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Abstract 

Prior studies on the relationship between corporate social performance and corporate financial performance are 
inconclusive. In the paper, we review 63 studies, and find (1) there are three methodology, which are empirical 
analysis, normative analysis and meta-analysis; (2) control variables, such as industry, size and risk, have been 
playing the important role in these studies; (3) different researchers discuss different stakeholder groups; (4) 
measures of both CSP and CFP are the complex phenomenon, and still uncertain. We assert that the variations of 
methodology, industries, control variables, stakeholder groups, and measures of both CSP and CFP should be 
responsible for the vexing relationship.  

Keywords: Corporate Social Performance (CSP), Corporate Financial Performance (CFP), stakeholder group, 
control variable  

1. Introduction 

Investigating the correlation between corporate social performance and corporate financial performance has been 
a lively confrontation since Milton Friedman’s (1962, 1970) challenge that “a corporation’s social responsibility 
is to make a profit.” Friedman’s views added fire and intellectual challenge to the debate and triggered additional 
interest in either proving or disproving the relationship between social performance and financial performance 
(Griffin, Mahon, 1997). A few scholars asserted that “the only responsibility of a business is to its shareholders” 
(Locke, 1996), but numerous researchers viewed that the firm is not a simple economic organization, and can’t 
neglect the survival condition.  

The research on the link between CFP and CSP has traditionally involved two different empirical issues: First, 
the direction (if exists) of the causality; and second, the sign of those identified causal relationship (Peston and 
O’Bannon, 1997; Surroca and Tribo, 2005). Although many researchers have explored the empirical relationship 
between CSP and CFP, no definitive consensus exists (Griffin & Mahon, 1997). the minority of researchers 
found only a negative relationship (Vance,1975; Davidson & Worrell, 1988; Bromiley & Marcus,1989; Jarrell & 
Peltzman,1985; Pruitt & Peterson,1986; Shane & Spicer,1983; Strachan et al.1983; Wier, 1983; Makni et al. 
2009; Giannarakis & Theotokas, 2011); some researchers have found the contradictory results, which are the 
positive and inconclusive relationship (Fray & Hock,1976; Anderson & Frankle, 1980; Freedman & Jaggi, 1982), 
or the positive and negative relationship (Chen & Metcalf, 1980; Cochran & Wood, 1984; Coffey & Fryxell, 
1991); the majority of researchers have found the positive relationship (Belkaoui, 1976; Bowman, 1978; Hart & 
Ahuja, 1994; Orlitzky, Schmidt, Rynes, 2003; Recchetti, 2007; Mahoney, LaGore, Scazzero, 2008; McGuire, 
Sundgren, Schneeweis, 1988; Simpson, Kohers, 2002, et.). Therefore, the impression that ‘in the aggregate, 
results are inconclusive’ regarding any theoretical conclusions about the relationship between CSP and CFP has 
persisted until today (Orlitzky et al.2003). 

Why does the relation between CSP and CFP seem so unclear and elusive? Griffin and Mahon (1997) have 
asserted some reasons for these contradictory results stem from conceptual, operationalization, and 
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methodological differences in the definitions of social and financial performance (Wood, 1991). Similarly, 
Waddock and Graves (1997) have pointed out that one fundamental reason for the uncertainty about the 
relationship between CSP and CFP is the problem of measuring CSP. And Margolis and Walsh (2001) have noted 
concern over the methodology used in many of the studies. Despite these researches, the linkages between CSP 
and financial performance are still far from clear (Ullman, 1985). Ruf el. (2001) early asserted that research on 
the relationship between CSP and CFP has produced conflicting results. The conflicting findings are attributed to 
both theoretical and methodological issues. Reasons include: (1) lack of a theoretical foundation, (2) lack of a 
comprehensive systematic measure of CSP, (3) lack of rigorous methodology, (4) sample size and composition 
limitations, and (5) mismatch between social and financial variables. Similarly, Brammer and Millington (2008) 
expressed that the failure to reach a consensus on relation of CSP and CFP arises for a number of reasons as 
follows: (1) the conceptual determinants of CSP, and consequently the theoretical expectations of the CSP-CFP 
relationship; (2) severe difficulties encountered in measuring CSP; (3) the lack of consensus in the literature 
reflects the very broad rang of measures of CFP employed in existing studies.  

However, it is important to investigate the real relationship between corporate social performance and corporate 
financial performance. The clear linkage contributes to researchers’ work progressively and stakeholder’s 
making-decision. This review of literature may help researchers find out the present status and reasons for the 
vexing relationship. In this paper, we will specifically focus on the previous 63 studies (see appendix). The 
remainder of the paper is organized as follows. In the next section, we review methodology, industries and 
control variables. The third and the fourth respectively review stakeholder groups, measures of CSP and CFP. 
The last section includes conclusions and future research. 

2. Different Methodology, Industries and Control Variables 

2.1 Different Methodology 

The research conclusions on the relationship of CSP and CFP are inconsistency or contradictory, which has been 
recognized by most researchers. Some researchers (Cochran & Wood, 1984; Ullmann, 1985; Woddock & Mahon, 
1991) argue that methodological differences are one reason of inconclusive relationship between CSP and CFP. 
“The methodological limitations of prior studies obscure the true association between CSP and CFP thereby 
resulting in inconsistent results” (Darren et al. 2009). In the analysis we divide the methodology into three types: 
empirical analysis (EA), normative analysis (NA) and meta-analysis (MA). Of 63 studies (see Table 1), 41 
studies use empirical analysis method, such as Anderson & Olsen (2011), Gromark & Melin (2011), Chang 
(2010), Waddock & Graves (1997), Griffin & Mahon (1997), Phillips (1999), McWilliams and Siegel (2000), 
Surroca & Tribo (2005) etc. 16 studies adopt normative analysis method, such as Pava & Krausz (1996), Johnson 
(2003), William (2010), Orlitzky (2002), Peloza (2006), Woller (2007). And there are 6 meta-analysis articles, 
such as Orlitzky et al. (2007), Orlitzky (2001, 2011), Moore & Robson (2002), Wu (2006), Sefa & Bradleyr 
(1999). 

 

Table 1. Methodology of the relationship between CSP and CFP 

Analysis method EA NA MA Total 

Number of study 41 16 6 63 

 

2.2 Different Industries  

The different industry’s level may affect firm performance, as competition in a highly-differentiated industry is 
unlikely to be price-based and, thus, is likely to be profitable for all concerned (Porter, 1980, 1986). Therefore, 
some industries lend themselves to higher levels of differentiation than others, and industry level factors would 
impact performance (McGahan and Porter, 1997). Given the evidence that suggests that firms do better in 
indusries in which companies allocate more resource to differentiation activities, it is reasonable to expect that 
industry differentiation will impact firm performance (Clyde & Sandra, 2008).  

Therefore, numerous researchers take industry factor into account in process of investigating the relationship of 
CSP-CFP, and a few researchers especially have researched a certain industry. For example, Moore & Robson 
(2002), Moore (2001) investigate supermarket industry in the U.K., Barnett & Salomon (2002, 2006) focus on 
socially responsible investment funds, Simpson & Kohers (2002), Woller (2007) research banking industy,and 
Jackson & Parsa (2009) perform a typology for service industries. Most researchers have performed the 
cross-industry research, in which they take the industry factor as a key control variable. Of 41 empirical 
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analysises, 22 studies apply industry as control variable. 

2.3 Different Control Variables 

In prior researches, most of articles showed that CFP is the determinant of CSP (Margolis, Walsh, 2003; Pava, 
Krausz, 1996), and the causality exists between CSP and CFP. However, many researchers have identified a 
number of variables believed to impact how a firm’s social performance relates to its financial performance 
(Andersen & Dejoy, 2011). Callan and Thomas (2009) found that control variables must be properly specified to 
avoid bias and that some measures are related to CFP. Using appropriate control variables is crucial to obtaining 
reliable results, as pointed out repeatedly by previous research (Callan, Thomas, 2009); so many researchers 
apply different control variables to investigate the relationship between CSP and CFP. Of 41 empirical studies, 
control variables include firm size, risk, industry R & D expenses, advertising expenses, average age of 
corporate asset and others (see Table 2). In control variable categories, size, risk and industry are used much 
frequently, respectively being 73%, 56% and 54% of total studies. Different researchers use different indicators 
for same control variable catalogue. For example, the measures of firm size have total sales, total assets, the 
number of employees, the log of assets and average turnover over the period (McWilliams and Siegel,2000; 
Mahoney and Roberts, 2007; Johnson and Greening, 1994; Peter and Sarah, 1998); the measures of risk include 
Debt/Total Asset, financial leverage, Beta, long-term debt to total assets, average gearing over the period, an 
interest coverage ratio, quick ratio, cash ratio, P/E and MV/BV (Gerwin et al. 2008; Jordi, Josep, 2005; 
McWilliams, Siegel, 2000; Waddock, Graves, 1997); the measures of industry refer to Standard Industry 
Classification Code, dummy variable (1 for manufacturing, 0 for non-manu.) (McWilliams, Siegel, 2000; 
Bernadette, Krishnamurty, Robert, 2001; Anis, Belaid, Kamel, 2011.et.); the measures of R & D expenses refer 
to R&D expenditures to sales, amount of R&D expenses (McWilliams, Siegel, 2000; Margaret, John, 2011. et.); 
the measures of advertising expenses include the amount of advertising expenses and the ratio of advertising 
expense to sales (McWilliams, Siegel, 2000; Stephen, Andrew, 2008. el.); firm age is the time period of 
incorporation); and other measures are complex, such as type of ownership, country, year, capital expenditure, 
listing in stock exchanges, percent stock, percent preferred, the level of pollution emissions, dividend ratio 
(Supriti, Damodar, 2010; Mahoney, Roberts, 2007.et.). The empirical studies have consistently identified size, 
risk and industry as factors which affect the CSP-CFP relationship (Callan and Thomas, 2009; Magolis and 
Walsh, 2003; Ulllman, 1985). As mentioned before, we find that firm size was one of the first variables identified 
as being a necessary control variable when examining the relationship between CSP and CFP. Similarly, risk and 
industry were identified as important control variables. 

 

Table 2. Categories and number of control variables 

Control variables Firm 
size 

Risk Industry R&D 
expenses 

Advertising 
expenses 

Firm 
age 

Others 

Number of studies 30 23 22 10 6 3 9 

 

3. Various Stakeholder Groups 

How to measure or reflect CSP relates to the internal elements of CSP in the process of examining the CSP-CFP 
relationship. As Surroca, Tribo and Waddock (2010) conceptualize CSP as the broad array of strategies and 
operating practices that a company develops in its efforts to deal with and create relationships with its numerous 
stakeholders and the natural environment (Waddock, 2004),the stakeholder related to CSP is not single. CSP 
should reflect the outcomes and levels of actions activated by stakeholders, who are stakeholder groups, 
hehaviors and environment. After reviewing 63 studies, we divide them into the following categories. The first 
category is based on consumers, which mostly relate with product quality, diversity, product safety, quality of 
services, innovativeness, alcohol, tobacco, gambling and nuclear power (Preston, O’Bannon, 1997; Mahoney, 
Roberts, 2007; Moore, 2001, etc.). The second category is based on government, community or military, such as 
governments, community investment, community relations, community and society, defense/weapons, military 
contracting( Brik, Rettab, Mellahi, 2011; Andersen and Dejoy, 2011; Surroca, Tribo, 2005; Fauzi, 2009; Baron, 
Harjoto and Hoje Jo, 2011,et.). The third category is based on employee, such as employees, human right, labor 
relations, ability to attract\develop and keep talented people (Fauzi et al. 2007; Laan et al. 2008; Waddock and 
Graves, 1997, et.). The fourth type is based on shareholder or investor (Moore, 2001; Brik et al, 2011; Laan et al. 
2008; May, Khare, 2008). The fifth type is based on internal management or governance, such as governance, 
quality of management, wise use of corporate assets, ownership in other companies, South Africa investments, 
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financial soundness, on-U.S. operations (Peter and Sarah, 1998; Andersen and Dejoy, 2011; Fauzi and Mahoney, 
Rahman, 2007; May and Khare, 2008; Anderson and Olsen, 2011; Nelling and Webb, 2009, et.). The sixth is 
based on society and environment, including responsibility to the community and the environment, natural 
environment, philanthropic donation, NGOs, contribution to society (Mishra, Suar, 2010; Clyde, Hull and 
Rothenberg, 2011; Surroca, Tribo and Waddock, 2010; Brammer and Millington, 2008, et.). The seventh is based 
on suppliers (Mishra and Suar, 2010; Peters and Mullen, 2009; Brik et al.2011). The eighth type is based on 
women's and minority issues (Ruf et al.2001; Waddock and Graves, 1997; Nelling and Webb, 2009, et.); The last 
angle is based on others, such as fairness (Choi et al.2010), other concerning compensation (Fauzi et al. 2007), 
animal testing (Barnett and Salomon, 2002). In nine groups, researchers often refer to these stakeholder groups, 
such as employees, communities and consumers, and environment. Of 63 studies, respectively 33 studies, 30 
studies, 28 studies and 35 studies refer to communities, consumers (products), employees and environment. 
Otherwise, few researchers just refer to single stakeholder group. For example, Simpson & Kohers (2002) just 
take community relations into account, Schuler & Cording (2006) and Gromark & Melin (2011) just think of 
consumers, and Brammer and Millington (2008) only concern philanthropic donation. In fact, stakeholders 
considered by numerous researchers are over two categories.Especially, Laan et al. (2008) divide stakeholders 
into two levels, which are primary stakeholders and secondary stakeholders. The former include employees, 
consumers and environment, and the latter include communities, diversity, investors and human right.  

4. Various Measures of CSP and CFP 

4.1 Measures of CSP 

“CSP is a complex phenomenon” (Griffin, 2000). Past studies on CSP have been usually criticized for using 
inappropriate measure of CSP (Mishra and Suar, 2010). Piror researchers have adopted various proxy measures 
to assess CSP: (1) one-dimensional surrogate measures, such as reputation ranking of companies on pollution 
control performance (Freedman and Jaggi, 1982), (2) Moskowitz’s social responsibility ratings (Moskowitz, 
1972), (3) Fortune corporate reputation index (McGuire et al., 1988), and (4) KLD index (Kinder et al., 2005; 
Ruf et al., 2001; Waddock and Graves, 1997). These measures have been criticized for their inability to 
incorporate stakeholders’ issues (1985; Ullman, 1985). 

The measures of CSP have three categories, which are one-dimension single index, multidimensional 
comprehensive index, and multiple range indexes. In the samples, few studies use one-dimension single index 
and multiple range indexes to measure CSP. For example, Stephen Brammer and Andrew Millington (2008) use 
an special element of CSP, charitable donation, to investigate the link of CSP and CFP; Phillips (1999) apply two 
traditional variables, median household income (INC) and number of Medicare patients days as a percente of 
patients days (MED) to research how social responsibility drive long-term financial performance of 
not-for-profit hospitals. 

CSP is a multidimensional construct (Griffin, 2000), with behaviors ranging across a wide rariety of inputs, 
internal behaviors or processes and outputs (Carroll, 1979; Waddock and Graves, 1997)), and each dimension 
has multiple variables and multiple operationalizations (Griffin, 2000). In the past twenty years, numerous 
researchers used multidimensional comprehensive index to measure CSP, such as the KLD index, the Fortune 
reputation rating, the Toxics Release Inventory (TRI), the composite CSP score, Dow Jones Sustainability 
Indexes (DJSI).  

Among 41 empirical studies, the composite CSP score are used more frequently than others, and 24 studies apply 
the category to measure CSP ( Tang et al.2011; Gromark, Melin, 2011; Choi et al., 2010; Fauzi, 2009; May, 
Khare, 2008; Fauzi et al. 2007). Secondly, 14 studies have used the KLD index (McWilliams & Siegel, 2000; 
Johnson, Greening, 1994; Waddock & Graves, 1997; Harrison, Coombs, 2006; Callan, Thomas, 2009, et.). The 
TRI (Griffin, Mahon, 1997), the Fortune reputation rating (Peter, Sarah, 1998) and the DJSI (Lee, Faff, Kim, 
2009) is used respectively for 1 study. 

4.2 Measures of CFP 

Corporate financial performance is “a subjective measure of how well a firm can use assets from its primary 
mode of business and generate revenues”. There are a number of indicators to measure CFP, because researchers 
having different angles choose the indictators with various creterior. Orlitzky et al. (2003) assert that different 
CFP and CSP subsets employ different measurement strategies, which lead to systematically different effect 
sizes. There are three broad subdivisions of CFP, which are market-based, accounting-based, and perceptual 
measures (Orlitzky et al.2003). Firstly, market-based measures, such as price per share, reflect tha notion that 
shareholders are a primary stakeholder group whose satisfaction determines the company’s fate (Cochran and 
Wood, 1984). Secondly, accounting-based indicators, such as the firm’s ROA, ROE, and EPS, capture a firm’s 
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internal efficiency in some ways (Cochran and Wood, 1984). Lastly, perceptual measures ask survey respondents 
to provide subjective estimates of, for instance, the firm’s ‘soundness of financial position’, ‘wise use of 
coporate assets’, or ‘financial goal achievement relative to competitors’ (Conine and Madden, 1987; Reimann, 
1975; Wartick, 1988). 

The application of CFP measures used by researchers shows the characteristics of diversification. Some 
researchers use individual indicator,such as ROA (Mahone et al., 2008; Peters, Mullen, 2009; Tang et al. 2011), 
accounting profit (McWilliams and Siegel, 2000), market value/book value (Andersen and Dejoy, 2011; Baron et 
al. 2011), ROS (Peter and Sarah, 1998), debt-to-total asset ratio (Harrison and Coombs, 2006), market 
value-added (MVA) (Surroca and Tribo, 2005), free cash flow (Phllips, 1999), Tobin’s Q (Dugar et al. 2011; 
Surroca et al. 2010), EBITA (Gromark and Melin, 2011; Brammer and Millington, 2008), operating income 
(Andersen, 2010), ROE (May, Khare, 2008). However, most researchers adopt more one indicator to reflect CFP. 
For example, Griffin & Mahon (1997) measure CFP with ROE, ROA, total asset and five year’s ROS; Preston 
and O' Bannon (1997) use ROE, ROA and ROI; Ruf et al. (2001) have used the growth of ROS, ROE and ROS; 
Brik, Rettab and Mellahi (2011) have used the growth of ROS, the growth of profit, ROA and ROI et al.. Of 41 
empirical studies, there are 18 studies with individual indicator, 23 studies with two indicators or more. ROA, 
the most common index, is used by 21 studies. Accordingly, there are 15 studies with ROE, 7 studies with ROS, 
5 studies with Tobin’s Q, and 4 studies with MV/BV. Other indicators, such as P/E, EPS, annual return, total 
assets, turnover, Treynor Ratio, Sharpe measure, Jensen's alpha, are used less. Otherwise, most of researchers 
don’t classify the measure of CFP except for Johnson & Greening (1994) et al. 

5. Conclusions and Future Research 

The relation between a company’s financial performance and its corporate social performance has been a topic of 
interest and controversy for more than half of a century (Preston and O’Bannon, 1997), and serious empirical 
research on the relationship between social and financial performance indicators has been going on for over 30 
years. In spite of long research history, the correlation between corporate social and financial performance has 
not been fully established (Preston, 1997), and the nature of the relationship remains unresolved (Andersen and 
Olsen, 2011). After reviewing 63 studies, we can find the followings: (1) in the previous studies, there are three 
methodologies, which are empirical analysis, normative analysis and meta-analysis; (2) a number of factors 
would influence their relationship, so control variables have been playing the important role in these studies, 
such as industry, size and risk; (3) previous researchers discussed different stakeholder groups; (4) measures of 
both CSP and CFP are extremely complex, and still uncertain. The variations of methodology, industries, control 
variables, stakeholder groups, and measures of both CSP and CFP result in the vexing relationship. Therefore, 
future researchers should consider the certain stakeholders, such as government, consumers, employees, social 
welfare, natural environment and suppliers, then adopt the appropriate methodology to investigate the CSP-CFP 
relationship in different industries, with special control variables, such as the log of total assets, the ratio of 
national ownership’s equities, the leverage, and with financial measures based on both market and accounting, 
such ROA and Tobin’s Q.  
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