A2 e OSAGE

ASSOCIATION

Corporate Social Responsibility and Shareholder Wealth: The Role of Marketing
Capability

Author(s): Saurabh Mishra and Sachin B. Modi
Source: Journal of Marketing, January 2016, Vol. 80, No. 1 (Fanuary 2016), pp. 26-46
Published by: Sage Publications, Inc. on behalf of American Marketing Association

Stable URL: https://www.jstor.org/stable/43785257

JSTOR is a not-for-profit service that helps scholars, researchers, and students discover, use, and build upon a wide
range of content in a trusted digital archive. We use information technology and tools to increase productivity and
facilitate new forms of scholarship. For more information about JSTOR, please contact support@jstor.org.

Your use of the JSTOR archive indicates your acceptance of the Terms & Conditions of Use, available at
https://about.jstor.org/terms

American Marketing Association and Sage Publications, Inc. are collaborating with JSTOR to
digitize, preserve and extend access to Journal of Marketing

JSTOR

This content downloaded from
13.232.149.10 on Sat, 20 Feb 2021 09:31:36 UTC
All use subject to https://about.jstor.org/terms


https://www.jstor.org/stable/43785257

Saurabh Mishra & Sachin B. Modi

Corporate Social Responsibility and
Shareholder Wealth: The Role of
Marketing Capability

Despite the positive societal implications of corporate social responsibility (CSR), there remains an extensive debate
regarding its consequences for firm shareholders. This study posits that marketing capability plays a complementary role in
the CSR-shareholder wealth relationship. It further argues that the influence of marketing capability will be higher for CSR
types with verifiable benefits to firm stakeholders (i.e., consumers, employees, channel partners, and regulators). An
analysis utilizing secondary information for a large sample of 1,725 firms for the years 2000—2009 indicates that the effects of
overall CSR efforts on stock retums and idiosyncratic risk are not significant on their own but only become so in the presence
of marketing capability. Furthermore, the results reveal that although marketing capability has positive interaction effects with
verifiable CSR efforts—environment (e.g., using clean energy), products (e.g., providing to economically disadvantaged),
diversity (e.g., pursuing diversity in top management), corporate governance (e.g., limiting board compensation), and
employees (e.g., supporting unions)—on stock retums (and negative interaction effects with these CSR efforts on
idiosyncratic risk), it has no significant interaction effect with community-based efforts (e.g., charitable giving).
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orporate social responsibility (CSR) represents firms’ divert scarce organizational resources toward social causes

‘ discretionary business practices that are intended to that do not have a direct link with firm performance and
improve societal well-being (Korschun, Bhattacharya, reduce shareholder wealth (Friedman 1970). On the other

and Swain 2014). Responding to consumers’ and other hand, marketing scholars have called on stakeholder theory
stakeholders’ (e.g., employees, channel partners, regulators) (Freeman 1984) to highlight that CSR generates positive
increasing expectations that organizations should behave in associations among stakeholders (e.g., Sen, Bhattacharya,
socially responsible ways, many firms have embraced CSR as a and Korschun 2006), which can enhance prospective firm
key component of their overall strategy (Kotler and Lee 2005). A cash flows (e.g., Luo and Bhattacharya 2006). Taking this
large number of firms include CSR details in annual reports and view, investors are expected to react positively to CSR if
on corporate websites, underscoring CSR’s importance (Servaes they anticipate that the positive stakeholder associations
and Tamayo 2013). Although interest in CSR seems to be strong, resulting from CSR cause (1) firms to benefit from more
an extensive body of research on the financial implications of customers buying their offerings, (2) existing customers to
CSR has produced mixed evidence (e.g., Luo and Bhattacharya buy more from these firms, and/or (3) customers to pay
2009), with a recent meta-analysis revealing an overall positive, premium prices for these firms’ products and services in
but small, financial effect (Margolis, Elfenbein, and Walsh 2009). future years. Similarly, investors are likely to reward firms for
Consistent with the equivocal findings, extant literature has CSR if they believe that employees and channel partners will
offered two opposing theoretical perspectives for under- be more willing and motivated to work toward helping firms
standing CSR. On the one hand, neoclassical economists have meet their strategic objectives, and regulators will be more
employed agency theory (Jensen and Meckling 1976) to argue likely to hold a favorable view of the firms (Shankar 2012).
that CSR represents an agency problem, in which managers The strong interest in CSR, combined with the uncertain

outlook toward its shareholder implications, represents
an interesting paradox, and continuing investigations into
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unambiguous direct link between CSR and financial value
(McWilliams and Siegel 2000). It may be that a more
nuanced perspective is required that builds on the role of
complementary factors in the CSR-shareholder wealth
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TABLE 1
Representative Research on CSR, Financial Performance, and Marketing Factors Using Objective Data

Central Research

Research Article Issue

Independent and Dependent

Variables Results

Luo and Bhattacharya (2006) The mediating role of
customer satisfaction in
the relationship of CSR

and firm financial value

Luo and Bhattacharya (2009) The relationship

DVs: Tobin’s q and stock returns
(measures of firm value)

IVs: CSR, customer satisfaction,
innovativeness and product quality

DV: Idiosyncratic risk

Customer satisfaction as a
marketing resource partially
mediates the relationship
between CSR and firm value,
and innovativeness and
product quality positively
moderate this relationship.

Corporate social performance

between firms’ corporate 1Vs: CSP, advertising spending, R&D lowers firms’ idiosyncratic risk,

social performance
(CSP) and idiosyncratic
risk and the role of
advertising and R&D as
strategic levers

Hull and Rothenberg (2008)  The relationship
between CSP and
financial performance,
and whether this
relationship is
moderated by innovation
and the level of
differentiation in the

industry

Servaes and Tamayo (2013) The moderating role of
customer awareness in

the financial value of

This study The moderating role of

intensity

DV: Return on assets

IVs: CSR, average advertising
spending in industry (as measure of financial performance. The
industry differentiation), R&D
spending (as measure of innovation) undifferentiated industries. In

DV: Tobin’s q (firm value)

IVs: CSR and advertising intensity
(as a measure of customer

CSR awareness)

with even greater reduction in
risk in the presence of higher
advertising resources.
However, simultaneous
increases in both advertising
and R&D resources in the
presence of CSP lead to higher
idiosyncratic risk.

Corporate social responsibility
has a marginal direct effect on

impact is higher in relatively

addition, CSP benefits firms
with low innovation.

Corporate social responsibility
does not influence firm value
on its own but does so only in
the presence of high customer
awareness (i.e., advertising
resources).

DVs: Stock returns and idiosyncratic Corporate social responsibility

marketing capability in
the CSR-shareholder
wealth relationship,

risk (measures of shareholder
wealth)
IVs: CSR, six types of CSR, and

does not directly affect firms’
shareholder wealth but does
sointhe presence of marketing

considering both overall marketing capability

CSR and CSR types

capability. However, marketing
capability also complements
only CSR types with verifiable
benefits to key firm
stakeholders and does not
influence relatively general
community-based CSR.

Notes: IV = independent variable; DV = dependent variable.

relationship (Luo and Bhattacharya 2009). Second, CSR is a
multifaceted construct, with certain CSR types—such as
environment-, product-, diversity-, corporate governance—,
and employee-based socially responsible efforts—having a
more verifiable effect on key stakeholders than community-
based philanthropic efforts. However, research has not placed
much attention on distinguishing CSR types (Jayachandran,
Kalaignanam, and Eilert 2013). Third, the metrics used to assess
CSR’s financial value have been observed to influence findings
(Margolis, Elfenbein, and Walsh 2009). Yet no study has taken a
comprehensive view of shareholder wealth.

Given these considerations, in this research we build on
stakeholder theory (Freeman 1984), the resource-based view
(RBV) of the firm (e.g., Barney 1991), dynamic capabilities
theory (e.g., Teece, Pisano, and Shuen 1997), and agency
theory (Jensen and Meckling 1976) to focus on three central
inquiries. First, we investigate the complementary role of
marketing capability—defined as the efficiency with which
firms convert marketing resources into sales (Narasimhan,
Dutta, and Rajiv 2006)—in leveraging CSR for shareholder
wealth. The dynamic capabilities perspective states that firms
need complementary capabilities to appropriate value from
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resources (Day 1994; Morgan, Slotegraaf, and Vorhies
2009). Given marketing’s pivotal role in firm relationships
with stakeholders (Kumar et al. 2011), marketing capability is
likely to be a key explanatory factor in governing shareholder
wealth from CSR. This is because investors are likely to
assess a firm’s ability to generate positive stakeholder-based
associations toward the firm by examining its marketing
capability. If the marketing capability is high, investors
would expect the firm to be successful in translating the value
of CSR to its stakeholders, resulting in higher magnitude of
cash flows, accelerated cash flows, and/or less volatile cash
flows for the firm. Second, we consider six CSR types:
environment (e.g., recycling), products (e.g., ensuring
quality), diversity (e.g., employing the disabled), corporate
govemnance (e.g., enhancing transparency), employees (e.g.,
providing retirement benefits), and community (e.g., giving to
charity). Given that these CSR types are expected to differ with
respect to agency costs and verifiable stakeholder benefits, we
assess whether marketing capability differentially complements
them. Third, we focus on both stock returns and idiosyncratic
risk in our analysis because these form two important com-
ponents of shareholder wealth (Srinivasan and Hanssens 2009).

Our empirical assessment, based on secondary information
for a large sample of firms over ten years, confirms the com-
plementary role of marketing capability. Specifically, we find
that although unanticipated changes in overall CSR do not have
significant direct effects on stock returns and idiosyncratic risk,
these effects become significant in the presence of unanticipated
changes in marketing capability. Furthermore, when we focus
on CSR types, a mixed pattern of results emerges. An analysis
reveals that unanticipated changes in CSR types with verifiable
benefits to key stakeholders—environment, products, diversity,
corporate governance, and employees—enhance shareholder
wealth in the presence of unanticipated changes in marketing
capability; however, unanticipated changes in community-
based initiatives do not.

Together, we provide new insights by investigating the
joint effect of marketing capability and CSR on shareholder
wealth. To the best of our knowledge, ours is the first study to
consider firms’ marketing capability, overall CSR, six CSR
types, stock returns, and idiosyncratic risk in a common
framework. Furthermore, by centering on marketing capability,
we add to the limited body of research on marketing factors in
the context of CSR and financial value using objective data. In
particular, extant research has singularly focused on marketing
resources such as customer satisfaction (Luo and Bhattacharya
2006), customer awareness (Servaes and Tamayo 2013),
advertising (e.g., Hull and Rothenberg 2008), and research and
development (R&D; Luo and Bhattacharya 2009), overlooking
marketing capability (see Table 1). Because capabilities are
essential for leveraging resources, it becomes important to
investigate marketing capability.

In addition, considering marketing capability’s role in
the shareholder value of CSR types enables us to take a step
toward reconciling the CSR debate between neoclassical
economists and marketing scholars. Our results show that,
in line with the economists, when we take a narrow view of
CSR as community-based charity, CSR does not benefit
shareholders. However, in tune with marketing scholars,

28 / Journal of Marketing, January 2016

CSR types with verifiable benefits to stakeholders enhance
shareholder wealth in the presence of marketing capability.
Our study thus uncovers the net effect of competing the-
ories to deliver a unique perspective on CSR, which would
not be available with a singular focus on overall CSR.
Finally, by showcasing the value of marketing capability
in a hitherto uninvestigated context of CSR, we add to
the marketing—finance interface literature, providing addi-
tional evidence to marketers to increase their legitimacy in
the C-suite and maintain marketing’s status in their firms.
Our study is also aimed to motivate marketers to focus on
CSR, which they often leave to other functions (Peloza and
Shang 2011).

Conceptual Development

Corporate social responsibility has been a subject of exten-
sive investigation, and extant research has provided many
definitions of the term (Peloza and Shang 2011). We adopt
the definition of CSR taken by the majority of marketing
scholars, which states that CSR comprises discretionary firm
activities aimed toward enhancing societal well-being
(Korschun, Bhattacharya, and Swain 2014; Kotler and Lee
2005). This conceptualization draws from some of the
original work on CSR, which frames it as an organizational
commitment to maximizing stakeholder welfare (Carroll
1979). Operationally, scholars have interpreted CSR as pro-
social efforts across multiple domains such as environment,
products, diversity, corporate governance, employees, and
communities (Kashmiri and Mahajan 2014).!

Consistent with the many definitions of CSR, multiple
theories have been utilized to understand its relationship with
firn performance. Neoclassical economists have viewed
CSR from an agency theory lens (Jensen and Meckling
1976). Agency theory contends that managers as agents
enjoy certain informational advantages over their princi-
pals (i.e., shareholders), which they can use for their own
personal gains. This leads to goal conflict between managers
and shareholders that must be minimized through effective
contracts and monitoring (Bergen, Dutta, and Walker 1992).
Contract design and monitoring are costly for shareholders,
and their effectiveness is not guaranteed. This places
downward pressure on the level and certainty of future cash
flows—two determinants of shareholder wealth (Srinivasan
and Hanssens 2009). Given the largely discretionary nature of
CSR, neoclassical economists have argued that the potential
costs of agency hazards from CSR are likely to be high and
lead to lower shareholder wealth (Friedman 1970).

ICorporate social responsibility can include more types than those
outlined here. However, because of data availability constraints, we
are restricted to these six types in this study. For example, Kinder,
Lydenberg, and Domini Research and Analytics Inc. (KLD) also
provides ratings for Human Rights records of firms with operations
in politically unstable countries (e.g., Myanmar). Similarly, ratings
for firm efforts toward protecting labor rights (e.g., nonuse of child
labor) are available. Investors and customers would likely be
influenced by these CSR activities as well. However, these activities
are not relevant for most firms in our sample and have very sparse
data. As such, we do not consider them.

This content downloaded from
13.232.149.10 on Sat, 20 Feb 2021 09:31:36 UTC
All use subject to https://about.jstor.org/terms



Contrary to this view, the majority of marketing scholars
have followed stakeholder theory (Freeman 1984) and the
RBV (e.g., Barney 1991) to study CSR. According to these
theories, CSR is financially valuable for shareholders because
of its positive effect on consumers and other key stakeholders
(Luo and Bhattacharya 2006). Stakeholder theory under-
scores the notion that firms should balance the needs and
aspirations of all stakeholders, not just shareholders, to create
competitive advantage. The key tenet here is that by catering
to different stakeholders, firms improve their overall per-
formance, which translates into higher shareholder wealth.
Because CSR provides organizations with the means to
address stakeholder expectations of social responsibility
(Sen, Bhattacharya, and Korschun 2006), research has shown
that it generates favorable corporate images and associations
among stakeholders (Bhattacharya and Sen 2003). The
positioning advantages thus created allow for valuable
resources that are inimitable, nonsubstitutable, and hetero-
geneously distributed across firms (Sen, Bhattacharya, and
Korschun 2006). The RBV indicates that resources with these
properties are a source of competitive advantage (e.g., Hall
1992) and lead to higher stock returns and lower stock risk
(Srivastava, Shervani, and Fahey 1998). This suggests a
positive effect of CSR on shareholder wealth.

Combining the two opposing viewpoints, we can infer
that CSR’s relationship with shareholder wealth depends on
the net effect of the agency costs incurred in monitoring
managers’ social activities and the value of the stakeholder-
based resources generated from CSR. Moreover, it is likely
that the agency costs would vary across CSR types, which
in turn would affect stakeholders differently (Campbell
2007). We posit that comparing CSR types that have ver-
ifiable benefits to key firm stakeholders (i.e., environment-,
product-, diversity-, corporate governance—, and employee-
based efforts) with community-based efforts, whose tangible
effect on stakeholders may be difficult to ascertain (Wang,
Choi, and Li 2008), can be one framework through which to
study CSR’s shareholder implications. Indeed, we can expect
CSR activities that are more verifiably directed toward firm
stakeholders to influence these stakeholders to a greater
degree and to have lower agency costs (Barnett 2007;
Hillman and Keim 2001). Next, we argue the effects of CSR
and its types on shareholder wealth.

CSR and Shareholder Wealth

As discussed previously, agency theory suggests that CSR
involves high costs for shareholders. Viewed through this lens,
managers are perceived as inefficient and incapable of en-
abling social change (Friedman 1970), and CSR is argued to
be a diversion of scarce firm resources by managers as agents
toward unproductive activities. Furthermore, because CSR’s
outcomes can be potentially difficult for shareholders to verify
and evaluate, CSR has been suggested to be prone to misuse by
managers because of heightened information asymmetries
between them and their principals (i.e., shareholders; Barnett
2007). This affords managers opportunities to engage in
philanthropic and charitable activities that may elevate their
own personal status in communities rather than add to the

firm’s financial bottom line (Aupperle, Carroll, and Hatfield
1985; McWilliams and Siegel 1997). In addition, investments
in CSR may also indicate that managers have slack resources
at their disposal but are not able to find an economically
productive use for them. This can also lower investor
assessments of firms (Wang, Choi, and Li 2008). Together,
the agency arguments indicate a negative effect of CSR on
prospective cash flows and firm variability, implying lower
shareholder wealth.

However, viewed through stakeholder theory and RBV
lenses, CSR is perceived to financially benefit shareholders
through its positive impact on firm stakeholders (i.e., consumers,
employees, channel partners, and regulators). In line with
this notion, studies have shown that consumers identify
more readily with firms with a good record of social
responsibility (Bhattacharya and Sen 2003; Brown and Dacin
1997). Evidence has also indicated that consumers positively
evaluate offerings of firms that are engaged in CSR (Berens,
Van Riel, and Van Bruggen 2005; Gurhan-Canli and Batra
2004) and derive greater satisfaction from them (Luo and
Bhattacharya 2006).

Similarly, research has shown that an employer’s rep-
utation of social fairness improves frontline employee
behavior (Korschun, Bhattacharya, and Swain 2014), which
has positive consequences for customer service (e.g., Bitner
1990) and positions the firm for faster recovery from neg-
ative events (Modi, Wiles, and Mishra 2015). In addition,
CSR also potentially increases trust among channel members
(Carter 2000), enabling firms to work together with their
partners toward long-term performance (Ganesan 1994).
Indeed, trust serves as an effective governance mechanism
that can lower opportunistic behaviors in the value chain and
reduce firms’ performance variability (Carter 2000). Finally,
it is expected that “moral capital” generated by CSR invites
lower regulatory penalties following egregious actions by
firms and can ensure future cash flows for firms (Wiles et al.
2010). Together, these arguments indicate that CSR can
elevate prospective cash flows level and reduce cash flow
volatility, implying higher shareholder wealth.

In summary, theory has suggested both positive and
negative effects of CSR on shareholder wealth. Furthermore,
because extant empirical research has also indicated weak
financial value of CSR (Margolis, Elfenbein, and Walsh 2009),
we approach this relationship as an empirical question.

CSR Types and Shareholder Wealth

Given the agency costs associated with CSR, the stake-
holder benefits afforded by different CSR types provide a
key to their potential effects on shareholder wealth. We
focus on six CSR types in this research: environment
(strengths in pollution prevention, recycling, clean energy
practices, etc.), products (strengths in quality, R&D inno-
vation, provision of products to the economically dis-
advantaged, etc.), diversity (strengths in top management
diversity, work/life benefits, provision of contracts to women-
and minority-owned businesses, employment of the disabled,
gay and lesbian—inclusive policies, etc.), corporate gover-
nance (strengths in compensation to top management and
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board members, transparent reporting, disclosure of political
involvement, policy development, etc.), employees (strengths
in union relationships, profit sharing, employee involvement,
retirement benefits, health and safety records, etc.), and com-
munity (strengths in charitable giving, support for housing and
education, volunteer programs, etc.).

In particular, environment-based CSR has the capacity to
positively affect consumers, channel partners, and regulators.
There is increasing evidence that these three stakeholder
groups are placing pressure on firms to reduce their envi-
ronmental footprints through pollution prevention, recycling,
and adoption of clean energy (Kotler 2011). In support of
this notion, research has shown “green” attributes to elicit
positive consumer brand attitudes (Olsen, Slotegraaf, and
Chandukala 2014). Similarly, environment-based efforts
have been suggested to lead to positive associations for
firms among channel partners (e.g., Schoenherr et al. 2015).
Moreover, regulators set many well-defined standards for
measuring environmental performance, which are then
available to stakeholders to verify the legitimacy of firms’
pro-environmental claims (Berrone and Gomez-Mejia 2009).
Environment-based CSR is thus likely to improve firm
positioning with consumers, channel partners, and regulators
and to lead to shareholder gains.

Similar to environment-based CSR, firms can cater to
consumers by focusing on high-quality innovative products
with “social” benefits. It has been suggested that consumers
account for societal needs, in addition to their own, when
determining their relationship with firms (Handelman and
Amold 1999). By catering to the economically disadvantaged,
“social” products offer firms better positioning with consumers
(Du, Bhattacharya, and Sen 2007). Furthermore, diagnosticity
of products-based CSR is expected to be high, which can
increase consumer confidence in product-based claims, ele-
vating firm value (Jayachandran, Kalaignanam, and Eilert
2013).

Firms may also indicate social responsibility by in-
creasing diversity in their ranks and by improving corporate
governance. Greater diversity in top management, board
members, and employees, along with better corporate gov-
ernance reflected in limited compensation to the C-suite and
transparency in corporate affairs, are hot-button issues that
invite high levels of employee and regulatory scrutiny
(Johnson, Porter, and Shackell-Dowell 1997; Perry and
Zenner 2001). Moreover, diversity and corporate governance
efforts are verifiable because many firms report these on their
corporate websites and in annual reports. Therefore, we also
expect these two CSR types to increase firm shareholder
value (Godfrey 2005).

In addition, employee-based CSR, reflected in firm
support to unions and recognition of employee needs, seems
to be financially valuable when viewed through the lens of
stakeholder theory (Hillman and Keim 2001). For example,
by signaling to employees that a firm intends to look after
their welfare through better wages and retirement benefits,
CSR can help attract talented workers and keep existing
workers satisfied (e.g., Turban and Greening 1997). Talented
and satisfied employees allow for better productivity
and help deliver superior customer service (Korschun,

30 / Journal of Marketing, January 2016

Bhattacharya, and Swain 2014), elevating firm financial
value (Edmans 2011).

Finally, firms can exhibit social responsibility through
community-based philanthropy, charitable giving, and sup-
port to volunteer programs. These initiatives can create a
favorable image in the broader community to allow for
better firm performance (File and Prince 1998). Firms can
also benefit from tax breaks that often accompany community-
based initiatives to elevate future cash flows (Wang, Choi,
and Li 2008). Furthermore, some investors have been ob-
served to invest in firms that have strong philanthropic
records (Barnett and Salomon 2006). These observations
suggest that shareholders can benefit from community-based
CSR as well.

In summary, all CSR types are expected to create
favorable associations among firm stakeholders (Sen,
Bhattacharya, and Korschun 2006), which can enable val-
uable stakeholder-based resources to have a positive effect
on shareholder wealth (Luo and Bhattacharya 2006, 2009).
However, the overall financial effects of different CSR types
are also contingent on the level of agency costs associated
with them. Although we expect all CSR types to entail some
agency-related costs, it is likely that community-based CSR
may be relatively more prone to agency hazards for two
reasons. First, although other CSR types seem to be directed
toward specific stakeholder groups, community-based CSR
in general is less focused. Second, we also expect diag-
nosticity of stakeholder benefits from community-based
efforts to be lower because the benefits from philan-
thropy and charity remain relatively less verifiable (Wang,
Choi, and Li 2008). This renders community-based CSR at a
higher risk of misuse by managers. Indeed, philanthropy has
been the focus of much criticism from neoclassical econ-
omists, who tend to take a narrow view of CSR (Friedman
1970). We expect all CSR types to have a positive effect on
shareholder wealth but expect community-based CSR to
have a weak effect.

Complementary Role of Marketing Capability

In determining the role of marketing capability in the
CSR-shareholder wealth relationship, the RBV again pro-
vides useful insights. Whereas the original RBV stressed the
value of resource possession, recent extensions of the theory
in the form of dynamic capabilities theory highlight the
role of firm capabilities in unlocking the value residing
in resources (e.g., Morgan, Slotegraaf, and Vorhies 2009).
Building on this notion, scholars have emphasized the
complementary potential of marketing capability in firm
performance (Moorman and Slotegraaf 1999). Indeed, given
the important role of marketing in an organization, many
marketing activities and processes have the potential to serve
as key competencies for firms (Day 1994).

In support of the multifaceted role of marketing in firms,
scholars have offered numerous conceptualizations of mar-
keting capability. Some have focused on outlining specific
aspects of marketing capability, including (but not limited to)
communications, marketing information management, and
marketing strategy implementation (e.g., Morgan, Slotegraaf,
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and Vorhies 2009). Others have taken a broader view,
conceptualizing marketing capability as an overarching firm
ability to more efficiently convert available marketing re-
sources into outputs, relative to the competition (Bahadir,
Bharadwaj, and Srivastava 2008; Dutta, Narasimhan, and
Rajiv 1999; Narasimhan, Dutta, and Rajiv 2006; Wiles,
Morgan, and Rego 2012; Xiong and Bharadwaj 2013). When
working with objective information available from secondary
sources, researchers often take the latter broader view of
marketing capability because it enables them to overcome
data availability constraints in measuring the construct at a
more granular level. In this research, we follow the broader
conceptualization of marketing capability to suggest its
complementary role in the CSR—shareholder wealth link.

First, marketing capability embodies firms’ ability to
better manage communications because this translates into
effective utilization of marketing resources in generating
valuable outputs (Wiles, Morgan, and Rego 2012). Superior
communication can enable firms to generate greater aware-
ness about their CSR efforts among consumers and other
stakeholders (McWilliams and Siegel 2000). Research has
argued that stakeholders often remain unaware of CSR ini-
tiatives, which restricts CSR’s potential to create stakeholder-
based resources (Servaes and Tamayo 2013). Marketing
capability would therefore likely enhance the stakeholder-
based benefits of CSR to improve shareholder wealth.

Second, marketing capability also reflects an organization’s
ability to better manage market information because it pre-
supposes the efficient conversion of key marketing resources
into outputs (Menon and Varadarajan 1992). Indeed, the
marketing function plays a critical role in enabling firms to
sense and respond to markets and align organizational
resources with stakeholder expectations (Bahadir, Bharadwaj,
and Srivastava 2008; Day 1994). Superior market sensing can
provide firms with marketing intelligence on stakeholders and
competition (Morgan, Slotegraaf, and Vorhies 2009), which
can help in the design of CSR activities that are in line with the
needs and aspirations of consumers and other stakeholders.
This would enhance the ability of stakeholder-based advan-
tages stemming from CSR to elevate stock returns. Fur-
thermore, high marketing capability can enable firms to more
effectively respond to potential competitive countermoves to
their CSR efforts and reduce the volatility of prospective cash
flows, lowering their stock market risk. This would serve as
another mechanism through which marketing capability would
complement CSR in elevating stock returns and reducing
idiosyncratic risk.

Finally, marketing capability also represents better mar-
keting strategy implementation by firms than competition
(Noble and Mokwa 1999). This would translate into more
effective implementation of CSR activities by firms with
superior marketing capability. As such, we would expect
marketing capability to lower the resource-related costs
associated with CSR and positively inform the returns from
socially responsible investments. This again implies a
complementary role of marketing capability in the CSR~-
shareholder wealth relationship.

In summary, we expect marketing capability to pos-
itively inform the CSR-shareholder wealth relationship.

Indeed, investors are likely to reward the CSR efforts
of firms that possess a greater ability to influence stake-
holders. If a firm’s marketing capability is high, investors
would expect it to be more successful in leveraging the
stakeholder-based value of CSR toward a higher magnitude
of cash flows, accelerated cash flows, and/or less volatile
cash flows for the firm. This would translate to gains in firm
shareholder wealth (Shankar 2012).

With respect to its role in specific CSR types, the effect of
marketing capability should again be positive. However, we
argued previously that community-based CSR would likely
have a weak positive effect on shareholder wealth owing to
higher agency costs. Ceteris paribus, this would indicate that
marketing capability’s joint effect with community-based
CSR on shareholder wealth would be weak as well.

Data and Variable Operationalization

Empirical examination of the relationships between CSR,
marketing capability, and shareholder wealth requires us to
collect data from multiple secondary sources. An advantage
of relying on multiple sources is that it helps in avoiding
issues related to common method bias (Dotzel, Shankar, and
Berry 2013). We first accessed the database provided by
Kinder, Lydenberg, and Domini Research and Analytics
Inc. (KLD) to obtain information on firm CSR activities
(e.g., Jayachandran, Kalaignanam, and Eilert 2013; Servaes
and Tamayo 2013). This CSR database has been widely
used in prior research, given its long history of tracking
and rating firms on their social responsibility (e.g.,
Jayachandran, Kalaignanam, and Eilert 2013; Servaes and
Tamayo 2013). Second, we extracted information from the
University of Chicago’s Center for Research in Security
Prices (CRSP) and Compustat databases to develop stock
returns and idiosyncratic risk metrics and calculate other
variables of interest. Overall, our criteria led to a sample of
1,725 firms for the years 2000-2009. Because information
was not available for all firms across the databases for all
years, we have an unbalanced panel of 8,017 observations.

Dependent Variables

Stock returns (StkRet;,). We use stock response modeling
to assess unanticipated stock returns (e.g., Srinivasan and
Hanssens 2009). Specifically, stock response modeling
builds on the following four-factor model used in the finance
literature (Carhart 1997):

(1) SRim = Oim + Bigm_reRM_RFq, + By HMLyy
+ Bisme SMBnm + Biump UMDy, + €,

where

SR = Stock return in excess of the U.S. Treasury bill risk-
free rate for firm i in month m;

RM_RF,, =Value-weighted return on all stocks listed in the
New York Stock Exchange, NYSE MKT (formerly
the American Stock Exchange), and NASDAQ
minus the U.S. Treasury bill rate for month m, thus
representing the excess market returns;

HML,, = Book-to-market-based risk premium factor (i.e., the
return on the value-weighted portfolio of high book-
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to-market stocks minus the returns on a value-
weighted portfolio of low book-to-market stocks
in month m);

SMB,,, =Size-based risk premium factor (i.e., the return on
the value-weighted portfolio of small stocks minus
the return on big stocks in month m);

UMD,,, =Returns momentum factor (i.e., the average returns
on the two prior high-returns portfolios minus the
average returns on the two prior low-returns port-
folios in month m); and

€m =Residual for firm i in month m.

Using monthly data, this model helps establish the expected
stock returns (ESR;,) of firm i in month m. As recom-
mended by Carhart (1997), we estimate this model for each
firm for every year with information from the CRSP
database. Following previous research (e.g., Bharadwaj,
Tuli, and Bonfrer 2011; Luo and Bhattacharya 2009), we
use the compounded monthly unanticipated returns for
the year in our stock response model. We calculate these
as StkRet;; =log]'[r'n2=|(l+rim), where r;, represents the
monthly unanticipated returns (SR — ESR);,,, and StkRet;,
represents the annualized unanticipated returns (SR — ESR);,
of firm i in year t.

Idiosyncratic risk (IDRisk;). In line with standard prac-
tice in the marketing literature, we use the standard deviation
of the residual (g;,) estimated for each firm i in year t as a
measure of its idiosyncratic risk (e.g., Luo and Bhattacharya
2009). We calculate this measure as

2

12

. 1 —2

) IDRisk;, = |— Z (Eim — €im)
12 m=I1

Independent Variables

Relative marketing capability (RelMktgCapb,,). We
determine the marketing capability measure on the basis
of the input-output stochastic frontier analysis (SFA) of
annual data utilized in the marketing literature (e.g.,
Dutta, Narasimhan, and Rajiv 1999; Xiong and Bharadwaj
2013). This approach estimates a firm’s marketing capa-
bility by measuring how close its realized sales are to the
sales frontier given a certain level of input resources, and it
has been used in research investigating marketing capa-
bility in the context of firm financial value (e.g., Bahadir,
Bharadwaj, and Srivastava 2008). We follow Narasimhan,
Dutta, and Rajiv (2006) and Xiong and Bharadwaj (2013)
by including input resources such as selling, general, and
administrative expenses; accounts receivable; and techno-
logical know-how reflected in patent stock. Furthermore, we
utilize the Koyck lag function on firm patent count to estimate
patent stock.2 Specifically, we estimate the following:

3 Sales;, = f(X;,Q)efte™ M,

where X;, represents the aforementioned resource inputs
for firm i in year t, €, captures random shocks beyond the

2Note that because a Koyck lag function is utilized to measure
patent stock, the SFA model is not strictly a current-period model.

32 / Journal of Marketing, January 2016

firm’s control (e.g., luck), and m; represents the firm’s
inefficiency in converting the resource inputs into sales (for
more details, see Web Appendix W.1). We derive the
maximum likelihood estimates of the inefficiency term
(ni) and use its inverse to capture firm marketing capa-
bility (MktgCapb;,). We then normalize this measure
using the average efficiency of firms in an industry to
measure the relative marketing capability of firm i in
industry j in year t as3

Nj
@)  RelMkigCapby = MktgCapby — le MktgCapb;.
ji=1

CSR (CSR;). We form an index for CSR using the
KLD ratings (e.g., Servaes and Tamayo 2013). Kinder,
Lydenberg, and Domini Research and Analytics Inc.
compiles annual ratings for CSR and is recognized as a
leading authority in social research, providing information
on multiple dimensions of CSR for institutional investors.
In 1990, KLD created the first socially screened, value-
weighted index of 400 common stocks (i.e., the Domini
400 SocialSM Index [DS 400 Index]). Over the years, KLD
broadened the scope and increased the number of firms
tracked for CSR to include firms in the Russell 3000 Index.
As such, it provides one of the most comprehensive
databases for CSR ratings (Hull and Rothenberg 2008;
Jayachandran, Kalaignanam, and Eilert 2013). It includes
ratings on six main criteria that reflect a firm’s overall
CSR activities. These ratings are widely used in academic
research, and portfolio managers and institutional investors
incorporate them when assessing firm social initiatives for
their investment decisions (McWilliams and Siegel 2000).
The CSR measure used in our analysis is calculated as
the aggregate mean score on six types of CSR strengths.
Within each category, KLD provides a [0, 1] rating on
multiple criteria. We first calculate an average score for each
category for a firm and then develop an aggregate index of
the averages across the six categories as an indicator of the
firm’s overall CSR. Our approach is in line with existing
research that uses the KLD database (e.g., Hull and
Rothenberg 2008; Servaes and Tamayo 2013). In addition to
the overall indicator of CSR, we utilize the average score for
each category to measure CSR types.

Control Variables

We account for multiple firm-level and industry-specific
variables in our analysis. For stock returns (Equation 5a),
we include levels in variables using annual data. Because
idiosyncratic risk is likely to be affected by variations, we

3We performed a Chow (1960) test of slope homogeneity across
the industries in our SFA and observe that a few industries had
differential slope coefficients. We conducted a robustness check by
introducing interaction variables for industries with differential
slopes with the relevant variables in our SFA and then use the
marketing capability measure derived from this estimation as the
predictor in Equations 5a-5d. We observe consistent results, which
gives us confidence that our assumption of slope homogeneity
across industries in the SFA does not bias our findings.
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include volatility in controls as annual standard deviations
based on quarterly data (Equation 5b).4 In particular, we
account for the following:

® [everage (Leverage,) and leverage volatility (LeverageVolt,):
Financial leverage may negatively affect stock returns
(see, e.g., Jayachandran, Kalaignanam, and Eilert 2013).
Similarly, leverage volatility may increase idiosyncratic
risk.

® Earnings (Earnings;) and earnings volatility (EarningsVolt,):
Research has found earnings surprises to negatively influence
current-period stock performance (Kothari, Lewellen, and
Warner 2006). In line with this finding, we expect earnings and
eamings volatility to negatively affect current-period share-
holder wealth.

® Cost of goods sold (COGS,,) and volatility of cost of goods
sold (COGSVolt;,): Cost of goods sold and its volatility
indicate higher cost structure, which implies reduced
shareholder wealth (Srivastava, Shervani, and Fahey
1998). We normalize cost of goods sold by using firms’
total assets.

® Cash flow (CshFl;): Stock prices are the discounted sum
of investors’ future cash flow expectations (Srivastava,
Shervani, and Fahey 1998), which are likely to be a function
of current cash flow (Krasnikov, Mishra, and Orozco 2009).
We normalize cash by using total assets.

® Profit (Profit;) and profit volatility (ProfitVolt,): Profitable
firms are likely to generate higher stock returns, and volatility
in profits can increase risk (Srinivasan and Hanssens 2009).
Furthermore, we expect profitable firms to have excess
resources to divert toward CSR (Equation Sc; see also Luo
and Bhattacharya 2009).5

® Fortune magazine Most Admired Company (MAC;): The
most admired companies are expected to display higher
levels of CSR (Luo and Bhattacharya 2009). We therefore
include a dummy variable set to 1 for firms that were on the
list of Fortune magazine’s Most Admired Companies in
estimating CSR (Equation 5c).

® Market share (MSr;): Firms with larger market share are
likely to experience economies of scale, which would
influence how readily they are able to convert resources into
sales compared with the competition (Srivastava, Shervani,
and Fahey 1998). As such, we include market share in
estimating marketing capability (Equation 5d).

® Industry (1) and time (T,) fixed effects: We include
industry and time indicator variables for unobserved
time-invariant industry effects (with industry defined at
the two-digit Standard Industry Classification [SIC]
level®) and time fixed effects. Table 2 provides a list of
variables used in this study. We present the descriptives in
Table 3 and provide information on the six CSR types in
Table 4.

4We continue to use levels for our focal predictors of idiosyncratic
risk in Equation 5b because quarterly data for these are not available.

5Because we are missing cash flow data for a large proportion of
our sample of firms at the quarterly level, we are not able to control
for cash flow volatility. We also include both profits and earnings,
along with their volatilities, as controls because these represent top-
line and bottom-line components of firm performance, respectively,
which can influence stock price (Srinivasan and Hanssens 2009).
Moreover, our focal findings remain robust to the exclusion of profit
and profit volatility as controls in the estimation.

6We assign conglomerates to SIC code 99, following the Oc-
cupational Safety & Health Administration (https://www.osha.gov/
pls/imis/sic_manual.html) and Compustat’s classification.

Model

Model Formulation

Our conceptual framework calls for a system of equations
with stock returns, idiosyncratic risk, CSR, and marketing
capability being predicted together (e.g., Morgan and
Rego 2009). In addition, it is critical to note that we
integrate information from multiple data sources for our
analysis. Whereas the CRSP and Compustat databases
provide an almost complete sampling frame for public
firms in the United States, the use of the KLD database
restricts our sample. Such restrictions can lead to selec-
tion bias that we must account for in estimating the
relationships of interest. We therefore rely on the two-
stage Heckman (1979) procedure to account for potential
selection bias in our sample. The Heckman procedure
estimates a probit model in the first stage utilizing a
large sample of firms that does not suffer from selection
issues. We use the resulting parameters to calculate the
inverse Mills ratio (MillsLambda), which we include as
an additional regressor in the second stage (Equations
5a-5d). The inclusion of the inverse Mills ratio accounts
for potential selection bias in the restricted sample. In our
analysis, a complete sample would comprise all firms in
the same four-digit SIC industries (selection = 0) as the
1,725 firms represented in the selected sample (selection =
1). Web Appendix W.2 presents details of the first-stage
estimation. Specifically, we model the following system
of equations”:

(5a) StkRet; = oy + o UACSR;; + a; UARelMktgCapb,
+ 03 (UACSR;; x UARelMktgCapby,)
+ asUALeverage;, + os UAProfit;
+ agUAEamings; + o.;UACOGS;;
+ ogUACshFl;, + agMillsLambda;,

i T
StkRet Z StkRet | ...
+ ZInd=lelnd + 2ui=1 8 + &,

(5b) UAIDRisk; =y, + ¥, UACSR; + y,UARelMktgCapb;
+ v;(UACSR;, x UARelMktgCapb;)
+ v4UALeverageVolt;, + ysUAProfitVolt;
+ Y¢UAEamingsVolt; + y;,UACOGSVolt;,

: Z J IDRisk
+ ygMillsLambda; + 2 161:g "
T oiDRisk
+ Z|=19| ™+ e,

(5¢) UACSR;, = 80 + 8] UAProfit;, + 82UAPl‘OﬁtVO|t],
+ 3;3MAC;, + 84UARelMktgCapb;,

J
+ 8sMillsLambday + Y, 6CR

T
CSR .
+ thlel +&,, and

7We checked the order and rank conditions and observe the model
to be identified.
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TABLE 2
Variables, Measures, and Data Sources

Variable Notation Operational Measure Data Source
Stock returns StkRet Firm excess returns after market- CRSP
wide factors based on Carhart (1997)
are accounted for
Idiosyncratic risk IDRisk Standard deviation of the residuals of CRSP
the Carhart (1997) four-factor model
for firms
Relative marketing RelMktgCapb Marketing capability for firms Compustat/ National Bureau of
capability calculated using SFA Economic Research/U.S. Patent
and Trademark Office
Corporate social CSR Aggregate score on six dimensions KLD database
responsibility of CSR strengths (environment,

product, diversity, corporate
governance, employee relations, and
community) for firms

Leverage and leverage Leverage and LeverageVolt Ratio of long-term debt of frms to ~ Compustat
volatility book value of equity
Earnings and earnings  Earnings and EarningsVolt Net income before extraordinary Compustat
volatility items (in $ millions) for firms
Cost of goods sold and COGS and COGSVolt Cost of goods sold, normalized by =~ Compustat
cost of goods sold total assets of firms
volatility
Cash flow CshFl Cash flow from operations (in $ Compustat
million), normalized by total assets
for firms
Profit and profit volatility Profit and ProfitVolt Gross profit calculated as the Compustat

difference between sales and cost of
goods sold of firms

Most admired company MAC

Dummy variable set to 1 for firms

Fortune magazine

listed in the Fortune Most Admired
Company ranking; O otherwise

Market share MSr
sales

Calculated as firm sales/industry

Compustat

Notes: Volatility is calculated as the standard deviation of quarterly values of the respective measure in a given year.

(5d)
UARelMktgCapb;, = £, + £, UACSR;, + {,UAMSr;

J
+ {MillsLambday, + 3, ,_ ReIMKECapp
T
RelMktgCapb
+Zt=lel e + Wi,

where @, v, 9, and { represent the parameter estimates; €;,
€ &iv and ;, represent the error components; and 0,4 and 0,
represent dummy variables to account for industry and time
fixed effects. As noted previously, in addition to our focal
predictors, we expect leverage, earnings, cost of goods sold,
cash flow, and profit to affect stock returns, so we include them
in Equation 5a. Similarly, we anticipate volatility in leverage,
earnings, cost of goods sold, and profit to affect idiosyncratic
risk and thus specify them as controls in Equation 5b. Fur-
thermore, because firms’ profitability can affect CSR and
because the most admired companies are known to have high
CSR (Luo and Bhattacharya 2006), we include these as

34 / Journal of Marketing, January 2016

predictors in Equation Sc. We also include marketing capa-
bility in Equation Sc. In addition, Equation 5d models market
share as a predictor for firm marketing capability. Finally, we
account for potential reciprocal effects of marketing capa-
bility and CSR by including them in Equations 5c and 5d,
respectively.

Because stock markets react only to unexpected informa-
tion, in line with recent literature (Srinivasan and Hanssens
2009), we utilize unanticipated changes in CSR, marketing
capability, and control variables in Equations 5a-5d. We rely
on a first-order autoregressive model with robust standard
errors (Equation 6) and use the residuals as our measures of
unanticipated changes (e.g., Bharadwaj, Tuli, and Bonfrer
2011):

(6) Yit = Yo + 01Yi-1) + €t

Furthermore, we mean-center the CSR and relative
marketing capability measures in creating the interaction term
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TABLE 4

CSR Types: Descriptive Statistics

CSR Type

Definition

Mean

Median

SD

UAEnvironment

UAProduct

UADiversity

UACorpGov

Organizational efforts toward managing the firm’s
environmental impact through pollution
prevention, recycling, clean energy, etc.

Organizational efforts toward maintaining quality,
R&D innovation, providing products to the
economically disadvantaged, etc.

Organizational efforts toward improving diversity
of top management (chief executive officer and
the board of directors), work/life benefits, women
and minority contracting, employment of the
disabled, gay and lesbian—inclusive policies, etc.

Organizational efforts toward limiting

-.00005

.00008

-.00008

—-.00004

—-.00371

-.00203

-.00866

-.01097

.04126

.03015

.04929

.06312

compensation to top management and board
members, transparent reporting, disclosure of
political involvement, leadership in policy

development, etc.
UAEmployee

Organizational efforts toward improving union -.00014 -.00786 .05412

relationships, profit sharing, generating employee
involvement, providing retirement benefits,
improving health and safety records, etc.

UACommunity

Organizational efforts toward charitable giving, —-.00006 -.00167 .02970

support for housing and education, volunteer

programs, etc.

because the correlation between marketing capability and
interaction term without mean centering is high (.5561). The
variance inflation factors following this procedure are all less
than 10, indicating that multicollinearity may not affect our
results. Finally, in keeping with the risk-return modeling
tradition in the finance literature, and following previous
research and guidelines in marketing (e.g., Shankar 2012;
Sorescu and Spanjol 2008), we specify stock returns and
idiosyncratic risk as separate equations.8

Model Estimation

An analysis of cross-correlations of error terms indicates that
the errors across the stock returns and unanticipated idio-
syncratic risk equations are significantly correlated with one
another (-.90, p <.01). Therefore, we analyze our system of
equations using the seemingly unrelated regression (SUR)
estimation (Zellner 1962). Our use of the SUR estimation
procedure allows for a statistically flexible, robust, yet easily
interpretable methodological framework, which is recom-
mended for analyses that are focused on firm financial per-
formance (e.g., Dotzel, Shankar, and Berry 2013).
Furthermore, to mitigate concerns regarding endoge-
neity that may result from reverse causality, we rely on the
residuals approach recommended by Roberts and Dowling
(2002). In line with Luo and Bhattacharya (2009, 2006), we
regress the unanticipated measures of CSR, marketing capa-
bility, and their interaction on stock returns and unanticipated

8We thank the area editor for providing us with useful guidance
toward our model formulation.

36 / Journal of Marketing, January 2016

idiosyncratic risk and use the residuals as predictors in our
estimations. These residuals represent the variance in the
measures of CSR, marketing capability, and their interaction
that remains unexplained by stock returns and unanticipated
idiosyncratic risk.

We checked the correlations in error terms of the two focal
dependent variable equations (stock returns [Equation Sa] and
idiosyncratic risk [Equation 5b]) and the two main predictor
variable equations (CSR [Equation 5c] and marketing capability
[Equation 5d]), and we find these to be nonsignificant. This
provides confidence that endogeneity does not affect our
findings.? Finally, we conduct robustness checks utilizing
different estimation and modeling approaches, evaluate
models with systematic risk as an additional shareholder
wealth metric, and consider whether other organizational
capabilities also play a complementary role in the CSR-
shareholder wealth relationship. We provide details of these
additional analyses in the “Robustness Checks” subsection.

Results

Main Results

We analyze two models to assess the predictive contribution
of our focal variables. First, we estimate the system of
equations with the main effects and controls and refer to this

9Correlations of residuals for Equation 5a with Equations Sc
(-.0035, p>.1) and 5d (—.0001, p > .1) are not significant. Similarly,
correlations of residuals for Equation 5b with Equations Sc (.0039,
p > .1) and 5d (-.0004, p > .1) are also not significant.

This content downloaded from
13.232.149.10 on Sat, 20 Feb 2021 09:31:36 UTC
All use subject to https://about.jstor.org/terms



‘AiAe1q 104 B|qe)} 8y} ul passaiddns pue suonenba (e ul papnjoul a1e s}oaye paxiy awi pue Aisnpul "210'8 = N :S8ION

40> d..,

omo. V Q”

1 >d,

FARS Sie P

wx€6°LLL'L »x81°002 el 1028} e LO1GS L wax€6°LLL°) +x81°00C xlV LLLL «x92°225'} 2X

Si8l 1424 0G81° 14°18 Si81’ vyeo’ oi8t’ 96S1° 24

xxx920000"— 1CS610'—  «xxC990LY «»x8G29EV — «xx920000'— 1CS610'—  «x:G88V6Y «008LVV - Epquel SiIN

««.«mvoooo.l «.««.m*oooo.l hmEQD

»x06V220° »:06V2LL0° OVIN

100000 G00000— 100000 900000~ HOoAMOIdVN

+xxL9091E xx:0626 1€ HOASDOOVN

»710000™— +xx910000~ yoasBuiuezvn

«xx€,2000’ «xx£22000 lopebeianatvn

600000~ 100000~ «¢00000— 100000 Hoidvn

=8 IPEVO’ xx0£0G10’ 14Usovn

L12E00— 960€00"— SHOOVN

«x } 10000 — o 10000— WOC_C;_NMQD

900000~ 900000~ abelsanavn

»xGYSY'EEC— «9GLL0°1L qdeQBpiNIRHVN X HSOVN

89/61SY «~EVG6'0EL—  «.8E818'86 89/61SY »VECL OV L~ ==L 1ES IO} qdedbpiniedvN

100000 £€68200— 6ev 100’ 100000° 86200 £1€000°~ HSovNn

«0€0000° 000000° PR 421744 b «xx9G9G2/’ «0€0000 000000° +xx022988"~ »xxC8LEVL dadsayy|
qdegbpiniayvn HSIvVNn ysiHaivn 1PWiIS qdedbpinILHYN HSOVN jysiHaivn 1PuMIs

1oPOW [In4 [oPOW S10943 ure

sjnsay uonewns3y HNS
S 37189vl

Corporate Social Responsibility and Shareholder Wealth / 37

This content downloaded from
13.232.149.10 on Sat, 20 Feb 2021 09:31:36 UTC

All use subject to https://about.jstor.org/terms



"A)IA81q 10} B1gE) DY) Ul UMOYS Jou pue suonenbs |le ul pepnjour ae
S109J8 paxI} Wi} pue ‘Aisnpul ‘SajgereA [013U09 ||y ‘PG PUB OG SUOIENbI 104 S}NSa1 MOYS Jou Sa0p ajqel 8y "HNS Buisn pg—eg suonenb3 Jo walsAs sy} Yim Sjepow |8 a1ewnss op 2 108 = N :SSI0N

: —.O. > Q«ca
.mo. > Q«c
LIE ¥p AT P yAY P
G6 LLL ) vy ves‘l X GG 182 L ~E6°0EG'L 2K wxl 908 L s PE62G L X
o181 8661 -4 818l €09} 2 L18L 2091 2
qdedbpiniedvN qdeoBpieHvN qdeobpiedvN
8v..€'GE- 21502 1S X AUNWWOQVN  ,.8VY1'2282—  ...89L/G°€8 x @gholdwavn  ,,.9505°292-  ..66€6E£26 x nondiogvn
«xE8L8° 01— LGV LOL qdedbpiniedvn «968'8E |- xSV LI LOL qQdeOBPINIBHVN  «x8682°6EF— 44 k2SS 1O} qdeobpiniedvn
€165£0—~ 590120° Aunwwoovn  222200- 189100~ eakodwavn 692500 8¥8£00° Aondiogvn
AsiHAIVN |ENIS AsiHaivn EIT) 1S AsiHAIvVN 1|/UMS
uojsuawig Ajunwwo) uoisuawiq 9a3kojdwg uolsuawiqg adueUIAAOY) 3jeiodio)
JAR> P 1€ ¥p AT ¥p
wx[8'908°L €V 9ES | 2K wnaGLEELLL «B0°€2S" | X «B296L L xGO'GES' | X
6e81’ 809} -H LIS 166G} 2 oest 809} H
qdeQbpiNIBHVN qdepbpiNIBHVN qdeQbpiNBHVN
wxGOLE'GGP— wxCLOL'ELE x Aisien@vn 8/£1°991- G/29€'Sh XNPOIAVN  .xGYB9'G0G—  ...8808 LI X JUSWUOIIAUZVN
w99 LEL-  ..9695V°'66 qdeoBpINIeHVN .S LOE O L— wxbV2L L0 qdeDbBBNIBHVN  ...3SeP SEL— «xG1G2001 qdeobpiniedvn
6£.920° 192900~ Ayusian@vn  820010°— 909100’ onpoidvN  £G6EZ0°~ 164100 JuswiuoNAUTVN
AsIHAIVN E1T) 1S AsiHaivn EIT) AsiHAIVN 1|HMS

uoisuawiq Aysianiq

uoisuawiq }onpoud

uoisudWI(Q JUSWUOIIAUT

sadAL HSD |enpialpu| 1o} S)NSaY uopewns3 HNS

9 31avl

38 / Journal of Marketing, January 2016

This content downloaded from
13.232.149.10 on Sat, 20 Feb 2021 09:31:36 UTC

All use subject to https://about.jstor.org/terms



TABLE 7
Moderating Effects of Marketing Capability on Shareholder Wealth

CSR Dimension Stock Returns

Idiosyncratic Risk

Brief Rationale

Overall CSR +
Environment-based +
CSR

Product-based CSR n.s. (+ with 5% trim

and Winsorized)

Diversity-based CSR +
Corporate +
governance—based
CSR
Employee-based CSR +
Community-based CSR n.s.

n.s. (- with 5% trim
and Winsorized)

n.s.

A firm’s marketing capability is likely to enhance
CSR'’s potential for generating positive
stakeholder associations with the firm.

A firm’s marketing capability is likely to enhance
environment-based CSR’s potential for
generating positive associations among
consumers, channel partners, and regulators with
the firm.

A firm’s marketing capability is likely to enhance
product-based CSR’s potential for generating
positive associations among consumers with the
firm.

A firm’s marketing capability is likely to enhance
diversity-based CSR’s potential for generating
positive associations among employees and
regulators with the firm.

A firm’s marketing capability is likely to enhance
corporate governance—based CSR'’s potential for
generating positive associations among
employees and regulators with the firm.

A firm’s marketing capability is likely to enhance
employee-based CSR’s potential for generating
positive associations among employees with the
firm.

A firm’s marketing capability is likely to enhance
community-based CSR’s potential for generating
positive associations with the firms, but the
expected gains are attenuated because of low
diagnosticity and low verifiability of such efforts.

Notes: n.s. = not significant.

as the “main-effects model.” Second, we include the mar-
keting capability X CSR interaction in the system and refer to
this as the “full model.” Overall, the models demonstrate
good predictive power with significant chi-square values.
Chi-square difference tests between the main-effects model
and the full model indicate that the interaction effect in
Equation 5a (Ax3;_, = 29.35, p < .01) and Equation 5b
(Ax3; _, =48.75, p < .01) significantly improves explanatory
power. We interpret the results from the main-effects and full
models in discussing our findings.

With regard to firms’ overall CSR initiatives (see
Table 5), we find the direct effect of CSR on stock returns
(main-effects model: o; = —.0003, p > .1; full model: a;; =
.0014, p > .1) and idiosyncratic risk (main-effects model:
Y1 =.0029, p > .1; full model: y; =-.0028, p > .1) to be not
significant. This finding aligns with a recent meta-analysis
indicating an overall marginal effect of CSR on financial
performance (Margolis et al. 2009). Our analysis indicates
that marketing capability has a direct significant positive
effect on stock returns (main-effects model: o, = 101.83, p <
.01; full model: a, = 98.81, p < .01) and a direct significant
negative effect on firms’ idiosyncratic risk (main-effects
model: v, = —140.72, p < .01; full model: y, = —130.95,

p < .01). These results provide support to the notion that
marketing capability is an important driver of shareholder
wealth. More importantly, with respect to the comple-
mentary role of marketing capability and CSR, the results
indicate a significant positive effect on stock returns (full
model: a3 =71.07, p <.01) and a significant negative effect
on idiosyncratic risk (full model: y; = —233.45, p < .01).
Furthermore, we observe the results to be robust to any
outliers (Table 8, Panel A). These results underscore the
notion that marketing capability is a critical factor that helps
firms leverage their CSR efforts. Indeed, within the limits
of our sample, we observe that a one-standard-deviation
improvement in CSR and marketing capability can pro-
vide shareholders gains of 3.54% in stock returns and a
reduction in idiosyncratic risk of 4.45%, on average (see
Web Appendix W.3). Given the average market capital-
ization of firms, this translates to a $242.34 million gain in
stock value.

With respect to individual CSR types (see Tables 6 and
7), we again observe that none of the CSR types directly
affect stock returns and idiosyncratic risk. However, the
results reveal that marketing capability positively com-
plements the relationship between environment-based CSR
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and stock returns (o3 = 147.80, p < .01) and negatively
affects the relationship between environment-based CSR
and idiosyncratic risk (y; = =505.69, p < .01). The results
also indicate that the complementary effect of marketing
capability on stock returns (o3 = 45.36, p > .1) and idio-
syncratic risk (Y3 =—166.73, p > .1) for product-based CSR
is nonsignificant. However, after accounting for outliers, we
find that the positive role of marketing capability for
product-based CSR on stock returns (5% Winsorized in
Table 8, Panel B: 79.14, p < .1; 5% trimmed in Table 8§,
Panel C: 85.82, p < .05) and idiosyncratic risk (5% Win-
sorized in Table 8, Panel B: —239.79, p < .05; 5% trimmed in
Table 8, Panel C: —323.03, p < .01) is significant, providing
partial support for this relationship. Similarly, marketing
capability also positively affects the relationship between
diversity-based CSR and stock returns (03 =113.16, p<.01)
and negatively affects the relationship between diversity-
based CSR and idiosyncratic risk (y; = —455.31, p < .01).
With respect to corporate governance-based CSR, we find
the moderating role of marketing capability on stock returns
(03 =92.39, p < .05) and idiosyncratic risk (y3 = —267.50,
p < .01) to be significant as well. For employee-based CSR,
results again support the governing role of marketing capability
for stock returns (i3 = 83.57, p < .01) and idiosyncratic risk
(ys = —227.14, p < .01). However, with respect to community-
based CSR, the interaction with marketing capability is non-
significant for both stock returns (o3 = 51.20, p > .1) and
idiosyncratic risk (y; =—=35.37, p > .1). This finding aligns
with our expectation that the joint shareholder effect of
marketing capability and community-based CSR is weak.

Robustness Checks

Sensitivity to outliers. To determine whether our results
are sensitive to outliers, we assess the robustness of all models
by Winsorizing and trimming our sample at £2.5%. As we
illustrate in Table 8, Panels A—C, with the exception of product-
based CSR, our conclusions do not change when outliers are
removed from the data set for overall CSR and CSR types.

Different estimation approaches. We assess the robust-
ness of our findings through four additional estimation
and modeling approaches. First, although we minimized
endogeneity concerns through the use of unanticipated
changes in our variables and the use of Roberts and
Dowling’s (2002) procedure, we also evaluate our equa-
tions using the three-stage least squares method (Greene
2008). Previous research has recommended the three-stage
least squares procedure to account for endogeneity (e.g.,
Bharadwaj, Tuli, and Bonfrer 2011). We observe results
consistent with our findings. Second, as noted previously, we
model contemporaneous relationships in Equations 5a-5d
(e.g., Morgan and Rego 2009). However, following previous
research in marketing that has argued for contemporaneous
effects for stock market—related dependent variables and lagged
effects for other dependent variables in a system of equations
(e.g., Bharadwaj, Tuli, and Bonfrer 2011), we lag the inde-
pendent variables in Equations 5c—5d by one time period and
again observe consistent results. Third, as we report in footnote
9, after utilizing the Roberts and Dowling procedure, the error

42 / Journal of Marketing, January 2016

correlations between Equations Sa and 5b with Equations Sc and
5d become nonsignificant. As such, we also estimate SUR
models with only Equations Sa and 5b (not including Equations
Scand 5d) as the system of equations. An analysis again reveals
similar results. Finally, our results are also robust if we specify
levels in controls, rather than volatility, for the idiosyncratic
risk in Equation 5b (e.g., Luo and Bhattacharya 2009) and
include cash flow as a control. Together, these checks give us
greater confidence in our overall findings.

Systematic risk. Although we do not expect firm-specific
CSR and marketing capability to affect systematic risk, we
conduct an analysis to empirically assess this prediction.
Following previous research (e.g., Bharadwaj, Tuli, and
Bonfrer 201 1), we measure systematic risk using the beta for
the market return factor in Equation 1. We re-estimate our
system of equations by adding an equation for unanticipated
systematic risk. The results indicate that the variables of
interest did not influence systematic risk (Table 8, Panel A).
Furthermore, including systematic risk in the system does not
change our main findings.

Firm employee and operations capabilities. To deter-
mine whether firm capabilities other than marketing capa-
bility interact with CSR to influence shareholder wealth, we
estimate a system of equations that include the main and
interaction effects of employee capability and operations
capability.!0 We calculate employee and operations capa-
bilities using the input-output SFA approach, similar to the
one we used to capture marketing capability. We do not find
the interaction terms for these capabilities to be significant,
further underscoring the positive role of marketing in CSR’s
effect on shareholder wealth (see Web Appendix WA.3).

Discussion

Our results provide evidence that CSR is not likely to affect
firm shareholder wealth directly but is more likely do so in the
presence of marketing capability. In particular, we observe
that when unanticipated changes in CSR are complemented
with unanticipated changes in marketing capability, share-
holders benefit from a significant increase in stock returns
and a reduction in idiosyncratic risk. These results are
in line with marketing theory, in which two opposing
perspectives—one based on agency theory and the other
on stakeholder theory and the RBV of the firm—indicate
that both positive and negative forces influence the CSR-
shareholder wealth relationship. However, in line with the
dynamic capabilities theory, our results also highlight the
notion that the positive forces can potentially play a stronger
role in realizing shareholder value from CSR if their efficacy
is enhanced through superior marketing capability.

In addition, our findings also reveal that the comple-
mentary role of marketing capability is not guaranteed but
rather depends on the CSR type. The results show that CSR
types with verifiable benefits to key firm stakeholders
financially reward shareholders in the presence of marketing

10We thank an anonymous reviewer and the area editor for
suggesting this robustness check.

This content downloaded from
13.232.149.10 on Sat, 20 Feb 2021 09:31:36 UTC
All use subject to https://about.jstor.org/terms



capability (see Table 7). For example, diversity in top man-
agement, board members, and employees invites significant
stakeholder attention. As such, stakeholder theory and the
RBV indicate that firm efforts toward fostering diversity
would allow for improved relationships with stakeholders,
leading to higher shareholder wealth. However, ceteris par-
ibus, if firms do not implement and communicate such efforts
correctly, stakeholders can remain skeptical about these ef-
forts and may suspect agency problems, which can diminish
the financial potential of diversity-based CSR initiatives. In
line with these opposing forces, we do not find a significant
main effect of diversity-based CSR on shareholder wealth.
However, because firms with superior marketing capability
will be more aligned with stakeholders, they can poten-
tially identify diversity-based initiatives that better appeal to
stakeholders and then implement and communicate these
initiatives effectively to alleviate some of the agency-related
concerns. Consistent with this argument, our results reveal
that when complemented with marketing capability, diversity-
based CSR improves shareholder wealth.

We find similar effects for other stakeholder-based CSR
efforts that offer verifiable benefits to key firm stakeholders,
particularly those related to environment, products, cor-
porate governance, and employees. Furthermore, consistent
with the arguments raised by neoclassical economists (e.g.,
Friedman 1970), we also find that relatively broad and less
verifiable community-based CSR efforts do not seem to
benefit shareholders either directly or in combination with
marketing capability.

Our findings are derived from information collected from
multiple secondary sources for a relatively large set of firms
across the years 2000-2009, and they account for endoge-
neity and selection bias. In addition, the results are largely
robust to the effects of outliers and different modeling and
estimation approaches. Together, this gives us confidence in
the validity of our conclusions and enables us to offer several
implications for theory and practice.

Theory Implications

This is the first study to articulate marketing capability as a
complementary force in the CSR—shareholder wealth rela-
tionship and to establish it using objective, longitudinal
information. In response to the debate on doing good (e.g.,
Friedman 1970; Hull and Rothenberg 2008), our research
shows that marketing scholarship can provide novel insights
into the issue. Indeed, whereas scholars in other fields have
given attention to the shareholder value of CSR, marketing
research, with the exception of a few notable studies (Luo and
Bhattacharya 2006, 2009), has remained silent on the topic.
This is surprising for two reasons. First, the growing con-
sensus is that the relationship of CSR with shareholder wealth
is contingent on firms’ key stakeholders. Because marketing
plays an important role in maintaining stakeholder rela-
tionships, marketing scholars have the potential to inform this
area. Second, recent research has highlighted the role of
marketing capability in leveraging firm resources (e.g.,
Morgan, Slotegraaf, and Vorhies 2009). However, extant
research focused on marketing factors in CSR has singularly

examined marketing resources (see Table 1); the one study
that does consider marketing capability in the context of CSR
does not focus on shareholder wealth (Kemper et al. 2013).
We contribute to the literature by outlining the pathways
through which marketing capability complements CSR in
elevating shareholder wealth and by empirically evaluating
the resulting effects.

Furthermore, we consider both overall CSR and six
specific CSR types. In general, scholars offer a multifaceted
conceptualization of CSR but then tend to consider only an
overall measure of CSR (e.g., Luo and Bhattacharya 2009;
Servaes and Tamayo 2013). The few studies that offer a
more granular operationalization of the construct focus on
only one or two types. For example, some have considered
pro-environment and product-based efforts (Jayachandran,
Kalaignanam, and Eilert 2013), whereas others have in-
vestigated corporate governance (e.g., Johnson and Greening
1999). Although these studies have provided many rich
insights by taking a narrow focus, this has also been one of
the potentially limiting factors driving the varied findings on
the financial effects of CSR in extant literature (Margolis,
Elfenbein, and Walsh 2009). By taking a comprehensive view
of CSR, as well as parceling out the effects of different CSR
types, our results provide insight into the boundary conditions
for the role of marketing capability. Indeed, this insight would
not have been available if we had focused only on overall CSR.

Finally, by centering on shareholder wealth, our study adds
to the area of marketing—finance interface (e.g., Srinivasan
and Hanssens 2009; Srivastava, Shervani, and Fahey 1998).
Specifically, it draws attention to the role of marketing
capability in elevating stock returns and reducing idiosyncratic
risk through CSR. Research relating marketing capability to
shareholder wealth is still in a nascent stage, with much
attention directed toward the role of marketing capability in
brands’ financial value (Bahadir, Bharadwaj, and Srivastava
2008; Wiles, Morgan, and Rego 2012). Our study takes a step
toward extending this body of work and highlights the posi-
tive influence of marketing capability in elevating other
stakeholder-based advantages of firms, particularly those
related to CSR. Furthermore, by documenting significant main
and complementary effects of marketing capability on
shareholder wealth, and by identifying CSR types for which
marketing capability may help, our results affirm that investors
should account for marketing capability when forming their
evaluations. This should also provide additional evidence in
support of elevating marketing’s position in organizations’
functional hierarchies.

Practice Implications

Our research provides a fresh perspective on CSR to C-level
executives, corporate boards, and marketing managers. First,
despite firms’ increasing interest in CSR, there remain sig-
nificant doubts among C-level executives regarding the
financial returns of socially responsible investments (Blair
and Chernev 2012). Indeed, in one global survey of senior
executives, the majority of the respondents considered CSR
to be important and expected social investments by their firms
to increase in the future (The Economist 2008), whereas a
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survey conducted by McKinsey & Company indicated that
close to half of the chief financial officers surveyed expressed
skepticism about the shareholder value of CSR (Bonini,
Brun, and Rosenthal 2009). Our findings provide support for
some of this skepticism because we do not find a significant
main effect of CSR and its different types on stock returns and
idiosyncratic risk. However, we also show that the situation is
not downright grim: rather, stakeholder-based CSR efforts do
have the potential to positively inform shareholder wealth
when they are complemented with marketing capability. This
should give confidence to senior executives to support CSR
initiatives in their organizations.

Second, by documenting the complementary relation-
ship between CSR and marketing capability, our research
highlights the need for greater involvement by marketing
managers in their firms’ CSR activities. In particular, our
findings are in line with the global senior executives’ survey
findings underscoring marketing as significant for CSR (The
Economist 2008). However, CSR is often considered out-
side the domain of marketing in many firms and receives
limited attention from marketing managers (Peloza and
Shang 2011). This misplaced view can lead to CSR efforts
that are not well aligned with the firms’ marketing capability
and thus can result in suboptimal shareholder outcomes.

Third, our findings also provide specific guidance to
C-level executives and marketing managers regarding the
relative value of different CSR types. Within the limits of
our sample, we observe that firms are best able to benefit
their shareholders through environment-based CSR efforts
in the presence of high marketing capability. Following
this, we find that improvements in diversity-, corporate
governance—, and employee-based CSR efforts benefit
shareholders of firms with high marketing capability.
Finally, publicly owned firms that are relatively moderate
performers in terms of shareholder wealth can also po-
tentially provide value to their owners through product-
based CSR efforts in conjunction with superior marketing
capability. In an era of shrinking marketing budgets, in
which so many firms are facing challenging financial
situations, chief financial officers and marketing managers
should take note of these results and direct attention toward
CSR initiatives that have greater potential to positively
inform shareholder wealth.

Finally, our findings show that only CSR efforts that have
clear and verifiable benefits to key firm stakeholders pos-
itively influence shareholder value, whereas investments in
corporate philanthropy and other forms of community-based
efforts have no significant effect. This finding is aligned with

the concern among neoclassical economists that community-
based CSR can be prone to elevated agency problems, in
which managers divert scarce organizational resources
toward their personally favored initiatives and not toward
efforts that benefit their shareholders. Corporate boards can
use this insight to design appropriate compensation schemes
and contracts that incentivize managers to focus on CSR
efforts with verifiable benefits to key stakeholders and restrict
managers from investing too much in community-based
charity.

Limitations and Further Research

Our study suffers from some limitations that suggest
avenues for further research. First, owing to data limi-
tations, we focused on firms based in the United States.
Although we controlled for selection bias in our study, this
accounted for only potential sample selection issues rela-
tive to U.S.-based firms. It is possible that stakeholders in
the United States are more sensitive to social responsibility
issues. Further research might expand the sample to other
countries, particularly developing countries where social
conditions require serious and immediate attention. Sec-
ond, we found that our results relating to product-based
CSR were sensitive to outliers. It may be that other factors
govern the financial value of these CSR efforts. In-depth
case studies could potentially reveal such factors. Third, in
documenting the importance of marketing capability, we
were restricted to an aggregate measure of the construct.
Further research could focus on evaluating different aspects
of marketing capability in the context of CSR through
surveys to add to the capabilities-based literature in mar-
keting. Fourth, firms skilled in public relations might be
able to misrepresent their CSR efforts. Given that firms
typically do not disclose their public relations spending
publicly, it was not possible for us to control for this factor.
Further research could account for this through primary
data collection methods. Finally, we were restricted to
analyzing the short-term effects of CSR and marketing
capability on shareholder wealth. Corporate social
responsibility efforts are likely to have long-term effects on
firm stakeholders. Similarly, we also expect marketing
capability to have long-term direct and indirect con-
sequences for firm financial performance. Further research
could utilize techniques such as the calendar time portfolio
analysis (e.g., Sorescu, Shankar, and Kushwaha 2007) to
uncover the long-term shareholder implications of CSR and
marketing capability.
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