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ABSTRACT

Purpose- This paper aims to analyze the relationship between firms’ corporate social responsibility (CSR) practices and economic
performance. Additionally, this research explores the role of strategic flexibility (SF) which is the ability of a firm to adapt to changes in the
external environment and make necessary organizational modifications quickly to direct its resources for a CSR activity, in this relationship.
Methodology- The paper empirically investigates the CSR practices together with SF and their effects on firm performance with a study of
179 firms in Turkey using moderated multiple regression methods.

Findings- The results show that CSR practices are significantly associated with firm performance, indicating that a higher amount of CSR
may improve financial performance.

Conclusion- Finally it was found SF plays a positive moderating role on the relationships between the CSR practices and firm performance.
It is concluded that firms with higher skills of SF may obtain better economic performance from their CSR activities.

Keywords: Corporate social responsibility, strategic flexibility, firm performance, multiple regression, Turkish firms.
JEL Codes: M10, M14, M19

1. INTRODUCTION

The relationship between corporate social responsibility (CSR) and financial performance has been examined by scholars for decades
(Waddock & Graves, 1997; Orlitzky, Schmidt, & Rynes, 2003; Surroca, Tribo, & Waddock, 2010; Zhao & Murrell, 2016). The results of these
studies provided evidence that firms’ CSR practices were likely to lead to improved financial performance. According to a recent study of
Mellahi et al. (2016), a majority of empirical studies in the field reports a positive association between CSR practices and firm performance.
Therefore, a concensus among the scholars has come into existence on this relationship in the field. However, a closer look at the studies
reveals a less clear issue that is the role of other mechanisms in this relationship (Liedong et al., 2015; Mellahi et al., 2016). This paper
extends previous CSR practice-performance research from a static to a more dynamic view by exploring the moderating effects of strategic
flexibility (SF) in the same study. The article suggests that implementation of an effective CSR strategy may be determined according to the
firm-level resource availability. In the context of institutional theory and resource-dependency theory, a number of studies have explored
the moderating role of government policy and regulations (Young & Makhija, 2014) and the degree of institutional stability (Arya & Zhang,
2009) on the relationship between CSR and firm performance. Yet, although the CSR practices of a firm are influenced by institutional
forces, the capability of a firm to achieve the implementation of a successful CSR strategy may also be subject to firm-level resource
availability and deployment (Helfat & Peteraf, 2015; Sirmon et al., 2011). In this sense, the resource-based effects on the CSR practice-
performance relationship cannot be ignored (McWilliams, van Fleet, & Cory, 2002; Mellahi et al., 2016). Most research to date has failed to
satisfy the need for incorporating different perspectives in understanding CSR-performance relationship (Mellahi et al., 2016). Therefore,
this study applies dynamic capabilities theory in tandem with resource-based theory to provide valuable insights on the CSR and strategic
flexibility interaction and their performance effects.

2. LITERATURE REVIEW AND HYPOTHESES

Corporate social responsibility refers to “corporate actions that appear to advance some social good that allows a firm to enhance
organizational performance, regardless of motive, corporate political activity deals with corporate attempts to manage political institutions
and/or influence political actors in ways favorable to the firm” (Mellahi et al., 2016, p. 144). An extensive body of research finds that firms
can benefit from a number of direct or indirect positive effects of CSR (Waddock & Graves, 1997; Surroca et al., 2010; Zhao & Murrell,
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2016). Surroca et al. (2010) examined the effects of a firm’s intangible resources on firm success which was measured by CSR practices and
financial performance with the use of a database comprising 599 companies from 28 countries. Results indicated that CSR practices
stimulated the development of intangible resources such as innovation, human capital, reputation and organizational culture which led in
turn to improved financial outcomes. Therefore, it is hypothesized that:

Hi: CSR practices of a firm are significantly associated with the firm’s financial performance.

In performing CSR practices, depending on the requirements of the business environment, firms may need to use their limited financial,
human, relational, physical, and organizational resources in different combinations (Oliver & Holzinger, 2008; Rehbein & Schuler, 2015).
Obviously, this situation necessitates a firm-level capability for the allocation and shift of different resources from one organizational
repository to another in a quick and smooth manner (Nadkarni & Herrmann, 2010). For example, while a firm was executing media
campaigns and lobbying activities by using its financial and human resources to support some projects for public utility concerns, a sudden
environmental change may result in a strong stakeholder demand or a new government regulation and may push the firm to enhance and
diversify the content of its ongoing CSR program to create another philantrophic activity.

Strategic flexibility, which is defined as “a firm’s ability to reconfigure resources, activities, and strategies quickly in response to
environmental demands” (Brozovic, 2016, p. 5) deals with the flexible use of resources and reconfiguration of processes along with the
offering of strategic variety and making quick decisions to take adequate actions to derive benefits from diversity in the environment. In
this sense, as a dynamic resource management mechanism SF, which helps firms to perform strategic options that are subject to
extensions of resource bases and/or creation of new resource bundles, has emerged as a crucial organizational requirement in order for
actors to thrive in complex business environments (Brozovic, 2016; Zhou & Wu, 2010). Given resource scarcity, where current resources of
firms are strongly attached to the specified targets, SF, which is constituted by planning and decision making flexibility (Grewal & Tansuhaj,
2001; Nadkarni & Herrmann, 2010), resource flexibility and coordination flexibility (Wei, Yi, & Guo, 2014; Zhou & Wu, 2010) should
moderate the relationship between the CSR practices and firm performance. Coupled with such flexible mechanisms, firms are more likely
to purposefully create, extend or modify their resource-base to conduct successful CSR strategies that lead to superior firm performance in
dynamic environments. Therefore, this study proposes that:

H2: SF positively moderates the relationship between the CSR practices and firm performance.
3. METHODS

A self-administered questionnaire was used to collect data. The sample was selected from Istanbul Stock Exchange’s BIST-100 Index that
covers the firms from a broad scope of industries and different regions of Turkey. A total of 408 firms were approached and 179 useable
questionnaires were obtained yielding a response rate of 43.8%. The questionnaire consisted of a total number of 33 questions including 2
questions for demographics. The items of the questionnaire and their theoretical sources are described below. Responses to the items
were recorded on a 5-point Likert-type scale and reliability and validity issues were assessed.

Corporate social responsibility (CSR): To measure corporate social activities, 12 items were taken from Turker’s (2009) CSR measurement
scale. Turker’s scale was developed in Turkey based on the cultural context of the Turkish business environment and its reliability was
tested and validated.

Strategic flexibility (SF): SF was measured by the combination of planning and decision making flexibility, and resource and coordination
flexibility. In total, 10 items were used. Whilst 4 items for planning and decision making flexibility were taken from Grewal and Tansuhaj
(2001), 6 items for resource and coordination flexibility were adopted from Wei et al. (2014) and Zhou and Wu (2010).

Performance: Firm performance was measured by 2 items: profitability and ROA. Respondents were asked to indicate their firms’
performance compared to competitors for the previous three year period (2013-2015) in order to proximate a notion of sustained
performance and to mitigate against temporal fluctuations.

Control variables: Firm age, firm size, risk, industry and environmental effects were controlled by 9 items in this study.
4. ANALYSIS AND RESULTS

Multiple regression analysis and the moderated method were used to test the above hypotheses. A four-step hierarchical analysis was
conducted. The results of regression analyses are given in Table 1.
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Table 1: The Results of Regression Analyses

ROA and Profitability

Model1  Model 2 Model 3 Model 4
Variables
1. Firm age (log) 0.116** 0.093
2. Firm size (log) " 0.157** ok 0.119**
3. Risk 0.143 0.104*** 0.121 0.112%*
0.121** 0.094
4. Industry structure forces 0.128** -0.073
. R 0.109* -0.075
5. Environmental dynamism ~0102 -0.096 0.136* 0.129%**
6. Corporate social responsibility (CSR) 0'147** 0.129%* 0.308*** 0.312%**
7. Strategic flexibility (SF) ' 0.376* 0'214*** 0.195***
8. SFXCSR ' 0.429**
Adjusted R? 0.173 0.261 0.298 0.393
AR? (adjusted) - 0.088 0.037 0.095
F -value 3.254%** 3.391%** 3.412%** 3.756%**
N=179

*p<0.05; **p<0.01; *** p<0.001 (two tailed)

In model 1, just the control variables, including firm age, firm size, risk, industry structure factors and environmental dynamism were
entered and a significant share of the variance in firm performance (Adj. R? = 0.173; F= 3.254, p< 0.001) was observed. In model 2 and
model 3, CSR and SF were added respectively and significant relationships between CSR (B = 0.376, p< 0.05) and SF (B = 0.214, p< 0.001)
and firm performance were found. Therefore, H: was supported. In model 4, the moderating role of SF on the relationship between CSR
and firm performance was assessed through entering the relevant interaction (SF X CSR).

The results found that the interaction of SF and CSR related positively to firm performance (B = 0.429, p< 0.01). Besides, with a strong
moderation effect of SF, the contribution of the two-way interaction of SF and CSR to explain the performance variation was the greatest,
9.5% (AR? = 0.095; F= 3.756, p< 0.001). Thus, H> was also supported.

5. DISCUSSION

The findings relating to the first hypothesis indicate that firms that engage in CSR practices are likely to create better financial
performance. In fact, this finding which once more shows the importance of a thorough CSR strategy of a firm is consistent with the
findings of previous research in the field. The second hypothesis confirms that SF plays a positive moderating role on the relationships
between the CSR practices and firm performance. The research finds that, as dynamic resource management capabilities, resource
flexibility, coordination flexibility and planning flexibility as sources of SF can enable firms to create an optimum level of CSR activity, and
the performance effects of CSR practices on firm performance is contingent on the level of SF. Therefore, resource portfolios can be
extended, multifunctional resources can be accumulated, and resource bundles can be reconfigured (Sirmon et al., 2011) through resource
aligning capabilities which are crucial to address the resource needs for CSR practices that lead firms to a better financial performance.
Since the focus in this research moves from a static resource endowment view to a dynamic management view, the findings may also
extend the current understanding of the resource scarcity assumption.
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