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Abstract: A growing number of studies propose that the performance outcomes of Corporate Social
Responsibility (CSR hereafter) are dependent upon how firms implement CSR. If firms are able to
strategically implement CSR, their CSR engagement will not only improve stockholders’ value, but
will also contribute to corporate sustainability. However, research on strategic CSR is still incipient.
This study aims to examine the determinants of strategic CSR. Taking firms that have published
CSR reports for three consecutive years as research samples, this study finds that product market
competition does not significantly affect the level of strategic CSR, while corporate reputation and
customer awareness do both have significantly positive impacts on the level of strategic CSR. These
results suggest that the motivation of a firm’s engagement in strategic CSR is to respond to external
stakeholders’ implicit claims rather than to respond to the external competitive pressure.

Keywords: strategic corporate social responsibility; product market competition; corporate reputation;
customer awareness

1. Introduction

It has become increasingly accepted that firms should prioritize environmental stewardship and
profit maximization equally [1,2]. With the help of various policies, countries worldwide have made
CSR (Corporate Social Responsibility) increasingly accessible. However, the empirical evidence about
the relationship between CSR and financial performance is inconsistent [3,4]. Most recent studies argue
that CSR performance outcomes depend on how firms implement their CSR initiatives [5–7]. If firms
are able to strategically implement CSR, their CSR engagement will not only improve stockholders’
value, but also contribute to corporate sustainability [8–11]. Strategic CSR is thus recognized as an
important trend worthy of being investigated [12–14]. Distinct from charity, strategic CSR emphasizes
using CSR activities to support corporate strategy. It is believed that firms can maximize profits while
satisfying social needs by linking CSR to their core business activities and cultivating close relationships
with stakeholders [15–17].

Despite the fact that the focus of CSR research has shifted from diverse CSR activities to the
strategic role of CSR over the past two decades, research on strategic CSR is still in an early stage.
Many studies are calling for further attention on this issue, particularly the motivations of a firm’s
strategic CSR initiatives [1,10,16,18]. To fill the research gap, this study empirically examines the
determinants of strategic CSR. Specifically, we investigate the impact of product market competition,
corporate reputation, and customer awareness on the level of strategic CSR to understand how external
competitive pressure and external stakeholder claims motivate a firm to implement strategic CSR.

Stakeholder theory holds that exposure to external stakeholder claims will affect a firm’s corporate
decisions [19–21]. A stakeholder is defined as “any group or individual who can affect or is affected by
the achievement of an organization’s objectives” [22]. Stakeholder claims include explicit and implicit
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claims. The former refers to contractual matters, while the latter relates to company promises to
stakeholders [23]. Corporate reputation is built by fulfilling promises from implicit claims and signaling
that future implicit claims will be honored [23,24]. As a firm’s reputation improves, it experiences
greater pressure to meet external stakeholders’ implicit claims. Customer awareness reflects a firm’s
corporate visibility. Increasing customer awareness increases a firm’s exposure to external stakeholders’
implicit claims. By investigating the impact of corporate reputation and customer awareness on the
level of strategic CSR, we can understand how external stakeholders’ implicit claims motivate a firm to
engage in strategic CSR.

Using publicly-listed companies that issued CSR reports for three consecutive years as
research sample, this study finds that product market competition does not significantly affect
the implementation of strategic CSR, while corporate reputation and customer awareness positively
impact the implementation of strategic CSR. This study provides important findings and contributes
to scholarly literature in several ways. First, it shows that the motivation of a firm’s engagement
in strategic CSR is to respond to external stakeholders’ claims rather than responding to external
competitive pressure. Although some recent studies have touched on the issue of motivations for
CSR [25–28], they do not compare the impact of external competitive pressure or stakeholder claims.
Second, we address the importance of corporate reputation in driving a firm’s strategic CSR initiatives.
Most studies focus on examining how CSR initiatives increase reputational capital [29–31]. However,
this study indicates that corporate reputation could affect a firm’s strategic CSR initiatives. Having
successfully fulfilled stakeholder implicit claims in the past, a firm faces greater pressure to meet
stakeholder expectations in the future. Thus, a well-regarded firm will be more willing to engage in
strategic CSR to sustain its reputation. Third, we discuss the role of customer awareness in driving a
firm’s strategic CSR initiatives. External stakeholders can be classified into primary stakeholders, such
as customers, and secondary stakeholders, such as the public [21,32]. Existing studies mostly analyze
corporate visibility from the public’s perspective, identifying it as a key factor in affecting a firm’s
CSR initiatives [26,33,34]. This study analyzes corporate visibility from the customers’ perspective.
Improving a firm’s visibility to customers increases its exposure to stakeholders’ implicit claims, adding
importance to a firm’s strategic CSR initiatives.

2. Literature Review and Hypotheses Development

2.1. Definitions and Characteristics of Strategic CSR

According to the definition given by McWilliams and Siegel [17], strategic CSR enables firms to
gain a long-term competitive advantage for either moral purposes, i.e., preventing or compensating
for damage done to society, or charitable purposes, i.e., actively giving back to society and meeting
social expectations. Specifically, CSR can be classified into three types by purpose and nature: Moral
CSR, altruistic CSR, and strategic CSR [35]. Moral CSR is carried out in light of moral norms, whereas
altruistic CSR or, “humanistic CSR,” is carried out just because firms want to become good citizens
and benefit society irrespective of their financial returns [35]. By contrast, strategic CSR is carried
out because firms want to develop a sustainable competitive advantage [17]. Vishwanathan et al. [2]
further define strategic CSR as those firm activities that can generate social good and simultaneously
create financial outcomes.

Through a comprehensive review of CSR research, we summarize the characteristics of strategic CSR
as follows. First, while engaging in strategic CSR, firms think highly of stakeholders [1,36–38]. Specifically,
firms’ operating activities will affect the benefits of stakeholders, and the needs of stakeholders will affect
the firms’ operational objectives. It is crucial to consider the benefits of stakeholders while improving
the operational performance of firms. When carrying out their strategic CSR, firms tend to think from
a strategic perspective, identifying the social responsibility activities that benefit stakeholders [36,39]
while also satisfying their unique needs [40]. Therefore, the undertaking of strategic CSR must be an
interactive process that evokes positive responses from different stakeholders [1].
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Second, strategic CSR emphasizes the coexistence of commercial and social benefits [2,41,42].
Porter and Kramer [43] promote the concept of “strategic charity,” arguing that social and economic
objectives can be linked in the long term. Many economic investments involve social returns, while
many social investments produce economic benefits. When deciding whether to carry out a CSR
initiative, firms should conduct a benefit analysis beforehand. The intent of strategic CSR is to ensure
that the implemented activities can benefit both society and the firms, thus improving overall social
and economic value and producing a win–win outcome [41,43,44]. CSR can be used to help firms
accomplish their strategic objectives—known as the “strategization of CSR”—and social objectives
will boost the firms’ economic benefits in the long term even if they may bring about the loss of some
economic benefits in the short term [35].

Third, strategic CSR is closely integrated into corporate core business activities [45–48]. Brammer
and Pavelin [45] believe that it is of strategic significance to identify the scope and content of CSR
activities accurately, with each firm developing an initiative suited to its scale and competencies.
Porter and Kramer [41] propose the concept of “creating shared value,” arguing that CSR combined
with corporate core competencies lays the foundation for maintaining a competitive advantage.
Gelbmann [36] characterizes strategic CSR as combining CSR with core business processes. Specifically,
CSR with a strategic consideration will not only contribute to the internal value chain activities of
firms, but will also boost their external competitiveness. Székely and Knirsch [49] also contend that
the strategization of CSR can help firms establish their external competitiveness or directly invest in
internal operational activities. Several studies argue that strategic CSR should integrate responsible
actions into core business processes and embed efforts in daily businesses [48,50,51].

2.2. Impact of Product Market Competition on Strategic CSR

External competitive pressure is considered an important motive for a firm to undertake strategic
CSR [52]. Facing a higher level of product market competition, a firm bears a greater level of external
competitive pressure [53]. A product market can be regarded as a dynamic exchange system comprising
sellers, products, and customers. The simplest form of a product market is that in which a single seller
provides a single product for a single customer [54]. A high degree of competition in a product market
will reinforce the firm’s strategic consideration in the implementation of CSR [55]. Several studies also
find that the pressure of competition forces firms to think highly of stakeholders and improve their
CSR performance related to consumers and employees [1,42,53].

Moreover, as competition increases, firms tend to improve their performance with respect to
product quality and safety [56]. This shows that a high degree of competition in the product market
will encourage a firm’s engagement in strategic CSR. Besides, in the face of competitive pressure, firms
tend to strategically adopt CSR policies to offer a market premium [18]; increase their investment in
CSR to differentiate themselves from their competitors; and build deep relationships with stakeholders
through strategic CSR to acquire comparative advantages [53]. It is generally believed that CSR can be
used as a product differentiation strategy to gain a preemptive advantage for high-quality products [57].
Strategic CSR also can help firms operate their business more efficiently and attain an environment–cost
balance in a highly-competitive market [58]. Given that strategic CSR is an effective way to cope
with market competition, we expect that increasing product market competition will increase a firm’s
motivation to implement strategic CSR. Therefore, this study presents the first hypothesis as follows:

Hypothesis 1. Product market competition will positively impact the level of strategic CSR.

2.3. Impact of Corporate Reputation on Strategic CSR

Corporate reputation represents the overall evaluation given by stakeholders [59], and reflects a
collective impression about a firm over time [60,61]. It encompasses a number of different dimensions
and is associated with a firm’s resources and competencies. Corporate reputation is built by fulfilling
promises associated with stakeholders’ implicit claims [23]. In other words, corporate reputation
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reflects a firm’s success in consistently meeting stakeholders’ expectations. A firm with a stronger
reputation thus shoulders greater pressure to fulfill stakeholders’ implicit claims. Without meeting
stakeholders’ expectations, a firm will lose the reputational capital that it has accumulated over
time [62]. Given that strategic CSR is an important channel through which to satisfy the requirements of
various stakeholders [2], a firm with robust corporate reputation will be motivated to engage strategic
CSR to maintain or improve its corporate reputation.

In addition, it is more likely for a firm with a sound reputation to generate social and commercial
benefits through CSR initiatives. It is believed that a strong corporate reputation not only improves
a firm’s external perceptions among stakeholders, but also benefits its internal business activities.
Specifically, corporate reputation has the potential to create value because it is difficult for competitors
to imitate [63]. Further, corporate reputation is regarded as a hidden signal of product and service
quality. Customers thus are more willing to pay a premium to buy products or services provided
by firms with a good reputation. What’s more, employees identify more with firms that have a
good reputation and are thus more willing to work harder and stay longer, which can boost the
cost advantage for firms [42]. To keep up with the advantages described above, firms with a strong
corporate reputation will engage in strategic CSR to sustain their corporate reputation.

Moreover, firms with a strong corporate reputation will be more likely to integrate CSR activities
into their core business. Previous studies contend that corporate reputation is beneficial for managing
operational risks. Specifically, a firm’s corporate reputation can solve agency problems arising from
undercapitalization due to the inefficient use of free cash flows [64]. A stronger corporate reputation
also enables firms to develop closer relationships with their stakeholders so that the stakeholders are
more willing to share information with them [65]. Corporate reputation can help firms pull through
crises, prevent corporate value from being impaired by destabilizing events, and even help firms
recover from such incidents faster than others [48,66]. Benefits such as risk mitigation and more fluid
information sharing gives firms with strong corporate reputations a stronger motive to engage in
strategic CSR.

In summary, a strong reputation exposes firms to added pressure to fulfill stakeholder expectations.
Strategic CSR is believed to be an effective tool in responding to stakeholders’ implicit claims [67].
A firm with a strong reputation thus will be more motivated to engage in strategic CSR to sustain its
reputation and maintain its established advantages. Hence, this study develops the second hypothesis
as follows:

Hypothesis 2. Corporate reputation will positively impact the level of strategic CSR.

2.4. Impact of Customer Awareness on Strategic CSR

Customer awareness refers to customers’ awareness about the firm [68], which reflects the extent to
which a firm is visible to its customers. Enhancing customer awareness will expose a firm to its external
stakeholders’ implicit claims. Failure to comply could disappoint stakeholders and lead to negative
opinions of the firm [26]. Therefore, a firm with elevated customer awareness will think more highly
of stakeholders and will be more willing to engage in strategic CSR. As a firm’s customer awareness
increases, the exposure to stakeholder implicit claims increases, and its strategic CSR initiatives will
become increasingly necessary.

In addition, increasing customer awareness not only improves a firm’s corporate visibility to
customers, but also prompts customers to become better informed about the firm’s CSR activities [68].
Elevated customer awareness increases the visibility of a firm’s CSR initiatives, which increases the
probability of a firm’s success in its CSR initiatives [69,70]. Studies show that customers who are aware
of a firm’s CSR initiatives will develop a higher-quality perception of that firm’s products [71], be more
likely to purchase the firm’s products or services [1,72], and will also be more willing to pay higher
prices for the firm’s products or services [73,74]. In other words, a firm with higher customer awareness
will be more likely to obtain social goodwill and financial benefits simultaneously. As a firm’s CSR
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initiatives are more visible to its customers, firms are more likely to benefit from its CSR practices.
Therefore, customer awareness is an important factor that drives a firm to engage in strategic CSR.

In summary, increasing customer awareness will increase a firm’s corporate visibility and thus
increase a firm’s exposure to external stakeholders’ implicit claims. To avoid negative public opinion,
a firm will engage in strategic CSR to fulfill external stakeholder claims. What’s more, greater visibility
also provides a firm with more opportunities to benefit from its strategic CSR initiatives. Therefore, this
study expects that customer awareness will positively impact the level of strategic CSR and presents
the third hypothesis as follows:

Hypothesis 3. Customer awareness will positively impact the level of strategic CSR.

3. Research Methodology

3.1. Sample and Data

We test our hypotheses using data collected from publicly-listed firms in Taiwan. The sample
period covers 2012 to 2014. Most of the measurement data on the level of strategic CSR came from CSR
reports and annual reports published by sample firms on their official websites. Data on transparency
in corporate governance were collected from the evaluation scores of information disclosure released
by the Corporate Governance Center of the Taiwan Stock Exchange. Data for the independent variables,
control variables, and financial performance, as well as industry categories were collected from the
Taiwan Economic Journal (TEJ) databases. Specifically, data used to calculate measures for product
market competition, corporate reputation, customer awareness, financial performance, and control
variables were collected from the Financial Database in TEJ, whereas data on industry categories were
obtained from the Firm Attribute Database in the TEJ.

3.2. Variable Measurement

3.2.1. Level of Strategic CSR (STCSR)

We calculate level of strategic CSR following two stages. In the first stage, CSR performance is
divided into six dimensions, including corporate governance, diversity, employee relations, community,
environment, and product. Each dimension involves three indicators, and each indicator is evaluated
according to the specified qualitative or quantitative criteria listed in Table 1. An indicator is given a
score of 1 if it meets the specified criteria, and a score of 0 if it does not. Then, the scores of all the
dimensions are summed to obtain the original CSR score. The maximum original CSR score is 18,
indicating that a firm has the highest CSR performance, while the minimum original CSR score is 0,
indicating that a firm has the lowest CSR performance.

In the second stage, we refer to Tang, Hull, and Rothenberg [75], and transform CSR performance
into the level of strategic CSR in terms of three aspects, including pace, relatedness, and consistency.
Pace (PACSTCSR) indicates the speed at which a firm integrates CSR into its business operation; it can
reflect whether CSR is integrated into the enterprise’s core business perfectly. A slower speed of
integration usually indicates a more perfect integration [76]. Relatedness (RESTCSR) is mainly used to
measure the degree of relatedness among different aspects of CSR. Based on the path dependency theory,
the similarity and heterogeneity of input activities determine whether a firm can develop auxiliary
resources to attain a harmonious cooperation among different aspects [77,78]. Higher relatedness
thus indicates that a firm is able to attain a more harmonious cooperation, and is more likely to
achieve success in both of social performance and financial performance. Consistency (CONSTCSR)
reflects the extent to which a firm carries out CSR systematically and regularly [79]. Based on the
path dependency theory, consistency in the implementation of CSR will help firms accumulate and
absorb CSR knowledge, develop complementary resources in a regular manner, gain an in-depth
understanding of stakeholders’ benefits, and thus building a trusting relationship with stakeholders [80].
Higher consistency thus indicates a firm think more highly of the benefits of stakeholders.
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We describe the calculation methods for pace, relatedness, and consistency, respectively. First,
we subtract the average original CSR scores of the previous two years to the current year from the
original CSR scores of the current year, and divide these differences by the original CSR scores for the
current year. Subsequently, we group these values by quartiles in descending order, and given the
groups a score of 1 to 4. Specifically, the group with the lowest differences is given a score of 4, and the
group with the highest differences is given a score of 1. A higher score represents a lower speed of
incorporating CSR into a firm, which indicates a higher degree of pace (PACSTCSR).

Table 1. Components of Original Corporate Social Responsibility (CSR) Scores.

Dimension Group Indicator Standard

Corporate
Governance

Internal

Transparency The score of the information disclosure indicator is 60 points or
more (A- or above).

No negative events No reports of negative events are recorded in the TEJ.

CSR Award The firm is given the Excellence in Corporate Social Responsibility
Award in the current year.

Diversity Internal

Equal rights organization Female employees and employees from disadvantaged groups
jointly account for at least 40%.

Policy for disadvantaged
groups

The firm innovates in or improves the employment of people
with disabilities.

Diversity of corporate
culture

The firm builds a tolerant organizational culture, where the
employees come from different backgrounds, lifestyles, cultures,
and areas of expertise, and all the employees work effectively
and cooperatively.

Employee
Relations

Internal

Labor union A labor union is founded in the firm.

Health and safety
The firm arranges health examinations for employees regularly and
carries out measures and activities to care for the physical and
psychological health of its employees.

Employee training The firm develops a complete employee training program, a clear
promotion system, and a regular continuing education program.

Community External

Financial donations The firm made donations to aid disadvantaged groups, people
stricken by major disasters, or charity organizations.

Non-financial donations
The firm provided material, service, or technology donations to aid
disadvantaged groups, people affected by major disasters, or
charity organizations.

Community
identification

The firm establishes a good relationship with local residents
and gets on well with local residents in terms of human rights
and culture.

Environment External

Pollution control
program

The firm sets up sewage and waste treatment facilities and takes
measures to reduce carbon emissions, water footprints, or the
generation of toxic substances.

Management system The firm’s internal management system meets international
certification standards.

Recycling
The firm uses renewable resources, provides eco-friendly products
or services, uses recycled materials as production materials, or has
signed onto the principles of environmental protection.

Product External

Quality management
The manufacturing settings of machinery and equipment focus on
the maintenance and management of environmental quality and the
establishment of quality assurance or health and safety systems.

Customer satisfaction
The firm builds a complete mechanism for customer
communication, responds to customer needs in real time,
and measures customer satisfaction.

Supply chain
management

The firm builds a mechanism for regular supplier evaluation, jointly
develops technologies with suppliers, and establishes criteria for
supplier selection.

(Source: This study).



Sustainability 2020, 12, 2368 7 of 16

Second, we calculate the Pearson correlation coefficients of each CSR dimension with the other
five CSR dimensions and then sum up the five correlation coefficients to obtain the relatedness of
each single dimension. Then, we sum up the six CSR dimensions’ relatedness measures to obtain
a firm-level relatedness measure. Subsequently, all firm-level relatedness measures are grouped by
quartiles in ascending order, and the groups are given a score of 1 to 4. Specifically, the group with the
highest firm-level relatedness measures is given a score of 4, and the group with the lowest firm-level
relatedness measures is given a score of 1. The higher the score of a quartile group, the higher the
degree of relatedness (RESTCSR).

Third, we calculate the standard deviation of the original CSR scores for the previous two years
to the current year for each firm. Subsequently, the standard deviations are grouped by quartiles in
descending order, and the groups are given a score of 1 to 4. Specifically, the group with the lowest
standard deviations is given a score of 4, and the group with the highest standard deviations is given a
score of 1. The higher the score of a quartile group, the higher the consistency in the implementation of
CSR, which indicates a higher level of consistency (CONSTCSR).

Finally, we take the sum of the scores for pace (PACSTCSR), relatedness (RESTCSR), and consistency
(CONSTCSR) to obtain the measure for the level of strategic CSR (STCSR), which is in the range of 3 to 12.

3.2.2. Product Market Competition (COMP)

This study uses the Herfindahl–Hirschman Index (HHI) to measure the level of product market
competition, which is the measurement method proposed by Fernández–Kranz and Santaló [55].
The HHI value is equal to the sum of the squares of the ratio of the sales revenue of each firm to the
total sales revenues of all firms in one industry. The calculation formula is as follows:

HHIt =
n∑

i = 1

α2
i,t (1)

where αi,t =
qi,t
Qt

; Qt =
∑n

i = 1 qit, i = 1 . . . n indicates the i-th firm in an industry, t indicates the year,
qit indicates the sales revenue of the i-th firm in the t-th year, and Qt indicates the sum of sales revenue
of all firms in the industry in the t-th year. According to the industry categories defined in TEJ, this
study calculates the HHI value for each industry in each year. The lower the HHI value, the higher the
level of product market competition.

3.2.3. Corporate Reputation (REPU)

Given that many studies use market share to measure corporate reputation [81–83], this study also
uses market share to measure corporate reputation. To reduce the correlation between the measure of
corporate reputation and the measure of product market competition, we subtracted the median of
the market share of the industry from each firm’s market share to obtain the measure of corporate
reputation as follows.

Market share = [(sales revenue of a firm)/(total sales revenue of all firms in one industry)] −
(Median of market share of the industry).

3.2.4. Customer Awareness (ADVE)

Following prior studies [57,60,68], this study uses advertising intensity to measure customer
awareness. When a firm increases its advertisement and media exposure, customers will become
aware of its CSR initiatives more easily. Therefore, this study calculates advertising intensity as follows
to measure customer awareness:

Advertising intensity = (Advertising expenses)/(Total operating expenses).
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3.2.5. Control Variables

Management Capability (TURN): The management capability of firms may affect the effectiveness
of CSR implementation. Therefore, this study includes management capability as a control variable
and measures management capability in terms of asset turnover: We divided sales revenue by total
assets at the end of each year to obtain asset turnover.

Financial Leverage (LEVER): An extremely high debt ratio may affect a firm’s implementation of
CSR [84]. Therefore, this study uses financial leverage as a control variable, which is measured in
terms of debt ratio.

Size of Board of Directors (DS): A large board of directors will help firms to obtain more resources in
CSR activities and gain an in-depth understanding of stakeholder demands. Therefore, the size of the
board of directors may affect firms’ decisions about whether to engage strategic CSR. Therefore, this
study includes the size of board of directors as a control variable, which is measured in terms of the
number of directors and supervisors.

Holding Percentage of Large Shareholders (MS): Equity dispersion implies diverse share holdings.
This may affect a firm’s decisions to invest in CSR activities [85]. When the equity structure tends to be
dispersed, diverse shareholders will show more concern for the implementation of CSR. Therefore, it is
necessary to control for the effect of ownership structure on the level of strategic CSR.

Shareholding Percentage of External Legal Persons (EXCO): External legal persons can not only
supervise the implementation of corporate policies in a timely manner, but also provide rich resources
to firms in a timely manner, thus facilitating the implementation of strategic CSR. This study thus
includes this control variable.

Shareholding Percentage of Government Institutions (INST): Unlike firms, governments are sometimes
duty-bound to care for society. Firms with higher shareholding percentage of government institutions
may increase their investment in CSR activities. This study thus includes this control variable.

Year Dummies (YEAR): This study examines sample companies from three consecutive years. Thus,
this study includes two-year dummies to control for the time effect.

3.3. Empirical Models

To examine the determinants of strategic CSR, this study builds the empirical model as follows
to test Hypotheses 1, 2, and 3. This study uses the level of strategic CSR at year t + 1 as dependent
variable to cast aside the concern about the potential endogeneity issue arising from the impact of CSR
on corporate reputation. If the coefficient on the product market competition is significantly negative
(i.e., β2 < 0), it supports the prediction of the first hypothesis. That is, higher market competition will
lead to higher level of strategic CSR. If the coefficient on the corporate reputation is significantly positive
(β3 > 0), it supports the prediction of the second hypothesis. That is, higher corporate reputation
will lead to higher level of strategic CSR. If the coefficient on the customer awareness is significantly
positive (β4 > 0), it supports the prediction of the third hypothesis. That is, higher customer awareness
will lead to higher level of strategic CSR.

STCSRi,t+1 = β1 + β2COMPi,t + β3REPUi,t + β4ADVEi,t
+ β5TURNi,t + β6LEVERi,t + β7DSi,t + β8MSi,t

+ β9EXCOi,t + β10INSTi,t +
∑2

j = 1 δ jYEARi, j,t

+εi,t

(2)

where,
STCSRi,t+1: Level of strategic CSR for firm i at year t + 1.
COMPi,t: Level of product market competition measured by the HHI index for firm i at year t.
REPUi,t: Level of corporate reputation measured by the market share for firm i at year t.
ADVEi,t: Level of customer awareness measured by the advertising intensity for firm i at year t.
TURNi,t: Level of management capability measured by the asset turnover ratio for firm i at year t.
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LEVERi,t: Level of financial leverage measured by the debt ratio for firm i at year t.
DSi,t: Size of board of directors for firm i at year t.
MSi,t: Holding percentage of large shareholders for firm i at year t.
EXCOi,t: Shareholding percentage of external legal persons for firm i at year t.
INSTi,t: Shareholding percentage of government institutions for firm i at year t.
YEARi,j,t: Year dummies for firm i at year t.

4. Empirical Results

We list the descriptive statistics of all variables in Table 2. As seen from Table 2, the lowest value
of strategic CSR (STCSR) is 3, the highest is 11, and the average is 7.89. This shows there is a great
difference in the level of strategic CSR between companies. The lowest product market competition
(COMP) is 0.0569, the highest is 0.8507, and the average is 0.3064. This shows that there is a wide range
in the level of product market competition that sample companies face. As for corporate reputation
(REPU), the minimum value is −0.1465, the maximum value is 0.7625, and the average is 0.1886.
This shows that firms with high corporate reputation and firms with low corporate reputation are
all included in the research sample so that we can examine how corporate reputation affects firms’
engagement in strategic CSR. Regarding customer awareness, the average is 0.0213, indicating that
sample companies have lower advertising intensity. Besides, we find that there is a great variation
in the value of each control variable between sample companies, indicating that these variables are
required to be controlled.

Table 2. Descriptive Statistics.

Variables N Mean Std. Dev Min Max

STCSR 196 7.8900 1.6101 3 11
COMP 196 0.3064 0.1633 0.0569 0.8507
REPU 196 0.1886 0.1983 −0.1465 0.7625
ADVE 196 0.0213 0.0504 0 0.3286
TURN 196 0.9200 0.6694 0.0101 3.0085
LEVER 196 1.0419 0.4757 −1.29 3.93

DS 196 10.9235 3.1735 6 25
MS 196 19.4766 10.1957 3.28 65.88

EXCO 196 14.0554 9.1292 0 40.92
INST 196 2.8971 7.0524 0 39.16

As seen from the correlation analysis of Table 3 below, there is a positive correlation between
corporate reputation (REPU) and the level of strategic CSR (STCSR). In other words, firms with higher
corporate reputation are more willing to engage in strategic CSR, which is the expected outcome.
As for the correlation between product market competition (COMP) and strategic CSR (STCSR), it is
insignificant. So does the correlation between customer awareness (ADVE) and strategic CSR (STCSR).
We further examine these two relationships using regression analyses as follows.

The results of the regression analyses in regards to the determinants of strategic CSR are shown in
Table 4. As seen from Table 4, the coefficient for corporate reputation (REPU) is positive and significant
(coefficient = 1.386, t value = 2.102) and the coefficient for customer awareness (ADVE) is positive and
significant (coefficient = 4.443, t value = 1.874). In other words, the relationships between corporate
reputation and strategic CSR and the relationship between customer awareness and strategic CSR are
both significantly positive, which support the second and the third hypotheses, respectively. However,
the coefficient for product market competition (COMP) is negative and insignificant (coefficient =−0.020,
t value = −0.025), which does not support the prediction of the first hypothesis. The above results
indicate that corporate reputation and customer awareness will increase a firm’s investment in strategic
CSR, and thus increase the level of strategic CSR. Regarding the control variables, this study finds
that the coefficient on the size of board of directors (DS) is significantly positive (coefficient = 0.085,



Sustainability 2020, 12, 2368 10 of 16

t value = 2.280), indicating that large board size increases a firm’s strategic CSR initiatives. This
study also finds that the coefficient on the shareholding percentage of government institutions (INST)
is significantly negative (coefficient = −0.042, t value = −2.344), indicating that a firm’s ownership
structure could affect its CSR initiatives. Consistent with previous studies [27,86,87], we find that a
firm’s corporate governance mechanisms could affect its CSR decisions. Therefore, it is valid for this
study to include theses variables as control.

Table 3. Correlation Analyses.

Variables STCSR COMP REPU ADVE DS MS EXCO INST TURN LEVER

STCSR 0.119 0.187 ** 0.065 0.139 0.020 0.084 −0.074 0.040 0.020
COMP 0.111 0.333 ** −0.029 0.030 0.017 0.108 0.016 0.075 −0.113
REPU 0.174 * 0.450 *** −0.056 0.142 * 0.078 0.178 * 0.186 ** −0.063 0.071
ADVE 0.076 0.102 0.040 −0.082 0.135 0.083 0.081 −0.058 0.165 *

DS 0.155 * 0.055 0.073 −0.021 −0.056 0.206 ** 0.157 *
−0.251 ** 0.036

MS −0.017 0.072 0.169 * 0.003 −0.071 0.417 ** 0.185 ** −0.083 0.155 *

EXCO 0.090 0.186 ** 0.172 * −0.002 0.150 * 0.395 *** 0.264 ** −0.079 0.077
INST −0.075 0.047 0.132 0.277 *** 0.204 ** −0.010 0.226 **

−0.312 ** 0.147 *

TURN 0.016 0.069 −0.116 −0.036 −0.165 * −0.059 −0.075 −0.204 ** −0.069
LEVER −0.091 −0.034 −0.118 0.094 −0.004 0.031 0.086 0.0842 0.0334

Note 1: Pearson coefficients appear in the lower triangle; Spearman coefficients appear in the upper triangle. Note 2:
*** indicate 1% significant level; ** indicate 5% significant level; * indicate 10% significant level.

Table 4. The Determinants of Strategic CSR.

Variables Expected Sign Regression Coefficients t Value P Value VIF

Constant ? 6.625 *** 10.266 0.000 -
COMP - −0.020 −0.025 0.980 1.324
REPU + 1.386 ** 2.102 0.037 1.356
ADVE + 4.443 * 1.874 0.063 1.131
TURN ? 0.115 0.648 0.518 1.112
LEVER ? −0.246 −1.020 0.309 1.045

DS ? 0.085 ** 2.280 0.024 1.102
MS ? −0.013 −1.066 0.288 1.255

EXCO ? 0.021 1.496 0.136 1.349
INST ? −0.042 ** −2.344 0.020 1.258

YEAR1 ? 0.200 0.667 0.505 1.627
YEAR2 ? 0.341 1.163 0.246 1.664

Sample Size 196
F Value 1.948
Prob > F 0.036

R-squared 0.104
Adj R-squared 0.051

Durbin Watson Statistics 1.778

Note: *** indicates 1% significance level; ** indicate 5% significance level; * indicates 10% significance level.

Given that some studies show that corporate governance could affect corporate reputation and
CSR simultaneously [88,89], this study implements an additional analysis to deal with this potential
endogeneity issue. Based on prior studies, a firm with a larger size of board of directors, higher holding
percentage of large shareholders, higher holding percentage of external legal persons, and higher
holding percentage of government institutions may have higher corporate reputation [90]. Therefore,
we design a corporate governance variable as follows. Firstly, we sort firms based on each of the four
variables related to corporate governance (i.e. Size of Board of Directors, Holding Percentage of Large
Shareholders, Shareholding Percentage of External Legal Persons, and Shareholding Percentage of Government
Institutions) in descending order, respectively. Secondly, we give a score of 1 to those firms with the
value of each variable higher than the median, and a score of 0 otherwise. Thirdly, we take the sum of
the four scores to obtain an aggregate measure of corporate governance, which is in the range of 0
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to 4. Finally, we regress corporate reputation on this measure of corporate governance and use the
residual (REPU_R) to replace the original corporate reputation variable. From the correlation analyses,
we find that the correlations between this new measure of corporate reputation and the four corporate
governance related variables are no longer significant, indicating that the potential impact of corporate
governance on corporate reputation has been eliminated. We then use this new measure of corporate
reputation (REPU_R) to do regression analyses again and present the results in Table 5. As shown in
Table 5, the coefficient on the new measure of corporate reputation (REPU_R) is significantly positive
(coefficient = 1.372, t value = 2.086), which is consistent with our previous analyses.

Table 5. Additional Analyses: Using New Measure of Corporate Reputation.

Variables Expected Sign Regression Coefficients t Value P Value VIF

Constant ? 6.802 *** 10.502 0.000 -
COMP - −0.037 −0.047 0.963 1.340

REPU_R + 1.372 ** 2.086 0.038 1.321
ADVE + 4.454* 1.878 0.062 1.131
TURN ? 0.111 0.630 0.530 1.110
LEVER ? −0.246 −1.018 0.310 1.046

DS ? 0.089 ** 2.385 0.018 1.103
MS ? −0.012 −0.983 0.327 1.243

EXCO ? 0.023 1.627 0.105 1.352
INST ? −0.041 ** −2.294 0.023 1.252

YEAR1 ? 0.200 0.666 0.506 1.627
YEAR2 ? 0.336 1.148 0.252 1.663

Sample Size 196
F Value 1.942
Prob > F 0.037

R-squared 0.104
Adj R-squared 0.050

Durbin Watson Statistics 1.782

Note: *** indicates 1% significance level; ** indicate 5% significance level; * indicates 10% significance level.

5. Conclusions and Discussion

In conclusion, this study has several interesting findings. First, we find that product market
competition is not significantly associated with the level of strategic CSR. This indicates that the external
competitive pressure is not a driving force of a firm’s engagement in strategic CSR. This study further
suggests that the motivation of a firm’s strategic CSR initiatives is to respond to stakeholders’ implicit
claims. Different from prior studies examining on determinants of CSR [25–28], this study compares the
impact of external competitive pressure and external stakeholder claims. Second, we find that corporate
reputation has a significantly positive impact on the level of strategic CSR. Existing studies mostly focus
on examining how CSR initiatives increase reputational capital [13,29,66]. This study identifies the role
of corporate reputation in fostering a firm’s strategic CSR initiatives. Corporate reputation is built over
time. It reflects a firm’s consistent efforts in fulfilling stakeholders’ implicit claims and also reflects its
stakeholders’ expectations about future implicit claims. To sustain its strong reputation, a firm needs
to effectively respond to stakeholder expectations, and thus be more willing to engage in strategic CSR.
Third, we find that customer awareness has a significantly positive impact on the level of strategic CSR.
Existing studies mostly analyze corporate visibility from the public’s perspective and identify corporate
visibility as a key factor in affecting a firm’s CSR initiatives [26,33,34]. This study analyzes corporate
visibility from the customers’ perspective. Specifically, a firm with elevated customer awareness draws
greater corporate visibility and possesses a higher degree of exposure and attention from external
stakeholders. This means that it will be damaged more severely by negative opinions. It is particularly
important for such firms to fulfill stakeholders’ implicit claims through strategic CSR, thus reinforcing
trust from external stakeholders. Apart from this, low customer awareness is considered a key factor
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that accounts for a firm’s failure to benefit from its CSR initiatives [68–70]. Several studies show that
when customers make purchase decisions, they will take into consideration the CSR activities carried
out by firms [91,92]. With elevated customer awareness, a firm will be more likely to inform customers
about its CSR initiatives, thus boosting the value of its CSR activities. Thus, a firm with enhanced
customer awareness will be more motivated to engage in strategic CSR.

Understanding the role of strategic CSR in responding to external stakeholder claims is important
to management in several respects. First, a firm has to understand its stakeholders’ implicit claims
before developing an effective CSR strategy. Implicit claims reflect promises of quality, service levels,
and good work conditions that are not explicitly stated in any contracts [23]. A firm’s strategic CSR
initiatives should start with identifying its promises to stakeholders. Second, a stronger reputation will
reinforce a firm’s strategic CSR initiatives, which puts the firm in a better position to achieve social
and financial success. Therefore, for firms with a strong reputation, engaging in strategic CSR will be
more important to their corporate sustainability than for other firms. Third, with greater customer
awareness, a firm is under greater pressure to engage in strategic CSR, making them more likely to
build close relationships with their customers through strategic CSR initiatives.

This study has several limitations. First, the research sample consists of publicly-listed firms,
which means that our results may not hold for small or medium companies. Given that the business
models of small and mid-sized firms are different from those of large firms [93], future research could
focus on firms with different sizes to obtain additional information. Second, this study uses firms which
have published CSR reports from 2012 to 2014 as research samples and is limited by a lack of access
to more recent data. Future research may extend the sample field to conduct a longitudinal analysis
and examine if the motivation of a firm’s strategic CSR initiatives changes over time. Regarding the
direction of future research, this study offers the following suggestions. First, future studies may
examine whether a firm experiences different pressures in fulfilling different stakeholders’ implicit
claims while also looking at how these differences affect a firm’s strategic CSR initiatives. Second,
future research may identify other factors that affect a firm’s corporate visibility, and examine how
these factors affect a firm’s engagement in strategic CSR. Finally, future studies could examine how
industry characteristics affect a firm’s motivation to undertake strategic CSR, given that corporate
reputation may be more important in some industries than others.
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