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Abstract
Purpose – This paper aims to focus on the unique goal of understanding how marketing spending, a
proxy for firm visibility, moderates the effects of corporate social responsibility (CSR) strengths and
concerns on stock returns in the short and long terms. In contrast to the resource-based view (RBV) of
the firm, the visibility theory, based on stakeholder awareness and expectations, offers asymmetric
predictions on the moderation effects of marketing spending.
Design/methodology/approach – The predictions are tested based on data from KLD, Compustat
and Center for Research in Security Prices from 2001-2010 and panel data based regression models.
Findings – Two results support the predictions of the visibility theory over those of the RBV. First,
strengths are associated with higher stock returns, for low marketing spending firms, and only in the
long term. Second, concerns are associated with lower stock returns, for high marketing spending firms,
also only in the long term. A profiling analysis indicates that high marketing spending firms have high
R&D spending and are more likely to operate in business-to-customer than business-to-business
industries.
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Practical implications – The two findings highlight the importance of coordination among chief
marketing, sustainability and finance officers investing in CSR and marketing for stock returns,
contingent on the firm’s marketing and R&D spending and industry characteristics.
Originality/value – This paper identifies conditions under which CSR is and is not related to stock
returns, by uniquely considering three variables omitted in most past studies: marketing spending, CSR
strengths and concerns and short- and long-term stock returns, all in the same study.

Keywords Corporate social responsibility, Stock market returns, Marketing spending

Paper type Research paper

“Creating a strong business and building a better world are not conflicting goals – they are
both essential ingredients for long-term success”. William Clay Ford Jr. Executive Chairman,
Ford Motor Company.

Reputation Institute’s (2013) Global RepTrak® reports that the top 100 US firms spend
on average upwards of $50m a year on corporate social responsibility (CSR). IEG (2012),
a sponsorship consultancy, estimates that cause-marketing sponsorships reached
$1.7bn in 2012 in North America alone, and this investment will increase in 2013. In
addition, larger number of firms’ annual reports and corporate websites focus on CSR
efforts. Nielsen’s (2013) Consumers Who Care study reports that 50 per cent of
respondents worldwide are willing to reward firms that give back to society. Although
corporate and consumer attention to CSR has increased over time, the relative attention
paid in the CSR literature to how marketing affects the relationship between CSR and
stock market returns is scarce. In particular, to the best of our knowledge, there is little
if any attention on how marketing spending, a proxy for firm visibility, moderates the
effects of CSR strengths and concerns on stock market returns in the short and long
terms. This question is addressed by developing two unique and separate hypotheses on
how marketing spending asymmetrically moderates the effects of CSR: strengths and
concerns on stock market returns. The question we address is important for chief
marketing, sustainability and finance officers (CMOs, CSOs and CFOs), who must
coordinate CSR and marketing investments, given stakeholders’ expectations, to create
CSR strengths and mitigate concerns for higher stock returns.

Most studies on the relationship between CSR and corporate financial performance
(CFP) appear in the accounting, economics, business, finance, management and strategy
literatures. The majority of studies find a positive relationship (Bénabou and Tirole,
2010; Choi and Wang, 2009; Derwall et al., 2005; Graves and Waddock, 1994;
McWilliams and Siegel, 2000; Mitchell et al., 1997; Moskowitz, 1992). However, a number
of studies find no relationship (Alexander and Buchholz, 1978; Aupperle et al., 1985;
Cochran and Wood, 1984; Coffey and Fryxell, 1991; McWilliams and Siegel, 2001;
Servaes and Tamayo, 2013; Ullmann, 1985; Waddock and Graves, 1997). For example,
Ullmann (1985) argues that “there are so many intervening variables that no
relationship can be found”. Many studies find a negative relationship (Aupperle et al.,
1985; Bragdon and Marlin, 1972; Hillman and Keim, 2001; Jensen, 2002; McWilliams and
Siegel, 1997; Milton, 1970; Vance, 1975; Waddock and Graves, 1997). Advocates of
neoclassical economics (Milton, 1970) believe that CSR contributes to firms’ costs over
revenues and thus negatively impacts financial performance.

Scholars have suggested that the relationship between CSR and financial
performance is unclear partly due to methodological reasons, in particular omitted
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variables (Aupperle et al., 1985; Cochran and Wood, 1984; Ullmann, 1985). In this study,
we propose a conditional approach, i.e. we investigate boundary conditions for the
relationship, using three variables:

(1) CSR strengths and concerns;
(2) high and low marketing spending; and
(3) short- and long-term effects, omitted in many past studies, because

consideration of these variables has the potential of explaining why certain
studies find a positive relationship while others find the opposite or no
relationship.

Consequently, the main unique goal of this paper is to establish the asymmetric
moderation effect of marketing spending on the relationship between CSR strengths and
concerns and stock market returns, in the short and long-terms, across a large
cross-section of US firms, industries and time period.

First, we focus on differences between CSR strengths and concerns. We ask if CSR
strengths and concerns are associated with higher or lower stock returns in similar or
different ways depending on the level of marketing spending. Strengths are defined
based on CSR on a composite measure of seven dimensions: community, corporate
governance, diversity, employee relations, environment, human rights and product,
which cater to multiple stakeholders’ needs. Concerns are based on corporate social
irresponsibility on the same dimensions[1]. Prospect theory has established that losses
loom larger than gains (Kahneman and Tversky, 1979), which suggests that the effects
of CSR concerns on stock market returns may be different and perhaps larger than the
effects of CSR strengths on returns. Prospect theory defines losses and gains relative to
a reference point, which necessitates consideration of stakeholders’ expectations of a
firm’s CSR strengths and concerns based on the firm’s marketing spending and
visibility. However, most prior studies have focused on an aggregated measure of CSR,
which aggregates:

• strengths and concerns to create a single CSR construct; or
• CSR strengths only without considering concerns;

There are a few studies which consider strengths and concerns separately (Chang
et al., 2014; Cho et al., 2013; Erhemjamts et al., 2013; Mattingly and Berman, 2006;
Servaes and Tamayo, 2013; Vaaland et al., 2008); however, these studies do not
consider the effects of CSR strengths and concerns on stock market returns in the
short and long terms, for varying levels of marketing spending[2]. Consequently,
these studies are unable to determine whether and how marketing spending
moderates the relationship between CSR strengths and concerns and stock market
returns in the short and long terms. The moderation effect is separate and distinct
from the main effect of CSR strengths and concerns on stock returns. Also, the
results of the moderation effect allow us to test predictions of visibility theory and
the resource-based view (RBV) of the firm to inform coordination efforts between
CMOs, CSOs and CFOs. For example, if one does not consider the moderation
effect, the implication is that CMOs, CSOs and CFOs can operate independently,
i.e. CMOs can independently maximize firm visibility, CSOs can independently
maximize CSR efforts based on the main effect of CSR and CFOs can
independently determine and impose budgets. The presence of a moderation
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effect implies that the effects of CSR strengths and concerns on stock market
returns depend on customers’ expectations of firms’ CSR strengths and concerns
which are based on firms’ marketing spending and visibility. Consequently,
CMOs, CSOs and CFOs need to coordinate their efforts, i.e. CSR managers should
build CSR strengths or mitigate concerns depending on the firm’s marketing
spending or the CMO’s plans for such spending, and the CFO should be flexible
with budgets based on CSR- and marketing-based strategic priorities, in specific
ways that are elaborated on in the discussion section.
Second, we focus on firms with high and low marketing spending because we
expect differences in visibility, stakeholder awareness of such firms and hence
stakeholder expectations regarding firms’ CSR strengths and concerns, which
influence the impact of realized strengths and concerns on firm performance.
Bowen (2000) provides a useful review of the management and strategy literature
on how environmental visibility can be used to predict green organizational
response because greater visibility exposes the firm to greater stakeholder
pressures in the social system. In contrast, the RBV (Barney, 1991) does not
consider differences in stakeholder expectations between high and low marketing
spending firms, resulting in differing predictions of the moderation effect of
marketing spending on the relationship between CSR strengths and concerns and
stock returns. We investigate whether the moderation effect, in the short and long
terms, follows the predictions of visibility theory or the RBV of the firm, i.e.
whether the moderation effects are asymmetric or symmetric for the two groups of
firms. Marketing spending is defined to capture a diverse set of marketing
activities such as advertising, promotions and distribution, all of which contribute
to firm visibility. Specifically, marketing spending is defined as the ratio of selling,
general and administrative (SG&A) spending less research and development
(R&D) spending to total revenue (Brower and Mahajan, 2013; Krishnan et al., 2009;
Mizik and Jacobson, 2007; Morgan and Rego, 2009). Although SG&A spending
has limitations discussed later, two primary advantages over advertising
spending are that SG&A spending is reported more frequently than advertising
and includes other promotion or commercialization efforts, e.g. direct sales,
distribution, market research, trade promotions and related activities, which are
important in industries where commercialization is primarily accomplished
through means other than advertising (Brower and Mahajan, 2013). Most prior
studies on the effects of CSR on stock market returns have not allowed for
differences in marketing spending across firms.
Third, we investigate short- and long-term effects of CSR strengths and concerns
on stock returns because stock market payoffs for CSR efforts could take more
than a year to materialize. Short- and long-term effects are defined based on
cumulative stock returns in the next one and five years, respectively. Most
previous studies use accounting-based measures based on operating or net
income, cash flow, asset growth, etc., in contrast to stock returns, a market-based
measure to capture firms’ financial performance, which is less subject to
managerial manipulation often present in accounting-based measures (Guney and
Schilke, 2010). In addition, most previous studies do not consider long-term
effects. Consequently, to the best of our knowledge, our study uniquely
investigates the relationship between CSR and stock returns for all three largely
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omitted variables, in the same study, for a large cross-section of US firms,
industries and time period.
Consequently, the conditional results, which demonstrate the importance of each
of the three variables, support the predictions of visibility theory, i.e. the results
establish the asymmetric moderation effect of marketing spending, and are
unique from the results heretofore in any literature. We find that CSR strengths
are associated with higher stock returns, only for low marketing spending firms in
the long-term, while concerns are associated with lower stock returns only for
high marketing spending firms in the long term. These results validate:

• the view of Schuler and Cording (2006) and Barnett (2007) that understanding the
relationship between CSR and financial performance requires understanding not
just how CSR creates but also does not create value; and

• theorizing by Neville et al. (2005) that the relationship between CSR and
performance could be moderated by firm variables.

In addition, the results answer a call for a broadened perspective in empirical
research to address CSR effects (Vaaland et al., 2008). A profiling analysis reveals
that high (low) marketing spending firms spend more (less) on R&D and are
prevalent in business-to-customer (B2C) (business-to-business [B2B]) settings,
permitting managerial targeting of coordination efforts between CMOs, CSOs and
CFOs across firms, which we expand on in the discussion section.

Hypotheses
In this section, we develop three hypotheses, one on the relationship between CSR
strengths and concerns and stock returns, i.e. the main effect of CSR strengths and
concerns on stock returns. Strengths are considered separately from concerns following
prospect theory. The second and third hypotheses are on how marketing spending
asymmetrically moderates the main effect, i.e. the relationship between CSR strengths
and concerns, and stock market returns. The first hypothesis on the main effect is
consistent with the RBV (and transaction cost economics [TCE]) theories of the firm. The
second and third hypotheses are based on visibility theory, which, in contrast to the
RBV, offers differing predictions of the moderation effect of marketing spending.

Main effect of corporate social responsibility strengths and concerns on stock market
returns
The hypothesis on the relationship between CSR strengths and concerns and stock
returns is developed in two steps. First, we briefly introduce stakeholder theory
including the associated underlying rationale for CSR. Second, we summarize the
rationale for the relationship between CSR and stock returns from accounting,
economics, business, finance, management and strategy and marketing literatures. The
literatures other than the marketing literature rely on rationales related to the
relationship between CSR and firm performance, while the marketing literature relies on
rationales related to the relationship between CSR and its effects on customers’
evaluations and responses. The two steps are used to collect all underlying rationales for
the effects of CSR from a variety of theories suggested in different literatures.

Stakeholder theory. Stakeholder theory suggests that firms have relationships with
many constituent groups (e.g. customers, employees and communities) other than just
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shareholders (Freeman, 2010; Hildebrand et al., 2011; Maignan et al., 2005). In addition,
these stakeholders both affect and are affected by the actions of the firm (Freeman,
2010). Jensen (2002) proposes the “enlightened value maximization” concept, arguing
that shareholder value maximization is not incompatible with satisfying other
stakeholders. He emphasizes long-term shareholder value maximization as the firm’s
primary objective and solution to the problems that arise from multiple objectives that
accompany stakeholder theory (e.g. customers want low price and high quality;
employees want high wages and high-quality working conditions; suppliers of capital
want low risk and high returns; and communities want high charitable contributions
and social expenditures by firms, etc.). Consequently when studying the effects of CSR
strengths and concerns on stock market returns, we will consider:

• measures of strengths and concerns which are composites of seven dimensions
related to multiple stakeholders’ needs: community, corporate governance,
diversity, employee relations, environment, human rights and product; and

• short- and long-term returns.

There are two broad perspectives that inform stakeholder theory, as it relates to
financial performance:

(1) the RBV (Barney, 1991); and
(2) TCE (Williamson, 1975).

The RBV contends that a firm’s ability to perform better than its competition and create
value for shareholders depends on the unique interplay of human, organizational and
physical resources over time. RBV scholars have studied intangibles such as
technology, human capital, corporate reputation and organizational culture. Barney
(1991) maintains that if these resources meet four criteria (valuable, rare, inimitable and
non-substitutable), they can constitute a source of sustainable competitive advantage.
Proponents of the RBV claim that CSR enables firms to achieve competitive advantage
by boosting skills and financial performance. For example, good employee relations
might enhance morale, productivity and satisfaction (Moskowitz, 1972).

The TCE view posits that firms reduce costs associated with contractual compliance
with government regulation and union contracts by satisfying stakeholder demands. In
other words, if a firm has developed a good reputation by satisfying stakeholder
demands for CSR, the good reputation will extend to government regulators and
employee union managers. The good CSR-based reputation will reduce the costs of
satisfying their regulations and demands (contracts), because they believe the firm cares
about its social responsibility and hence trust the firm. The end results of TCE and RBV
theories are the same, i.e. either by decreasing costs or increasing returns, CSR is
expected to be positively related with CFP. In addition, stakeholders may interpret that,
because of superior management skill, firms’ CSR efforts will cost less, not more
(Alexander and Buchholz, 1978). McWilliams and Siegel (2001) contend that firms
engage in CSR activities based on demand from stakeholders to increase economic
efficiency. The gist of stakeholder theory is that superior management of various
stakeholders’ demands is important to accomplish higher CFP.

Rationales for corporate social responsibility. Advocates of the positive link between
CSR and financial performance hypothesize three related advantages from engaging in
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CSR initiatives. First, investment in CSR is hypothesized to act as a source of
competitive advantage (Porter and Kramer, 2006; Smith, 2003), and effective
employment of CSR initiatives by managers can differentiate products and brands from
their competitors (Smith and Higgins, 2000; Varadarajan and Menon, 1988). Thus, CSR
is regarded as a form of strategic investment similar to R&D and advertising (Gardberg
and Fombrun, 2006; McWilliams et al., 2006). Second, Fombrun et al. (2000) posit that
CSR activities act as a safety net to shield firms from random negative events. Godfrey
(2005) suggests that CSR works as an insurance policy to shield firms from risks and
creates positive “moral capital”, which directly affect the market value of firms by
improving employee morale and productivity. Third, CSR can provide better access to
valuable resources (Cochran and Wood, 1984; Waddock and Graves, 1997), attract and
hold quality employees (Turban and Greening, 1997), convey better marketing for
products and services (Fombrun et al., 2000; Moskowitz, 1972), grab unanticipated
opportunities (Fombrun et al., 2000) and gain social legitimacy (Hawn et al., 2011).

The underlying rationale for CSR in the marketing literature is that CSR efforts
facilitate development of marketing assets such as positive product evaluations (Brown
and Dacin, 1997; Creyer and Ross, 1996; Ellen et al., 2000), customer satisfaction (Daub
and Ergenzinger, 2005), increased loyalty (Du et al., 2007; Luo and Bhattacharya, 2006),
willingness to pay premium prices (Bhattacharya and Sen, 2004), trust (Vlachos et al.,
2009), willingness to support firms committed to CSR (Barone et al., 2000; Berger and
Kanetkar, 1995; Creyer and Ross, 1996), willingness to donate to firms supporting
non-profit organizations (Lichtenstein et al., 2004) and decreased attribution of blame in
the face of a crisis (Klein and Dawar, 2004). In a recent review of the relationship between
marketing efforts (not CSR efforts) and assets, and stock market performance,
Srinivasan and Hanssens (2009) link various marketing assets such as product
evaluations, loyalty and prices, to stock market performance. The studies noted in the
previous two paragraphs support a positive link between CSR and financial
performance.

In contrast to the positive link, as noted earlier, advocates of neoclassical economics
(Milton, 1970) believe in a negative link, i.e. CSR contributes to firms’ costs over revenues
and thus negatively impacts financial returns. Our hypothesis is based on the positive
(negative) effects of CSR strengths (concerns) on stock returns because of the larger
number of studies that support the positive view over the negative neoclassical view.
Consequently, based on the rationales suggested in various literatures, we expect CSR
strengths (concerns) to be positively (negatively) associated with stock market returns,
i.e. a main effect of CSR strengths and concerns on stock returns (the positive and
negative main effects of CSR strengths and concerns, respectively, on stock market
return are depicted in Figure 1).

H1a(b). CSR strengths (concerns) will be positively (negatively) associated with
stock market returns.

Figure 1.
Overview of
hypothesized effects
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Moderation effect of marketing spending on the relationship between corporate social
responsibility strengths and concerns and stock market returns
In this section, we use visibility theory to develop two stakeholder expectations-based
hypotheses for the moderation effect of marketing spending on the relationship between
CSR strengths and concerns, and stock market returns, first for CSR strengths and
subsequently for concerns. Visibility theory, defined based on the magnitude of a firm’s
marketing spending, is used to hypothesize that stakeholders will develop expectations
of a firm’s CSR strengths and concerns based on whether the firm is more or less visible
(Bansal, 1996; Bowen, 2000; Fang and Peress, 2009; Pfarrer et al., 2010; Rappaport and
Flaherty, 1992). Expectations are important because (financial) performance will be
dependent on the difference between realized strengths and concerns and expectations
of strengths and concerns. In other words, for firms with higher visibility, stakeholders
expect the firms to have CSR strengths and no concerns (after all the firms have
resources to spend in marketing), while for firms with lower visibility, stakeholders do
not expect firms to have CSR strengths. These expectations of strengths and concerns
moderate stakeholder reactions or the effects of CSR strengths and concerns on stock
market returns (Figure 1).

Corporate social responsibility strengths. Marketing spending, which comprises
spending on products, promotions (e.g. advertising) and place (distribution), makes the
firm more visible for the variety of stakeholders (Bansal, 1996; Fang and Peress, 2009;
Pfarrer et al., 2010; Rappaport and Flaherty, 1992). Lower marketing spending firms are
less visible. We expect that lower visibility results in stakeholders having lower
expectations that such firms will develop CSR strengths, and these expectations
influence the effect that CSR strengths have on the firm’s performance (Chiu and
Sharfman, 2009; Dowling and Pfeffer, 1975). Dowling and Pfeffer (1975) suggest that
firms that are “less in the public eye” are less likely to face legitimacy pressures from
stakeholders to develop CSR strengths, than firms that are more visible. In addition,
they suggest that organizations that are smaller, and organizations that receive fewer
political and social benefits, tend to engage less in legitimate behavior. Chiu and
Sharfman (2009) suggest that lower visibility demotivates managers to perform more
socially responsible behaviors, because they are under less scrutiny by the firm’s
stakeholders and society, to be better corporate citizens. In other words, the lower the
visibility and attention firms attract from society, the lower the legitimacy pressures
and expectations of stakeholders regarding CSR strengths. Consequently, if lower
visibility firms do develop CSR strengths, the observed strengths deviate positively
from stakeholders’ lower expectations of strengths; hence, CSR strengths are expected
to be associated with higher stock returns. In contrast, higher marketing spending firms
are more visible. We expect that higher visibility results in stakeholders having higher
expectations that such firms will develop CSR strengths. Consequently, when higher
visibility firms do develop CSR strengths, the observed strengths deviate less positively
from stakeholders’ higher expectations of strengths; hence, CSR strengths are less
expected to be associated with higher stock returns. The negative moderation effect of
marketing spending on the relationship between CSR strengths and stock market return
is depicted in Figure 1. Consequently:

H2. The positive effect of CSR strengths on stock market returns will be greater for
low (relative to high) marketing spending firms.
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H2, which relies on visibility theory, suggests a condition under which CSR strengths
are less associated with higher stock returns, i.e. for high marketing spending firms. In
contrast, the RBV of the firm suggests that high marketing spending is associated with
greater firm resources, which generally enable greater competitive advantage through
product differentiation, and hence higher stock returns (Barney, 1991). Consequently,
the RBV of the firm suggests that the positive effect of CSR strengths on stock returns is
greater for high marketing spending firms, i.e. the opposite effect hypothesized in H2.

Corporate social responsibility concerns. Higher marketing spending firms, as noted
above, are more visible. We expect that higher visibility signals to stakeholders that the
firm has greater resources to devote to CSR (Chiu and Sharfman, 2009; Dowling and
Pfeffer, 1975), resulting in strengths rather than concerns. Sharfman et al. (1988) and
Chiu and Sharfman (2009) suggest that the presence of greater (slack) resources allows
the firm to make more discretionary investments which are often highly visible to
stakeholders and media. Easley and O’Hara (2004) find that firms with lower costs of
capital (i.e. greater [slack] resources) generally engage in more corporate disclosures. As
slack (discretionary resource) levels increase, because of social contract-based ideas,
organizations are expected to fulfill their obligations to society by allocating greater
resources to CSR because stakeholders and society expect firms with higher resources to
develop CSR strengths. Easley and O’Hara (2004) indicate that although greater (slack)
resources allow firms to engage in more CSR, greater resources, in addition, are
generally associated with more visibility. Consequently, when firms with greater
resources, higher marketing spending and visibility develop CSR concerns, observed
concerns will deviate negatively from stakeholders’ expectations of strength; hence,
concerns are expected to be associated with lower stock returns. The positive
moderation effect of marketing spending on the relationship between CSR concerns and
stock market return is depicted in Figure 1. In contrast to higher marketing spending
firms, lower marketing spending firms are less visible. We expect that lower visibility
signals to stakeholders that the firm has fewer resources to devote to CSR, and
consequently is less likely to devote resources to CSR or develop CSR strengths.
Consequently, when firms with lower marketing spending and lower visibility develop
CSR concerns, observed concerns deviate less negatively from stakeholders’ lower
expectations of strength; hence, concerns are less expected to be associated with lower
stock market returns:

H3. The negative effect of CSR concerns on stock market returns will be greater for
high (relative to low) marketing spending firms.

Similar to H2, H3, which also relies on visibility theory, suggests a condition under
which CSR concerns are less associated with lower stock returns, i.e. for low marketing
spending firms. In contrast, the RBV of the firm suggests that low marketing spending
is associated with lower firm resources, which generally enable less competitive
advantage through product differentiation, and hence lower stock returns (Barney,
1991). Consequently, the RBV of the firm suggests that the negative effect of CSR
concerns on stock returns is generally greater for low marketing spending firms, as both
CSR concerns and low marketing spending are indicative of lower firm resources, which
generally enable less product differentiation and competitive advantage, i.e. the
opposite effect hypothesized in H3.
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Model
Model to test hypotheses
The main model to test the effects of CSR strengths and concerns on stock market
returns (H1) is:

�TSRit�k|t � �0 � �1�CSRit
S � �2�MKTGit � �3�(CSRit

S � MKTGit)
� �4�CSRit

C � �5�(CSRit
C � MKTGit) � �6tYEARt

��jCONTROLSj,t � �it

(1)

Where TSRit�k|t, for k � 1 and 5, is the cumulative or total stock return for firm i in the
next one and five years (TSR1 and TSR5); �TSRit�k|t is the difference between total stock
return for firm i in year t � k and t � k � 1; consequently, firm-fixed effects present in
the level versions of Model 1 are not required in the difference versions; �CSRit

S and
�CSRit

C are the differences between firm i’s aggregate CSR strength and concerns,
respectively, at time t and t � 1. We take first differences to address the correlated
omitted variables problems in level-based regressions (Kimbrough and McAlister,
2009). The dependent variable used in this study is the total stock return:

TSRit�k|t � � �m�1

12
(1 � im)� 	 1 (2)

Where im is the stock return for month m, in which m � 1 indicates the beginning month
of year t and m � 12 indicates the last month of year k. Marketing spending, MKTGit, as
noted earlier, is defined as (SG&A � R&D)/asset following precedence in the marketing
literature, i.e. studies by Mizik and Jacobson (2007) and Luo (2008). Firms communicate
their CSR activities with stakeholders through various channels and advertising is only
one of such channels. Consequently, the marketing spending measure is used, although
imperfect, over the advertising spending measure, to capture a diverse set of marketing
activities such as promotions and distribution.

To test H1(a) and (b), we estimate Model 1 for the entire cross-section of firms and
observe the signs and statistical significance of the parameter estimates of �1 and �4. If
�1 is statistically significantly higher than zero, CSR strengths are positively associated
with stock returns, hence H1 (a) is supported. If �4 is statistically significantly lower
than zero, CSR concerns are negatively associated with stock returns, hence H1 (b) is
supported. H2 and H3 are not tested based on �3 and �5, respectively. For example, a
negative (positive) �3 cannot distinguish between CSR strengths being associated with
higher stock returns for lower (higher) marketing spending firms, and CSR strengths
being associated with lower stock returns for higher (lower) marketing spending firms.
Similarly, a negative (positive) �5 cannot distinguish between CSR concerns being
associated with lower stock returns for higher (lower) marketing spending firms, and
CSR concerns being associated with higher stock returns for lower (higher) marketing
spending firms.

Consequently, to test H2 and H3, the sample is separated into two groups, high
versus low marketing spending firms based on the median marketing spending
criterion, and Model 1 is estimated for each of the two sub-samples of firms to test the
moderation effect of the level of marketing spending on the relationship between CSR
strength (H2) and concerns (H3) on stock returns. If �1 is statistically significantly
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higher than zero for low marketing spending firms and �1 is insignificantly different
from 0 for high marketing spending firms then CSR strengths are associated with higher
stock returns for lower over higher marketing spending firms, hence H2 is supported.
Similarly, If �4 is statistically significantly lower than zero for high marketing spending
firms and �4 is insignificantly different from zero for low marketing spending firms,
then CSR concerns are associated with lower stock returns for high over low marketing
spending firms, and hence H3 is supported. Any potential loss in information due to
grouping firms in high versus low marketing spending categories is compensated for by
including the interaction terms of Model 1 in their continuous forms. Each estimation
was conducted for �TSRt�1 or short-term and �TSRt�5 for long-term returns.

Data
Our database is obtained as follows: CSR strengths and concerns are obtained from the
KLD Stats database provided by KLD Research and Analytics, Inc., a Boston-based
investment research firm which tracks firms’ CSR activities; marketing spending and
other variables used as controls in Model 1 including variables used to profile higher
marketing spending firms are obtained from Standard and Poor’s COMPUSTAT
database which is based on 10,000 filings of all publicly traded US firms; stock returns
are obtained from University of Chicago’s Center for Research in Security Prices (CRSP)
which maintains stock market data for NYSE, AMEX and NASDAQ.

KLD Research and Analytics, Inc. provides annual data on a large cross-section of US
firms, comprising multiple measures of strengths and concerns for each of seven CSR
dimensions, community, corporate governance, diversity, employee relations,
environment, human rights and products (Online Appendix Table). The ratings are
determined by third-party raters, who have expertise in CSR, efforts and performance,
however, they have no direct interest in the firms. Although the rating data are not based
on general consumer opinion:

• our dependent measure is stock market return and experts opinions are an
important determinant of stakeholders decisions;

• the advantage of KLD data is that its dimensions noted above encompass issues of
interest to various stakeholders noted in the background section; and

• the expert-based ratings are expected to be more comparable across firms and
time than consumer ratings.

Sharfman (1996) tested KLD data’s construct validity and concluded that it is one of the
best measures of CSR among other existing measures. KLD is a frequently referenced
source of CSR in management and strategy literatures (Barnett and Salomon, 2012;
Berman et al., 1999; Chatterji et al., 2009; Hillman and Keim, 2001; Johnson and Greening,
1999; Waddock and Graves, 1997).

Aggregated CSR strength and concern scores for firm i and year t are calculated
following Kacperczyk (2009): CSRit

S � � d�1
7 CSRidt

S and CSRit
C � � d�1

7 CSRidt
C , where

d represents the seven dimensions in the KLD database: community relations,
diversity, employee relations, corporate governance, environment, human rights
and product. Summing strengths (concerns) across dimensions is consistent with
stakeholder theory which refers to “general stakeholders” who comprise
stakeholders with interests in different issues or dimensions (Daub and
Ergenzinger, 2005; Maignan et al., 2005). In addition, these stakeholders are not just
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concerned about issues, they are primarily interested but have secondary interests
in other issues as well (Maignan and Ferrell, 2004). Later, in the results section, we
consider each of seven dimensions separately to analyze whether one or more
dimensions drive the results on H1(a), H1(b), H2 and H3.

We merged data from KLD, COMPUSTAT and CRSP. Descriptive statistics are
presented in Table I Panel A and a correlation matrix of variables used in model
estimation is presented in Panel B. We began with 25,634 firm-year observations
from 2001 to 2010 for CSR strengths and concerns obtained from KLD data. Taking
the first difference of CSR strengths and concerns results in 20,155 firm-year
observations. Combining these observations with COMPUSTAT data on marketing
spending and taking first differences in marketing spending results in 8,314
firm-year observations. Taking first differences in control variables results in 8,230
observations. Finally, we add the short- and long-term stock market return variables
from CRSP. Taking first differences of the short-term one-year cumulative stock
return variable results in 7,726 firm-year observations, while taking the first
difference of the long-term five-year cumulative stock return variable results in
4,153 firm-year observations.

Results
As noted earlier, effects of CSR strengths, H1(a), and concerns, H1(b), on stock returns
are estimated using Model 1 and a panel regression approach. The results are presented
in Table II. We use two sets of controls:

Table I.
Data summary

Mean SD No. of firms available

Panel A: Summary descriptive statistics
CSR strength 1.449 2.198 34,823
CSR concern 1.865 1.837 34,823
Marketing spending 0.242 0.202 14,841
Capital spending 0.048 0.059 31,482
Sales 4,589.245 14,688.497 32,460
Risk 0.218 0.191 32,342
Cumulative 1 year stock return TSR1 0.113 10.156 32,392
Cumulative 5 year stock return TSR5 0.604 1.932 19,549

1 2 3 4 5 6 7 8

Panel B: Correlation matrix
1. CSR strength –
2. CSR concern 0.324 –
3. Marketing spending �0.042 �0.169 –
4. Capital spending 0.007 0.034 0.088 –
5. Sales 0.452 0.486 �0.064 0.014 –
6. Risk 0.030 0.094 �0.191 0.042 0.053 –
7. TSR1 �0.000 0.007 0.267 0.008 �0.002 0.036 –
8. TSR5 0.018 0.026 0.066 0.057 0.007 0.043 0.592 –
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Table II.
Regression results
for the effects of CSR
strength and
concerns on stock
returns
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(1) financial (�CAPEX and �RISK), to control for effects of capital expenditures
and risk on stock returns; and

(2) marketing (�SALES and �R&D), to control for effects of sales and R&D
expenditures on stock returns.

Model 1 is estimated first without any controls, followed by the inclusion of financial
and marketing controls. Strengths are found to be associated with higher stock market
returns in the short term (�TSR1; p � 0.05) and long term (�TSR5; p � 0.01) whether we
use controls (first row Table II). Consequently, H1(a) is supported. Concerns are not
found to be associated with lower stock returns, either in the short or long terms (fourth
row Table II). Consequently, H1(b) is not supported. A potential reason why H1(b) is not
supported is due to aggregation error involved in combining samples on high and low
marketing spending firms with differential effects of concerns on stock returns, which
will be elaborated on in more detail when we present the moderation effect results.
Incidentally, when we combine strengths and concerns in a composite measure of CSR
effort, there is no relationship between CSR and stock market returns. A potential reason
for this result is due to aggregation error involved in combining data on strengths and
concerns when there are different effects of strengths, H1(a), and concerns, H1(b), on
stock returns. The lack of a relationship between a composite measure of CSR effort and
stock returns is interesting because it provides a potential explanation for why some
studies (Alexander and Buchholz, 1978; Aupperle et al., 1985; Cochran and Wood, 1984;
Coffey and Fryxell, 1991; McWilliams and Siegel, 2001; Servaes and Tamayo, 2013;
Ullmann, 1985; Waddock and Graves, 1997) may not find statistically significant effects
of CSR on stock market returns when in fact there are latent effects, H1 (a), in the data.

As just noted, CSR strengths are found to be associated with higher stock returns,
while concerns are not found to be associated with lower stock returns, underscoring the
relevance of considering strengths separately from concerns, i.e. adopting a conditional
view when analyzing CSR effects on firm performance. Basically, the effects of CSR on
stock returns are found to be asymmetric, for strengths and concerns. While support for
H1 (a) is supportive of the RBV of the firm for CSR strengths, lack of support of H1(b)
is not supportive of the RBV of the firm for CSR concerns.

To test H2 and H3, Model 1 is estimated separately on two sub-samples of firm with
low (Table III) and high (Table IV) marketing spending. Strengths are found to be
associated with higher stock returns for low marketing spending firms in the long term
(p � 0.05) (first row Table III for �TSR5), while strengths are not found to be associated
with stock returns for high marketing spending firms (fourth row Table IV).
Consequently, the positive effect of CSR strengths on stock returns is found to be greater
for lower (relative to higher) marketing spending firms, i.e. H2 is supported. Support for
H2 is supportive of visibility theory over the RBV of the firm.

In contrast, concerns are found to be associated with lower stock returns in the long
term, for high marketing spending firms (p � 0.05) (first row Table IV for �TSR5).
Concerns are not found to be associated with stock returns for low marketing spending
firms (fourth row Table III). Consequently, the negative effect of CSR concerns on stock
market returns is found to be greater for high (relative to low) marketing spending firms,
i.e. H3 is supported. Again, similar to H2, support for H3 is supportive of visibility
theory over the RBV of the firm. In summary, the effects of CSR on stock returns found
earlier to be asymmetrical, for strengths and concerns, are found to be asymmetrical for
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Table III.
Regression results
for the effects of CSR
strength and
concerns on stock
returns – low
marketing spending
firms
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Table IV.
Regression results

for the effects of CSR
strengths and

concerns on stock
returns – high

marketing spending
firms
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high and low marketing spending firms as well. The two results on the effects of
concerns on stock returns explain why H1 (b) is not supported, i.e. because of
aggregation error associated with combining two samples on high and low marketing
spending firms with differential effects of concerns on stock returns.

We used the Hausman–Wu endogeneity test (Baum et al., 2003) to test whether CSR
is independent from remaining contemporaneous errors. We implemented the test using
instruments that are lagged one period beyond the error term for our main three results:

(1) short- and long-term effects of CSR strengths on stock returns (the H1 result);
(2) short- and long-term effects of CSR strengths of low marketing spending firms

on stock returns (the H2 result); and
(3) short- and long-term effects of CSR concerns of high marketing spending firms

on stock returns (the H3 result).

The corresponding F-statistics are 2.85 (p � 0.05) and 1.11 (p � 0.1) for the H1 result;
1.91 (p � 0.1) and 3.33 (p � 0.05) for the H2 result; and 0.23 (p � 0.6) and 1.94 (p � 0.1)
for the H3 result, indicating that CSR is not correlated with remaining contemporaneous
errors; consequently, we do not need instruments to control for endogeneity.

Subsequently, we conducted analyses to determine whether the positive effects of
CSR strengths on stock market returns, H1(a), based on a composite measure of
strengths across seven dimensions, are driven by strengths on certain dimension over
others. In other words, the composite CSR strength measure across seven dimensions
used in Model 1 was replaced by a corresponding CSR strength measure on each of the
seven CSR dimensions in the Online Appendix Table. We estimated Model 1 for each of
the seven dimensions separately and found that the positive effect of CSR strengths on
stock market returns is based primarily on strengths associated with diversity efforts
largely aimed within the firm, i.e. strengths on diversity are positively (p � 0.05)
associated with long-term stock returns.

Similarly, we checked whether the positive effects of CSR strengths on stock returns
identified for low marketing spending firms (H2) based on a composite measure of concerns
across seven dimensions are driven by strengths on certain dimensions over others. We
estimated Model 1, for low marketing spending firms, for each of the seven dimensions
separately, and found that the positive effect of CSR strengths on stock returns identified for
low marketing spending firms is also based primarily on strengths associated with diversity
efforts aimed within the firm. This empirical result supports the theory-based commentary
of Powell (2011) on the importance of the employee perspective in the ethical alignment of
corporate marketing, identity and social responsibility.

Likewise, we conducted an analysis to determine whether the negative effects of CSR
concerns on stock returns identified for high marketing spending firms (H3) based on a
composite measure of concerns across seven dimensions are driven by concerns on
certain dimensions over others. We estimated Model 1, for high marketing spending
firms, and for each of the seven dimensions separately, and found that the negative
effect of CSR concerns on stock market returns identified for high marketing spending
firms is based primarily on concerns on human rights, which largely affect constituents
outside the firm in addition to employees of the firm, i.e. concerns on human rights are
negatively (p � 0.01) related to stock returns for high marketing spending firms.
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In summary, the CSR dimension-based analysis reveals that for low marketing
spending firms, the higher stock market returns from CSR strengths (H2) are associated
with strengths on diversity efforts aimed at stakeholders within the firm or employees.
In contrast, for high marketing spending firms, the lower stock returns resulting from
CSR concerns (H3) are associated with concerns on human rights, which largely affect
stakeholders outside the firm in addition to the morale of employees.

Finally, we conducted a profiling analysis of firms which vary on marketing
spending (Table V) which indicates that high marketing spending firms are more
prevalent in B2C industries (p � 0.01) and have higher R&D spending (p � 0.05). Firms
with low marketing spending are more prevalent in B2B industries (p � 0.01) and have
lower R&D spending (p � 0.05). Finally, firms with higher marketing spending (to asset
ratios) have higher absolute levels of marketing spending (p � 0.05), lower sales (p �
0.05) and operate in more competitive environments (p � 0.05).

Managerial implications, limitations and future research
The four managerial implications of our results are as follows. First, consider low
marketing and R&D spending firms with relative low visibility operating in B2B
settings. Conventional wisdom may suggest that such firms should not invest in
developing CSR strengths because of low visibility; however, our results suggest they
should because CSR strengths developed will contrast with stakeholders’ low
expectations of CSR strengths for such firms, which, despite low visibility, will result in
higher stock returns (H2). Another reason why low marketing and R&D spending firms
with relative low visibility operating in B2B settings should invest in developing
strengths is because CSR strengths enable firms to differentiate themselves from other
firms in their industry in a way that is desirable for stakeholders. Differentiation is
particularly valuable in settings in which competitors are less visible. In addition, our
results indicate that investments in CSR for low marketing and R&D spending firms
with low visibility operating in B2B settings, from the perspective of stock returns,
should be aimed at diversity efforts which can improve employee morale. Examples of
diversity efforts which can improve employee morale are:

• promotion of women and minorities to top executive positions, and positions with
profit – loss responsibilities and on the board of directors;

Table V.
Profiles of high and

low marketing
spending firms

Profiling variables High marketing spending Low marketing spending t-Stats Significance

Size 1.31 (n � 7,387) 1.65 (n � 7,361) �11.31 *
Size (no log) 20.73 (n � 7,389) 19.24 (n � 7,363) 1.35
Asset 3,122.78 (n � 7,428) 8,308.46 (n � 7,413) �31.48 *
Sales 4,303.88 (n � 7,428) 6,606.21 (n � 7,413) �7.52 *
Marketing spending
(in million $) 1,002.28 (n � 7,428) 743.87 (n � 7,412) 5.47 *
R&D spending 0.06 (n � 7,428) 0.05 (n � 7,413) 8.62 *
B2C 46.9% (n � 3,486) 37.9% (n � 2,812) 11.11 **
B2B 53.1% (n � 3,942) 62.1% (n � 4,601) �11.11 **
Herfindahl index 0.26 (n � 7,428) 0.24 (n � 7,413) 3.72 *

Notes: ** and * indicate 1 and 5% confidence levels, respectively
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• providing work–life benefits such as childcare, elder care or flex care, which
increases diversity among employees;

• allocation of certain percentage of the firm’s contracts to women and minority
owned businesses; and

• adoption of progressive policies toward gay and lesbian employees.

Second, in contrast, consider high marketing and R&D spending firms with relative
high visibility operating in B2C settings. Conventional wisdom may suggest that such
firms should invest in developing CSR strengths because of high visibility; however, our
results suggest that if such firms do invest in developing CSR strengths, because the
resulting CSR strengths are considered relative to stakeholders’ high expectations of
CSR strengths for such firms, strengths are unlikely to result in higher stock returns.

Third, consider low marketing and R&D spending firms, with relative low visibility
operating in B2B settings, which have developed CSR concerns. CMOs, CSOs and CFOs
in such firms will likely contemplate investments in CSR aimed at mitigating concerns.
However, our results suggest that such concerns are not likely to result in lower stock
returns because stakeholders do not expect less visible firms to develop CSR strengths.

Fourth, consider high marketing and R&D spending firms, with relatively high
visibility operating in B2C settings, which have developed CSR concerns. In such cases,
it will be valuable for CMOs, CSOs and CFOs to coordinate their marketing and CSR
investments aimed at mitigating CSR concerns because stakeholders expect these firms
to have CSR strengths and not concerns. Our results suggest that investments in CSR for
these firms seeking to mitigate CSR concerns, from a stock returns perspective, are
indeed valuable (H3). Mitigating concerns is important not just because stakeholders
expect high-visibility firms to have CSR strengths and no concerns, but because it
demonstrates good faith when concerns develop. It indicates that when concerns
develop, the firm is committed to addressing these in a way that concerns are mitigated.
Good faith-based commitment can also differentiate the firm from other firms which are
visible but have not developed concerns and firms that develop concerns and are less
committed to addressing the concerns. Our results also suggest that efforts to mitigate
concerns should be aimed at human rights, due to its pervasive importance for
stakeholders of high-visibility firms. Examples of concerns on human rights are when
firms face controversies over:

• operations in South Africa, Northern Ireland, Burma and Mexico;
• labor standards in their supply chain;
• indigenous population with the USA; and
• operations or direct investments in, or sourcing from the Sudan, etc.

This study, like any other, is not without limitations. Limitations create future research
opportunities. For example, first, we do not explicitly test expectations; however, we do
test the implications of expectations to determine the effects of CSR strengths and
concerns on stock returns, in a way similar to many published market-based studies
reviewed by Srinivasan and Hanssens (2009). This creates future research opportunities
for consumer behavior researchers to test the effects of differing expectations on
stakeholder reactions of firms’ CSR strengths and concerns in laboratory experiments.
Second, because our sample comprises a large cross-section of US firms over a decade,
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we are unable, because of data unavailability, to investigate mediating marketing
variables such as expectations, consumer product or firm evaluations and opinions,
loyalty and willingness to pay higher prices, which can be considered in small sample
studies of firms over a short time horizon for which such customized data may be more
likely available. However, we are able to establish the moderation effect of marketing
spending on the relationship between CSR strengths and concerns, and stock market
returns, in the short and long terms, for a large cross-section of US firms, industries and
time. The results on the moderation effect, as we have demonstrated, are asymmetric for
strengths and concerns, low and high marketing spending firms and short- and
long-term effects on stock returns, generating useful implications for CSO, CFOs and
CMOs, who can, based on our results, differentially coordinate CSR and marketing
investments across firms, for better stock returns. We hope future academic- and
commercial-based research will build on our research in such directions.

Notes
1. Later in the results section, we explore whether the results on the effects of the composite

measure are driven by some dimensions over others.

2. Chang et al. (2014) and Mattingly and Berman (2006) do not consider marketing spending.
Chang et al. (2014), Erhemjamts et al. (2013) and Servaes and Tamayo (2013) do not consider
stock returns. Cho et al. (2013) do not consider marketing spending or stock returns. Vaaland
et al.’s (2008) study is based on a literature review, not an empirical analysis.
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