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Creating and Capturing Value: Strategic Corporate 
Social Responsibility, Resource-Based Theory, 

and Sustainable Competitive Advantage

Abagail McWilliams
University of Illinois–Chicago

Donald S. Siegel
University at Albany, State University of New York

The authors analyze the creation and capture of private and social value by firms that adopt cor-
porate social responsibility (CSR) strategies. Strategic CSR is defined as any “responsible” activ-
ity that allows a firm to achieve a sustainable competitive advantage, regardless of motive. To 
provide a roadmap for managers to accomplish this objective, the authors integrate the resource-
based theory (RBT) framework with concepts and tools from economics, such as hedonic pricing, 
contingent valuation, and the new literature on the economics of industrial organization, where 
CSR is referred to as “the private provision of public goods.” By linking CSR, RBT, economic 
models of private provision of public goods, and pricing models, the authors demonstrate how 
RBT can provide a structure for determining the strategic value of CSR. They then discuss the 
conditions under which CSR can contribute to sustainable competitive advantage.

Keywords: strategic CSR; RBV; RBT; contingent valuation; hedonic pricing; externalities

In recent years, scholars have devoted considerable attention to the managerial implica-
tions of corporate social responsibility (henceforth, CSR). Although there has been con-
siderable discussion about the moral choices managers face when encountering CSR 
(McWilliams & Siegel, 2001b), most CSR studies in the management literature focus on the 
relationship between CSR and firm performance (e.g., Margolis & Walsh, 2001; McWilliams & 
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Siegel, 2000; Orlitzky, Schmidt, & Rynes, 2003), which can help us understand whether firms 
benefit financially, on average, from engaging in this activity. However, there is a paucity 
of direct theoretical or empirical evidence on the strategic aspects and benefits of CSR and 
the gains to society from these actions. From a theoretical standpoint, there has been little 
consideration of the industrial organization or strategic aspects of CSR. On the empirical 
side, it is difficult to evaluate the benefits of CSR because such actions typically constitute 
an intangible resource or capability. Furthermore, the provision of CSR is often bundled 
with product attributes or linked to the production process or existing managerial practices, 
making it difficult to quantify the additional value contributed by socially responsible activi-
ties. Finally, there has been little consideration of the conditions under which CSR can contri-
bute to sustainable competitive advantage (henceforth, SCA).

The objective of this article is to extend resource-based theory (henceforth, RBT) to help 
quantify the strategic value to the company of engaging in CSR. To accomplish this goal, 
we apply the RBT framework to valuation concepts and tools from economics and from the 
new literature on the economics of industrial organization, where CSR is referred to as “the 
private provision of public goods.” By integrating CSR, RBT, economic models of the pri-
vate provision of public goods, hedonic pricing, and contingent valuation models, we demon-
strate how RBT can provide a structure for determining the strategic value of CSR.

Theoretical Development of Strategic CSR

The use of CSR to capture value for the firm was first referred to as “strategic” CSR by 
Baron (2001: 17), who asserted that “it is the motivation for the action that identifies socially, 
as opposed to privately, responsible action.” That is, if the motivation is to serve society, at 
the cost of profits, the action is socially responsible (CSR), but if the motivation is to serve 
the bottom line, then the action is privately responsible. For privately responsible actions, 
there may well be social benefits that exceed the cost of the action to the firm. However, 
this does not change the motivation, unless these social benefits are of value to managers. For 
example, providing day care may lower the number of juvenile crimes in a community, but 
the firm might provide the day care only because it increases the availability of workers and 
lowers the cost of absenteeism. While this is a logical distinction, it is not a practical one 
because we cannot determine the true motivation of managers. Given that we are primarily 
concerned with the creation and capture of value by the firm, we define strategic CSR as any 
“responsible” activity that allows a firm to achieve SCA, regardless of motive.

To the extent that firms engage in CSR strategically, this behavior can be examined 
through the lens of RBT to calculate the private returns, or those benefits that accrue to the 
firm. For example, McWilliams and Siegel (2001a) used the RBT framework to construct a 
formal model of “profit-maximizing” CSR. This was a simple model in which two compa-
nies produce identical products, except that one firm adds an additional “social” attribute or 
feature to the product, which is valued by some consumers or, potentially, by other stake-
holders. In this model, managers conduct a cost-benefit analysis to determine the level of 
resources to devote to CSR activities or attributes. That is, they assess the demand for CSR 
and also evaluate the cost of satisfying this demand. Up to the point where the marginal cost 
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equals the marginal return, investing in CSR will increase the private returns or profits of the 
firm. Theoretically this is sound, but determining how to measure the value added by CSR 
to the firm, and to society, is much more difficult.

Since the McWilliams and Siegel (2001a) article outlined an RBT framework for CSR as 
a differentiation strategy, several authors have developed the concept that there is a demand 
for CSR, so that a CSR strategy can be formulated to achieve and (possibly) sustain a com-
petitive advantage. In particular, some authors (Bagnoli & Watts, 2003; Besley & Ghatak, 
2007; Kotchen, 2006) viewed CSR as the private provision by firms of a local public good 
(e.g., social networks, community development) or reduction of a public bad (e.g., pollution). 
This is an important extension of the realm of CSR, which needs to be incorporated into the 
strategic management literature and especially the literature on strategic CSR.

Others have focused attention on the role of information asymmetry in the provision of 
CSR (Siegel & Vitaliano, 2007). As noted by Bagnoli and Watts (2003), strategic CSR occurs 
when a company links the provision of a public good to the sale of its private goods or ser-
vices (e.g., eco-labeling). Siegel and Vitaliano hypothesized that customers view a firm’s 
CSR as a positive signal regarding the characteristics of the private good or service the firm 
is selling. Thus, one would expect that firms selling experience or credence goods or ser-
vices (where quality is highly uncertain to the consumer, so the consumer must rely heavily 
on the firm’s reputation for quality) are more likely to engage in CSR than firms selling search 
goods or services. The authors confirm this hypothesis in their empirical analysis.

In a similar vein, Manasakis, Mitrokostas, and Petrakis (2007) treat CSR as a strategic 
variable in oligopolistic competition. Nyborg and Brekke (2004) assert that the provision 
of CSR allows companies to develop human resource capabilities. Specifically, they assert 
that CSR is a labor market screening strategy that enables the firm to attract highly moti-
vated and productive employees. Russo and Fouts (1997) consider CSR as a mechanism for 
developing environmental resources and capabilities. Other strategic advantages that may 
be associated with CSR include an ability to attract ethical investors (Baron & Diermeier, 
2007) or the use of CSR to preempt government regulatory intervention (Baron, 2001; Maxwell, 
Lyon, & Hackett, 2000).

A firm’s provision of CSR as a social good is reminiscent of the consideration of positive 
externalities associated with innovative activity (Link & Siegel, 2007). An externality is 
defined as the impact of an economic agent’s actions on the well-being of a bystander. Pollution 
is a classic example of a negative externality, while innovation (whose benefits cannot be 
entirely appropriated by its creator) is a classic example of a positive externality. While the 
private returns to innovation (or those that accrue to the company) may be high, the social 
returns to innovation (through the creation of new or improved products and processes) are 
likely to be even greater. A similar argument can be made for CSR activities.

In addition to understanding the motivation for the provision of social benefits, we need 
to understand how the provision of these goods, through strategic CSR, affects society. An 
example of strategic CSR is when a firm links the provision of a public good to the sale of 
its (private) products (e.g., eco-labeling). An analysis of the provision of public goods by 
private firms is a welcome addition to the management literature on CSR, which has been 
primarily concerned with answering the following question: Do firms “do well by doing 
good”? Understanding the relation between firm performance and social performance of CSR 
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requires that we take account of a broad range of stakeholders, including customers, employees, 
suppliers, taxpayers, governments, community groups, and underrepresented groups.

Adding to the difficulty of measuring the value of CSR to society, consumers often find 
it difficult to determine if a firm’s internal operations meet their moral and political stan-
dards for social responsibility. The level of asymmetric information regarding internal 
operations may be mediated by the firm itself or by activists. For instance, companies such 
as McDonald’s, Motorola, and Nike publish annual reports on social responsibility. One can 
view this activity as a form of advertising, especially for more general types of CSR. While 
this information may be useful, some consumers perceive it as biased since it is filtered 
through senior management. This mistrust may be mitigated by activists who play an impor-
tant role in supplying consumers with information that they can rely on to choose socially 
responsible firms (Feddersen & Gilligan, 2001).

Due to the presence of asymmetric information, it is often difficult to assess the determi-
nants and outcomes of CSR. Managers may perceive that many external stakeholders view 
CSR activity more favorably if it is divorced from any discussion of the bottom line. Thus, 
managers are not inclined to reveal practical motives for engaging in CSR, such as new 
product development and promotion, reducing labor costs, and enhancing the firm’s reputa-
tion. This lack of candid information has made it difficult to distinguish and discuss the differ-
ent motivations for CSR, which may be private or social, or both.

Analysis of the strategic implications of CSR is further hampered by cross-country or 
cross-cultural differences in the institutions that regulate market activity, including business, 
labor, and social agencies (McWilliams, Siegel, & Wright, 2006). Institutional differences 
lead to different expectations and different returns to activity. For firms operating in multiple 
countries or cultures, this complicates the process of determining which activities to engage 
in and how much to invest. As the knowledge base of CSR develops worldwide, we will be 
better able to analyze and advise on CSR.

Empirical Issues to be Resolved

Problems with the measurement of the costs and benefits of CSR activities continue to 
cloud our understanding of the private and social returns. Researchers need to use more 
direct methods, such as interviews and surveys, to tease out less observable motivations and 
improve the precision of measurement of the private and social returns to CSR. The ideal 
level of CSR for the firm, that is, the level that maximizes the private return, can theoreti-
cally be determined by cost-benefit analysis (McWilliams & Siegel, 2001a). However, it 
may be difficult to calculate these costs and benefits. While the costs of providing CSR 
attributes may be easy for managers to determine, consumer demand (benefit) may not be. 
Consumer demand for CSR may be difficult to measure because CSR attributes may consti-
tute only a small percentage of all relevant attributes of a product. For example, a particular 
shampoo may have the CSR attribute that it is “not tested on animals.” However, shampoo 
has additional attributes, such as brand name, scent, ingredients, and packaging. This makes 
it difficult to separate out the demand for the CSR attribute, which affects the ability of man-
agers to conduct a cost-benefit analysis.
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Before providing an explicit analytical framework for quantifying the costs and benefits, 
we need to integrate theoretical frameworks, which we do in the following section.

Integrating Theoretical Frameworks

Kraaijenbrink, Spender, and Groen (2010) recently assessed critiques of the RBT and 
found some to be difficult to dismiss, therefore requiring more theoretical development. One 
of the problematic critiques they identified was the valuation of resources that can create 
SCA. The authors point out that “because the value of a resource and the SCA it generates 
is [sic] defined in identical terms, the explanans and the explanandum of the RBT remain 
the same”; that is, the RBT is tautological. They go on to suggest that “we must assume value 
in the RBT should be determined exogenously” (p. 357). However, according to Priem 
and Butler (2001), the RBT itself does not provide the means for such alternative external 
determination.

To address this long-standing criticism, we propose a more specific definition of value 
and discuss how it can be measured. In doing this, we analyze two separate concepts of 
value: (1) value to consumers and (2) value to the firm. We introduce two theoretical means 
for determining the value of a firm’s product or service to consumers, hedonic pricing, and 
contingent valuation and then discuss the value to the firm, which must take into account 
internal costs as well as externally determined price. We use CSR attributes and actions as 
our examples. However, the techniques we describe can be used to determine the value to 
the firm of other resources as well, making this a valuable extension of the RBT.

The RBT has been widely accepted as a theory that explains the sources of competitive 
advantage and informs managers on how to identify these sources. These sources of com-
petitive advantage will be resources controlled by the firm that are valuable, rare, inimitable, 
and nonsubstitutable (Barney, 1991). Over the past 20 years, much has been written about 
identifying resources with these attributes (e.g., Hart, 1995; Mata, Fuerst, & Barney, 1995; 
Russo & Fouts, 1997; Wright, McMahan, & McWilliams, 1994).

As alluded to earlier, Russo and Fouts (1997) and McWilliams and Siegel (2001a) identi-
fied CSR actions and attributes as RBT resources. Some examples of CSR attributes include 
fair-trade coffee, non-animal-tested cosmetics, pesticide-free produce, dolphin-free tuna, 
and alternative-fuel engines. CSR actions include such things as recycling, pollution abate-
ment, progressive work practices, and support for local social services. In this article, we 
focus on CSR attributes and actions as an example of resources that can lead to SCA within 
the framework of the RBT.

Barney’s (1991) seminal article on the RBT was silent on the issue of determining how a 
firm could determine the value of a resource and also how much the firm should invest in its 
RBT resources. The first step in determining which resources can lead to SCA is to identify 
which resources are valuable. However, the value to the firm of individual resources is not 
easily determined, as evident by the lack of attention to this issue in the RBT literature. To 
begin the discussion of value, we first note that it is not enough for a resource to yield rev-
enue; the revenue generated must be higher than the cost of the resource to the firm. The cost 
side of the “value” proposition has often been ignored when discussing valuable resources. 
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This leads us to a definition of value for the RBT. Value is the difference between revenue 
generated by, or contributed to, the resource and the cost to the firm of the resource.

A consideration of the cost side of the value proposition can be applied to tangible and 
nontangible resources. Once a valuable resource, in the RBT sense, has been identified, the 
manager must also determine if the resource is rare, inimitable, and nonsubstitutable. If it 
meets these criteria, the resource may be a source of SCA within the RBT.

Assuming the resource is not free, this leaves the manager with the question of how much 
of the resource the firm should control. The issue of control is critical, having important 
managerial and societal implications that the RBT does not directly elucidate. McWilliams 
and Siegel (2001a) addressed this gap by integrating the RBT with a more traditional theory 
of the firm to demonstrate that there is some optimal level of investment in RBT resources 
that will maximize firm profit. The optimal level of CSR resource would be that level for 
which the difference between total revenue and total cost is highest, which can be deter-
mined by cost-benefit analysis.

Extending the RBT Framework to CSR

Hedonic Analysis

The notion that firms can employ net revenue analysis to determine which resources can 
be a source of SCA is straightforward. However, measuring the revenue associated with 
RBT resources (and most other resources) is not. Determining the revenue generated by a 
particular resource requires first isolating the value of that resource to the consumer, that is, 
asking how much more would a consumer pay to have that particular attribute or action 
included in the product or service. Using a CSR attribute as an example, we could consider 
the value to consumers of non-animal testing of shampoo. Shampoo has many attributes, 
including brand name, scent, packaging, and possibly, non-animal testing. When consumers 
make a choice regarding which brand to purchase, they may consider any of these attributes, 
which makes it difficult for the manager to determine the value of the individual attributes.

One way to isolate the value of a single attribute, such as non-animal testing, would be to 
offer two shampoos that are the same, except for the non-animal-testing attribute. The manager 
could then directly compare the demand for the two shampoos and determine the “value” or 
“demand for” the non-animal-testing attribute. This rarely happens, however, because firms use 
CSR attributes such as non-animal testing as an enhancement of their brands or the reputations 
of their firms. Therefore, the shampoo without the CSR attribute could not be offered under the 
same brand name, and selling it under another brand name, such as a store brand, would mean 
the products would have at least two different attributes. This would make it impossible for the 
manager to isolate the effect on revenue of the one CSR attribute, non-animal testing.

Managers typically must employ other means of isolating the demand for individual attri-
butes of a product. One method for isolating the demand for individual attributes of a prod-
uct is hedonic pricing (Rosen, 1974). This is a technique that has been used to determine the 
value to consumers of individual product attributes since the 1920s, when it was introduced 
as a means to estimate the value of quality to consumers of vegetables (Waugh, 1928). A 
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more recent example is determining the value of random access memory (RAM) in personal 
computers (Pakes, 2003). In this study, the prices of a number of different brands of personal 
computers were regressed on different features such as size of RAM to determine how much 
consumers value RAM. One of the most important uses of this technique is by the U.S. 
Bureau of Economic Analysis (BEA) in determining price indices. In 1986, the BEA began 
using hedonic pricing to adjust prices for differences in quality of computers over time 
(Berndt, 1991).

The intuition behind the hedonic method is simple. It is an attempt to decompose obs erved 
(explicit) market prices into implicit prices of a set of product or service attributes or charac-
teristics. Econometric methods can then be employed to estimate the implicit or marginal 
prices of such attributes, enabling a manager to determine how much the average consumer 
values a particular characteristic. If the estimated implicit price of a particular attribute is 
significantly different from zero, then the attribute is viewed as being valued by a customer. 
The implicit prices derived from hedonic analyses provide extremely useful information for 
decision making in the supply chain since they allow managers to define their strategies 
according to the market value of the products (whether to a consumer or an industrial buyer).

A major problem with conventional hedonic price models is that they are based on the 
assumption that the firm has no market power, that is, that the company has no influence on 
the market price. In fact, standard hedonic price theory assumes perfect competition, which 
means that the firm can sell all of its output at the market price. This is obviously an unre-
alistic assumption in most industries. Most importantly, if firms are charging the market price, 
there is no possibility of achieving or sustaining a competitive advantage (since that means 
outperforming one’s rivals) and, thus, no scope for strategy.

A recent article by Pakes (2003) addresses this problem by formulating a hedonic model 
that takes account of markups in pricing, that is, allowing the firm to develop its own pricing 
strategy. His model also allows for markups in input prices, which are present in most indus-
tries. For example, semiconductor chips are a significant component of the costs of a per-
sonal computer, so much so that the price of chips varies dramatically with the characteristics 
of the competing chips that are available (Song, 2007), which causes output prices for per-
sonal computers to vary substantially when new chips are introduced

In a recent article, Donnet, Weatherspoon, and Hoehn (2007) outline the managerial imp-
lications of learning about how customers value certain attributes can affect business-level 
strategy in three ways, on both the revenue and cost sides. The first is directly through the 
“value proposition,” that is, knowing how much a customer is willing to pay (on average) 
for a specific feature. The information derived from the hedonic analysis can also influence 
the choice of market segments and how the firm positions itself within a segment to achieve 
SCA. The authors note that each segment has its own infrastructure and supply chain, which 
allows managers to choose among different quality segments and also informs them about 
how to organize and allocate resources to respond to market opportunities and to manage the 
value chain (production, processing, and distribution).

To return to our example of shampoo, multiple regression analysis would be used to esti-
mate an equation such as the following:

 Pn = b0 + b1PACKAGINGn + b2SCENTn + b3BRANDn + b4CSRATTRIBUTEn + Un, (1)
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for n = 1 . . . N, where the least squares estimates of b1, b2, b3, and b4 can be interpreted as 
representing the partial effect of a change in one attribute on price, holding all other attri-
butes constant. A dummy variable, which is equal to 1 if the CSR attribute is included and 
0 if not, would be used in equation 1, in our example, because animals either are used for 
testing or are not. The estimate of b4 would be interpreted as the additional “value” added to 
the product as a result of the inclusion of a CSR attribute. With sufficient data, a researcher 
could estimate how different customers (e.g., by gender, income, demographics) value par-
ticular CSR characteristics, so the firm can position itself to maximize profit.

Given that prices are public information (i.e., they must be revealed to consumers), a 
manager can use the prices paid for competitors’ products to determine the hedonic price of 
CSR attributes such as non-animal testing. However, this is only the beginning of the net 
revenue (value to the firm) analysis. Next, the manager needs to complete the analysis by 
determining whether the value added outweighs the additional cost attributed to including 
the CSR attribute. Cost information, unlike price information, is usually private, available 
only within the firm. This means that competitors may be able to determine the value to 
consumers of a CSR attribute but cannot determine whether the attribute is “valuable” as a 
source of SCA to the firm because they will not be privy to cost information. This limits the 
ability of competitors to imitate the SCA. We discuss costs in more detail after discussing 
how to determine the value to consumers of CSR actions.

Contingent Valuation

Increasingly, firms are called upon to act socially responsible with respect to the environ-
ment. Demands include recycling, adding green space on corporate property, and reducing 
pollution beyond what is required by law. The value of such actions may not lend itself to 
hedonic pricing because the action creates a social good, such as cleaner air. The social good 
is available to all, not just those who purchase the product from the socially responsible 
producer. There is simply no market for these social goods and, thus, no observable market 
prices. Thus, the consumer who buys the private good or service cannot prevent others from 
consuming the social good, and the amount of the social good available is not reduced by 
the consumption of any individual. Cleaner air is a good example of such a social good. If 
the air is cleaner, the consumer’s consumption of it does not reduce the amount available to 
others or prevent them from breathing it. For example, we can consume the cleaner air with-
out purchasing the product of the firm that made the air cleaner.

Therefore, no one should be willing to pay for this CSR action of the firm. This means 
that hedonic pricing could not be used to determine the value (in the RBT sense) of the action 
to the firm. However, there is a societal value to cleaner air. If the societal value is greater than 
the private cost to provide the CSR action, then the CSR action is valuable (in the RBT sense), 
but two questions go unanswered. How does the manager measure the value of the action to 
society, and how does the manager capture, for the firm, the value created?

The second question is the easier to answer, so we address it first. The firm can capture 
the value of providing social goods through the reputation of the firm. Fombrun and Shanley 
(1990) pointed out that a good reputation may result in the ability to charge higher prices 
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(Klein & Leffler, 1981), enhance access to capital markets (Beatty & Ritter, 1986), and attract 
investors (Milgrom & Roberts, 1986). Fombrun and Shanley contributed to the literature on 
corporate reputations by conducting an empirical analysis of the factors that influence cor-
porate reputations. They found support for their hypothesis that “the greater a firm’s contri-
butions to social welfare, the better its reputation.” From this, we can infer that CSR attributes 
and actions can contribute to the reputation of the firm and that this will add value to the 
firm, either through higher revenues (from being able to charge a premium price) or through 
lower costs (favorable financing or lower labor costs) or through both higher revenues and 
lower costs.

By considering contingent valuation, we can address the remaining question of how the 
manager determines the value of the social good the firm produces. Contingent valuation is a 
survey-based technique that is used to determine the value of social goods, or goods that are not 
traded in markets. The technique was first proposed by Ciriacy-Wantrup (1947) as a way to 
value soil conservation. Since the 1980s, the government has made wide use of the technique to 
determine the amount of damages owed when natural resources are polluted. A prominent 
example of this use was in the trial of Exxon for the damage caused by the oil spill in Prince 
William Sound in 1989 (Carson, Mitchell, Hanemann, Kopp, Presser, & Ruud, 2003).

The technique requires surveying relevant consumers to determine how much they value 
the natural resource. For example, we can consider a firm that reduces air pollution emanat-
ing from its production facility. To conduct a contingent valuation study, the firm would first 
host focus groups of residents of the community to determine how they view clean air and 
its value to them. The firm would then analyze the information gathered from these residents 
to construct a written survey that would be sent to all local residents. From the results of the 
written survey, the firm could estimate the value of the CSR action to society (Reinhardt, 
Stavins, & Vietor, 2008).

It is important to note that it may be difficult to accurately measure the social value of the 
good based on the contingent valuation method. This method is based on the assumption that 
survey respondents understand the good in question and will reveal their preferences in this 
“contingent” market in a similar manner as they would in an actual market. However, many 
people are unfamiliar with assigning a dollar value to an environmental or social good, 
which could distort any estimate of its true social value. Furthermore, many conventional 
economists are uncomfortable with the use of this method, pointing out that there is likely 
to be a fundamental difference between a hypothetical decision (inherent to the use of the 
contingent valuation method) and an actual decision. Finally, if conducted in a rigorous 
manner, a contingent valuation study can be quite expensive and time consuming, given the 
need for extensive pretesting and survey work.

Despite these caveats, use of the contingent valuation method allows the firm to estimate 
the social value of its CSR actions. Some of this social value will also yield a private ben-
efit to the firm, as reflected in enhancement of the firm’s reputation (Siegel, 2009). For con-
sumer products, this may translate into an enhanced brand reputation, allowing the firm to 
charge more for the product or service (Fombrun & Shanley, 1990). According to McWilliams 
and Siegel (2001a), capturing this value depends on consumers being fully aware of the CSR 
actions of the firm. Therefore, advertising plays an important role in capturing the value of 
CSR actions.
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The Role of Advertising

The literature on advertising distinguishes between two types of consumer goods, 
search goods and experience goods (Nelson, 1974). Search goods are goods whose quali-
ties can be determined before consuming. For example, furniture is usually considered  
to be a search good because the consumer can examine the quality before purchasing.  
Exp erience goods must be consumed before the true nature is determined. Shampoo is a 
good example. A consumer cannot determine the quality of the shampoo until she or he 
uses it. Therefore, brand name becomes an important determinant of perceived quality 
and, by extension, value to the consumer. Firms can use advertising about CSR actions and 
attributes as a means to developing or complementing a quality reputation for their brands. 
When the products are experience goods, firms may be able to charge a higher price for 
branded products or services that include CSR attributes. McDonald’s and Ben & Jerry’s, 
both suppliers of experience goods, were early implementers of this strategy, and both 
continue to benefit from it.

For search goods, the firm may not be able to charge a higher price (generate higher 
revenue), however. This does not necessarily imply that the firm should not engage in the 
CSR actions, because there are other means for creating value through CSR actions, as we 
mentioned above. The value may come through lower costs generated by the enhanced rep-
utation of the socially responsible firm (Fombrun & Shanley, 1990). Or the firm may avoid 
expensive future regulation by adopting CSR actions. These actions would be motivated by 
the potential to lower future costs. An example is savings banks that achieve an “outstand-
ing” rating under the Community Reinvestment Act (Vitaliano & Stella, 2006). These banks 
are considered to be socially responsible because the act requires only a satisfactory rating, 
and achieving an outstanding rating creates additional social benefit. The banks’ current CSR 
actions would enhance reputation and lower future costs of regulation, both of which create 
value in the RBT sense.

Determining the Value of RBT Resources: Lowering Costs

McWilliams and Siegel (2001a) point out that the provision of CSR actions and attributes 
leads to “extra” costs. This is the basis for our defining RBT value to the firm as net revenue—
extra revenue minus extra cost. According to McWilliams and Siegel, the firm may employ 
capital, materials and services, and labor in the production of CSR actions and attributes. 
They propose that firms should employ RBT resources up to the level where the marginal 
cost of an additional resource is equal to the marginal revenue that would be generated (in a 
perfectly competitive market, this is equivalent to maximizing the difference between total 
additional cost and total additional revenue).

On the cost side, it is important to note another key potential value-added aspect of a CSR 
action: the possibility that the adoption of a CSR practice will reduce the cost of financial 
capital. As noted by Fombrun and Shanley (1990), this could occur because by engaging 
in CSR the firm enhances its reputation among those providers of financial capital who are 
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sensitive to the risks associated with a firm being perceived as “irresponsible” (e.g., the BP 
oil spill in the Gulf of Mexico and Union Carbide in Bhopal) as well as with investors who 
share an interest in a particular social practice (e.g., promoting diversity, community involve-
ment, or the environment). The explosive growth in “social” investing through “screened” 
portfolios confirms the importance of this phenomenon.

Two recent articles provide empirical support for the notion that investors reward socially 
responsible firms and penalize those that are viewed as being irresponsible. Sharfman and 
Fernando (2008) found that companies adopting environmental risk management practices 
were able to lower their overall cost of capital. Doh, Howton, Howton, and Siegel (in press) 
reported that potential investors can assess the CSR activities of companies from several 
institutional ratings and rankings, such as the Fortune Reputation Survey, as well as social 
responsibility stock market indices, such as the Domini Social Index, the Calvert Social 
Index, and the Dow Jones Social and Sustainability Index. Such indices provide valuable 
information for investors seeking to develop portfolios of stocks containing only “socially 
responsible” firms. A key empirical result of the Doh et al. article is that the stock market 
responds negatively when a company is taken out of an index, which occurs if the firm 
engages in irresponsible behavior (such as an oil spill or a major lawsuit claiming gender or 
racial discrimination).

For many firms, especially those in service industries, human resources constitute a major 
component of total cost. Some have also argued that human resources constitute a key poten-
tial source of SCA (Wright et al., 1994). Thus, firms are constantly searching for ways to 
contain their payroll costs and to make employees more productive. A corporate commit-
ment to CSR may be a means to these ends. Comparing America’s Most Admired Companies 
to a matched sample of other firms, Stuebs and Sun (2010: 265) found that “reputation is 
associated with improved labor efficiency and labor productivity.” While they found that 
total labor costs did not vary with reputation, this would imply that labor cost or productivity 
was lower for firms with better reputations. Willard (2002) found three human resource 
advantages to being socially responsible. These include enhanced recruitment, retention, and 
productivity, all of which imply lower labor costs or levels and quality of output. These 
results imply that firms that engage in CSR have enhanced reputations and these enhanced 
reputations lower the cost of capital and labor that may more than offset the cost of extra 
resources required to engage in CSR.

Another key strategic human resource is top-level management and, especially, the chief 
executive officer (CEO). CEOs often play an important role in formulating and implement-
ing CSR strategies. Recently, several scholars have begun to examine the relationship between 
CSR and these key decision makers, or what might be termed strategic leadership, relating 
to ethics and social responsibility. Waldman, Siegel, and Javidan (2006) found a strong 
positive correlation between the “intellectual stimulation” dimension of CEO transformational 
leadership and the propensity of firms to be socially responsible. Sully de Luque, Washburn, 
Waldman, and House (2008) extend this analysis by identifying further dimensions of stra-
tegic leadership, which they refer to as “stakeholder values.” The authors report that CEOs 
who have such values were more effective leaders and that their firms, in turn, had superior 
financial performance.
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Sustainability of CSR Advantage

In an earlier article, McWilliams and Siegel (2001a) concluded that while CSR can 
enhance product differentiation and also constitute a barrier to entry, it should have a neutral 
effect on profit, suggesting that the firm cannot generate an “abnormal return” or SCA from 
this activity. The increase in attention to CSR and the long-term success of firms, like 
McDonald’s, that were early adopters of such strategies indicate that CSR may, in fact, be a 
resource in the RBT sense.

CSR may be a cospecialized asset that makes other assets more valuable than they other-
wise would be. The clearest example of this is firm reputation. Having a reputation for qual-
ity has been shown to be valuable to the firm (Roberts & Dowling, 2002; Shapiro, 1983). 
CSR attributes and activities may increase the perception, and therefore value, of quality. 
This may be particularly important for early adopters of a CSR strategy because later adopt-
ers may be perceived as mere imitators or as less sincere, resulting in a lower boost in the 
value of the reputation for the late adopters. This may be an important consideration for 
managers when weighing a CSR strategy.

CSR may also increase the value of brands, such as in the case of Tylenol. Since the mas-
sive recall of Tylenol in 1982, the brand has been inexorably linked with both quality and 
social responsibility. CSR may be an important cospecialized asset for firms that produce 
experience goods, especially those that affect health, such as food and medicines, where the 
downside to irresponsible behavior can be quite costly (e.g., the damage award and loss of 
reputation in the e-coli–tainted burger case). Cospecialized assets have also been identified 
as key sources of SCA in markets for technology, especially those where intellectual prop-
erty is a key dimension of competition (Arora, Fosfuri, & Gambardella, 2001). This is highly 
relevant since McWilliams and Siegel (2001a) have asserted that CSR can be viewed as a 
form of product innovation (i.e., the creation of new socially responsible product features or 
categories) or process innovation (i.e., the use of a socially responsible production process).

An important consideration when estimating the future costs of CSR is the possibility of 
free “advertising” provided by the media. There is a great deal of attention paid to both respon-
sible and irresponsible corporate behavior in the media. And the widespread use of viral 
media such as blogs, YouTube, and Twitter has multiplied the reach of activists and journal-
ists, greatly decreasing the cost of alerting consumers to the good, the bad, and the ugly in 
corporate behavior.

Consistent with Barney (1991), Reinhardt (1998) reports that companies engaging in a 
CSR-based strategy can generate an abnormal return only if they prevent competitors from 
imitating their strategies. This may seem unlikely, since CSR is highly transparent, with little 
causal ambiguity. However, as a cospecialized asset it may be quite successful. Although 
generic brands of acetaminophen are much less expensive, consumers continue to pay the 
higher price for Tylenol. And, while the media makes CSR more transparent (Zyglidopoulos, 
Georgiadis, Carroll, & Siegel, 2009), it also boosts the reputation of firms engaging in it and 
severely punishes firms that falter (such as BP in 2010).

These considerations taken together lead us to the conclusion that a CSR strategy can be 
a valuable (in the RBT sense) complement to a differentiation strategy, enhancing the value 
of the reputation and/or the brand of the firm.
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Conclusion

Managers are under intense pressure to act socially responsibly and to provide social 
goods. However, it is not always clear how the firm will benefit from these activities or how 
the manager will be rewarded for CSR. To elucidate this, we began by defining strategic CSR 
as any “responsible” activity that allows a firm to achieve SCA, regardless of motive. We then 
extended RBT to incorporate concepts and methods to allow managers to quantify the strate-
gic value to the company of engaging in CSR. Many of these ideas are drawn from econom-
ics, including hedonic and contingent valuation analyses and the new literature on the 
economics of industrial organization, where CSR is referred to as “the private provision of 
public goods.” Although in this study we used CSR as an example, our integration of CSR, 
RBT, and economic models and tools can provide a structure for determining the strategic 
value of other RBT resources as well. This makes it a more general extension of the RBT.

We started from the vantage point that it can be difficult to measure the value of an RBT 
resource to (1) the consumer, (2) the firm, and (3) society. In a market economy, the value 
to the consumer should be reflected in the price, but it is often difficult to determine the 
value of a single characteristic of a product that has multiple attributes. To demonstrate how 
this can be achieved, we introduced hedonic pricing models from economics. Some CSR 
processes, such as pollution abatement, result in the creation of a social good. It is difficult 
to determine the value of social goods because they are not traded in markets. Therefore, we 
appealed to the economic analysis called contingent valuation to show how the value of 
social goods to society can be determined. Finally, and most important to the RBT and man-
agement literature, we proposed a more specific definition of value for the determination of 
the value of an RBT resource to the firm. Our definition is additional revenue minus the costs 
of generating the additional revenue.

While it is clear that a firm can capture the value of an RBT attribute, such as non-animal 
testing, through the market, it is not clear how the firm can capture the value of social goods 
it produces. To demonstrate this, we integrated the theory of the firm from economics and 
the literature on firm reputation with the RBT. From this integration, it is clear that firms can 
capture (some of) the value of social goods through the effect on the firm’s reputation. An 
enhanced reputation can be a strategic resource because it can lead to premium pricing or 
consumer loyalty, which increase revenue. It may also decrease personnel and capital costs. 
Personnel costs are lower if employees are motivated by the CSR actions of the firm, and 
capital costs are lower if CSR actions lower the subjective risk profile of the firm.

Integrating the RBT with the marketing literature, we discussed the importance of adver-
tising to make consumers aware of the CSR attributes or processes. Similar use of advertis-
ing would apply to other strategic RBT resources, such as quality enhancements, used to 
differentiate a firm’s products or services. In addition to advertising, we introduced the role 
of the media in enhancing (or damaging) the reputation of socially responsible (or irrespon-
sible) firms. We pointed out that viral media such as blogs, YouTube, and Twitter are also 
becoming important watchdogs.

We considered the importance of human capital—employees, including CEOs—as an 
RBT resource. Employees can be a strategic RBT resource when they are more productive than 
the employees of other firms. Having employees who are more productive may be a result 
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of better hiring or more motivated workers, both of which can result from CSR practices 
within the firm. Other RBT resources, such as human resource processes, may also result in 
employees who are more productive.

Finally, we also assessed CSR as a cospecialized asset that can be used to enhance the 
value of the firm’s overall reputation for quality or for a particular brand of its product. For 
example, from the perspective of a firm focusing on a differentiation strategy involving 
hybrid cars, a cospecialized asset with two-way dependence between the CSR-based innova-
tion and the asset is a filling station for a hydrogen fuel cell vehicle. Such cospecialized 
assets may be especially important, in terms of enhancing resources and capabilities, when 
the firm is engaged in a differentiation strategy. Also, recent studies indicate that firms sell-
ing experience or credence goods are most likely to actively engage in CSR (Siegel & 
Vitaliano, 2007). Thus, the fact that CSR may also provide reputation insurance may be 
extremely useful to these firms. Our integration of different theories, models, and tools from 
management, marketing, and economics may be useful to researchers who wish to further 
refine and extend the RBT. For managers, our integration should help make the case for 
including CSR actions and attributes in strategy formulation. For nonfinancial stakeholders, 
our conclusions should provide some guidance when making a case for including their needs 
in firms’ strategic planning.
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