growth strategy may create additional value. The CSR*Prospector interaction in 
turn is positive but statistically insignificant, which seems to indicate that prospector firms may not generate excess profitability with 
their CSR activities outside crisis periods. 

The crisis and postcrisis estimations show that strategic CSR that aligns CSR with a prospector strategy (measured by CSR*Pro-
spector) is associated with higher profitability, which indicates that CSR enhances the returns to a prospector strategy (e.g., inno-
vation) during the financial crisis and during the recovery from the crisis. Hence, the interaction with CSR appears to exceed a pure 
insurance effect of CSR in prospector firms. For the postcrisis period, the CSR*Growth interaction coefficient is rather similar to the 
precrisis period but becomes statistically insignificant. The tendency for high CSR firms to suffer from less severe sales declines during 
and after financial crises as customers continue supporting such high CSR firms (Lins et al., 2017) may explain why the CSR*Growth 
interaction does not affect profitability significantly. Overall, the macrocontext appears to have some influence on how strategic CSR is 
related to profitability. 

Furthermore, firm size is significantly positively related to profitability in the postcrisis recovery period (Table 4), which suggests 
that firm size would proxy for stability and financial strength in the postcrisis period. We should also note that in the postcrisis period 
the CSR*Prospector interaction and the size variable both are positive, which suggest that strategy and firm size/scale play com-
plementary value relevant roles. Size and CSR are also related since larger firm size enables CSR investments through resources and 
scale as well as monitoring and visibility of CSR projects (e.g., D’Amato & Falivena, 2020). However, it should also be noted that the 
size variable is rather unstable in the estimates given in Table 5. 

Country and industry characteristics may affect the estimation of effects of prospector and growth strategies on performance. In 
Panel A of Table 5, the main models are reestimated using an OLS specification with country and industry dummies. The results are in 
line with those reported in Table 3 and show that CSR is positively related with firm profitability when combined with growth or 
prospector strategies. Furthermore, since the US, the UK, and Japan represent approximately 60 % of the observations used in this 
study, I explore how removing these countries affects the results (not tabulated). First, US observations are removed, and then the US, 
UK, and Japan are all omitted from the sample. The results reveal that the CSR*Growth interaction is positive and statistically sig-
nificant for the samples without the US as well as for those without the US, UK, and Japan. CSR*Prospector occurs predominantly in the 
US market, as the interaction variable becomes insignificant in the sample excluding the US and in the sample excluding the US, UK, 
and Japan. 

I also consider a dummy variable approach to measure prospector firms in Panel B of Table 5. The variable Prospector dummy 
equals 1 of the float prospector variable used in the main analysis and equals deciles 8, 9 or 10 based on a decile formation each year. 
An OLS model with year, country, and industry dummies is used. The interaction between the prospector dummy and CSR is positive 
and significant when using ROE as the dependent variable but insignificant in the ROA specification. Overall, the results are more 
robust when using the floating version of the prospector strategy. 

The relation between CSR, firm strategy, and firm performance is complex. It is possible that the results suffer from reverse cau-
sality. There are two sources of endogeneity when estimating the relation between CSR and firm performance. One is omitted variables 
that drive CSR and firm performance; the other is reverse causality. I address the endogeneity problem in a number of ways. First, the 
main specification applied in Table 3 includes a large number of variables to control for observable joint determinants of CSR and firm 
performance. Second, the firm fixed effects model controls for unobservable and time-invariant joint determinants CSR and firm 
performance. Third, the main specification uses lagged independent variables to mitigate endogeneity problems and reports robust 
standard errors that control for firm-level clustering. However, to further explore potential endogeneity concerns, I use two-year lags 
for independent variables (see also Servaes & Tamayo, 2013). The main findings are robust to the additional lag, as shown in Panel C of 
Table 5. 

To further address the endogeneity problem, I use a 2SLS instrumental-variables approach whereby lagged endogenous regressors 
are used as instruments (see Reed, 2015). CSR and strategic CSR interactions (CSR*Growth and CSR*Prospector) are instrumented 
with their lagged values (t-1). In the second stage, profitability, CSR and strategic CSR, and controls are measured at time t. The results 
are displayed in Panel D of Table 5. Model 7 shows that CSR, growth and prospector strategies as standalone strategies are statistically 
insignificant using ROA, while growth becomes positive and statistically significant in the ROE model (Model 9). Models 8 and 10 show 
that the CSR and strategy interactions are positive and statistically significant. Taken together, CSR does not seem to affect perfor-
mance alone, while when combined with a growth/prospector strategy, profitability can be enhanced. 

With a different approach to examine endogeneity, I explore past performance as a determinant of CSR levels. The results listed in 
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Panel E of Table 5 show no clear pattern in the relation between past profitability and CSR. In addition, larger and older firms as well as 
firms with less growth appear to have higher levels of CSR. Although reverse causality cannot be fully ruled out with the current 
sample, the main fixed effects estimates using lagged independent variables indicate that strategic CSR influences subsequent firm 
performance. 

First, the main results given in Table 3 are estimated with winsorized variables (except for variables in log form and dummies) at 
the 1st and 99th percentiles, respectively. As a robustness test, I also used dependent variables ROA and ROE that were truncated at 
-100 and + 100 %, and the main results were similar. To further assess the impact of high values on the dependent variables, I also 
winsorized the dependent variables at the 5th and 95th percentiles. The main results are robust with respect to various winsorization 
specifications. 

6. Further discussion and implications 

CSR investments can improve firm value if the benefits of such investments exceed the costs. Investments in CSR can also give rise 
to competitive advantages by, for example, reinforcing a differentiation strategy by enhancing the brand and reputation of a firm (e.g., 
McWilliams & Siegel, 2011). Recent research shows that CSR efforts are more valuable when the competitive activity level is high (Kim 
et al., 2018). The results given in this paper indicate that CSR investments contribute more to future firm performance when firms 
pursue prospector strategies, as presented in Miles and Snow (2003). The results are consistent with the notion that integrating CSR 
efforts with firms’ overall strategies may be more productive when combined with prospector and growth strategies that focus on new 
products and new markets. 

Managers should aim to create sustainable competitive advantages and further strengthen existing advantages. The results of this 
study show that managers can create value (because benefits exceed costs) from CSR investments by using certain business strategies 
(such as prospector strategy) that enable the integration of sustainability strategies (or CSR) with a firm’s mainstream strategy, while 
in other contexts the simultaneous pursuit of CSR, advertising, and R&D may lead to negative effects on performance (as discussed in 
Luo & Bhattacharya, 2009). Defender type firms can of course also successfully implement CSR strategies, but then the challenge may 
relate, for example, to trade-offs between “green” and “brown” product (and/or process) features in the existing product mix rather 
than to the creation of new “green” products and markets with a growth-focused prospector strategy (see also Hengst et al., 2020). 

The measurement of intangibles is closely related to this paper. For US firms, Enache and Srivastava (2018) show that a large 
proportion of investments made in intangibles occur outside of R&D and advertising and are part of SG&A accounts. Such intangibles 
include strategy, market research, customer relationships, IT, and human capital, and they are aimed at improving organizational 
knowledge and capabilities (Enache & Srivastava, 2018). These accounts could be important to consider in combination with Miles and 
Snow’s (2003) framework for measuring business strategies to answer the question of whether CSR enhances the value of intangibles. 
Another aspect of the growing importance of intangible assets relates to growing companies and “winner take most/all” industries (van 
Reenen, 2018). What are the relations between strategic CSR, intangibles, and firm performance in the context of, for example, 
increased platform competition in digital markets (see van Reenen, 2018)? While previous research has discussed the role of CSR in 
growing industries in general (e.g., Russo & Fouts, 1997), the role of CSR in “winner take most/all” industries deserves more attention. 

7. Conclusion 

This paper investigates the relations between CSR, business strategies, and future firm performance. Prospector strategies are 
associated with high R&D and advertising expenses but low capital intensity, while a general growth strategy is measured by revenue 
growth. From a large sample of listed companies from 23 countries classified as developed countries by MSCI, I find that CSR im-
provements are positively related to future profitability when they are combined with the right business strategy. Both growth and 
prospector strategies improve the performance of CSR activities. Overall, the benefits of CSR exceed the costs only if combined with 
certain firm strategies that enable value-enhancing strategic CSR. 

Overall, the presented results suggest that firms can gain a competitive advantage from investments made in social and envi-
ronmental programs consistent with resource-based and stakeholder theories but that the success of these programs will depend on the 
strategic profiles of firms. The benefits of CSR seem to exceed the costs if combined with a prospector-like strategy that focuses on 
innovation. Hence, this paper enhances our understanding of the channels through which CSR can affect firm performance and thus 
adds to the literature positing that the CSR-performance relationship is conditional on circumstances (e.g., Bocquet et al., 2017; 
Servaes & Tamayo, 2013). More generally, the findings of this paper are consistent with the call for an integrated approach to strategy 
and CSR whereby social and economic value are jointly created (see also Ioannou & Hawn, 2019; Porter & Kramer, 2011). 

A number of caveats are in order. Although the current paper has shown a relation between strategic CSR and subsequent firm 
performance, the evidence presented does not prove causality. Although this study considers various models and variable definitions, 
the relations between CSR, strategy typology and firm performance are dynamic and complex and can perhaps best be described as 
involving a process whereby firms take strategic actions in a rather nonlinear manner. 

Future research could further study how the payoffs of CSR initiatives closely related to a firm’s core strategy and competitive 
advantage differ from those of add-on CSR initiatives. Another avenue for further research would be to explore the relation between 
strategic CSR and recent developments in the measurement of intangible investments (e.g., Enache & Srivastava, 2018; Lev & Sri-
vastava, 2019). Furthermore, further research could explore the relations between CSR, strategy, and performance for a broad sample 
of firms operating in emerging markets. Taken together, the strategic CSR lens offers a promising means to reconcile the mixed findings 
reported in previous CSR performance research. 
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Appendix 1. Country distribution of sample  

Country N % of sample 

AUSTRALIA 829 4.9 % 
AUSTRIA 102 0.6 % 
BELGIUM 165 1.0 % 
CANADA 1177 7.0 % 
DENMARK 172 1.0 % 
FINLAND 219 1.3 % 
FRANCE 671 4.0 % 
GERMANY 533 3.2 % 
HONG KONG 429 2.5 % 
IRELAND 70 0.4 % 
ISRAEL 40 0.2 % 
ITALY 241 1.4 % 
JAPAN 2851 16.9 % 
NETHERLANDS 205 1.2 % 
NEW ZEALAND 76 0.5 % 
NORWAY 167 1.0 % 
PORTUGAL 75 0.4 % 
SINGAPORE 235 1.4 % 
SPAIN 245 1.5 % 
SWEDEN 353 2.1 % 
SWITZERLAND 379 2.2 % 
UNITED KINGDOM 1913 11.4 % 
UNITED STATES 5700 33.8 % 
Total 16,847 100 %  

Appendix 2. Definitions of main variables  

CSR = The average of social and environmental rating scores. Ranges between 0 and 100. Source: Thomson Reuters ASSET4 database. 
Prospector = R&D intensity + Advertising intensity – Capital intensity. 
Prospector dummy = Equals one if the prospector variable equals deciles 8, 9 or 10 based on a decile formation ech year. 
ROA = Net income/total assets in percentages. 
ROE = Net income/book value of equity in percentages. 
LnSize = The logarithm of sales in USD. 
LnAge = The logarithm of years since introduced in FactSet. 
Growth = The annual percentage change in firm sales. 
Industry growth = The annual percentage change in industry sales. Industry sales are defined by 2 digit SIC codes. 
Capital intensity = Depreciation, amortization, and depletion divided by sales. 
R&D intensity = Research and development expenses divided by sales. 
Advertising intensity = Advertising expenses divided by sales. 
R&D dummy = Equals one if R&D data are missing and zero otherwise. 
Advertising dummy = Equals one if advertising data are missing and zero otherwise. 
LnSegments = Logarithm of the number of 4-digit sic codes. 
Market share = Firm sales divided by 4 digit SIC industry sales. All sales figures are in USD. 
Leverage = Total debt divided by total assets.  

The data source is FactSet if not otherwise mentioned. 

Appendix 3. Slope differences 

Estimates of the CSR slope for each of the growth and prospector lines are displayed in Fig. 1.   

Panel A: CSR by growth strategy 

CSR at levels of growth     

_at dy/dx Std. Err. z P > z 
1 − .0408692 .0103839 − 3.94 0.000 
2 − .0285735 .0071631 − 3.99 0.000 
3 − .0162777 .0050097 − 3.25 0.001 
4 − .003982 .0054024 − 0.74 0.461 
5 .0083138 .0079735 1.04 0.297 
6 .0206095 .0113257 1.82 0.069 
7 .0329053 .0149421 2.20 0.028  
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Panel B: CSR by prospector strategy 

CSR at levels of prospector strategy     

_at dy/dx Std. Err. z P > z 
1 − .210073 .0991049 − 2.12 0.034 
2 − .1424553 .0653388 − 2.18 0.029 
3 − .0748375 .0317016 − 2.36 0.018 
4 − .0072197 .0054113 − 1.33 0.182 
5 .060398 .0366337 1.65 0.099 
6 .1280158 .0703081 1.82 0.069 
7 .1956335 .1040812 1.88 0.060  
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