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Abstract
In weak institutional contexts characterized by institutional voids, firms often strug-
gle to demonstrate their ethical conduct. They are seen as raising the costs of influ-
encing stakeholders and correspondingly the level of investment needed in stake-
holder influence capacity in order to achieve corporate financial performance (CFP). 
We hypothesize and find support for a U-shaped curvilinear relationship between 
corporate social responsibility (CSR) engagement level and CFP in the context of 
India—a country characterized by relatively weak institutions. We also investigate 
whether family firms can help overcome the drawbacks of weak institutional con-
texts and thus influence the relationship between CSR and CFP. We adopt a large 
sample, panel data approach to test our theoretical model. We observe a U-shaped 
relationship, consistent with earlier findings in developed countries. However, we 
find that this significant U-shaped relationship is observed only in the case of family 
firms in our sample.
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Introduction

Asian companies have increasingly focused attention on corporate social respon-
sibility (CSR) (Kim & Moon, 2015; Xiao et al., 2018; Xu & Zeng, 2020), espe-
cially in India where the 2013 Companies Act mandates that large, profitable 
firms invest two percent of net income in CSR activities. Through CSR, com-
panies demonstrate their commitment towards the minimization of environmen-
tal and social issues and the improvement of economic development. Research 
has identified several benefits associated with CSR such as operating efficien-
cies, capital market benefits, risk management, reduced lawsuits, earnings qual-
ity, and many other stakeholder-derived benefits. These include increased sales, 
employee productivity, reduced risks that have favorable impacts on cash flows, 
risk, and growth (Barnett et  al., 2018; Cordeiro & Tewari, 2015; Shiu & Yang, 
2017; Yang & Rhee, 2020). Despite these benefits, empirical evidence has found 
mixed results on whether the relationship between CSR and corporate financial 
performance (CFP) is positive or negative (Orlitzky, 2011; Orlitzky et al., 2003).

Moreover, recent literature has argued that it exists a U-shaped relationship 
between CSR and CFP (Barnett & Salomon, 2012), suggesting that the direction 
of the linkage CSR–CFP depends on the company’s relationship with key stake-
holders (Barnett, 2007). Specifically, companies that invest insufficiently to influ-
ence key stakeholders are unable to achieve the financial benefits that flow from 
the satisfaction of stakeholder demands and interests, and thus lose money until 
they develop adequate stakeholder influence capacity (SIC), i.e., “the ability of a 
firm to identify, act on, and profit from opportunities to improve stakeholder rela-
tionships through CSR” (p. 803). After this point, they see increasing financial 
returns.

The mixed evidence on the CSR–CFP linkage can be attributed to the previous 
studies’ scarce investigation of the role of the external context (Barnett, 2007; Camp-
bell, 2007; Wang et al., 2016). This is particularly relevant when comparing Western 
companies with Asian companies of emerging economies (Hou et al., 2016; Li et al., 
2010) like India, that suffer from institutional voids. Institutional voids, according 
to institutional theory, emerge because of weak governance, legal and monitoring 
mechanisms in a specific institutional context (Ioannou & Serafeim, 2012; Lanis & 
Richardson, 2015). In such contexts, stakeholders are less capable of monitoring 
the companies’ irresponsible behaviors and tend to evaluate CSR actions with more 
skepticism compared to context without institutional voids (Amaeshi et  al., 2016; 
Jamali & Karam, 2018; Pureza & Lee, 2020; Yang & Rhee, 2020). Thus, companies 
will probably struggle to develop strong relations and engagement with stakeholders, 
who as a group generate most of the financial returns to CSR engagement (Cordeiro 
& Tewari, 2015; Servaes & Tamayo, 2013). However, past literature has not paid 
attention on determining how CFP is affected by CSR actions embedded in con-
texts with institutional voids, leaving unanswered the question on whether there is 
a positive, negative or U-shaped relationship between CSR and CFP. Hence, in this 
research, we address this question that deserves attention given the need for manag-
ers to justify expensive and risky investments on CSR in emerging economies.
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In addition, a company’s ability to successfully engage in CSR actions that 
improve CFP may be determined by internal firm characteristics that may minimize 
the issues associated with institutional voids. Family firms are generally seen as 
‘substitutive’ informal institutions (Estrin & Prevezer, 2011) that offset the weak-
nesses of institutional voids. They are particularly important in India, whose indus-
trial network is mostly populated by family-owned companies (Mani, 2019). Fam-
ily firms pursue not only financial wealth but also “socio-emotional wealth” (SEW) 
(Gomez-Mejia et al., 2007; Berrone et al., 2010). SEW refers to intangible wealth 
that derives from the control of the family business, and comprises affective values 
such as identity, social ties, pride and need of preservation of the family traditions 
through the business. The pursuit of SEW suggests stronger motivation for family 
firms to improve CSR compared to non-family firms, including in Asian emerging 
economies such as India (Cordeiro et al., 2018; Yu et al., 2015). As a consequence, 
we should expect a linear positive relationship between CSR and CFP for family 
firms because they do not need to build SIC, having already a positive image among 
stakeholders, who probably perceive SEW as a form of social insurance, also in the 
presence of institutional voids.

However, some studies highlight that family firms could actually misbehave (for 
example, family members exploit their social ties to commit unethical activities) 
in emerging economies (Gaaya et al., 2017), implying that investments in SEW go 
through the same legitimation issues associated with SIC. We might therefore expect 
a curvilinear relationship between CSR and CFP for family firms because SEW is 
not sufficient and they need to build SIC to gain financial benefits from CSR. All in 
all, it is unclear whether the presence of family firms changes the shape and direc-
tion of the relationship between CSR and CFP in emerging economies. Accordingly, 
we complement the research question of this study, i.e., investigating the relation-
ship between CSR and CFP in emerging economies, by shedding light on whether 
family firms moderate the effect of CSR on CFP.

We address the research question of this study in the Indian context, character-
ized by the presence of institutional voids, by using suitably sophisticated panel data 
econometric models to provide a robust examination of the nature of the relationship 
between CSR and CFP and of the moderating role of family firms. In contrast to 
previous studies on Indian CSR that have often suffered from a paucity of objective, 
large sample, longitudinal data analyses, thus comprising their statistical power, our 
study is based on a longitudinal dataset of 411 non-financial Indian firms. We opera-
tionalize CSR as an objective rating of CSR engagement developed by the NGO 
Karmayog (Karmayog, 2011). We operationalize CFP using both accounting-based 
(return on assets, ROA) and market-based measures (the twelve-month annualized 
stock return). Our fixed effects (FE) panel regression analyses support a curvilinear, 
rather than a linear effect of CSR on CFP for Indian firms, consistent with Barnett 
and Salomon (2012). Moreover, we study the moderating role of family ownership 
in the CSR–CFP relationship by using split-sample regression estimations. Our 
results find that only family firms display such a curvilinear relationship, in contrast 
to their non-family counterparts, consistent with our arguments that family firms are 
not only more likely to invest at or above the necessary SIC threshold but are also 
more likely to receive a positive financial return on its investment.
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Our study contributes to the literature in a number of ways. First, we extend the 
literature on the relationship between CSR–CFP providing evidence that such rela-
tionship is curvilinear in the context of emerging economies. Most studies in devel-
oping countries only assess whether there is a direct association between CSR and 
CFP (Hou et al., 2016; Xiao et al., 2018). Thus, our study is not meant to be another 
“me too” study; rather, we provide one of the first tests of the SIC model in the 
context of CSR–CFP relationships not just in the Indian context but also worldwide. 
The Indian context is of particular interest not only because it provides an interesting 
opportunity to test the theory in an emerging economy, weak institutional context 
but also because there are very few studies on the financial impact of CSR in India 
per se (Mishra & Suar, 2010 being a notable exception), and as noted, earlier, antici-
pated financial benefits are a potent driver of CSR engagement. Second, we contrib-
ute to the institutional theory (Amaeshi et al., 2016) by showing that the CSR–CFP 
curvilinear relationship holds in an Asian emerging economy such as India. Finally, 
we add to the literature on family firms and CSR (Berrone et. al., 2010; Block & 
Wagner, 2014) and especially family firms in India (Cordeiro et  al., 2018; Mani, 
2019) by theorizing and testing for the different nature of the relationship in Indian 
family versus non-family firms using arguments based on socio-emotional wealth, 
reputation and legitimacy.

The remainder of the manuscript is organized as follows. First, we present an 
overview of the theoretical framework introducing the SIC model developed by 
Barnett (2007) and the role of institutional voids for CSR based on the institutional 
theory. We then discuss the institutional voids characterizing the Indian context. 
Second, we present the arguments supporting the hypotheses. Third, we describe the 
sample, the variable measures and the analyses employed. Forth, we show the find-
ings of our analyses and robustness tests. Finally, we conclude the paper by discuss-
ing the findings and their theoretical and managerial implications and by presenting 
limitations and avenues for future research.

Theoretical framework and background

Stakeholders and corporate financial performance benefits from CSR

A substantial rationale for social responsibility initiatives is based on the advance-
ment of stakeholder interests (Barnett, 2019; Cordeiro & Tewari, 2015). In this view, 
firms undertake CSR to satisfy the demands of diverse stakeholders who help create 
financial wealth, since they provide access to key resources and also assist with risk-
bearing and reputation creation (Barnett & Leih, 2018; Cordeiro & Tewari, 2015). 
In the stakeholder view, particular attention is paid to “primary” stakeholders who 
are critical to the firm’s operations (Barnett, 2019), help attract and retain valuable 
employees (Greening & Turban, 2000) and customers (Servaes & Tamayo, 2013). 
Serving more distal stakeholders such as the environment helps develop valuable 
capabilities (Hart & Dowell, 2011).

In recent years, the SIC model developed by Barnett (2007) has helped advance 
the long-standing argument over stakeholder salience (Wood et  al., 2018) by 
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arguing that a key contingency driving firm profitability related to CSR investments 
is whether or not the level of investments are sufficient to influence key stakeholders. 
Firms that invest insufficiently to influence key stakeholders are unable to achieve 
the financial benefits that flow from the satisfaction of stakeholder demands and 
interests, and thus continue to lose money until they develop adequate SIC; after 
this point, they see increasing financial returns, and thus a U-shaped relationship is 
hypothesized to prevail.

To date, however, initial testing and support for this argument has been found 
in Western nations, with virtually no attention paid to emerging markets. We seek 
to remedy this deficiency. Our focus on emerging markets is to establish an impor-
tant boundary condition for the SIC model, since emerging markets, besides hav-
ing lower levels of CSR and sustainability efforts relative to their more developed 
counterparts, are typically characterized by institutional voids and by concentrated 
ownership among families, two features that typically do not prevail in the Anglo-
American contexts where the SIC model has been tested.

Institutional theory and the importance of context for CSR

Institutions comprise a “collections of rules and routines that define actions in terms 
of relations between roles and situations” (March & Olsen, 1989, p. 160). Insti-
tutional theory has been widely used in the CSR literature in order to identify the 
extent to which formal and informal constraints of the social, political and economic 
environment affect firms’ CSR efforts (Montiel & Delgado-Ceballos, 2014). Prior 
research also shows that CSR affects financial performance differently depending on 
the institutional contextual factors of the host countries (Campbell, 2007; Hou et al., 
2016; Li et  al., 2010). We discuss specific impacts of institutional voids on CSR 
practice and impact below.

Institutional voids potentially impact proper market functioning, and difficulties 
in implementing and in realizing the impacts of CSR in particular. For example, 
higher levels of corruption might lead firms to rely more heavily on friend and fam-
ily networks (Alon & Hageman, 2013). Bribery, pollution and nepotism might also 
be perceived less negatively with low regional modernization (Redfern & Crawford, 
2010), thus impacting business and CSR practice and investments. Absent legiti-
mate mechanisms for managing business-government relations, firms develop infor-
mal ties (Li et al., 2008), which are increasingly associated with corruption (Luo, 
2006). Poor information transparency (Barnett et al., 2018), and the sparse presence 
of media and organizations that provide reputational rankings hurt societal ability 
to form accurate perceptions of corporate reputation (Barnett & Leih, 2018; Deep-
house et al., 2016). Weak equity and credit markets are characterized by high agency 
costs and information asymmetry, which impair access to resources and raise the 
costs of raising external capital (Dhaliwal et al., 2011). Finally, absent attention from 
stakeholders, firms rely on supplier-arranged audits to monitor their supply chain’s 
environmental and social practices in emerging markets, a practice more likely to 
be associated with unsustainable supplier behaviors (Huq & Stevenson, 2018). For 
example, governmental negligence in the gas leak in Bhopal (India) and the lack of 
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institutional supervision on the infrastructural conditions and the labor practices in 
the Rana Plaza (Bangladesh) demonstrated that the weak institutional context could 
not adequately monitor CSR activities.

Firms operating in developing countries need therefore to understand how insti-
tutional voids affect their business and how to make decisions on how to allocate 
resources—CSR being a notable instance—that overcome information asymmetries, 
scarce law enforcement systems and other obstacles discussed above that are pre-
sented by a flawed institutional environment (Lin et al., 2015). We move next to a 
focus on institutional voids in the Indian context.

Institutional voids in India

India has witnessed a dramatic change since the economic liberalization and privati-
zation of the 1980s and 1990s that increased wealth and industrialization but also 
exacerbated nation-wide social and environmental problems. In large measure this 
was related to the inability of weak institutions to adequately restrain corruption, 
bribery and other unethical commercial practices, thus affecting business in general 
(Lee & Oh, 2007; Li et al., 2014), and CSR in particular (Zhao et al., 2014). Corrup-
tion is a key issue for India, which is ranked 80th in the 2019 Corruption Perception 
Index among 180 countries, in addition to having the highest bribery rate in the Asia 
Pacific region according to Transparency International (2017) with every seven of 
ten people having to pay a bribe to obtain public services.

The Indian institutional context is characterized by both pervasiveness and arbi-
trariness of corruption where the fruits of corruption (e.g. outcomes of bribery) are 
not always clear to specify. Moreover, low transparency of decisions and policies are 
associated with monetary losses of more than US$2 billion to investors (Kripalani & 
Hamm, 2009; Kaur & Mishra, 2010). Despite an extensive array of rules and a legal 
system rooted in the British tradition, the country is also plagued by poor enforce-
ment of business laws due to inefficient court systems with more than 22 million 
cases pending in Indian courts in recent years (Doshi, 2016).

A lack of Campbell’s (2007) recommended institutional mechanisms for commu-
nication between government institutions and different stakeholders may also under-
cut Indian firms’ CSR efforts at least insofar as they target stakeholder relations. 
CSR in India is focused on addressing poverty, hunger and malnutrition, lack of edu-
cation, gender equality, water, and fostering sanitation, preventive health care, and 
environmental sustainability. Much of CSR activity in India thus occurs in rural and 
under-developed contexts where the lack of a strong institutional system might also 
make it harder for stakeholders such as governmental agencies, NGOs and advo-
cacy groups to assess CSR compliance or proactive efforts, leading firms to engage 
into symbolic rather than substantive activities to retain or enhance their existing 
legitimacy and reputation with stakeholders (Cormier et  al., 2004; Perez-Batres 
et  al., 2012). Firms may thus overstate accomplishments to stakeholders through 
greenwashing for example (Marquis et al., 2016). In this regard, Pope and Wæraas 
(2016) highlight that most stakeholders believe that Indian firms are CSR-washing, 
i.e., asserting false or misleading CSR claims by exaggerating achievements and 
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minimizing poor track records. Some Indian firms have also utilized CSR activities 
primarily as a way to gain tax benefits in past decades. Such alternative motivations 
for tax saving and legitimacy gains decoupled from actual CSR accomplishments 
fuel stakeholder skepticism (Mukundhan et al., 2019; Narwal & Sharma, 2008).

In terms of regulation, self-regulation continues to dominate Indian business with 
very few civil society organizations and labor unions actively involved in the CSR 
effort (Chahoud et al, 2007). Other challenges to external assessment of CSR ini-
tiatives include the lack of community participation in CSR initiatives, insufficient 
capacities of local NGOs focused on CSR, issues of limited transparency in terms 
of a perception that partner NGOs and local implementation agencies inadequately 
share information or disclose progress (Das Gupta, 2014).

For all the reasons discussed above, we argue that Indian firms need to invest in 
SIC at least as much and likely more than their Western counterparts. This provides 
theoretical reasons for the view that the SIC model of Barnett (2007) should apply in 
the Indian context.

The impact of Indian institutional voids on SIC: a curvilinear CSR–CFP relationship

Past literature posits that the breadth of CSR implementation is strongly influenced 
by pressure from salient stakeholders that scrutinize companies’ actions especially 
if their interests are threatened (Chung et al., 2019; Yang & Rhee, 2019), and can 
thus withhold the stakeholder-derived benefits from CSR discussed earlier. India has 
a long tradition of integration between business and social responsibilities toward 
stakeholders. Indeed, Balakrishnan et al. (2017) explain how the trusteeship model 
proposed by Gandhi, which remains influential among Indian entrepreneurs and 
managers, can be considered an antecedent of CSR that draws on the need to bal-
ance self-interest with social welfare.

Other literature has empirically shown a positive relationship between stake-
holder pressures and CSR performance in the Indian context. For example, in their 
exploration of the determinants of proactive environmental practices in Indian firms, 
Singh et al. (2014) highlight that internal stakeholders, such as owners and employ-
ees, as well as customers and suppliers drive firms to adopt proactive environmental 
practices. The expectations of institutional actors can buttress these efforts. Brand 
image, reputation, customer loyalty and other stakeholder motives for CSR in the 
developed world have not yet made their mark in India’s fast-changing consumer 
and business environment, where the CSR multi-stakeholder approach is still quite 
fragmented (Chahoud et al., 2007). However, given the aspirations of Indian firms to 
be global players in the context of an ever-increasing pro-CSR global corporate sen-
timent, is likely to overcome this fragmentation and lead to a more unified strategic 
orientation towards CSR. This sentiment is echoed in a number of surveys (Arevalo 
& Aravind, 2011; Gautam & Singh, 2010; Mitra, 2012; Sagar & Singla, 2004) that 
point to the growing importance of CSR for Indian firms.

Being socially responsible is costly because CSR puts firms under ongoing scru-
tiny that is expensive to bear (Jensen, 2002). While acknowledging that firms have to 
pursue profit, stakeholders are less likely to trust and reward firms if CSR actions are 
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perceived as helping society but also directly benefiting the firm, as in the case, for 
example, of charity donations that are not altogether altruistic (Barnett, 2019). Firms 
therefore must develop competencies to gain social legitimacy, generate moral capi-
tal and being perceived as fair (Hasan et al., 2018). These competencies are costly to 
develop, especially given the typically large number of targeted stakeholders. Over-
all, developing and maintaining stakeholder relations requires ongoing investments 
in order to reap the benefits of CSR activities.

The institutional voids discussed earlier impede CSR efforts by hindering stake-
holder ability to correctly assess the extent and legitimacy of CSR engagement, 
engendering reluctance to provide expected financial rewards to CSR. Stakeholders 
might mistrust corporate disclosure of their CSR programs and other information on 
their business ethics (Das Gupta, 2014). Indian business professionals, for example, 
state that both the social importance of economic and physical security and the level 
of corruption limit the extent to which they commit to the environmental and social 
dimensions of corporate sustainability (Ralston et al., 2015). Indian firms investing 
in CSR also have to face the remedial costs of information provision given insuf-
ficient community information and interest about CSR, and the lack of agencies, 
especially local NGOs, with adequate competences and expertise in monitoring and 
supporting CSR activities.

Overall, the hindrances imposed by institutional voids or weak institutions in 
India point to the importance of corporate investments in communication and trust-
building in order to sufficiently inform stakeholders of social and environmental 
CSR (Bai & Chang, 2015). Beyond communications, Indian firms will also need to 
deploy performance evaluation, strategic planning, and performance measurement 
systems to support CSR initiatives and demonstrate that CSR is an integral part of 
the corporate strategy (Das Gupta, 2014), especially given the relative unfamiliarity 
of Indian firms with CSR.1

The costs associated with all these efforts in terms of communications, trust-
buildings, performance evaluation, planning and performance measurement, largely 
comprise the costs of developing SIC (Barnett, 2007; Barnett & Salomon, 2012). 
Specifically, higher levels of CSR effort accrue higher SIC costs. Barnett (2007) 
and Barnett and Salomon (2012) theorize the existence of a U-shaped relationship 
between CSR engagement and financial performance, based on the logic that firms 
need to go beyond superficial investment in order to develop sufficient capacity to 
influence stakeholders. They thus argue that firms with higher SIC will have higher 
(and positive) financial returns but only if they have accumulated the minimum nec-
essary SIC; those with insufficient investment in SIC who persist in CSR engage-
ment are generating negative financial returns since the returns from improved 
stakeholder relations are insufficient to cover the costs of CSR, absent sufficient SIC.

1 As a recent commentator notes, it may be that “…(Indian firms) are not well equipped to identify the 
right vehicles for their CSR spends. Which is why I expect a certain amount of chaos, confusion and ran-
domness when it comes to allocating these funds, and, more importantly, tracking them from an outcome 
point of view (Nadar, 2015, p. 41)”.
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Overall, the presence of institutional voids where information asymmetries are 
high, corruption widespread and institutional context opaque, significant invest-
ment in CSR with the aim of accruing adequate SIC can reduce information asym-
metries and effectively signal the success of CSR outcomes and develop beneficial 
relationships with salient stakeholders (Montiel et al., 2012). However, the costs of 
these improved stakeholder relationships will arguably be reflected in high SIC lev-
els being necessary in weak institutional contexts, such as in India, as compared 
to their developed nation counterparts. This should support the expected U-shaped 
relationship between CFP and CSP theorized and observed by Barnett and Salomon 
(2012) in the US, developed country context. Therefore, we hypothesize that we will 
observe a U-shaped relationship between CSR and CFP.2

Hypothesis 1: There will be a curvilinear (U-shaped) relationship between CSR and 
CFP in India.

The CSR–CFP relationship in family versus non‑family firms

Pervasive family ownership especially might work as a ‘substitutive’ informal insti-
tution (Estrin & Prevezer, 2011) that offsets the weakness of Indian institutions, 
which is especially important for assessing CSR efforts. For example, Ding et  al. 
(2016) find that family firms are less likely to engage in bribery behavior in coun-
tries with weak institutional contexts. Cennamo et al. (2012) demonstrate that fam-
ily firms tend to anticipate stakeholders’ demands, thus showing a proactive social 
behavior. Therefore, family owned and controlled firms provide the foundation for 
developing social capital that is conducive to the creation of positive relationships 
with stakeholders, including, notably, in countries where the presence of institu-
tional voids can be a concern (Wright et al., 2005).

The rationale for family firms to behave differently from other firms and have a 
different CSR–CFP relationship is that family firms are not limited to the pursuit of 
financial gain, but strive for non-economically motivated objectives, defined as “socio-
emotional wealth” (SEW) (Berrone et al., 2010). Specifically, family firms reflect the 
history of a family because there is an overlap between the members of the family and 
its firm (Block & Wagner, 2014). Moreover, they have a strong desire to cultivate a 
positive image among stakeholders because any damage on the firm image is expected 

2 To date there is some mixed evidence of a positive linear relationship between CSR and CFP in the 
Indian context, that is compromised by the small sample sizes and cross-sectional analyses. Mishra and 
Suar (2010) used perceptual survey data from 150 senior Indian managers and related CSR scores aggre-
gated across six stakeholder groups into a composite measure of CSR. They found that a favorable per-
ception of managers towards CSR is positively associated with an increase in both financial and non-
financial performance. Kapoor and Sandhu (2010) found a positive relationship between averaged CSR 
performance of 93 top companies and CFP (using averaged measures such as ROA, ROE) over 1999–
2006. Cheung et al. (2010) found a positive relationship between CSR and financial performance in dif-
ferent Asian emerging markets including India over 2001–2004, using CSR scores from Credit Lyon-
naise Securities. However, their study was unable to find the same positive relationship between CSR and 
financial performance for individual countries due to the small sample sizes for each country.
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to influence family image (Deephouse & Jaskiewicz, 2013). In addition, families make 
decisions taking into consideration longer-term horizons compared to non-family firms 
in order to perpetuate firm survival and guarantee intra-family succession (Brigham 
et al., 2014; De Massis et al., 2008). They are also more committed to create a posi-
tive company reputation because it is tied up with the family reputation (Binz et al., 
2013). Therefore, family firms not only pursue financial benefits but also aim to main-
tain image and preserve reputation, i.e. SEW (Berrone et al., 2010), which provides an 
incentive to commit to social objectives (Yu et al., 2015) that is much stronger among 
family controlled firms in contrast to firms managed by professional managers “whose 
relationship to the firm is more distant, transitory, individualistic, and utilitarian” (Ber-
rone et al., 2010, p. 87). The family’s identification with the firm and the desire to be 
positively perceived by stakeholders will promote a strong, genuine commitment to 
CSR activities, thus gaining beneficial CFP effects.

Family business research shows that among family firms one way to achieve a 
superior image and reputation in the pursuit of SEW is to advance positive social 
performance, thus building up their stocks of goodwill and reputational capital with 
salient stakeholders (Cordeiro et al., 2018; Yu et al., 2015) through ethical behaviors 
and actions (Berrone et al., 2010; De Massis et al., 2008) thus seeking more than 
just financial gain (Wang & Berens, 2015).

As noted previously, firms can invest in CSR nominally (in accordance perhaps 
with the pursuit of greenwashing or tax avoidance) and develop insufficient SIC to 
realize effective CSR outcomes. We hypothesize that family firms, as a subgroup, 
are more likely to invest in CSR at or beyond the necessary threshold required to 
accrue SIC (Barnett, 2007) given their strong interest in pursuing SEW through 
CSR. Secondly, since family firms in India have a longer history of altruistic and 
other meaningful CSR investments, their investments in CSR are likely to be viewed 
less cynically by stakeholders as being merely symbolic or as being driven by green-
washing motives. Therefore, family firms are more likely to overcome the draw-
backs of mistrust, uncertainty and insecurity associated with the presence of institu-
tional voids. Further, the investments necessary for CSR in Indian family firms may 
well be lower than non-family firms since socially responsible activities carried out 
by family firms are considered legitimate by various stakeholders given their his-
torical association with meaningful philanthropy. These arguments suggest overall 
that family firms are more likely to invest at or above the necessary SIC threshold. 
Therefore, we expect the SIC model to hold more strongly in family firms, and thus 
we hypothesize that:

Hypothesis 2: Compared to non-family firms, family firms are more likely to have a 
U-shaped CSR- CFP relationship.

Methods

We tested our theoretical model using a fixed effects (FE) panel data regression that 
control for firm-specific unobserved time invariant effects that can arise from a num-
ber of sources such as corporate culture (McWilliams et  al., 2006), management 
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style (Hemingway & Maclagan, 2004), and managerial discretion (Garcia-Castro 
et al., 2010) which impact the firm’s CSR, and if uncontrolled for in the economet-
ric specification, can yield inconsistent parameter estimates. Our use of FE panel 
estimation controls for these unobserved firm-specific effects by utilizing a within 
group transformation that cancels the effect of any potentially relevant unobserved 
variable that is constant across the study time period.

We utilize the Hausman–Wu test to confirm the appropriateness of using a FE 
model for our data over an alternative random-effects (RE) panel data model. We 
also performed the Woolridge (2002) test of serial correlation to confirm the appro-
priateness of the within group transformation rather than the first difference trans-
formation for estimating the FE panel data model. Finally, we lagged the independ-
ent and other control variables on the right hand side by one period to mitigate the 
potential simultaneous determination of performance and the CSR activities of the 
firm.

Some control variables such as firm age, firm’s sales and the dependent variable 
can change with time and might result in spurious correlation between explanatory 
and the dependent variable. To alleviate this problem, we follow the standard prac-
tice of including year dummies in the estimation. Thus, to test hypothesis 1 we esti-
mated the model below:

where the square of CSR captures the curvilinear effect of CSR on firm perfor-
mance. Firm financial performance is measured using both return on assets (ROA) 
and the twelve-month annualized stock return. ROA is an accounting-based meas-
ure that reflects the firm’s past short-term performance and is calculated as profit 
before interest and tax divided by total assets. On the other hand, the annualized 
stock return is a market-based measure reflecting the firm’s future or long-term per-
formance (Gentry & Shen, 2010). To test hypothesis 2 we estimated Eq.  1 sepa-
rately for family and non-family firm subgroups, thus using split-sample regression 
estimations.

Data

CSR and CFP variables

To measure CSR engagement, we used a new dataset of CSR ratings provided by 
the NGO Karmayog (Karmayog, 2011). Karmayog has been recognized as a trustful 
source for CSR ratings by several Indian media (visit the www. karma yog. com web-
site for further details) and the dataset has recently been used in academic research 
(Cordeiro et  al., 2018). In this dataset, the largest 500 companies in India are 
assessed on a scale from 0 to 5 based on their CSR initiatives. Companies obtain a 
rating of 0 or 1 if they produce liquor, tobacco, or genetically modified crops or they 

(1)
Performanceit = �

0
+ �ICSRit−1 + �

2
CSR2

it−1
+ � Control Variablesit−1

+ Firm Level Fixed Effecti + � Year Dummies + �it

http://www.karmayog.com
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engage into activities that harm the environment or the society. Companies obtain 
a rating of 2 if they have implemented some initiatives to reduce their products’ or 
processes’ negative effects on the natural environment or the society. They obtain 3 
if CSR initiatives in the local community or expenditures at least 0.2% of firm sales 
on CSR are reported. They obtain 4 if CSR is embedded in the company’s opera-
tions and 5 if CSR plays a strategic role. We dropped financial firms and any firms 
that were merged with other firms in the sampling period.

To measure CFP, data was extracted from Prowess (Release 4.12) maintained by 
the Center of Monitoring Indian Economy. After merging the Karmayog CSR rat-
ings for the year 2007–2010 with the financial data, we were left with 411 non-
financial firms amounting to the 1420 unique firm-year data.

We determined a firm to be a family firm using the definition of Singla et  al. 
(2014). Specifically, we coded “1” a firm being controlled by a family. Singla et al. 
(2014) argued that a firm is a family controlled firm if at least two out of the three 
criteria were met: “(1) the founding family had a stake of 20% or greater in the firm; 
(2) a member of the founding family was on the board of the firm; and (3) a member 
of the founding family was the chairman of the board; otherwise it was coded zero” 
(p. 611).

Control variables

We utilized controls for: (a) firm’s governance including the size of the board and its 
square, the proportion of independent directors on the board, an indicator variable 
“duality” that takes the value 1 if the CEO of the firm is also the chairman of the 
board, and the proportion of independent directors who have multiple appointments; 
(b) the ownership structure of the firm that includes proportion of equity holding 
of Indian promoters and proportion of equity held by institutional investors, and; 
finally, (c) firm level variables that include firm size (operationalized as the natural 
log of firm sales to compensate for skewness in this variable), firm slack (opera-
tionalized as the ratio of working capital (i.e. current assets—current liabilities) to 
sales), firm leverage (operationalized as long-term debt divided by equity and the 
annual growth in firm sales), advertising intensity and R&D intensity (both stand-
ardized by dividing by firm sales), and firm age.

Results

Table 1 reports the descriptive statistics of the variables both by individual years and 
across all years together, while Table 2 reports the variable inter-correlations.

The results of the fixed-effects (FE) panel data regression estimation are reported 
in Table 3. The Wooldridge (2002) test for first order auto-correlation of the error 
term in the FE estimation failed to reject the null hypothesis of no first-order auto 
correlation in all the estimations. Based on this, we estimated the model using FE 
estimation. While our hypothesis 1 posits a curvilinear relationship between CFP 
and CSR, for the sake of comparison, we have reported results with and without 
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the squared term of CSR. The model without the squared CSR term represents a 
linear model in contrast to the curvilinear model incorporating the squared term. In 
Model 1 and Model 2, financial performance is measured by accounting ROA and, 
in Model 3 and Model 4, the performance of the firm is measured by annualized 
stock return. Model 1 and Model 3 report the results of the linear estimation and 
Model 2 and Model 4 report the results of the curvilinear relationship.

In Model 1 the coefficient of the CSR term is not significant; however, once 
we include the squared term of CSR in Model 2 both the level of CSR (Model 2: 
� = −0.0163, p = 0.014 ) and the square of CSR (Model 2: � = 0.0048, p = 0.032 ) 
become significant. Similarly, in Model 3 the coefficient of CSR is not significant 
whereas in Model 4 both the level of CSR (Model 4: � = −0.0128, p = 0.047 ) and 
the square of CSR (Model 2: � = 0.0061, p = 0.005 ) are significant. Thus, a linear 
relationship between CSR and CFP is not supported, while Hypothesis 1 arguing for 
a curvilinear (U-shaped) relationship is supported.

Controlling for endogeneity

Reverse causality might be an issue in our analysis because high-performing firms 
undertake higher CSR to build their reputation. As a result, the level of CSR is 
dependent on past firm performance. Although we addressed this issue estimated 
by including a one-year lag for performance in Eq. 1, FE estimation could lead to 
inconsistent parameter estimates. As a robustness check, we estimated Eq. 1 using 
the generalized method of moments (GMM) and different lags of the dependent 

Table 1  Descriptive statistics

Variables Average across year All years SD

2007 2008 2009 2010

ROA 0.197 0.207 0.194 0.203 0.1721 0.190
Annualized stock return  − 0.024  − 0.004  − 0.084 0.063  − 0.009 0.069
CSR 1.277 1.254 1.396 1.407 1.338 1.061
Prop. of Indian promoter 41.300 44.117 44.373 44.774 43.858 23.800
Prop. of institutional promoters 22.524 20.058 18.898 20.195 20.211 13.757
Board size 11.194 10.705 10.890 10.955 10.911 3.410
Prop. of independent directors 0.475 0.487 0.505 0.530 0.501 0.145
CEO duality 0.310 0.323 0.3124 0.310 0.314 0.464
Prop. of multiple director 0.493 0.502 0.493 0.506 0.499 0.241
Slack 0.187 0.177 0.170 0.202 0.1835 0.386
Firm age 31.647 32.600 33.600 34.518 33.647 22.906
Advertising intensity 0.012 0.010 0.010 0.043 0.019 0.351
Debt to equity 0.000 0.000 0.000 0.000 0.000 0.002
R&D intensity 0.002 0.003 0.003 0.004 0.003 0.012
Ln of sales 10.000 9.925 10.087 10.222 10.063 1.205
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Table 3  Results of fixed effects estimation

Robust standard errors in parentheses
***p < 0.01, **p < 0.05, *p < 0.1

Variables ROA (t) Stock return (t)

Model 1 Model 2 Model 3 Model 4

CSR (t − 1)  − 0.0036  − 0.0163** 0.0035  − 0.0128**
(0.003) (0.007) (0.003) (0.006)

Square of CSR (t − 1) 0.0048** 0.0061***
(0.002) (0.002)

Proportion of Indian promoters holdings (t − 1) 0.0011** 0.0011** 0.0008* 0.0008**
(0.001) (0.001) (0.000) (0.000)

Proportion of institutional holdings (t − 1) 0.0010** 0.0010** 0.0010*** 0.0010***
(0.000) (0.000) (0.000) (0.000)

Board size (t − 1) 0.0006 0.0001 0.0018 0.0012
(0.003) (0.003) (0.003) (0.004)

Square of Board Size (t − 1)  − 0.0001  − 0.0001  − 0.0001  − 0.0001
(0.000) (0.000) (0.000) (0.000)

Proportion of independent directors (t − 1)  − 0.0141  − 0.0114 0.0110 0.0144
(0.024) (0.024) (0.016) (0.017)

CEO duality (t − 1)  − 0.0023  − 0.0026 0.0035 0.0032
(0.009) (0.009) (0.008) (0.010)

Proportion of directors with multiple director-
ships (t − 1)

 − 0.0168  − 0.0147 0.0007 0.0032

(0.022) (0.022) (0.017) (0.016)
Slack (t − 1)  − 0.0005  − 0.0004 0.0000 0.0001

(0.001) (0.001) (0.001) (0.001)
Firm age (t − 1)  − 0.0004  − 0.0004 0.0346*** 0.0346***

(0.003) (0.003) (0.002) (0.002)
Advertisement intensity (t − 1) 0.0234*** 0.0234***  − 0.0085  − 0.0084

(0.007) (0.007) (0.006) (0.009)
Debt to equity ratio (t − 1) 0.0186  − 0.1333  − 11.531  − 13.475

(1.146) (1.093) (1.058) (1.300)
R&D intensity (t − 1)  − 0.2686  − 0.2481 0.3225 0.3489

(0.327) (0.321) (0.284) (0.337)
Firm size (t − 1) 0.0201* 0.0199*  − 0.0186***  − 0.0189***

(0.012) (0.012) (0.006) (0.007)
Constant  − 0.0380  − 0.0306  − 1.0659***  − 1.0560***

(0.083) (0.082) (0.071) (0.070)
Time dummies Yes Yes Yes Yes
Woolridge test of autocorrelation (p-value) 0.243 0.243 0.319 0.316
R-squared 0.041 0.045 0.617 0.620
Observations 1420 1420 1420 1420
Number of firms 411 411 411 411
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variable as instruments following the Arellano-Bond estimation (Arellano & Bond, 
1991; Roodman, 2009). Two tests were performed to examine the validity of the 
new estimations of Eq. 1. The first test assesses whether the error term has a sig-
nificant first-order autocorrelation but an insignificant second-order autocorrela-
tion. The second test assesses whether the instruments are over-identified by using 
Hansen and Sargan test.

Table 4 shows the results for both ROA and stock return. Both tests suggest that 
all the estimations are well specified because the error term has insignificant second-
order auto correlation and the Hansen and Sargan test of over-identification confirms 
that instruments are not over-identified. Results show that the coefficient of lagged 
ROA is not significant whereas the coefficient for lagged stock return is negative 
and significant. Furthermore, the value of CSR is negatively significant at levels 
(Model 1: � = −0.0221; p = 0.04 ; Model 2: � = −0.0158; p = 0.04 ) and the square 
of CSR is positive and significant (Model 1: � = −0.0073; p = 0.012 ; Model 2: 
� = −0.0070; p = 0.02 ). These results suggest that reverse causality is not an issue 
in our analyses.

The role of family firms vs. non‑family firms in the relationship between CSR–CFP

We analyze the effect of CSR on performance for family firms and non-family firms 
by estimating Eq. 1 separately for these firms in subgroup regression estimations. 
The estimation results are reported in Table  5. Models 1–4 report the estimation 
results for family firms, while models 5–8 report those for non-family firms. In 
models 1, 3, 5 and 7 we have included only the CSR variable (thus testing only 
for a linear effect of CSR on CFP) and in models 2, 4, 6 and 8 we have included 
both CSR and CSR squared terms to test for the hypothesized curvilinear effect. 
We find evidence of a curvilinear impact of CSR on firm performance in the case 
of family firms, since in model 2 and model 4 in Table  5 we find the effect of 
CSR on ROA and stock return to be negative and statistically significant (Model 
2: � = −0.0208; p = 0.009 ; Model 4: � = −0.0217; p = 0.006 ) and the effect of 
squared CSR on ROA and stock return to be positive and statistically significant 
(Model 2: � = 0.0072; p = 0.016 ; Model 4: � = 0.0086; p = 0.004 ). In contrast, no 
such effect was observed in the case of non-family firms as Models 6 and 8 show. 
These findings support Hypothesis 2 that the impact of CSR on firm performance 
will be more consistent with SIC theory (in terms of a demonstrated curvilinear 
impact of CSR on CFP) in family firms than in their non-family counterparts. The 
pattern of results for the control variables is generally similar to those for the full 
models reported previously.

Discussion

This research aims at investigating the CSR–CFP relationship in India. Integrat-
ing Barnett and Salomon’s (2012) model with literature on institutional voids 
in the theoretical context of institutional theory (Amaeshi et  al. 2016; Ioannou & 
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Table 4  Results of the generalized methods of moments (GMM) estimation

Variables Arellano bond estimation

ROA (t) Stock return (t)

Model 1 Model 2

ROA (t − 1) 0.4637
(0.293)

Annualized stock return (t − 1)  − 0.0715**
(0.035)

CSR (t − 1)  − 0.0221**  − 0.0158**
(0.011) (0.008)

Square of CSR (t − 1) 0.0073** 0.0070***
(0.003) (0.003)

Proportion of Indian promoters holdings (t − 1) 0.0013 0.0006
(0.001) (0.000)

Proportion of institutional holdings (t − 1) 0.0014** 0.0017***
(0.001) (0.000)

Board size (t − 1)  − 0.0030 0.0018
(0.004) (0.003)

Square of board size (t − 1) 0.0001  − 0.0001
(0.000) (0.000)

Proportion of independent directors (t − 1) 0.0025 0.0101
(0.029) (0.018)

CEO duality (t − 1) 0.0016 0.0052
(0.016) (0.008)

Proportion of directors with multiple directorships (t − 1)  − 0.0087  − 0.0064
(0.024) (0.019)

Slack (t − 1)  − 0.0000 0.0003
(0.000) (0.001)

Firm age (t − 1) 0.0003 0.0303***
(0.004) (0.002)

Advertisement intensity (t − 1) 0.0088*  − 0.0012
(0.005) (0.005)

Debt to equity ratio (t − 1) 0.0174  − 2.4074**
(1.301) (1.032)

R&D intensity (t − 1) 0.3788* 0.2959
(0.225) (0.224)

Firm size (t − 1) 0.0175  − 0.0153*
(0.020) (0.008)

Number of instruments 20 20
AR(1) test (p-value) 0.014 0.000
AR(2) test (p-value) 0.662 0.370
Hansen test of over-identification (p-value) 0.601 0.481
Sargan test of over-identification (p-value) 0.174 0.536
Fixed effects Yes Yes
Time dummies Yes Yes
Observations 990 964
Number of firms 400 395
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Serafeim, 2012; Lanis & Richardson, 2015), we create and test a theoretical model 
that hypothesizes a curvilinear relationship between CSR and CFP. Moreover, this 
research investigates whether the theoretical model also holds when the ownership 
type is taken into consideration. Specifically, given the prevalence of family firms 
in India, we study whether the moderating role of family firms tightens or loos-
ens the CSR–CFP relationship. Based on a panel database with 1420 unique firm-
year data, the FE panel data regression estimations and the generalized method of 
moments (GMM) estimations yielded two main findings. First, there is a U-shaped 
relationship between CSR and CFP in the Indian context characterized by relevant 
institutional voids. Second, the U-shaped relationship between CSR and CFP in the 
Indian context holds for family firms but not for firms with other types of ownership. 
Together, these findings lead to important theoretical and managerial implications.

Theoretical implications

We provide several theoretical contributions. First, this study extends the literature 
investigating the relationship between CSR and CFP, providing additional valu-
able evidence on the question “does it pay to be socially responsible?” (Brammer & 
Millington, 2008; Orlitzky, 2011). Our research adds to the sparse literature on the 
relationship between CSR and CFP in the context of India, an important emerging 
market economy. The CSR concept is increasingly extensively studied in these con-
texts (Visser, 2008), especially India (Cordeiro et al., 2018) and the large footprints 
of many emerging market firms (such as Tata in India) may help transmit domestic 
CSR practices overseas. In particular, by finding that the CSR–CFP curvilinear rela-
tionship holds in the Indian context, we demonstrate the importance of developing 
expertise and competences in dealing with stakeholders (SIC) (Barnett & Salomon, 
2012; Brammer & Millington, 2008) also in non-Western, emerging market con-
texts. Indeed, we contribute to the literature by theoretically fleshing out SIC argu-
ments in the presence of institutional voids. We seek to develop arguments based 
on how the weak institutional framework leads to information asymmetry and lack 
of transparency that attenuate stakeholders’ ability to work with firms and assess 
their CSR performance. Given this, we maintain that firms in emerging economies 
must adequately invest in developing expertise and competencies that create a bond 
of trust with stakeholders in order to overcome the drawbacks of institutional voids 
(Montiel et al., 2012; Ralston et al., 2015; Wang & Berens, 2015) and thus benefit 
financially from CSR investments.

In addition, this study sheds light on the role of institutional voids in Asian 
emerging countries in the case of the CSR–CFP relationship, thus contributing to 
institutional theory. Previous studies place a high value on the differences between 
developing vs. developed countries when CSR is under study (Jamali & Karam, 

Table 4  (continued)
Robust standard errors in parentheses
***p < 0.01, **p < 0.05, *p < 0.1
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2018; Pureza & Lee, 2020; Yang & Rhee, 2020). By identifying that the SIC model 
of Barnett (2007) also holds in India, we demonstrate that the learning process asso-
ciated with building up SIC is not dependent on the institutional context. In other 
words, SIC is not influenced by the institutional weaknesses related to the contextual 
environment. Rather, SIC is a capability that firms need to internally develop and 
only depends on internal endowments and resources.

Finally, this study contributes to the family business literature in emerging Asian 
economies. Though most studies argue that family firms aim at accruing SEW by 
investing in CSR (Cruz et al., 2014; Ye & Li, 2021), there is still an open debate on 
whether family firms engage more or less in CSR than non-family firms (Dick et al., 
2020; Yu et al., 2015). Some scholars argue that families have self-serving behaviors 
that result in nepotism, entrenchment and cronyism (Kellermanns et al., 2012) and 
that these behaviors lead them to be more focused on their own needs than those of 
stakeholders, especially employees and governance (Cruz et al., 2014). Our findings 
that the curvilinear CSR–CFP relationship is attributable mainly or solely to family 
firms in the sample demonstrate that stakeholders do not sufficiently endow family 
firms with trust and reputational advantages, suggesting SEW is not sufficiently per-
ceived as a form of social insurance that offsets the weakness of institutional voids. 
As a consequence, firms need to create strong relationships with stakeholders, by 
accruing sufficient SIC in order to gain financial benefits from CSR improvements. 
This might be due to the lack of strong institutions that do not provide sufficient 
supervision and safeguards to support the positive relationship between CSR and 
CFP.3

Managerial implications

The paper provides three important managerial implications. First, our find-
ings warn managers in Indian companies to expect that CSR investments lead 
to delayed, rather than immediate, financial benefits. Indeed, even if CSR might 
have potentially greater marginal effects in developing countries relative to their 
Western counterparts, thereby expecting stakeholders reward CSR investments 
with increased financial returns, the presence of institutional voids with lower 
GDP, greater illiteracy, worse social welfare and public policy, as well as high 
level of corruption, may hinder stakeholders’ ability to monitor and control the 

3 There are good reasons why appraisal and monitoring of CSR performance may be hard case of fam-
ily-owned firms, who might otherwise be viewed as potentially substitutive informal institutions (Estrin 
& Prevezer, 2011). These firms are not subject to pressure from external capital markets, since they 
obtain capital from internal capital markets or from the government directly. Consequently, key invest-
ment (including CSR investment), expansion, diversification and personnel decisions continue to be 
made within the confines of the closed family circle, limiting transparency, accountability and ethical 
governance which are all necessary for effective CSR engagement, Moreover, in the family firm con-
text, offsetting oversight from independent boards and activist shareholders are both in short supply in 
India (Sharma, 2013). Finally, much CSR spending occurs through foundations in India, where it is often 
unclear whether these foundation accounts are audited or made public. These concerns are heightened by 
a weak consumer voice and a general mistrust of voluntary industry initiatives due to weak accountabil-
ity and enforcement (Sharma, 2013).
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firms, thus doubting about the legitimization of their CSR actions. For this rea-
son, managers need to consider that CSR requires initial investments that are 
likely to decrease financial performance in the short term. Thus, managers must 
rely on long-term performance measures to assess the financial returns of CSR 
investments as short-term performance measures are unable to capture the real 
benefits of CSR.

Second, our findings highlight that the firm develops intangible resources, in 
the form of levels of SIC, while involving in profitable CSR activities. If manag-
ers have a hard time justifying socially responsible engagement to shareholders 
at the beginning of the CSR journey, they should explain shareholders that many 
benefits from CSR engagement will not be seen in the financial statements as 
they are intangible and are linked to the capacity of building trustful relationships 
with stakeholders (SIC). As a result, we suggest managers to create measures that 
assess SIC in order to take track of whether and how the firm is accruing trustful 
relationships with stakeholders in response to CSR actions.

Finally, our findings provide valuable insights for family firms in the Indian 
context offering a guiding principle on CSR investments. Family members need to 
expect short-term negative financial performance, followed by increasing returns 
afterwards. This implies that they should not only count on SEW to develop good 
relationships with stakeholders in order to build up SIC. Indeed, the competen-
cies needed to improve SEW may not work as a substitute for increasing SIC. As 
a consequence, family firms need to dedicate appropriate resources to develop the 
relationships with stakeholders. We might expect that family members will be 
more prone than shareholders of non-family firms to support investments on SIC 
given their understanding of the importance of intangible assets such as SEW.

Limitations and avenues for future research

Our study is not without limitations that could be addressed in future research. First, 
future studies should test our hypotheses over longer time periods, thus further 
enhancing the robustness of our findings (especially when testing sub-samples such 
as family firms and non-family firms), but which is precluded at present due to limi-
tations on obtaining relevant CSR data. Second, future studies should use alterna-
tive measures of CSR performance, especially if they can be partitioned by type of 
CSR, e.g. environmental versus educational or health-focused, since different types 
of CSR may have different financial payoffs or different time to payoff. Third, future 
researchers can advance and test theory by predicting more precisely how the mod-
erating effect of family management and ownership will impact the curvilinear rela-
tionship that we explore in this research. In addition, in an emerging market context, 
the role of other ownership forms, such as multinational (MNC) status, and public 
ownership (PSU) status, needs to be explored as evidence on these ownership types 
will usefully complement our findings. Finally, future studies should test whether 
our findings of a U-shaped relationship hold in other Asian or developing economy 
contexts and should use the Tobin’s Q as a measure of financial performance given 
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that Tobin’s Q in India is hard to estimate in terms of debt values and, therefore, dif-
ficult to use as an alternative measure of CFP.

Conclusion

The present paper addresses the important question “does it pay to be socially 
responsible?” by investigating the effect of CSR on CFP in the Indian context that, 
as other emerging economies in Asia, suffers from institutional voids. Our results 
reveal that there is a U-shaped relationship between CSR and CFP among Indian 
companies. Such curvilinear relationship demonstrates that Indian companies strive 
for building up resources and capabilities to develop trustful relationships with 
stakeholders to gain social legitimacy. These resources and capabilities are referred 
to as SIC based on Barnett (2007). SIC is costly to develop in the presence of insti-
tutional voids because stakeholders have scarce ability to scrutinize and eventually 
punish misbehaviors, thus doubting about the legitimization of companies’ CSR 
actions. Without legitimization, Indian companies are unable to profit from CSR. 
However, Indian companies that keep accumulating SIC are able to eventually per-
suade stakeholders of the good of their CSR actions, even in the presence of insti-
tutional voids, thus increasing CFP. Furthermore, our results show that institutional 
voids are also relevant in determining a U-shaped relationship between CSR and 
CFP for Indian family firms. Overall, these findings highlight the importance of 
developing resources and competences such as SIC and SEW; explain the role of the 
institutional context with institutional voids such as India in the CSR–CFP relation-
ship; and, offer a more fine-grained understanding of the moderating effect of own-
ership types such as family-controlled companies.
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