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PERFORMANCE ACROSS STAKEHOLDER DOMAINS AFFECT COMPANY 

PERFORMANCE 
  

Kamalesh Kumar (University of Michigan – Dearborn) 
Giacomo Boesso (University of Padova)  

Giovanna Michelon (University of Exeter) 
 

ABSTRACT 

The existing research on corporate social responsibility (CSR) has largely focused on the 

positive aspect of corporate social performance (CSP) and company performance (CP) and 

ignored the relationship between actions that would qualify as negative CSP (or weakness in 

CSP) towards a stakeholder group and company performance. Using data from the KLD 

collected over a three-year period, this study examines the relationship between both CSP 

weaknesses and strengths and CP across individual stakeholder domains. Results of the study 

suggest that strengths in CSP related to primary stakeholder domains is associated with superior 

company performance. However, this relationship is tenuous, at best, in case of secondary 

stakeholder domain.  As for weaknesses in CSP, the results suggest that if a firm performs poorly 

in meeting the expectations of one or more stakeholders, it is penalized in the form of poor 

performance. This finding generally holds true for both primary and secondary stakeholders.  

Implications of these findings for public policy and businesses planning to address social issues 

are discussed.  
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INTRODUCTION 

During the past three decades empirical research on corporate social responsibility (CSR) 

in general and on stakeholder management in particular has sought an answer to the question: 

does attending to the needs of the organizations stakeholders, beyond just shareholders, 

contribute to the company’s ability to gain and sustain a performance advantage? Although the 

existing research on the topic has revealed valuable insights into the Corporate Social 

Performance (CSP) and Corporate Performance (CP) relationship, most of the studies have 

examined the CSP-CP relationship in terms of a firm’s overall CSP across each of the 

stakeholder groups by combining strengths and weaknesses in each area and then correlating 

them to CP (e.g., Choi and Wang, 2009; Hillman and Keim, 2001; Waddock and Graves, 1997), 

leading to results that are contradictory and equivocal (For reviews see Laplume, Sonpar, and 

Litz, 2008; Margolis and Walsh, 2001; Orlitzky, Schmidt, and Reynes, 2003.)  

The finding that a firm’s superior CSP is positively associated with CP does not 

necessarily suggest that, when firms treat a stakeholder group poorly, they are also likely to have 

negative or adverse performance outcomes. It seems logical to ask, if CSP is positively related to 

CP and the relationship is such that a high level of CSP strengths in a stakeholder domain leads 

to improved CP, how does this relationship extend to poor or even negative CSP in a stakeholder 

domain? Is a firm’s CP adversely affected if it performs poorly or even fails in meeting the 

expectations of one or more of its stakeholder groups? Finding an answer to this question is 

important because, if market forces do not penalize firms that have weak CSP with respect to one 

or more stakeholder groups, then firms can afford not to act in a socially responsible manner 

toward these groups.   

In a 2006 study Mattingly and Berman conducted an exploratory factor analysis on the 

Kinder, Lyndenberg, Domini Analytics, Inc. Social Ratings (KLD) database, which has been 
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used extensively in scholarly research to operationalize companies’ CSP (Coombs and Gilley, 

2005; Waddock, 2003) and found that positive CSP and negative CSP are empirically and 

conceptually distinct constructs. Based on their findings, they concluded that the effects of 

positive CSP and negative CSP across stakeholder domains should be examined separately when 

investigating the CSP-CP relationship. Their suggestion was more recently echoed by Choi and 

Wang (2009), who examined the effect of CSP on the persistence of superior financial 

performance of firms. While acknowledging that the assessment of CSP with a measure that 

combines positive CSP and negative CSP was a weakness in their study; they concluded with the 

suggestion that “future research might explore further … by examining the separate effects of 

strengths and weaknesses, both conceptually and empirically” (p. 904). It has been noted that 

combining a company’s strengths and weaknesses in CSP can hide some of the countervailing 

effects of each of the variables on CP. It is possible that the countervailing effects of positive 

CSP and negative CSP, when combined in an aggregate, composite measure, may have a 

masking effect on the CSP and CP relationship (Mishra and Modi, 2012).  

The present study attempts to fill this gap in the research on the CSP-CP relationship by 

creating a framework that separately examines the relationship between CSP strengths and 

weaknesses and CP across individual stakeholder domains. We think that such a fine-grained 

approach to studying the CSP-CP relationship will not only contribute to a richer understanding 

of the relationship but will also help clarify some of the inconsistent findings in past studies.  

   EXTANT CLASSIFICATION OF CSP: A LITERATURE REVIEW 

  The earliest effort to classify CSP came from the seminal work of Carroll (1979) who 

defined CSP as “a business organization’s configuration of principles of social responsibility, 

processes of social responsiveness, and policies, programs and observable outcomes as they 

relate to the firm’s societal relationship” (Wood, 1991, p. 693).  CSP is by definition a 
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multidimensional construct that incorporates the policies and procedures firms design to address 

issues related to stakeholder groups (Wartick and Cochran, 1985).   

In the years that followed, a number of scholars proposed integrating CSP with 

stakeholder management, arguing that doing so would help to clarify the relationship between 

business and society (Brenner and Cochran, 1991; Clarkson, 1995; Donaldson and Preston, 

1995; Jones, 1995; Rowley, 1997). For example, Clarkson (1995) viewed the organization as a 

set of interdependent relationships and classified stakeholders as primary or secondary. Primary 

stakeholders are those without whose cooperation and support the firm cannot survive—

shareholders, employees, customers, the community, and so on. Clarkson asserted that “the 

survival and continuing profitability of the corporation depends upon its ability to … ensure that 

each primary stakeholder group continues as part of corporation’s stakeholder system” (1995, p. 

107). By developing longer-term relationships with their primary stakeholders, firms can expand 

the set of value-creating exchanges with these groups beyond what would be possible otherwise 

(Hillman and Keim, 2001). Secondary stakeholders (also referred to as public stakeholders) 

include the environment and societal expectations, such as those related to diversity and human 

rights issues. These stakeholders lack the direct ties to the firm that characterize the relationships 

between the firm and its primary stakeholders.   

Stakeholder Management, CSP and CP  

 Scholars who seek to determine whether attending to the needs of the organization’s 

various stakeholders, beyond just shareholders, contributes to the firm’s ability to gain and 

sustain a performance advantage have proposed various arguments about how CSP  may 

influence a firm’s performance (Clarkson, 1995; Wood, 1991). The most common view is that a 

high level of CSP helps build good relationships that are based on mutual trust and cooperation 
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with the stakeholders, which enhance CP. Such a view of the CSP-CP relationship finds support 

in a number of theories related to CSR and stakeholder management.  

 According to the stakeholder-agency theory, managers can be seen as the agents of all 

stakeholders. However, stakeholders differ with respect to the importance of their stakes in the 

firm and their power vis-a vis the managers (Greenley, Hooley, Broderik, and Rudd, 2004). Hills 

and Jones (1992) argued that there is “no reason to assume that stakeholder-agent relationships 

are in equilibrium at any particular time” (p. 132). In fact, there is often considerable friction in 

the stakeholder-agent relationship because of “some stakeholders’ ability to retard equilibrating 

adjustments that are unfavourable to them” (Donaldson and Preston, 1995, p. 78). Even so, 

stakeholders are drawn into relationships with a firm to accomplish mutually important goals as 

efficiently as possible. While agreeing that the goal of shareholder wealth maximization cannot 

be met by treating stakeholders poorly, Jensen (2002) suggested that firms should improve 

stakeholder welfare until the marginal cost of doing so, exceeds marginal benefits to 

shareholders. Empirical studies also support the view that, although high CSP may result in 

superior CP, firms that spend resources on CSP in excess of its marginal benefits may see a 

decline in CP. For example, Hillman and Keim (2001) found that, while building better 

relationships with primary stakeholders could create shareholder value, using corporate resources 

for general social issues was negatively associated with shareholder value.  

The resource dependence theory (Pfeffer and Salancik, 1978) also suggests that different 

stakeholder groups will attract different levels of attention from a firm. Because of resource 

dependencies, managers must make strategic decisions within their resource constraints, in ways 

that improve CP. One of the fundamental tenets of resource dependence theory is that firms will 

be concerned with, pay attention to, and deal with stakeholder groups that control resources that 

are critical to CP. In the context of CSP, firms will pay more attention to and be more concerned 
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with the issues of stakeholder groups that have resources critical to CP than they will stakeholder 

groups who do not control such resources. 

 Based on the discussion above, it seems reasonable to expect that firms may not be 

consistent in crafting their social initiatives across stakeholder domains. In fact, differential 

treatment may even be desirable if the firm needs strategic flexibility. After conducting a 

detailed analysis of the effect of CSP on CP in terms of each stakeholder groups, Choi and Wang 

(2009) found that, while the employee and customer aspects of CSP are most critical in 

maintaining high levels of CP, diversity and customer dimensions of CSP are particularly helpful 

in improving CP. Choi and Wang concluded by observing that “it might be necessary for firms to 

strategically prioritize their attention to different stakeholder groups in order to benefit the most 

from their stakeholder management practices.  

DEVELOPMENT OF HYPOTHESES 

We formulate our hypotheses based on the premise that a firm’s level of social 

commitment to stakeholder groups will vary and that differences in a firm’s commitment to 

stakeholder groups will manifest in the form of strength in some areas of CSP and weakness in 

others. When firms have limited resources to devote to CSR initiatives, those responsible for 

corporate governance (the top executives and the board of directors) must determine which 

stakeholder groups to consider, in what order, and to what extent (Azlan, Shiau and Susela, 

2014). Firms, in particular, will be motivated differently in their interactions with primary 

stakeholders vs. secondary stakeholders. Since the level of a firm’s CSP with each of these 

groups is a matter of policy and choices that are usually made on the basis of outcomes critical to 

CP. 

CSP Strengths in Primary Stakeholder Domains and CP 
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Primary stakeholders like customers, employees, community, and governance receive 

often priority from firms because firms are involved in regular resource exchanges with them 

(Searcy, McCartney and Karapetrovic, 2008). A firm’s interactions with primary stakeholders 

have been characterized as “relational” (Hillman and Keim, 2001), that involves trust and 

cooperation developed over time. Researchers have often described the CSR initiatives that are 

targeted at primary stakeholders as “investments” comparable to those made in R&D or 

employee training because they support growth in the same way (Fombrun, Gardner, and 

Barnett, 2000; Wolf, 2013). Following the resource-based view, one can say that effective 

management of primary stakeholders—customers, community, employees, and governance— is 

an intangible, socially complex resource that can enhance a firm’s ability to outperform 

competitors in terms of value creation (Choi and Wang, 2009; Epstein and Widen, 2011). 

Strengths in CSP with respect to primary stakeholders can benefit the company both 

directly and indirectly in ways that are critical to the firm’s success. For example, good 

reputation increases the firm’s brand value, which increases the company goodwill that is often 

reflected in improved market value of the firm (Bhattacharya and Sen, 2004). Reputation has a 

particularly enduring effect because competitors cannot imitate it (Alniacick, Alniacick, and 

Genc, 2011). Consideration of externalities that include social issues also helps to attract and 

retain customers. The increasing desire of customers to purchase products from companies that 

they deem to be socially responsible is particularly important, given the rising discretionary 

purchasing power of customers (Clement, 2005). Social initiatives that target customers can also 

give a firm advantage in terms of its ability to identify trends and changes in the market, 

allowing the firm to act quickly to establish itself at the forefront of the change (Falck and 

Heblich, 2007).  
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Similarly, strengths in dealing with community, besides helping secure more favorable 

terms for doing business (Fombrun, 1996), can help a firm build competencies proactively by 

improving its scanning skills, processes, and systems that increase the organizational 

preparedness for change, turbulence, and crises (Welford, Chan, and Man, 2007). Strong CSP 

with respect to employees helps attract, retain, and motivate quality employees who will work 

hard to enhance the firm’s effectiveness. Recent corporate failures and scandals have raised 

public awareness about governance of companies. Given the rise of social activism and the 

emergence of new expectations concerning corporate conduct, firms are extending the scope of 

their governance approaches to CSR in order to improve relationships with shareholders and 

other key stakeholders. Therefore, it is reasonable to expect that strengths in the primary 

stakeholder domains of customer, employee, governance and community are positively 

associated with CP. Accordingly, we hypothesize: 

H1(a) Strengths in the employee domain of CSP are positively associated with CP. 
 
H1(b) Strengths in the customer domain of CSP are positively associated with CP. 
 
H1(c) Strengths in the community domain of CSP are positively associated with CP. 
 
H1(d) Strengths in the governance domain of CSP are positively associated with CP. 

 
CSP Strengths in Secondary Stakeholder Domains and CP 

If strengths in the domains that relate to primary stakeholders have a positive association 

with CP, does this relationship extend to strengths in the domains related to secondary 

stakeholders? Secondary stakeholders are those who influence or are influenced by the firm but 

are not engaged in a resource exchange with the firm and are not essential for the firm’s survival. 

CSP related to environment, diversity, and other societal expectations, such as human rights, 

includes those aspects of stakeholder interactions for which the firm’s CSP is in response to 

normative expectations. A firm’s interactions with these stakeholders are characterized as 
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“transactional” (Hillman and Keim, 2001), that is, they do not provide a sustained basis for value 

creation that improves competitive advantage.    

Although many of the demands for corporate social initiatives from secondary 

stakeholders (beyond mandatory legal requirements) are difficult to ascertain and evaluate 

because of their nebulous and at times ephemeral character (Carroll, 1979); firms are expected to 

“do something” about these issues. The increasing capacity of non-governmental organizations 

(NGOs) and activist groups, together with growing awareness in local communities, are two 

important aspects of the pressure from secondary stakeholder groups that often force firms to 

mobilize their resources to improve their CSP with stakeholders in this domain. 

This raises the question: if and when firms do expand their social initiatives beyond those 

associated with their primary stakeholders, what effect do these initiatives have on their CP? 

While investing in relationships with secondary stakeholders may be desirable from a normative 

view point, these groups do not play a direct role in the firm’s value creation process. In addition, 

strengths in areas like the environment, diversity, and human rights may at times be simply the 

result of regulatory compliance (Waddock, 2003).  

One can argue that firms may incur indirect benefits from an improved CSP in 

relationship with these groups. For example, respect for and good management of diversity can 

help firms attract and retain quality employees. Similarly, environment-friendly practices and 

respect for human rights can create a positive impression among customers and the public at 

large (Brammer, Hoejmose and Marchant, 2012; Stanny, 2013). Even so, the nature of the firm’s 

relationship with secondary stakeholder groups is such that the relationship does not provide a 

basis for value creation that leads to improved competitive advantage since other firms can easily 

make the same choice to participate in a social issue of important to a secondary stakeholder 

group. To the extent that performance advantages from many social initiatives related to the 
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secondary stakeholder groups can easily be duplicated by other firms; they cannot provide the 

basis for competitive advantage (Choi and Wang, 2009; Hillman and Keim, 2001). Therefore, 

the CSP-CP relationship in these stakeholder domains is unlikely to be the same as that in the 

primary stakeholder domain. Therefore, it is reasonable to hypothesize: 

H2(a) Strength in the environmental domain of CSP is not associated with CP. 
 
H2(b) Strength in the diversity domain of CSP is not associated with CP. 
 
H2(c) Strength in the human rights domain of CSP is not associated with CP. 

 
CSP Weaknesses in Primary Stakeholder Domains and CP 

It is logical to ask, if CSP in the primary stakeholder domains is positively related to CP, 

and the relationship is such that high CSP strengths improves CP, how this relationship extends 

to poor or even negative CSP in these stakeholder domains. Is a firm’s CP adversely affected if it 

performs poorly or even fails to meet the expectations of one or more of the primary stakeholder 

groups, or are firms only rewarded for CSP strengths in primary stakeholder domains but suffer 

no negative performance consequences for poor or negative CSP? 

Because firms are involved in resource exchanges with primary stakeholders, it is likely 

that weakness in terms of CSP with these groups may put them at a competitive disadvantage. 

Ignoring the stakeholders in this group may result in cost savings but could also risk company 

goodwill and reputation in the long run. In addition, if any stakeholder group, such as customers 

or employees, becomes so dissatisfied as to withdraw from the firm’s system in whole or in part, 

the firm is likely to incur serious damage (Clarkson, 1995). Customers may boycott the products 

of a firm with negative CSP, or it may suffer from low employee commitment and high turnover, 

all of which adversely affect CP. A firm that does little or nothing to build trust with the 

community or create loyalty with customers or employees may see a competitive disadvantage. 

Similarly, weak corporate governance, besides limiting the company’s ability to utilize its 
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resources effectively, can also create serious reputational issues (Falck and Heblich, 2007). 

Therefore, we argue: 

H3(a) Weakness in the employee domain of CSP is negatively associated with CP. 
 
H3(b) Weakness in the customer domain of CSP is negatively associated with CP. 
 
H3(c) Weakness in the community domain of CSP is negatively associated with CP. 
 
H3(d) Weakness in the governance domain of CSP are negatively associated with CP. 

 
CSP Weaknesses in Primary Stakeholder Domains and CP 

As for secondary stakeholder groups, although firms are not dependent on them for their 

survival, ignoring their interests can also cause a firm damage (Clarkson, 1995). Secondary 

stakeholders who are opposed to or unhappy with a firm’s policies or programs or who feel that a 

firm has not fulfilled its responsibilities toward them can mobilize public opinion, requiring 

companies to act in their interest (Clement, 2005). Moreover, if a firm’s weakness in a secondary 

stakeholder domain is the result of the “ecological selection process” (Husted, 2000)—that is, if 

it is based upon evaluation of the salience of the issues critical to business operation and the 

competitive context of the firm—then one would not expect to see much of an association 

between weaknesses in the secondary stakeholder domain and CP. Finally, since weaknesses are 

not simply the converse of strengths but are qualitatively distinct types of corporate social 

actions, we may find unique but not necessarily inverse association with CP (Mattingly and 

Berman, 2006). Based on this discussion, we argue: 

H4(a) Weakness in the environmental domain of CSP is associated with CP. 
 
H4(b) Weakness in the diversity domain of CSP is associated with CP. 
 
H4(c) Weakness in the human rights domain of CSP is associated with CP. 

 

RESEARCH METHOD 
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Sample and data collection 

 Data on CSP were drawn from the Kinder, Lyndenberg, Domini Analytics, Inc. (KLD) 

Social Ratings database. KLD uses a proprietary rating system to rate the social, environmental, 

and governance performance of companies on more than 280 data points. The database includes 

all firms on Standard and Poor’s 500 and approximately 150 firms included in the Domini Social 

Index (DSI) 400. Based on these ratings, KLD publishes the annual list of 100 Best Corporate 

Citizens.  For this study we used the KLD ratings of the 100 Best Corporate Citizens over a three 

year period because we were specifically interested in companies’ longer-term strategic approach 

to CSR and the effect of their CSP on CP. KLD data is considered “the most comprehensive and 

prominent data” on stakeholder management (Coombs and Gilley, 2005, p. 830), and have been 

referred to as “the de facto standard at the moment” for measuring stakeholder management 

(Waddock, 2003, p. 369). Since not all companies made the 100 Best Corporate Citizens list in 

all three years, the selection process yielded a final sample of 188 companies and 3,948 CSP 

ratings in seven areas of CSP over a three-year period. We chose the sample for this study from 

the 100 Best Corporate Citizens pool because these companies are known for actively managing 

their CSR initiatives, so they can be expected to exhibit the kind of strengths and weaknesses in 

various areas of CSP that are meaningful and relevant to the CSP-CP relationship investigated in 

this study.  Data on CP and control variables were collected from Thomson’s DataStream, one of 

the largest databases of financial performance and other company-related statistics. 

Measures 

Dependent variables: The primary dependent variable in this study was CP, which was 

measured both in terms of accounting-based measures and market-based measures. For 

accounting-based measures we chose EBITDA, capital expenditure, and intangibles. Compared 

to many other accounting-based measures, EBITDA is less subject to managers’ discretionary 
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policy choices regarding surplus resources, so it is a better reflection of a company’s actual 

financial performance (Orlitzky et al., 2003). Capital expenditures are suggestive of the long-

term initiatives that companies are pursuing to improve their future performance, and intangibles 

capture gains that may not be directly reflected in the accounting-based measure but have the 

potential to improve a company’s future performance. For the market-based measure we selected 

companies’ market value at the end of each fiscal year. A company’s market value over time, 

one could argue, reflects both the tangible and intangible gains that may have resulted—and even 

those likely to result—from sound CSR initiatives over time (Choi and Wang, 2009; Coombs 

and Gilley, 2005).   

Control variables: Because the dependent variables used in the study capture the firms’ 

financial and market-based performance, we control for factors that could systematically affect 

such performance. Therefore, we included size and industry as control variables based on the 

recommendations and findings of previous researchers (Choi and Wang, 2009; Coombs and 

Gilley, 2005; Frias, Rodriguez and Garcia, 2014).    

Independent variables: The independent variables used in this study are the seven areas of 

stakeholder management on which KLD rates CSP: environment, community, corporate 

governance, diversity, employee relations, product quality and safety, and human rights. KLD 

ratings indicate the presence or absence of strengths and weaknesses in each of the seven areas of 

CSR. The rating scores are based on an integer scale, where -2 indicates major concerns, -1 

indicates concerns, 0 is neutral, +1 indicates strength, and +2 indicates major strength. Thus, a 

low rating in an area indicates weakness or the absence of strength, while a high rating indicates 

the presence of positive activity or the absence of weakness. Using KLD ratings, we constructed 

two indices for each of the seven stakeholder domains. We measure CSR weaknesses as equal to 

the KLD score if below the yearly median, 0 otherwise and CSR strengths = KLD score if above 
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the median, 0 otherwise. Our measurement approach is much more in-depth than those of 

previous studies since most of those studies either developed an aggregate measure of CSP (e.g., 

Hillman and Kein, 2001) or examined overall CSP across each of the stakeholder domains by 

combining strengths and weaknesses (e.g., Choi and Wang, 2009). Moreover, it directly 

benchmarks the performance to of each company to that of the top peers. Appendix provides a 

sample of the KLD items we used to evaluate strengths and weaknesses in each of the seven 

stakeholder domains.   

Models 

In selecting the appropriate multivariate statistical method for data analysis, we 

recognized that the data set for this study is panel data, because many companies made the best 

corporate citizens list more than once during the three-year period, and CSP ratings may have 

varied during this period. Panel data have the between-subjects information among subjects for 

any given time period, and they have the within-subjects information for the same subjects 

across time (Wooldridge, 2002). We performed a panel-corrected standard error linear model, 

assuming within-unit homoskedasticity because we found different error variances for the 

different cross-sections, and with such cross-section heteroskedasticity the OLS standard errors 

are inconsistent. Moreover, because we included in our research models time-invariant variables 

(industry effects), panel data modeling with fixed effects was deemed inappropriate for analysis.  

In order to test our hypotheses, we first tested the relationship between CSP and CP for 

strengths and weaknesses in each of the seven stakeholder areas. For each measure of CP, we ran 

seven separate regression models, one for each of the seven stakeholder groups: 

 (1)    
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Next, we ran the full model for each measure of CP by considering the joint effect of strengths 

and weaknesses in each of the seven areas of CSP: 

(2)   

RESULTS 

Table 1 provides descriptive statistics (panel A) and correlations (panel B) for all 

variables included in the study. The mean CSP score related to strengths across the seven 

stakeholder domains shows a good deal of variation, from a low of .38 for strengths in human 

rights to a high of 1.12 in the area of community strength. Similarly, weaknesses related to CSP 

is highest in the areas of governance and human rights (-.20 each) and lowest in the employee 

domain (.002). The standard deviations in CSP in terms of strengths and weaknesses across the 

seven stakeholder domains are substantial, indicating major differences among firms. The 

correlations between independent variables are moderate but meaningful, and the relationship 

between CSP and CP in general is stronger and more frequently present with accounting-based 

measures than with market-based measure. 

------------------------------ 

Insert Table 1 about here 

------------------------------ 

Table 2 provides results for the regression analyses relative to the associations between 

CP and strengths and weaknesses in each of the seven domains of CSP. All of the models are 

significant, although the relationship is generally stronger in terms of accounting-based measures 

than market-based measures. Hypotheses 1(a)-(d) proposed positive relationships between 
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strengths in primary stakeholder domains and CP, and results provide support for the employee 

(1a), community (1c), and governance (1d) domains. However no support was found for the 

customer 1(b) domain.   

As for the secondary stakeholder domain, regression results for strength in the 

environment domain are unrelated to CP, providing support for hypothesis 2 (a).  However, 

contrary to the predictions made by hypotheses 2(b) and 2(c), strengths in the diversity and 

human rights domains are positively associated with measures of CP.   

Hypotheses 3(a)-(d) were related to weaknesses in the primary stakeholder domains. 

Results of regressions did not support hypothesis 3(a) for the employee domain but did support 

3(b) (customer), 3(c) (community), and 3(d) (governance) domains.   

Results for hypotheses related to weakness in the secondary stakeholder domain show 

that weaknesses in the environment domain 4(a) were not associated with CP, thus failing to 

provide support for that hypothesis. However, results support hypotheses 4(b) (diversity) and 

4(c) (human rights) domains. Further discussion and possible explanations for the findings that 

did not support the hypothesized relationships are provided in the discussion section. 

------------------------------ 

Insert Table 2 about here 

------------------------------ 

Next, we subjected our findings to stricter tests by creating comprehensive models that 

simultaneously consider the strengths and weaknesses in each of the seven domains of CSP. The 

level of a firm’s CSP with various stakeholder groups are policy decisions made on the bases of 

achieving outcomes that its managers deem critical to CP. Therefore, these decisions involve 

simultaneous evaluation of the demands of the stakeholder groups and their salience to the 

performance of the firm (Mitchell, Agle, and Wood, 1997). It seems logical; therefore, that one 
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examines the firm’s CSP with respect to all of its stakeholder groups together. Results of 

multivariate regression, in which strengths and weaknesses across the seven stakeholder domains 

are simultaneously tested in a comprehensive model, are presented in Table 3. With a few 

exceptions, these results are similar to those described in Table 2. Weaknesses in the customer 

and community domains, which were significantly associated with CP when examined 

individually, are now unrelated to CP, as is strength in the community domain.  

------------------------------ 

Insert Table 3 about here 

------------------------------ 

Robustness checks 

We subjected our results to retest using robustness and sensitivity tests. First, we ran all 

regression models using both robust (clustered) variance estimates, which provided similar 

results. We also performed a Durbin–Wu–Hausman test for simultaneity in the relationship 

between CP and CSP and found no evidence of simultaneity. Therefore, the estimates provided 

by the panel-corrected standard error model are consistent. We also performed the Wooldridge 

test for autocorrelation in panel data and found no serial correlation in the error terms of our 

models. Next, we tested the sensitivity of our results to the measures employed in our study with 

results similar to those noted in our multivariate regression analyses when size is measured as the 

natural logarithm of sales instead of number of employees and when all dependent variables are 

scaled by either number of employees or total sales or total assets.  

DISCUSSION 

With regard to primary stakeholder groups, the results of this study generally confirm 

hypotheses that strengths in CSP are positively related to CP, while weaknesses are negatively 

related to CP. For secondary stakeholder groups, results show that strengths in these domains 
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have mixed association with CP, while weaknesses are associated with, but not necessarily in a 

way that is inverse to strengths. 

Since the results are somewhat mixed they require discussion and explanation. Strengths 

in the employees, the community, and governance, all of which are in the primary stakeholder 

domain, are positively related to CP. However, the same relationship was not observed for 

customers, who are also primary stakeholders. To explain this finding we first turn to the 

stakeholder agency theory (Donaldson and Preston, 1995; Hills and Jones, 1992), which suggests 

that firms should improve stakeholder welfare until the marginal cost of doing so exceeds 

marginal benefits. However, if firms expend resources of any kind in a stakeholder domain in 

excess of marginal benefits, they experience a corresponding decline in CP. Since the sample for 

this study consists of 100 best corporate citizens, it is possible that these companies are making 

such extraordinary investments in building good relationship with customers that they are seeing 

declining benefits to CP. This explanation appears even more credible when one takes a closer 

look at the customer-related issues monitored by KLD. KLD’s rating of the customer dimension 

centers on product quality, research and development, innovation, and benefits to the 

economically disadvantaged. Engaging in CSR in these areas entails substantial expense without 

much return in the short run. 

Regarding the relationship between strengths in the secondary stakeholder domains and 

CP, strengths with regard to the diversity and human rights groups had significant positive 

association with CP, contrary to our expectations. This finding, is also contrary to the findings of 

Hillman and Keim (2001), who found that participation in broader social issues that are not 

directly related a firm’s activities “may adversely affect a firm’s ability to create shareholder 

wealth” (p. 135). As regards the results related to diversity, KLD’s rating considers such issues 

as family benefits and the firm’s treatment of female, minority, disabled, and gay and lesbian 
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employees, so responding to these issues means that the firm is inclusive in its employment 

practices. Diversity-related stakeholders are not only those who have normative expectations 

from a firm; they are also involved in direct resource exchanges as employees who participate in 

the firm’s activities and have expectations for the firm’s treatment of non-employed diversity-

related stakeholders (Mattingly and Berman, 2006).  It would, therefore, be prudent to treat this 

finding as equivocal.    

The positive relationship between strengths in the human rights domain and CP can, 

perhaps, be best explained using the relationship between company reputation and performance 

(Ditlev-Simonson and Midttun, 2011). It is commonly accepted that mutual trust and cooperation 

in terms of engaging or not engaging in certain activities that are of concern to various 

stakeholder groups generally enhances a firm’s reputation; although not necessarily in the short 

run (Szwajkowski and Figlewicz, 1999).  Drawing upon the stakeholder influence capacity (SIC) 

theory (Barnett, 2007), one could argue that the 100 best corporate citizens that constitute the 

sample for this study, includes companies that have adequately accrued stakeholder influence 

capacity in the human rights domain, enabling them to benefit from it in form of improved CP. 

As such, once again, the result can best be characterized as tenuous, requiring further 

investigation. 

 We next turn to the findings related to the relationships between weaknesses in 

stakeholder domains and CP. The results of this study support the assertion that weaknesses in 

the primary stakeholder domains, in general, are negatively associated with CP. With the 

exception of weaknesses in the employee domain, which is uncorrelated with CP, weaknesses in 

the customer, community, and governance domains are negatively associated with CP. An 

explanation for the unexpected result in the employee domain may be found in the weakness 

rating for the sample of this study. The results presented in Table 1 show that the sample’s mean 
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for employee weaknesses is close to zero, which the KLD rating scale interprets as “neutral.” 

This interpretation suggests that the sample firms had little or no weakness related to their social 

performance in the employee domain, making the data inappropriate for the relationship under 

investigation. 

As for weaknesses related to the secondary stakeholder domain and CP, the hypotheses 

predicted that their relationship with CP is distinct, but not necessarily inverse, from the 

relationships noted for strengths. The results of this study show that weaknesses in each of the 

three secondary stakeholder domains—environment, diversity, and human rights—are negatively 

associated with performance. If firms perform poorly in or fail in meeting the expectations of 

stakeholders in these groups, they are penalized. This finding adds another dimension to the 

findings of Hillman and Keim (2001), who concluded that participating in social issues beyond 

those that affect primary stakeholders may adversely affect a firms’ performance. Based on our 

findings, it appears reasonable to conclude that, when firms do not act in a socially responsible 

manner toward secondary stakeholders, they risk poor CP. 

IMPLICATIONS FOR BUSINESS, PUBLIC POLICY AND CONCLUSIONS 

The rationale for this study was based upon the argument that CSP is a multidimensional 

construct and that disaggregation of CSP in terms of strengths and weaknesses across individual 

stakeholder domains is necessary in order to better understand CSP’s relationship with CP. Our 

research suggests that investing in CSP related to primary stakeholder domains results in 

strengths that complement CP, but we are not certain that this relationship extends to secondary 

stakeholders as well. As for weaknesses in CSP, one can conclude that, if a firm performs poorly 

in or fails in meeting the expectations of one or more stakeholder groups, it is penalized in the 

form of poor performance. This finding generally holds true for both primary and secondary 

stakeholders.  
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Findings of this study have some important implications for public policy, as well as for 

CSR initiatives being pursued by businesses. From the corporate perspective, while companies 

are increasingly realizing that stakeholder perceptions can be critical to CP—and sometimes 

even survival (Boesso and Kumar, 2007)—CSR initiatives have come under closer scrutiny in 

terms of the business benefits received from supporting the demands of disparate groups of 

stakeholders. Failure to supplement CSR initiatives with economic considerations may be why 

many companies view them as a non-productive cost or as a “tax or license for doing business” 

(Peloza, 2006). 

The finding that, even though social investments made in the secondary stakeholder 

domains of environment, diversity, and human rights may not pay in the form of improved CP, 

but companies that ignore CSR initiatives aimed toward these stakeholder groups or perform 

poorly in meeting the CSR-related expectations of these groups may be penalized in the form of 

poor CP, provides guidelines to managers in identifying, prioritizing and addressing the myriad 

of social issues that a company can address. Since this study examined the relationship between 

CSR and CP across each stakeholder domain, the findings can guide managers in developing 

better focused and meaningful forms of CSR initiatives that will demonstrably improve CP by 

increasing corporate goodwill (Ditlev-Simonson and Midttun, 2011). 

From the public policy perspective, even as more businesses embrace CSR, evidence 

from practice continues to show that companies often treat CSR largely as an exercise in public 

relations, media campaigns, and reputation management (Chatterji, Levine, and Toffel, 2009). 

Popular press and scholars alike have expressed reservations about the true impact of corporate 

social initiatives, noting that existing CSR practices and processes, “have little to do with 

extending accountability and amount to nothing more than exercise in stakeholder management 

and corporate spin” (Cooper and Owen, 2007, p. 650). Public policy experts have noted that 
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companies’ social initiatives often look like a “hodgepodge of uncoordinated CSR and 

philanthropic activities…that neither make any meaningful social impact nor strengthen the 

company’s performance” (Porter and Kramer, 2006, p. 9).  

To the extent that results of this study show that investing in  CSR related to stakeholder 

groups that may not have a direct bearing on CP, may be complementary to CP goals and may 

provide a basis for superior performance, it can provide some guidelines for initiating a dialogue 

with various stakeholder groups to gauge their views and aspirations. Based on the understanding 

that is likely to emerge from such dialogues, companies can prioritize which stakeholders’ 

demands to address and construct their CSR initiatives in a strategic way by creating 

propositions that are based upon corporate capabilities that are particularly suitable to creating 

value for different stakeholder groups. 

One of the limitations of this study is associated with the choice of sample and the way in 

which it operationalized CSP. Using CSP from the KLD database of the one hundred best 

companies  does not capture all of the intricacies involved in managing stakeholder relationships. 

The generalizability of the findings of the study is also somewhat limited, given that the sample 

consisted of only the 188 most highly rated companies. It remains uncertain whether these results 

will hold with a larger cross-section of companies. Future researchers are well advised to 

examine the CSR-CP relationship over a longer period, considering that CSR initiatives may 

have a lagged relationship with CP. 

These limitations also create additional opportunities for future research. The relationship 

between CSP and CP is more complex than the data available through KLD allowed us to model, 

so this study should encourage future research that focuses on CSP strengths and weaknesses 

across stakeholder domains using a broad-based sample and data collected over a longer period 

of time. 
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So far as the contributions of this study are concerned, notwithstanding its limitations, it 

provides a somewhat more complete insight into the CSP-CP relationship than has been offered 

to date. Its findings also help to clarify some of the inconsistent findings about the CSP-CP 

relationship that have been noted in extant studies, which have led to an intense debate among 

scholars and managers concerning whether CSP and CP are positively related, negatively related, 

or unrelated. We do not suggest that our findings put an end to this long-standing debate, but we 

hope that it has added one more piece to the puzzle. Further research efforts along these lines can 

enrich the stakeholder management and CSR literature and provide meaningful and practical 

guidelines for crafting corporate social initiatives.  
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Table 1. 

Descriptive Statistics and Correlation 

Panel A. Descriptive Statistics 

  Mean Std. Dev Min Max 
EBITDA 2,358.41 4,596.45 -1,494.00 43,028.00 
COM_VALUE 32,716.29 91,765.86 0.00 926,269.40 
CAP_EXP 424.75 867.97 0.00 5,818.00 
INTANGIBLES 2,547.74 7,380.82 0.00 89,026.99 
Employee weakness 0.00 0.35 -1.46 0.60 
Employee strengths 1.01 1.04 0.00 4.66 
Costumer weakness -0.13 0.38 -2.92 0.12 
Costumer strengths 0.65 0.57 0.00 2.77 
Community weakness 0.05 0.28 -1.80 0.56 
Community strengths 1.12 1.43 -0.24 5.99 
Governance weakness -0.20 0.50 -3.52 0.35 
Governance strengths 0.73 0.78 0.00 4.00 
Environment weakness 0.03 0.19 -1.22 0.54 
Environment strengths 0.90 1.12 0.00 4.75 
Diversity weakness 0.02 0.31 -1.47 0.62 
Diversity strengths 1.11 1.05 0.00 4.08 
Human rights weakness -0.20 0.62 -4.29 0.00 
Human rights strengths 0.38 0.34 0.00 3.13 
Size 9.21 1.70 5.06 12.96 


