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Abstract

The concept of creating shared value (CSV) (Porter & Kramer, 2006,
2011) opens a new chapter for corporate social responsibility (CSR)
studies, yet the literature is riddled with ambiguity, and lacking
empirical evidence. Drawing on signaling (Stiglitz, 2000; Spence,
2002; Connelly et al, 2011) and organizational commitment
theories (Meyer & Allen, 1984, 1997), the study defines the CSV
approach incorporating intangible and soft dimensions —
commitment and compliance, from behavior and motivation
perspectives. By applying secondary data methodology, the study
operationalizes different CSR approaches by clustering various CSR
behaviors of Chinese public companies and extends the study
covering emerging economies. The results provide valuable
empirical evidence that the CSV approach maximizes the impact of
CSR on firm competitiveness, contributing to the theoretical
development of the concept. It also contributes to the literature on
firm competitiveness by offering an integrated framework
consolidating resource-based view (RBV) (Barney, 1991), dynamics
capability (Teece et al.,, 1997; Teece & Pisano, 2003; Teece, 2007,
2012; Mousavi et al., 2018, 2019), and CSV perspectives. By
theoretically constructing the RBV perspective including financial
and technological capacity while the dynamic capability perspective
measured by management team education diversity, the paper also
explored their corresponding impacts on firm competitiveness.
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1. INTRODUCTION

For decades, profits were considered businesses’
contribution to society: a profitable business
supports society by providing employment, wages,
purchases, investments, and taxes. Hence, a business
was considered a social benefit by its nature, while
social and community issues fell outside of its
proper scope (Friedman, 1970, as cited in Porter &
Kramer, 2011). The concept of “creating shared
value” (CSV) of Porter and Kramer (2011) opens
anew chapter for corporate social responsibility
(CSR) studies by offering a way to avoid CSR being
a sacrifice for firms and proposes that investing
in social concerns can strengthen a company’s
competitiveness because there is a symbiotic
relationship between the success of the company
and the success of the community. Firm competitions,
in this case, go beyond the conventionally
conceptualized competition for resources following
the resource-based strategy (Barney, 1991), which
mainly focuses on firms’ ability to accumulate
valuable technological assets according to
the knowledge base and intellectual property
perspective (Prahalad & Hamel, 1990; Teece &
Pisano, 2003). Instead, it is beginning to be
understood as the organization’s ability to
differentiate itself from competing companies in
terms of its implemented sustainable activities
(e.g., CSR activities) and to transition from focusing
on profits to attempting to satisfy the needs of both
the organization and the community (Engert &
Baumgartner, 2016). However, a consolidated
framework integrating different perspectives is still
missing to understand the determinants of firm
competitiveness.

In the meantime, “the literature of CSV is
riddled with ambiguity, weak theoretical foundation
and contradictions” (Menghwar & Daood, 2021,
p. 466). Some criticize the CSV concept for lacking
empirical evidence, and being a pure management
buzzword (Dembek et al., 2016; Crane et al., 2014);
others have extended the framework (de los Reyes
etal., 2017; Moon et al, 2011), or started some
empirical studies (Yang & Yan, 2020; Alberti &
Belfanti, 2019). Nevertheless, the studies were
mainly conceptual, and many of the discussions of
this concept have been ambiguous and lack factual
grounding (Kim et al, 2020). The conceptual
clarification is still waiting to be addressed
(Menghwar & Daood, 2021; Vishwanathan et al.,
2020; Dembek et al., 2016). In addition, the majority
of the studies focus on firms in developed
economies (Burritt & Schaltegger, 2010; Hunjra
et al.,, 2021), which provides limited insights into
the topic in emerging economies. Furthermore,
the relationship between CSR and firm performance
has always been debatable and lacking consensus
(Hunjra et al.,, 2021) — some studies demonstrated
positive impacts (Blasi et al., 2018; Crifo et al., 2016),
while others suggested a negative or no correlation
(Smith et al., 2007; Cris6stomo et al., 2011).

Given the above-mentioned research gaps,
the study contributes to the existing literature on
CSR and CSV in three folds. First, drawing on
signaling and organizational commitment theories,
the study extends the conceptual definition of
the CSR and CSV approach covering intangible and
soft dimensions — compliance and commitment
aspects, and operationalizes different CSR/CSV
approaches by clustering various CSR behaviors —
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whether firms follow Global Reporting Initiative
(GRI) Guidelines; adopt Big 4 auditors, and are
known to commit CSR violations or receive violation
penalties. Second, it enriches the empirical study of
CSR and CSV by exploring the separate effects
of these different CSR approaches on firm
competitiveness and addresses the fundamental
question of why firms should be motivated to create
shared value and why the relationship between CSR
and firm performance is debatable. Third, it also
expands the contextual study of CSR by employing
secondary panel data on Chinese public companies
to focus on emerging economies. The study also
contributes to the literature on firm competitiveness
by extending the existing framework with
a consolidated view including the social dimension
and identifying three aspects contributing to firm
competitiveness: the resource-based view (RBV),
the dynamic capability perspective, and the CSV
approach. Specifically, in addition to CSR approaches,
the study theoretically constructs the RBV
perspective including financial and technological
capacity and the dynamic capability perspective
measured by management team = education
diversity, and explores how they influence firm
competitiveness.

The findings provide empirical support that
the CSV approach motivated by a “want to” attitude,
which has high compliance and commitment levels,
maximizes firm competitiveness. In terms of
determinants for firm competitiveness, it also
reveals that in the context of a strongly collective
culture, such as China’s, management team
education diversity, in contrast with financial
or technological capacity, negatively impacts
the competitive advantages of firms, which
challenges some of the views held in the literature
(Eisenhardt & Schoonhoven, 1990; Norburn & Birley,
1988; Hambrick et al., 1996; Richard, 2000; Horwitz
& Horwitz, 2007).

The rest of this paper proceeds as follows.
Section 2 outlines the research framework, reviews
the literature, and develops the hypotheses.
Section 3 introduces the methodology and defines
the variables. Section 4 reveals the analytical results.
Section 5 presents the discussion, and Section 6
concludes the paper.

2.LITERATURE REVIEW AND HYPOTHESES
DEVELOPMENT

2.1. Research framework

Competitive advantage can be defined as “a capability
or resource that gives the firm an advantage over its
rivals which ceteris paribus leads to higher relative
profitability” (Wiggins & Ruefli, 2002, p. 84). It also
refers to the ability to provide products and/or
services more effectively and efficiently than one’s
competitors (Dupire & M’Zali, 2018). Competitiveness
is a key concept in today’s world, in which economic
outcomes are determined by market forces. Research
has presented many interesting perspectives and
frameworks for competitiveness. One of the most
important perspectives is the RBV (Barney, 1991),
which perceives firms as a bundle of resources and
capabilities. When these resources are immobile
and heterogeneous, a firm forms valuable, rare,
inimitable, and non-substitutable (VRIN) attributes
(Barney, 1991), enabling it to stand out from and
outperform its competitors.
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However, Helfat and Peteraf (2009) argued that
the VRIN resources are inputs into production
and hence do not have the capability to create
a competitive advantage by themselves. Successful
organizations must have the dynamic capability to
integrate these resources into operations in a way
that yields optimal results. The RBV has also been
criticized for not mentioning how a company
develops resources and competencies over time, or
how current VRIN resources are modified to address
the changes in a market (Mousavi et al., 2019).
According to this discussion, the determinants
of firms’ competitiveness include both resource
capacity and dynamics capability, and it is essential
to consider not only the absolute resources of firms
but also their resource utilization efficiency.

The CSV concept offers new insights into
corporate social activities with the possibility of
turning social issues into business opportunities,

where social and economic benefits integrate (Porter
& Kramer, 2011). CSR activities that lie at
the center of business strategies are able to integrate
sustainability criteria into business decision-making
to create shared value and transform competition
trajectories. CSV gives corporations the opportunity
to innovate, address social issues, make profits, and
rebuild business trust in the community, which in
turn enhances their competitiveness (Porter, 2012).
Snircova et al. (2016) also propose that corporate
competitiveness achieved by sustainable activities
ensures long-term competitive advantage that
cannot be easily repeated by other competitors in
the market. Incorporating all the perspectives, firm
competitiveness should be jointly influenced by how
much VRIN resources it has, how these resources are
integrated into operation, and how the CSR activities
are carried out. As a result, an integrated framework
for firm competitiveness is proposed in Figure 1.

Figure 1. Main research framework

VRIN resource perspective

Dynamics capability perspective

CSV perspective

2.2. Defining VRIN resources, dynamic capability,
and hypotheses

“The notion of competitive advantage requires both
the exploitation of existing internal and external
firm-specific capabilities and developing new
ones” (Teece & Pisano, 2003, p.195). The RBV
conceptualizes competitiveness as the knowledge
base and set of skills a corporation needs to perform
certain actions (Prahalad & Hamel, 1990). The RBV is
a static perspective, such that the more resources
a company has, the more competitive it is. Dynamic
capability is “the capability to sense and shape
opportunities and threats, to seize opportunities,
and to maintain competitiveness through enhancing,

combining, protecting, and when necessary,
recognizing the business enterprise’s intangible
and tangible assets” (Teece, 2007, p.1319).

It complements the RBV and explains firms’
competitive advantage in terms of its responsiveness,
its rapidness and flexibility in product innovation,
and its management team’s effective coordination
and redeployment of internal and external
competencies (Teece & Pisano, 2003). It strengthens
firms’ capability by integrating their VRIN resources
to create a competitive advantage and achieve
optimal results (Helfat & Peteraf, 2009). Specifically,
it provides implications that address how a firm
should develop its competencies and resources in
the future and how current VRIN resources should
be modified to adapt to the changing market

(Mousavi et al., 2019). Consequently, both of
these two perspectives help to explain firm
competitiveness.

From the resource perspective, financial

capacity is the ability to acquire, manage and control
the financial needs of a firm, which promotes
sustainable  competitive  advantage (Fonseka
et al,, 2013). It is a fundamental resource for firms
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Firm competitiveness

because it enables them to pursue innovation and
strengthen their technological capacity and brand
development, and thus strengthen their position in
the competitive market (Lu et al, 2020).
Technological capacity is another crucial VRIN
resource that can distinguish a firm by leading to
the development of new breakthrough products and
services. By mitigating the challenges and “forces” of
competition that corporations face from both
traditional = competitors and new entrants,
technological capacity shapes firm competitiveness
(McDonald & Eisenhardt, 2020; Laudon & Laudon,
2019). It enables firms to arm themselves with state-
of-the-art technology, which can help them create
new strategies and set the stage for long-term
growth and market leadership. It also allows firms to
leverage these cutting-edge technologies to improve
the efficiency and effectiveness of their operations

and performance, reduce risks and achieve
a competitive advantage.
Dynamic capability contributes to firms’

competitive advantage through strategic reorganization
of the resources that form the cornerstones of
a firm’s competitive edge (Mousavi et al., 2019), and
the management team is crucial for the entire
resource reorganization process. Specifically,
managers scan the environment and define new
opportunities that need resources (Teece, 2007;
Roberts et al., 2016); managers also help to mobilize
the resources of the organization, and apply them to
the identified opportunities (Teece, 2012); managers
then transform all the resources — both tangible and
intangible — to form firms’ competitive advantage
(Mousavi et al., 2018). Diversity is also considered
a strategic resource, and its configuration and
integration add value to an organization (Roberson
et al, 2017). The dynamic capability perspective
explains how diversity impacts firm performance,
including firms’ competitive advantage. Current
research divides diversity into two categories:
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diversity in knowledge-based deep-level attributes,
such as education and functional background, and
diversity in surface-level attributes, such as gender
and racial differences (Roberson et al., 2017). A large
body of research has established that surface-level
attributes are less salient than deep-level attributes
(Jackson et al.,, 1995; Harrison et al.,, 1998) and
diversity is relevant to organizational outcomes to
the degree that individuals’ knowledge skills and
abilities are related to organizational performance
(Pelled, 1996; Simons et al., 1999). Education, as
an important source of knowledge and resources,
creates a cognitive framework (Faems & Subramanian,
2013). Hence, the diversity of educational background
is a deep-level attribute of diversity. Teams that have
more diverse educational qualifications than others
will be able to access broader cognitive frames and
are more likely to perform better than teams with
less diverse educational backgrounds (Hambrick
et al,, 1996). As a result, from the dynamic capability
perspective, management team education diversity
helps with identifying opportunities, mobilizing
resources, and transforming them to form
the cornerstones of a firm's competitive advantage.
Thus, integrating all of these perspectives, the first
three hypotheses were put forward:

HI: Financial capacity is positively related to
firm competitiveness.

H2: Technological capacity is positively related
to firm competitiveness.

H3: Management team education diversity is
positively related to firm competitiveness.

2.3. Defining CSR/CSV approaches and hypotheses

Porter and Kramer (2011) defined CSV as
“policies and operating practices that enhance
the competitiveness of a company while
simultaneously advancing the economic and social
conditions in the communities in which it operates”
(p. 66). De los Reyes et al. (2017) extended Porter
and Kramer’s (2011) framework by including
compliance perspectives and discussed possible
ways to promote the legitimacy of a business, which
gives the indication that defining CSV involves
a compliance dimension and legitimacy (Park, 2020;
Kim et al., 2020). Kim et al. (2020) also discovered
a strong ethical stance that is determinant for CSV
in Asia. As Menghwar and Daood (2021) emphasized,
“creating shared value is a complex phenomenon,
and an organization takes into consideration
external and internal factors in order to adopt a CSV
strategy” (p.480). These external factors include
state institutions, which affect the behavior as well
as the strategy of the firm, influencing its approach
to CSV (Menghwar & Daood, 2021).

Additionally, CSR is considered to be one of
the most important activities for building
stakeholder relationships (Waddock & Smith, 2000),
through which companies can strengthen
the relationship with their stakeholders resulting in
both social and economic benefits (McDonald &
Rundle-Thiele, 2008). Considering the fact that
relationship quality is a high-order concept reflecting
commitment (Hennig-Thurau et al., 2002; Walter
etal.,, 2003), commitment forms another important
dimension for relationship quality and consequently
defines the motivation of adopting certain CSR/CSV
approaches. Different levels of commitment reflect
different motivations for CSR and the willingness to
adopt different approaches.
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Consequently, compliance and commitment
form two intangible and soft dimensions,
which jointly define a CSR/CSV approach from
the motivation and behavior perspective, yet
the question is how to operationalize the approaches
from the two dimensions. Signaling theory describes
the behavior of two parties in the context of
information asymmetry; typically, one party
(the sender) chooses, from a motivation perspective,
whether and how to communicate (or signal)
information to the other party, while the other party
(the receiver) describes how to interpret the signal
(Connelly et al., 2011) from the behavior perspective.
Stiglitz (2000) highlighted two broad types of
information for intentionally sent signals:
information about intent, which expresses
the motivation, and information about quality, which
indicates how effectively the motivation of certain
behavior is interpreted by the receiver. Parties may
also send unintentional signals; that is, they may
send certain information without being aware that
they are signaling (Spence, 2002). Such unintentional
signals may conflict with intentional signals or
communicate negative information about the signaler
(Connelly et al.,, 2011). Thus, it is essential for
the receiver to closely examine both types of signals
to comprehensively evaluate the sender.

From this perspective, CSR behaviors — which
include observed CSR policies, processes, and
outcomes of a company’s CSR activities (Mazereeuw
et al., 2014) — shape how firms disclose their CSR
activities and follow CSR regulations, and operate as
different types of signals sent by firms.
These behaviors, which include adopting the GRI
guidelines, employing Big4 auditors, and CSR
violations and penalties, are driven by the various
immediate and strategic objectives of corporations.
Hence, CSR behaviors as a signal come with
motivation, a calculated purpose, and a message
in mind.

The GRI guideline is a common language for
corporations seeking to communicate their CSR
activities in a transparent, accountable, and integrated
manner to a global audience (Brown et al.,, 2009).
Adopting the guidelines signals that a firm has
a higher level of harmonization with CSR reporting
at the international level, and reveals its dedication
to promoting comparability of CSR worldwide
(Fuente et al., 2017). Hence, adopting the GRI
guidelines is associated with strong CSR commitments.
Firms also signal their CSR commitments by hiring
a Big 4 audit firm to conduct a high-quality audit.
Big 4 audit firms adopt greater transparency in their
reporting than other audit firms (DeAngelo, 1981),
and hence contribute to higher audit quality (Kausar
et al., 2016) and higher credibility (Knechel et al., 2013).
Such action provides assurance to stakeholders of
their intention to constrain opportunistic behaviors
and reduce agency conflict problems through
transparency and commitment to ethical issues.
A CSR penalty in response to a violation, as
an unintentional signal, clearly signals the effectiveness
of CSR enforcement and the compliance level. Both
the commitment dimension, focusing on intention,
and the compliance dimension, focusing on
enforcement, are critical to understanding
the motivations for firms’ CSR behaviors and
examining how these different purposes influence
the selection of a certain CSR approach.
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Behavior science defines the concept of
commitment involving three levels, namely affective,
normative, and continuance commitments, and
adopts three perspectives, namely the emotional
attachment, perceived costs, and moral obligations
perspectives (Meyer & Allen, 1984, 1997). The tenets
of commitment theory can assist in understanding
corporations’ selection of different CSR approaches
from the motivation perspective, which complements
the economic perspective proposed by Menghwar
and Daood (2021) — “if opportunity costs (i.e., loss
of the CSV strategy’s potential returns) are high,
and transaction costs (i.e., the cost of organizing
the social activity inside the firm) are low, the firm
will move to a CSV approach” (p. 467), which implies
that as long as the companies do not see the greater
opportunity cost, they will not likely to adopt
the CSV approach, but other CSR approaches.

Specifically, a CSV approach arises from
affective commitments when corporations see real
“value” in adopting CSR activities, implying
the opportunity cost is higher than the transaction
costs. With affective commitments, firms carry out
CSR activities because they “want to” (Aubé
et al,, 2007). Consequently, they choose to adopt
strong CSR reporting guidelines, employ Big 4
auditing firms, and avoid violating CSR regulations.
In these circumstances, the firms will devote a high
level of commitment to making social responsibility
an integral part of their business operations and
ensuring a high level of compliance. In turn, their
commitment will endow these corporations with
a unique position — they will do things differently
from their competitors and “distance themselves
from the pack” by integrating social initiatives in
concert with their core strategies (Porter & Kramer,
2006). As a result, the CSV approach makes
the social responsibility endogenous to the firm and
contributes to firm competitiveness.

However, when transaction costs go too high,
firms may resort to opportunistic behaviors and
commit violations, which are highly risky and could
result in penalties, causing damage to business
(Klein et al., 2004; Trudel & Cotte, 2008). Under
these circumstances, firms have to establish
a “corrective plan” to mitigate the costs to their
reputation and reduce the impacts caused by
the violations to maintain their legitimacy within

society by showing commitments — adopting
higher-level reporting guidelines or employing Big 4
auditors — that contribute to the relationship
quality with stakeholders. However, they do so
because they must, owing to the costs of violation.
Hence, such a “continuance commitment” is merely
a “window-dressing” CSR approach, which attempts
to disguise its opportunistic behavior, and
the competitiveness of firms that adopt this
approach is unlikely to be perceived in the same
manner as that of corporations adopting a CSV
approach.

Another category of firms is those who choose
CSR activities out of normative commitments,
that is, because they feel they ought to, in a purely
responsive way as the returns of social activities are
not so attractive. Hence, firms will tend to do
“just enough”, meeting mandatory and minimum
discourse requirements. As normative commitments
involve strong moral obligations, companies
adopting the responsive CSR approach will not be
likely to commit CSR violations. Instead, they focus
on acting as good corporate citizens and mitigating
any existing or anticipated adverse effects from their
business activities (Porter & Kramer, 2006).
Consequently, it is very unlikely that this approach
will have any significant positive impacts on firms’
competitive advantage.

Finally, a company that shows no commitment
or compliance with CSR activities is one that clearly
shows no interest in committing itself to creating
social value and would even choose to harm society
or violate regulations for its own benefit. Firms in
this case are merely adopting a passive CSR
approach. In the long run, the competitiveness of
such a firm would definitely be harmed. Given
the four different approaches to CSR activities
and their varying impacts on firm competitiveness,
the next set of hypotheses was put forward and
the CSR/CSV approaches framework in Figure 2
together with the adjusted main research framework
in Figure 3 were proposed.

H4: A CSV  approach
competitiveness.

H5: A passive CSR approach
related to firms’ competitiveness.

HG6: A responsive CSR approach is unlikely to have
significant positive effects on firms’ competitiveness.

maximizes  firms’

is negatively

Figure 2. The construction of CSR approaches

—
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CSR
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commitment)

Compliance

CSV approach
(Affective
commitment)
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Figure 3. The main research framework updated

Financial capacity

VRIN resource perspective

K

Technological capacity

H1
H2

Dynamic capability perspective <

Management team education diversity

- H3 Firm competitiveness

H4

CSV approach

H5

CSR approaches

Passive CSR approach

Responsive CSR approach

3. DATA AND METHODOLOGY
3.1. Variables’ definition

Firm competitiveness: Firms seek to maximize their
share of production for their core product or service
to develop or sustain their leadership in a chosen
core competence area (Prahalad & Hamel, 1990).
Consequently, market share is generally used as
a direct measure of firm competitiveness. In this
paper, market share is defined as a firm’s operating
revenue (expressed in Chinese yuan renminbi [CNY])
divided by the total operating revenue in CNY in
the firm’s corresponding industry. The market share
variable is calculated for each firm in each year.

Financial capacity: Financial capacity is measured
from the perspective of resource generation
capability and resource utilization efficiency. Return
on assets (ROA) and the asset turnover rate are
used to define the financial capacity. The ROA
(Net profit/Total assets) is a profitability ratio that
measures how efficiently a company is generating
profits from its total assets, which is indicative of its
resource-generation capability. The asset turnover
ratio (Operating revenue/Total assets) shows how
efficiently a company uses its own resources to
generate revenue or sales, which indicates its
resource utilization efficiency.

Technological capacity: Patent data is normally
used as the indicator of technological capacity (Hall
& Harhoff, 2012; Tong et al.,, 2014). On one hand,
patent inventions, as a type of high-tech innovation,

promote  technological progress, and hence
the number of approved (and, therefore, high-quality)
patents indicates innovation quality (Tong

et al., 2014). On the other hand, the number of total
patent inventions refers to the quantity aspect of
afirm’s technological resources. In this paper,
technological capacity is measured from both
a quantity and a quality perspective of Chinese
public companies, and joint developments and
developments by subsidiaries are excluded from
the analysis.

Management education diversity: Usually,
the diversity of the team’s educational background
is defined by the different subjects in which they
majored during their studies (Dahlin et al.,, 2005;
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Faems & Subramanian, 2013; Hutzschenreuter &
Horstkotte, 2013). Education diversity involves
another dimension, namely the education level, as
measured by the level of educational qualifications,
or the degree obtained by the team members.
Diversity of educational backgrounds is strongly
associated with a variety of knowledge, as well as
creative thinking and innovation (Dahlin et al., 2005),
which particularly shapes management’s “professional
knowledge, skills and abilities” (Hutzschenreuter &
Horstkotte, 2013, p. 709). Differences in education
levels, on the other hand, provide intellectual support
and optimized processing from the information
elaboration perspective, contributing to team
creativity and firm competitiveness, as they indicate
the variety and non-redundancy of cognitive
resources (Shin & Zhou, 2007). Both dimensions are
included in this study, as the diversity of
the subjects reveals the breadth of education, while
the diversity of education levels indicates different
modes and depths of cognitive thinking.

To operationalize the construct, a one-digit
code is wused to indicate each individual’s
educational field (), selecting one of the following
nine values for each individual: m=1 (language,
literature, media, and communication), m=2
(teaching and pedagogy), m=3 (social science,
comprising business, law, accounting, economics
and administration)), m=4 (natural science,
including mathematics, chemistry, physics, and
psychology), m=5 (industrial science, including
automation, textile, processing, computer science,
technology and manufacturing), m=6 (forestry,
agriculture, and animal care), m = 7 (medical science,
comprising health, medicine and medical care),
m=8 (law and politics) and m=9 (others).
In addition, another one-digit code is assigned for
education level (k) that takes one of the following six
values: k=1 (specialized secondary education and
below), k=2 (short-cycle higher education), k=3
(bachelor’s degree), k=4 (master’s degree), k=5
(doctorate) and k=6 (others degree, such as
honorary doctorate and correspondence degree).
The study then adopts the Blau index to calculate
both educational diversities scores (field and level of
education) and formulates the following measures
for the management team in firm i in year t:
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. . . _ J . . . 2
Education_diversityB;; = 1 — Zm:1Educatlon_dlver51tyi, tm (1)

Education_level_diversityB;, =1 — Zk=’§Education_level_diversityl. tz

Control variables: A number of control
variables — firm size (LSIZE), firm age (AGE),
ownership type (OWN), and industrial type (INDUS)
are also included in the model, as they are
significant for firm competitiveness considering
the Chinese context of the study.

First, RBV literature emphasized the role of
value-adding competencies for competitive advantage
(Newbert, 2007). From this perspective, firm size and
firm age are relevant characteristics that define
firms’ access to resources, hence contributing to
firm competitiveness (Man et al., 2002; D’Amato &
Falivena, 2020). Second, considering the uniqueness
of the Chinese context of the study, ownership type,
and industry type are also controlled due to the fact
that state-owned enterprises — include most of
the heavily polluted industries covering strategically
important sectors such as petroleum processing,
natural resources, national defense, coal and power
etc. (Musacchio & Lazzarini, 2014) — are endowed
with government resources that bring benefits to
business operations in the form of policy-making
and resource allocation (Xu et al., 2014; Musacchio &
Lazzarini, 2014), which shapes firm competitiveness.

Firm size (LSIZE) is measured by the number of
total employees. Firm age (AGE) is measured as
the number of years since the firm was established.
Ownership type (OWN) is measured by a dummy
variable that equals 1 if the largest controlling
shareholder is the government or a government
equivalent, and 0 otherwise. Industry type (INDUS) is
also measured by a dummy variable that equals 1 if
the firm belongs to a heavily polluting industry,
and 0 otherwise. Heavily polluting industries are
categorized based on the Guidelines for Classification
of Listed Companies (China Securities Regulatory
Commission, 2012) and include those with industrial
codings of B06, B07, BOS, B09, B10, C15, C17, C18,
C19, C22, C25, C26, C27, C28, (C29, (C30, C31,
C32, and D44.

3.2.Data

Two data sources are included in the study:
1) the Chinese Research Data Services (CNRDS)
platform for general company information,
financial indices, management education levels and

’

k (2)

backgrounds, and CSR disclosure and violation
details; 2) the China Stock Market and Accounting
Research (CSMAR) database (http://www.gtarsc.com)
for approved and applied patent quantities.
The database includes all listed industrial firms
(Industrial code A:0005), with firm status shown as
normal (Status code: A) for 2011-2020 (inclusive);
2011 was selected as the start date as this is when
data on firms’ CSR initiatives become available.
The finance, utilities, properties, conglomerates, and
commerce industries are excluded, as are companies
that are delisted or suspended from listing/trading.
To focus the study on Chinese companies, foreign-
listed Chinese companies and Chinese mainland
companies listed in the Hong Kong market are
excluded. Following the above criteria, the initial
sample consists of 20,004 firm-year observations,
excluding firms with missing data.

3.3. Methodology and baseline model specification

To explore how different CSR approaches predict
firm competitiveness differently, a five-step analytical
process is followed.

Step 1: Apply principal factor analysis and
k-means cluster analysis via SPSS to cluster the CSR
approaches.

Step 2: Construct independent variables through
principal factor analysis again.

Step 3: Use a fixed effects linear regression
(FEM), which is considered the “gold standard” for
modeling clustered data (Schurer & Yong, 2012), to
test the overall modeling effect and the hypotheses
via Statistical Package for the Social Sciences (SPSS).
A hierarchical regression to test the main effect is
employed. Four CSR approaches are first included in
Model 1, then independent variables are added in
Model 2, and control variables are added in Model 3.

Step 4: Conduct robustness tests by replacing
firm size (LSIZE) with total asset and total revenue in
Models 4 and 5, respectively.

Based on the hypotheses, the following
equation as the baseline model for the regression
incorporating all the important variables discussed
above was estimated:

Market share j; = by + b;LSIZE;; + b, OWN_Dummy;, + b3 INDUS_Dummy ;; +
b, Age i+ bsTechnological_capacity;, + bg Management_team_education_diversity;, + 3)
b,Financial_capacity;; + bg CSR_Approach_Dummy;, + bgYear_ef fect_Dummy;, + €

4. RESULTS
4.1. K-means cluster for CSR approaches and results

With the initial cleaned data frame including
20,004 observations, two dummy variables are
constructed: First, the compliancel_Dummy indicates
the violation status; for firms with (without)
violations, the dummy variable equals 0 (1). Second,
the compliance2_Dummy indicates the penalty
status, such that for firms with (without) a penalty it

VIRTUS,

equals O (1). The two dummy variables jointly reflect
the compliance level of the company, with a higher
(lower) score indicating higher (lower) compliance.
Next, dummy variables: Dis_GRI, which reflects
whether a company adopts GRI regulations (where
“Yes” =1 and “No” =0), and Big 4, which indicates
whether the firm employs Big 4 auditors (where
“Yes” =1 and “No” = 0), are further created. Then,
through principal factor analysis in SPSS, the main
components of the four variables are explored and
the clustering criterion is examined. The results
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indicate that two main components are extracted
with initial eigenvalues of 1.184, accumulatively
explaining 62.9% of the information. The Kaiser-
Meyer-Olkin (KMO) sampling adequacy test is above
0.50 (KMO=0.509) and Bartlett’'s test is
X2 =2853.802 (p<0.001), indicating the factorability
of the information. The two extracted components

are rotated via the varimax model and, as expected,
the rotated component matrix (Table 1) reflects
the compliance dimension (highly relevant to
penalties and violations) and the commitment
dimension (highly related to the adoption of the GRI
guidelines and employment of Big 4 auditors). Thus,
further k-means clustering analysis is justified.

Table 1. Rotated component matrix

Variables Commitment Compliance
Dis_GRI 0.788 0.010
Big4 0.785 0.037
Compliancel_Dummy 0.082 0.791
Compliance2_Dummy -0.035 0.803

Note: Extraction method: Principal component analysis. Rotation method: Varimax with Kaiser normalization. Rotation converged in

3 iterations.

The 20,004 firm-year cases are successfully
clustered into four different CSR approaches, namely
passive CSR cases (552), with low commitment and
low compliance levels, responsive CSR cases (19,052),
with high compliance but low commitment levels,
CSV cases (269), with high commitment and high

cases (131), with evidence of both CSR commitments
and CSR violations as shown in Table 2. Thus,
the majority (95%) of the firms in the sample of
20,004 firm-year observations adopt responsive CSR
approaches, with a pure compliance focus and
emphasis on good citizenship behavior.

compliance levels, and window-dressing CSR
Table 2. Final cluster centers
Variables Passive CSR Responsive CSR CSV Window-dressing CSR
Big4 0 0 1 0
Dis_GRI 0 0 1 1
Compliancel_Dummy 0 1 1 0
Compliance2_Dummy 0 1 1 1
Number of cases 552 19052 269 131

4.2. Dimension reduction and factor extraction

The functional principal component analysis is
an important dimension reduction technique to
interpret the main modes of functional data
variation in terms of a small set of uncorrelated

variables (Deville, 1974). When the principal
components cannot be simply interpreted, rotation
is one of the main solutions to improve

the interpretation. Hence, principal factor analysis
using the six major variables ROA, AT, Patents
received, Patents applied, Education diversity, and
Education level diversity is conducted. The results
indicate that three components are extracted with

total eigenvalues of 1.044, accumulatively explaining
73.5% of the information. The KMO for sampling
adequacy is greater than 0.50 (KMO = 0.502) and it is
supported by the significant Bartlett’s test result
(X2 =42,115.986; p < 0.001), indicating suitability for
factor analysis and dimension reduction. Table 3
shows the results of the rotated component matrix,
which reveal the three theoretically constructed
aspects: technological capacity as component 1,
dynamics capacity as component 2, and financial
capacity as component 3. Accordingly, three variables
Financial capacity, Technological -capacity, and
Management team education diversity are generated
for the base model regression.

Table 3. Rotated component matrix

Variables Technological capacity Dynamics capacity Financial capacity
Patent applied 0.99 -0.01 0.018
Patent received 0.99 -0.009 0.02
Education level diversity 0.012 0.836 0.006
Education diversity -0.028 0.835 -0.028
ROA -0.028 0.036 0.748
AT 0.054 -0.053 0.698

Note: Extraction method: Principal component analysis. Rotation method: Varimax with Kaiser normalization. Rotation converged in

4 iterations.

4.3. Fixed effects linear regression

Before running the regression, the data frame is
further explored by removing invalid values for

calculated variables, leaving 15,219 final observations
for the correlation study and regression modeling.

VIRTUS,

Companies without any approved patents in the year
are given a value of 0. The study takes the base-10
logarithm transformation of the dependent variable
Market share and defined as Lgmarket share to
ensure a near-normal distribution for the linear
regression.
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Table 4. Descriptive statistics and Spearman’s correlation
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lgMarket. 15219 | -2485 | 0.735 1
Share
;}”’”.""— 15219 | 0027 | 0.161 | 0012 1
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Approa_ 15219 | 0952 | 0213 [-0.134%-0.737%| 1
Responsive
Approa_CSV | 15219 | 0.015 | 0.119 [0.181%| -0.020% |-0.541%| 1
’;‘V’.’”"’“-. 15219 | 0007 | 0082 [0.062%+| -0.014 |-0.369** -0.01 1
inDressing
AT 15219 | 0.610 | 0400 |0.383%*|-0.047+* 0016 |0.035%*| 0.002 1
ED".’“C‘".“’"- 15219 | 0875 | 0.191 [-0.053% -0.015 |0.078**|-0.107***| -0.017* | 0.005 1
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Education_ sk | ¥ . x| ek
Level. Diversity| 15219 | 0629 | 0156 0042 0019 | 0,007 | 0012 | -0.001 | 0023 |-0.046 1
ROA 15219 | 0.038 | 0405 | 0.016% |-0.096%*| 0.085%*| -0.011 | -0.018* |0.238***|0.038***|0.086**| 1
Patent 15219 | 25.710 | 147.066 |0.039%*|-0.050%*| -0.008 |0.063* |0.028*|0.056*+* | -0.011 |0.055%*|0.074%+| 1
Received
Patent_Applied| 15219 | 35.720 | 225.477 |0.042%(-0.055**| -0.004 |0.057%|0.034**|0.075%| -0.004 |0.054*|0.103*|0.835%| 1
INDUS 15219 | 0390 | 0.488 |0.200%|0.040% |-0.030*| -0.004 | 0.004 |0.084**| 0.009 | 0.017* | 0.019% |-0.237+|-0.206%| 1
Age 15219 | 16950 | 5.808 |0.079%**|0.026%* |-0.037**| 0.013 | 0.026%* | 0.036%* [-0.061%**|-0.094%+*|-0.124%**|-0.115%*|-0.105%**| 0.089** | 1
LSIZE 15219 |5241.990(19637.7080.653*| 0.001 |-0.131***| 0.188% | 0.066%* | 0.352% [-0.073*+*|-0.060%+*|-0.060***| 0.175*** | 0.172%*| 0.055+ | 0.149%=| 1
OWN 15219 | 0240 | 0430 |0.288*| -0.014 |-0.080%| 0.131% | 0.046% | 0.068* [-0.046%*(-0.213%+*|-0.185%+*|-0.065*+*|-0.052%+*| 0.120%+* | 0.230%** | 0.328*| 1
Management_
gszg‘l-ﬁan 15219 | 0.000 | 1.000 [-0.075% 0,008 |0.052%|-0.098%*| -0.007 | -0.014 |0.530%|0.733%**|0.085%** | 0.045%** | 0.050%**| 0.022** |-0.110%*|-0.091%**|-0.189%*| 1
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Note: * p < 0.05, ** p < 0.01, *** p < 0.001.
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Table 4 presents Spearman’s correlations and
detailed descriptive statistics, including the means
and standard deviations. The results clearly
demonstrate that the responsive CSR approach is
negatively related to market share, whereas the CSV
and window-dressing CSR approaches show
a positive impact, with the former being much
greater than the latter as the coefficient is larger.
The passive CSR approach does not show any
significance for market share, indicating that
implementing CSR activities in a passive way with
low commitment and low compliance does not
contribute to firm competitiveness. Hence, H4, H5,
and H6 are supported. In addition, both
technological capacity and financial capacity are

found to be positively related to market share, which
supports HI and HZ2. Management team education
diversity is significant for market share, but with
a negative correlation, which conflicts with H3.
The regression results of Models1, 2, and 3 in
Table 5 further support the findings discussed
above and the robustness of HI, H2, H4, H5, and H6.
Values of variance inflation factor (VIF), which is
used to evaluate the formative collinearity, are all
close to or lower than 3, indicating good modelling
and low correlation among variables. Overall,
the results confirm that the CSV approach makes
a significant difference in shaping firms’ competitive
advantage.

Table 5. Regression results

Variables Model 1 Model 2 Model 3
Unstd. coeff.| Std. coeff. VIF | Unstd. coeff.| Std. coeff. VIF _|Unstd. coeff.| Std. coeff. VIF

(Constant) -2.458%* -2.323%%+ -2.634%*
Approa_Responsive -0.054 -0.016 1.763 -0.077* -0.022 1.770 -0.045 -0.013 1.776
Approa_CSV 1.403%** 0.228 1.524 | 1.208*** 0.196 1.580 | 0.608*** 0.099 1.765
Approa_WinDressing 0.516%** 0.058 1.247 0.045 1.253 | 0.284* 0.032 1.256
Technological capacity 0.099 1.052 0.019%** 0.026 1.221
Management team 0.041%% | -0.055 |1.003| -0.02¢% 0027 | 1.023
education diversity
Financial capacity 0.197*** 0.248 1.009 | 0.169*** 0.213 1.022
Time 2012 0.000 0.000 1.913 -0.006 -0.002 1.916
Time 2013 0.007 0.002 1.911 -0.011 -0.004 1.922
Time 2014 -0.006 -0.002 1.969 -0.021 -0.007 1.994
Time 2015 -0.021 -0.008 2.125 -0.038 -0.015 2.174
Time 2016 -0.063* -0.026 2.259 | -0.074* -0.03 2.340
Time 2017 -0.136%*= -0.061 2476 | -0.138*** -0.061 2.601
Time 2018 -0.159%*= -0.071 2490 | -0.164*** -0.073 2.663
Time 2019 -0.194%*= -0.089 2.586 | -0.194*** -0.089 2.815
Time 2020 -0.268%*** -0.131 2.793 -0.128 3.094
OWN 0.177 1.158
Age . 0.041 1.289
INDUS 0.230%** 0.152 1.035
LSIZE 0.000%** 0.226 1.450
R? 0.245%*= 0.393**= 0.51 2%
Adjusted R? 0.060%** 0.153**= 0.261%*=*

Note: * p < 0.05; ** p < 0.01; *** p < 0.001, marginal significance at 0.1 indicated in bracket.

4.4. Robustness check

Models4 and 5 in Table 6 below show that
the results are quite robust to changes in control
variables. When LSIZE is replaced with total asset or
total revenue, the results continue to support those
of Models 1, 2, and 3, and all of the coefficients are

very close to each other. The adjusted R? value is
0.240 (p < 0.001) in Model 4 and 0.233 (p < 0.001) in
Model 5, compared with 0.261 (p<0.001) in
Model 3, indicating a good robustness of the study.
VIF values are also close to or lower than 3 in
Models 4 and 5, showing no major concern over
multicollinearity.

Table 6. Robustness test replacing LSIZE with total asset and total revenue (Part 1)

113

Variables Model 4 Model 5

Unstd. coeff. Std. coeff. VIF Unstd. coeff. Std. coeff. VIF
(Constant) -2.601*** -2.598***
Approa_Responsive -0.05 -0.014 1.776 -0.051 -0.015 1.776
Approa_CSV 0.785%** 0.128 1.759 0.936%** 0.152 1.676
Approa_WinDressing 0.323%x* 0.036 1.256 0.332%** 0.037 1.256
Technological capacity 0.044** 0.06 1.177 0.059%** 0.08 1.124
Management team education diversity -0.022%*** -0.029 1.024 -0.021%** -0.029 1.024
Financial capacity 0.18%** 0.227 1.015 0.177%* 0.223 1.02
Time 2012 -0.005 -0.002 1.916 -0.004 -0.002 1.916
Time 2013 -0.008 -0.003 1.922 -0.007 -0.002 1.922
Time 2014 -0.018 -0.007 1.994 -0.016 -0.006 1.994
Time 2015 -0.035 -0.014 2.174 -0.032 -0.012 2.174
Time 2016 -0.072%* -0.029 2.34 -0.068** -0.028 2.34
Time 2017 -0.139%** -0.062 2.602 -0.134 7%= -0.06 2.601
Time 2018 -0.165%** -0.074 2.664 -0.161%** -0.072 2.663
Time 2019 -0.197* -0.091 2.815 -0.193%*= -0.089 2.815
Time 2020 -0.267%** -0.13 3.094 -0.262%%* -0.128 3.094
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Table 6. Robustness test replacing LSIZE with total asset and total revenue (Part 2)

Variables Model 4 Model 5
Unstd. coeff. Std. coeff. VIF Unstd. coeff. Std. coeff. VIF
OWN 0.321*** 0.188 1.154 0.334%** 0.195 1.147
Age 0.005%*** 0.039 1.289 0.005%** 0.038 1.289
INDUS 0.219%*= 0.146 1.034 0.222%%= 0.148 1.034
Total asset 0.000%** 0.139 1.366
Total revenue 0.000*** 0.09 1.189
R? 0.491* 0.483 %=
Adjusted R? 0.240%** 0.233%**

Note: * p < 0.05; ** p < 0.01; *** p < 0.001, marginal significance at 0.1 indicated in bracket.

5. DISCUSSIONS AND IMPLICATIONS

The findings reported here support five out of
the six hypotheses raised in the study. Theoretically,
it contributes to the literature on CSR/CSV and firm
competitiveness in several ways and extends
the study to cover emerging economies. First,
drawing on signaling theory and commitment
theory, it provides a motivation and behavior
perspective to define the CSR/CSV approaches from
intangible and soft dimensions — compliance and
commitment aspects. Second, by clustering
the CSR behaviors, the study also successfully
operationalizes different CSR/CSV approaches for
empirical studies to explore how different CSR/CSV
approaches impact firm competitiveness. The result
that the CSV approach maximizes firm competitiveness
provides important empirical support for Porter and
Kramer’s (2006) theoretical proposition that
a company will “make the most significant social
impact and reap the greatest business benefits”
through strategic CSR (p. 7), while the responsive
CSR (Porter & Kramer, 2006) will not bring as much
benefits as the strategic CSR/CSV approach. Third,
the study also contributes to the literature on firm
competitiveness by establishing an integrated
framework incorporating different perspectives
including CSR/CSV, RBV, and dynamics capability,
and theoretically constructing the RBV perspective
including financial and technological capacity while
the dynamic capability perspective is measured by
management team education diversity.

The positive correlation between financial
capacity (Fonseka et al., 2013; Lu et al., 2020),
technological capacity (McDonald & Eisenhardt, 2020;
Laudon & Laudon, 2019), firm size (Man et al., 2002),
firm age (D’Amato & Falivena, 2020), state ownership
(Xu et al.,, 2014; Musacchio & Lazzarini, 2014), and
heavily polluted industry (Musacchio & Lazzarini,
2014) further supports the RBV perspective, which
proposes a positive impact of resources and
capabilities on business competitiveness and
subsequent performance (Prahalad & Hamel, 1990;
Barney, 1991; Newbert, 2007). The negative
correlation between management team education
diversity and firm competitiveness challenges some
of the literature (Eisenhardt & Schoonhoven, 1990;
Norburn & Birley, 1988; Hambrick et al., 1996;
Richard, 2000; Horwitz & Horwitz, 2007), but is
consistent with the cultural context of the study,
indicating a possible moderating role of
the environmental context. China is a nation
embedded in Confucianism and characterized by
high conformity; the Chinese national psyche
focuses on “reconciliation, harmony and balance”
(Redding, 1990, p. 76) rather than diversity. As scholars
have established, the lower diversity combined with
the higher cohesiveness in Chinese organizations
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promotes interpersonal trust (Farh et al.,, 1998) or
“guangxi”, facilitates job mobility (Bian, 1997),
affects investment decisions (Batjargal, 2007a) and
enhances firm performance (Batjargal, 2003, 2007b).
In these circumstances, high diversity would
reduce harmony and unity and potentially create
unproductive conflicts owing to different cognitive
understandings, which in turn would affect
organizational efficiency and cohesiveness, resulting
in negative impacts on firm competitiveness.
Practically, the vast majority of listed firms in
China are still adopting a responsive CSR approach,
lacking commitments. The study also gives several
important implications to guide firms to shift to
a CSV approach to maximize both corporate and
social benefits and, at the same time, to implement
“both good business strategy and business ethics”
(Moon et al, 2011, p.54). First, considering
the compliance dimension of the CSR/CSV
approaches, one of the possible solutions for firms
to adopt the CSV approach is through the union of
a “normal taking framework that helps a manager
identify legitimate non-legal norms to follow and
a norm-making framework that picks up the slack
when the set of available legal and non-legal norms
is evidently not up to the task” (de los Reyes
et al., 2017, p. 143). On the one hand, utilizing and
developing norms — both legal and ethical —
through multi-stakeholder perspectives on both firm
and industrial levels to give a roadmap for legitimate
business with certain social issues addressed will
help with the implementation of the CSV framework
(de los Reyes et al., 2017). In countries, such as
China, where legal norms are comparatively weak,
leveraging ethical norms would be essential.
On the other hand, from the economic perspective
(Menghwar & Daood, 2021), the implementation
of CSR policies involves many changes and
transformations that generate costs (Acquier et al.,
2017), hence, lowering certain transaction costs by
removing barriers in the value chain activities while
increasing violation costs through strengthened
legal/non-legal norms would help firms to resort to
responsible business and adopt CSV approach
with a “win-win” focus. Secondly, looking at
the commitment dimension of the CSR/CSV
approach, in order to drive high organizational
commitment to CSR activities, an employee-oriented
approach is essential as employees’ perception of
CSR is found to be positively related to organizational
commitments (Kim et al., 2016; Pfajfar et al., 2022).
Consequently, it is crucial for firms to create
a diverse and inclusive environment, that allows
employees to use their full set of skills and talents
(Roberson, 2006), and empowers employees to make
decisions, speak up, and be recognized and
respected for individual contributions to boost
employee commitments (Daya, 2014), through which
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the organizational commitments could be enhanced
to adopt the CSV approach. In addition, considering
the negative correlation between management team
education diversity and firm competitiveness,
keeping appropriate levels of management team
heterogeneity and ensuring effective coordination
and proper communication for corporations in

China would be important to ensure firm
performance.

6. CONCLUSION

Despite the contributions of this paper, some
limitations must be acknowledged. The study

applied second-hand data from Chinese public
firms, future studies to utilize data in other
countries would strengthen the argument for
the generalizability of the study and allow cross-
country level comparisons. Second, as CSR reporting
and disclosure officially started in 2011 in China,
data were not available to explore the macro-
economic impacts of the 2009 economic crisis, it
would be essential for future studies in other
countries to bring in this perspective. Third,
the constructs of the dynamic capability perspective
in the study were operationalized using
the management team education diversity, which is
anarrow view of the dynamic capability measure.
Future research could expand the conceptualization
and measurement of the dynamic capability to
include other factors and explore its conditions via
survey methodology or case studies. In addition,
the study extends the conceptual definition of
the CSR/CSV approach from motivation and behavior
perspectives and successfully operationalizes different
CSR/CSV approaches to empirically examine their
impacts on firms’ competitiveness. Future empirical
research to explore the mechanism and framework
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