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Abstract

This paper explores the relationship between Corporate Social Responsibility (CSR), financial
performance, and risk. The first section defines CSR and examines its theoretical implications,
providing a solid foundation for understanding the concept. Key theories such as neoclassical
theory, agency theory, stakeholder theory, and the resource-based view theory are examined to
frame the analysis of CSR’s impact on financial performance and risk. The paper then reviews
the empirical literature, highlighting studies that analyze CSR’s influence on profitability and
different types of risk. While some studies suggest a positive relationship, others point to a
complex and nuanced connection, emphasizing the importance of sectoral and contextual
differences. The findings offer practical recommendations for businesses and policymakers
seeking to balance CSR with financial objectives.
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1. Introduction

Since the 1950s, human activity has driven environmental change at an unprecedented pace,
transforming natural ecosystems—such as through rising greenhouse gas emissions—and
reshaping socio-economic dynamics, particularly through rapid urbanization (Steffen et al.,
2015). In response to these challenges, sustainable development has become a global priority.
Introduced in the Brundtland Report (1987), the concept is defined by the United Nations as
“development that meets the needs of the present without compromising the ability of future
generations to meet their own needs.” It is built on three interdependent pillars—economic,
social, and environmental—aiming to balance economic growth, resource conservation, and
social well-being.

Against this backdrop, Corporate Social Responsibility (CSR) has emerged as a strategic tool
for businesses to address economic, environmental, and social challenges. CSR involves
integrating these concerns into corporate strategies and operations, extending a company’s
responsibilities beyond short-term profit maximization. While CSR discussions date back to
the 1950s, it gained more structured recognition in the 1990s with the adoption of international
standards and frameworks. Today, as businesses navigate complex global challenges, CSR is
increasingly linked to corporate performance, particularly in risk management and profitability.

One of the most debated topics in academic literature is the relationship between CSR and
financial performance. However, empirical findings remain mixed. Some scholars argue that
CSR enhances profitability by fostering stakeholder trust and long-term value creation
(Donaldson & Preston, 1995). Others, drawing on Milton Friedman’s (1970) perspective,
contend that CSR imposes additional costs that undermine short-term profit maximization. This
ongoing debate has fueled extensive discussions on CSR’s financial implications (McWilliams
& Siegel, 2001).

Similarly, research has explored CSR’s impact on corporate risk (Orlitzky & Benjamin, 2001;
Husted, 2005). Some studies suggest that CSR acts as a strategic lever for long-term
sustainability, reducing reputational and operational risks while enhancing crisis resilience.
Others argue that CSR, though well-intentioned, can strain financial resources and divert focus
from core business priorities. However, growing evidence suggests that CSR can strengthen
long-term corporate performance by lowering operational costs, attracting socially responsible
investors, and mitigating risks—including financial distress and corporate failure.

This paper examines the theoretical foundations underlying the relationship between CSR,
financial performance, and corporate risk. By exploring diverse theoretical perspectives, it
seeks to provide deeper insights into how CSR influences firm outcomes in various economic
and social contexts. The analysis integrates both classical management and finance theories
linking CSR to profitability, as well as more recent frameworks that view CSR as a mechanism
for risk mitigation and resilience.

Adopting a conceptual and theoretical approach, this study draws on an extensive literature
review to develop an integrated framework explaining the impact of CSR on financial
performance and risk. Key concepts such as profit maximization, risk management, and
sustainability will be explored to uncover the mechanisms shaping these relationships.
Ultimately, this research aims to contribute to a more comprehensive understanding of CSR’s
role in corporate performance—both in terms of financial returns and risk exposure.
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The structure of the paper is organized as follows: Section 2 offers a comprehensive overview
of Corporate Social Responsibility (CSR), delving into its various definitions and theoretical
implications to provide a solid foundation for understanding the concept. Section 3 examines
the key theoretical perspectives that underpin the analysis of CSR’s influence on financial
performance and risk, including Neoclassical theory, Agency theory, Stakeholder theory, and
the Resource-Based View theory. These frameworks guide the exploration of how CSR
interacts with organizational outcomes. In Section 4, the paper presents a thorough empirical
review of existing studies on the impact of CSR on financial performance and risk, synthesizing
key findings related to CSR’s effect on profitability and its role in mitigating or exacerbating
different types of risk. Finally, Section 5 concludes by summarizing the main insights, offering
suggestions for future research, and discussing the practical implications of CSR for businesses
and policymakers.

2. CSR: Definitions and theoretical implications

2.1. Definitions of CSR

Despite over six decades of research on CSR, no universally accepted definition has emerged
(Campbell, 2007). Gond and Moon (2011) describe CSR as a "chameleon™ due to the broad
range of definitions it encompasses and its continuous evolution. While early discussions on
corporate social responsibility date back to the 19th century, debates over the specific social
obligations businesses should assume persist today.

Although often perceived as a modern managerial concern, the idea of business responsibility
toward society dates back to ancient times, including the Code of Hammurabi (Pasquero, 2007).
The concept began taking shape in the 1930s (Carroll, 1979), when Wendell Wilkie sought to
raise awareness among business leaders about their social responsibilities (William
Leuchtenburg, cited by Cheit, 1964). The modern understanding of CSR, however, emerged in
the United States alongside the rise of capitalism, addressing questions about the role of
corporations in society (Pasquero, 2005). While the concept is closely associated with the U.S.,
its academic treatment only gained momentum in the mid-1950s.

Over the years, scholars have attempted to define and clarify CSR, but their efforts have resulted
in a multitude of definitions rather than a single, widely accepted one (Dahlsrud, 2008). As a
result, CSR remains a broad and imprecise concept. Given this complexity, this discussion
traces the historical evolution of CSR, drawing on Carroll’s (1999, 2008) work to examine its
development over the decades.

Howard R. Bowen, often regarded as the "father of CSR," introduced the concept into academic
discourse with his book Social Responsibilities of the Businessman (1953). He argued that
businesses should go beyond profit maximization and incorporate socially accepted values
while considering societal expectations. This perspective laid the groundwork for CSR as a
subject of academic debate. However, as the field evolved in the 1960s and 1970s, various
definitions emerged without reaching a consensus (Wood, 1991).

During the 1960s, CSR gained traction with significant contributions from scholars. Davis
(1960) argued that CSR extends beyond a company's economic interests and should be viewed
within a managerial framework. Frederick (1960) emphasized the need for businesses to meet
public expectations, while Milton Friedman (1962) took a contrasting stance, asserting that a
company’s sole responsibility is to maximize profits. McGuire (1963) expanded CSR’s scope,
seeing it as an obligation that extends beyond economic and legal duties. Walton (1967), as
cited by Carroll (1999), highlighted the importance of a strong relationship between businesses
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and society, suggesting that corporate social responsibility (CSR) should be based on voluntary
commitments rather than solely on legal or economic obligations. This perspective aligns with
the broader evolution of CSR, where companies are expected to go beyond profit-making and
actively contribute to societal well-being.

The 1970s saw a shift in CSR thinking, with Heald’s The Social Responsibilities of Business:
Company and Community (1970) proposing a model focused on community programs (Heald,
2018). In 1971, the Committee for Economic Development (CED) introduced a framework
integrating economic and non-economic concerns, urging businesses to assume broader societal
responsibilities. Carroll (1979) later defined CSR through four dimensions—economic, legal,
ethical, and philanthropic—solidifying it as a voluntary business initiative.

During the 1980s, CSR definitions evolved to incorporate ethical considerations and
stakeholder engagement. Jones (1980) suggested that businesses have responsibilities beyond
shareholders and that CSR should be seen as an ongoing process rather than a final outcome.
Freeman (1984) introduced stakeholder theory, emphasizing the importance of considering the
interests of various groups in corporate decision-making. Epstein (1987) further linked CSR to
business ethics, highlighting the positive impact of corporate decisions on stakeholders.

The 1990s marked a transition from defining CSR to integrating it into management practices.
Wood (1991) proposed a model based on principles, processes, and outcomes, laying the
foundation for operationalizing CSR. This decade also saw a growing emphasis on corporate
social performance and business ethics. Carroll’s (1999) retrospective analysis anticipated that
CSR-related concepts would continue to expand in the 2000s.

The 2000s were shaped by financial crises and corporate scandals, reinforcing CSR’s role in
addressing governance failures. The collapse of Enron and similar cases led to stricter
regulations and increased emphasis on corporate responsibility. In 2000, the World Business
Council for Sustainable Development (WBCSD) defined CSR as an ethical commitment
contributing to economic development and social well-being. By the end of the decade, CSR
had become a core component of corporate strategies, further institutionalized through
frameworks such as the 1SO 26000 standard in 2010.

CSR's evolution from 1950 to 2000 reflects its transformation from a vague philanthropic
notion to a structured approach centered on business performance (Andaloussi, 2021). This
progression can be categorized into three main phases: formalization (1950-1960), expansion
and diversification of definitions (1970-1980), and maturity and operationalization (1990-
2000). Despite the lack of a single definition, CSR consistently involves voluntary and ethical
action while adhering to economic and legal requirements (Allouche and Laroche, 2005).

2.2. CSR theories

Understanding the relationship between a company and the society in which it operates—and
addressing CSR-related issues from both theoretical and empirical perspectives—requires an
examination of various CSR theories. These theories are diverse and heterogeneous due to the
evolving meaning of CSR over time and the numerous researchers who have analyzed the
subject (Secchi, 2007). Moreover, the concept itself lacks consensus. While many CSR
definitions share similarities, some are broad while others are more narrowly defined (Carroll,
2008). As a result, identifying and organizing the wide array of theories remains a challenge
(Melé, 2008).
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Since the 1970s, researchers have sought to classify CSR theories. Some have taken a broad
analytical approach, such as McMahon (1986), who categorized CSR perspectives into rights-
based and power-based models. Others have adopted a more specialized approach, including
Garriga and Melé (2004), Windsor (2006), and Secchi (2007).

Garriga and Melé (2004) identified four main theoretical approaches to CSR: instrumental,
political, integrative, and ethical theories. Windsor (2006) proposed three key perspectives:
economic responsibility (emphasizing market-driven wealth creation), ethical responsibility
(stressing corporate self-restraint and stakeholder rights), and corporate citizenship (bridging
ethical and economic viewpoints). Secchi (2007) categorized CSR theories into three groups:
utilitarian theories (focusing on competitive advantage), managerial theories (addressing CSR
within corporate structures), and relational theories (examining company-environment
interactions).

For this discussion, we adopt Garriga and Melé’s (2004) classification, as it provides a
comprehensive synthesis of CSR theories. These theories are outlined as follows:

2.2.1. Instrumental theories

Instrumental theories prioritize economic objectives, viewing companies as tools for wealth
creation. Under this perspective, CSR is a means to enhance competitive advantage and
financial performance. This approach includes shareholder value maximization theories
(Jensen, 2002; Friedman, 1970), which argue that a company’s primary responsibility is profit
generation. Any social actions undertaken should contribute to this goal.

Other instrumental theories view CSR as a competitive advantage (Porter and Kramer, 2002)
or a tool for social marketing, enhancing brand image and reputation (McWilliams and Siegel,
2001). Ultimately, instrumental CSR theories are driven by corporate self-interest, emphasizing
financial gains from socially responsible initiatives (Aguinis and Glavas, 2019).

2.2.2. Political theories

Political theories focus on the relationship between corporate power and social responsibility,
challenging the classical economic model of perfect competition. These theories argue that
companies hold significant influence over markets and society, leading to concepts like
corporate citizenship (Okoye, 2009).

Some scholars consider CSR and corporate citizenship to be interchangeable (Gara-Bach
Ouerdian and Gaha, 2009). However, CSR represents a set of principles, whereas corporate
citizenship reflects behaviors that demonstrate responsibility (Phillips and Claus, 2002). Within
this framework, companies are viewed as social actors responsible for the impact of their
activities on communities (Wood, 1991; Andriof and Mclntosh, 2001).

2.2.3. Integrative theories

Integrative theories explore how companies incorporate social expectations into business
activities, balancing economic goals with stakeholder interests (Guéry, 2013). The two most
prominent integrative theories are stakeholder management and corporate social performance.
Stakeholder theory (Freeman, 1984) emphasizes integrating stakeholder concerns into business
decisions to achieve mutual benefits. Corporate social performance (Wood, 1991) provides a
framework linking CSR principles, social responsiveness, and tangible outcomes, positioning
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social engagement as a pathway to corporate legitimacy. Integrative theories thus advocate for
incorporating societal needs into corporate strategy.

2.2.4. Ethical theories

Ethical theories center on moral principles in the company-society relationship. CSR actions
are assessed based on fairness and their contribution to societal well-being. These theories
encompass normative stakeholder theory, universal rights, sustainable development, and the
common good approach (Garriga and Melé, 2004).

Normative stakeholder theory (Donaldson and Preston, 1995) highlights the ethical obligation
to consider stakeholder interests. Universal rights theories emphasize corporate adherence to
human rights, labor rights, and environmental protection (Cassel, 2001). Sustainable
development theory, though broader than CSR, requires businesses to meet present needs
without compromising future generations (World Commission on Environment and
Development, 1987). Lastly, the common good approach posits that companies, like
individuals, must contribute to social welfare under fair and peaceful conditions (Melé, 2006;
Mahon and McGowan, 1991).

Garriga and Melé’s (2004) framework categorizes CSR theories based on their primary
objectives. However, as CSR continues to evolve, its complexity increases due to the
proliferation of perspectives and debates. In response, Melé (2008) later refined this
classification, identifying four dominant CSR theories: corporate social performance
(integrative theories), shareholder value theory (instrumental theories), normative stakeholder
theory (ethical theories), and corporate citizenship theory (political theories). This refinement
simplifies the CSR landscape by grouping the theories into four main categories, as shown in
the table below.

Table 1. Main CSR theoretical approaches

CSR Theory Main Theory Description Main
Families Reference
Integrative Corporate Social Focuses on evaluating the Wood (1991)
Theories Performance company's societal commitments

through its principles, processes,
and outcomes.

Instrumental Shareholder Advocates profit maximization for ~ Friedman
Theories Value Theory shareholders as the company's main  (1970)
responsibility.
Ethical Normative Places ethical and normative values  Donaldson and
Theories Stakeholder at the center of the relationship Preston (1995)
Theory between the company and its
stakeholders.
Political Corporate Considers the company as a Andriof and
Theories Citizenship responsible citizen with duties Mclntosh
Theory towards society. (2001)

Source: Created by the authors.
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Thus, examining the different CSR theories has helped us understand why companies integrate
responsible practices into their strategies and, consequently, allocate additional resources to
promote CSR (McWilliams and Siegel, 2001).

3. CSR, financial performance, and risk: theoretical foundations

Theories seek to explain the complex relationships between CSR, performance, and risk. This
analysis aims to deepen our understanding of how these dimensions interact, showing how CSR
practices can influence a company's strategic decisions and risk management.

We will explore the main theoretical approaches that highlight the connections between CSR,
financial performance, and risk. Specifically, we will examine how CSR can act as a strategic
tool, enhancing financial performance through reputation, stakeholder loyalty, and operational
efficiency, while also serving as a risk management mechanism by improving governance and
reducing the likelihood of failure.

This theoretical analysis provides a solid foundation for understanding how CSR impacts a
company’s overall performance, offering a valuable framework for interpreting empirical
findings in studies within this field.

3.1. Neoclassical theory

According to neoclassical theory, the firm is viewed as a technological production function, led
by a rational owner whose primary goal is to maximize profit (Baudry, 2003). CSR, from this
perspective, is often linked to the work of Milton Friedman (1962, 1970), who argues that
businesses should focus on creating value for shareholders rather than engaging in CSR
activities (Friedman, 1970). For Friedman, CSR should be seen as a strategic tool to achieve
economic objectives, not as an end in itself aimed at improving society or the environment.

In his landmark article The Social Responsibility of Business Is to Increase Its Profits (1970),
Friedman asserts that a company's sole responsibility is economic—to maximize shareholder
wealth. He believes that managers should use company resources to increase profits and, by
extension, shareholder wealth. Any involvement in social or environmental initiatives, he
argues, would be an abuse of trust, diverting resources from the company’s primary goal and
wasting funds that belong to shareholders, employees, and consumers.

Other neoclassical scholars, such as Danley (1980) and Velasquez (1985), maintain that social
responsibility lies solely with individuals within the company, not with the company as a
corporate entity. In a more radical view, Levitt (1958) argues that CSR is potentially harmful
to society, as it incurs additional costs, reduces shareholder wealth, and creates a competitive
disadvantage relative to rivals (Friedman, 1970).

3.2. Agency theory

Building on the neoclassical perspective and Friedman’s (1970) liberal view, agency theory
posits that CSR can become an agency problem, where managers' focus on social issues may
undermine shareholders' interests. Developed by Jensen and Meckling (1976), agency theory
examines the separation between ownership and management, highlighting that the decisions
made by managers do not always align with the goals of shareholders. This misalignment can
create information asymmetry and conflicts of interest.
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Managers, as agents of shareholders, may prioritize personal social interests, such as investing
in CSR initiatives to enhance their own reputation or gain favor with stakeholders (Cespa and
Cestone, 2007). These actions can incur additional costs, ultimately reducing the company's
profitability. Barnea and Rubin (2010) further argue that excessive engagement in CSR can
lead to overinvestment, where resources are inefficiently allocated, thus diminishing
shareholder value. This view suggests that while CSR may appear to benefit society, it could
simultaneously harm the financial interests of the company and its shareholders.

3.3. Stakeholder theory

The stakeholder theory, developed by Freeman (1984), is a key framework for understanding
the relationship between CSR, financial performance, and risk management. According to this
theory, companies should aim to maximize value not only for shareholders but also for other
stakeholders, such as employees, suppliers, customers, governments, and local communities.
By engaging in CSR, companies can strengthen their relationships with these groups, enhancing
their reputation and building a sustainable competitive advantage.

CSR is viewed as both a moral responsibility (Carroll, 1999) and a valuable opportunity for
creating competitive advantages and long-term value for shareholders (McWilliams and Siegel,
2001). From a risk management perspective, stakeholder theory suggests that CSR helps reduce
business risks by improving the company’s legitimacy and generating moral capital. This, in
turn, shields the company from reputation crises and other potential disruptions (Godfrey,
2005).

3.4. Resource-Based View theory

The Resource-Based View (RBV) theory focuses on a company’s internal resources as key
drivers of competitiveness and performance. According to this theory, CSR can enhance a
company’s reputation and strengthen its competitive position by developing unique resources
and capabilities (Barney, 1991). Investing in socially responsible practices can boost customer
loyalty, improve employee satisfaction, and increase stakeholder commitment, ultimately
leading to better long-term financial performance.

Each theory discussed provides a distinct perspective on CSR’s influence on financial
performance and risk. While theories like neoclassical and agency theory emphasize the
potential costs of CSR, others, such as stakeholder theory and RBV, argue that CSR can serve
as a strategic tool to enhance performance and reduce risk.

4. CSR, financial performance, and risk: an empirical review

The historical evolution of CSR definitions highlights a growing connection between social
responsibilities and financial objectives (Lee, 2008). One of the key areas of ongoing interest
is the relationship between CSR and financial performance (Carroll, 2021). Large publicly
listed companies, aiming for strong CSR ratings, often consider how their commitment to social
responsibility affects their financial performance (Allouche & Laroche, 2005).

The increasing focus on CSR practices has expanded the literature on their financial impact, as
well as on how CSR can help reduce risk (Chollet & Sandwidi, 2018). Since CSR practices can
influence financial performance, it is important to also examine their impact on a company’s
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risk level. Financial performance and risk are typically analyzed together, with several studies
suggesting that lower risk can decrease the likelihood of financial, social, or environmental
crises that could affect a company's financial outcomes (Sharfman & Fernando, 2008).

A review of studies examining both the CSR-financial performance and CSR-risk relationships
has revealed mixed results. Some studies suggest that CSR can have a positive or negative
impact on financial performance and risk levels, while others find that although these
relationships exist, they tend to be weak and inconsistent.

4.1. CSR and financial performance

The impact of CSR on financial and economic performance remains one of the most widely
debated topics in empirical research. Despite decades of study, a clear consensus remains
elusive. While some studies find a linear relationship—either positive or negative—others
suggest a non-linear connection, or even no significant link at all.

Research on this topic dates back to the 1980s and 1990s (Carroll, 2021). A pivotal study by
Griffin and Mahon (1997) reviewed 25 years of findings, concluding that CSR’s positive effect
on financial profitability was the most commonly reported outcome. McWilliams and Siegel
(2000) extended this debate, arguing that while CSR fosters product and process innovation, it
does not directly impact profitability.

By the early 2000s, a meta-analysis by Orlitzky et al. (2003) provided strong evidence of CSR’s
positive influence on financial performance, a view supported by subsequent studies (Allouche
& Laroche, 2005; Margolis et al., 2009; Wang et al., 2016). However, as businesses face
mounting pressure to integrate environmental and social considerations into their strategies, the
relationship between CSR and financial outcomes remains complex. While early studies
yielded mixed results, more recent research consistently highlights CSR’s positive financial
impact (Cho et al., 2019; Awaysheh et al., 2020; Amaazoul, 2021; Okafor et al., 2021; Agabna
etal., 2023; Wu et al., 2020; Abdul Waheed et al., 2021; Bahta et al., 2020; Fourati & Dammak,
2021). These findings underscore the need for deeper analysis into the mechanisms driving this
relationship.

4.1.1. Theoretical perspectives on CSR and financial performance

The stakeholder theory posits that companies thrive when they address not only shareholders’
interests but also those of broader stakeholders (Freeman, 1984). From this perspective, CSR
serves both as a societal responsibility (Carroll, 1999) and a source of competitive advantage
(McWilliams & Siegel, 2001). Firms that align with stakeholder expectations often enhance
their reputation and profitability (Griffin & Mahon, 1997; Orlitzky et al., 2003). Similarly, the
Resource-Based View (RBV) argues that CSR can be a strategic asset, driving competitive
differentiation. Okafor et al. (2021) confirm this, showing that CSR strengthens a firm’s market
position and financial performance. According to RBV, CSR investments should be viewed as
long-term value drivers rather than short-term costs.

Conversely, the agency theory presents a more skeptical perspective, suggesting that CSR can
impose excessive costs on shareholders (Friedman, 1970). In this view, CSR expenditures may
be driven by managerial self-interest rather than genuine corporate benefits, particularly when
financial returns are unclear. Uyar et al. (2020) and Tenuta & Cambrea (2022) argue that CSR-
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related expenses can erode profitability, challenging the assumption that CSR is always
financially beneficial.

Some research suggests a non-linear, U-shaped relationship between CSR and financial
performance. Franco et al. (2019) propose that while moderate CSR engagement may dampen
profitability, high levels of CSR investment can ultimately yield financial benefits once initial
costs are offset. Conversely, other studies find no significant relationship, aligning with
McWilliams and Siegel’s (2001) equilibrium model, where CSR opportunities are exhausted at
a certain point, leading to neutral financial effects. The absence of a clear link may also stem
from mediating variables that shape the CSR-financial performance dynamic (Ullmann, 1985).

4.1.2. Recent empirical findings

Recent studies continue to explore the CSR-financial performance relationship across different
contexts. Fourati and Dammak (2021) analyzed 3,274 listed firms (2009-2016) and found that
higher CSR scores (across environmental, economic, social, and governance factors) positively
influence financial performance (ROA and ROE). Homayoun et al. (2023), using panel data
from UK firms (2006-2017), reported a similar positive correlation. Likewise, Aftab et al.
(2023) demonstrated that CSR significantly enhances financial performance in Pakistan’s
manufacturing sector.

However, findings vary by region and industry. Prakash and Hawaldar (2024) examined Indian
firms and found that CSR negatively affects financial performance, particularly in publicly
owned companies. Their results suggest that CSR’s impact depends on factors such as firm age
and growth potential.

The relationship between CSR and financial performance remains a highly debated and
multifaceted issue. While numerous studies support the positive impact of CSR, others
highlight context-dependent effects, negative outcomes, or non-linear patterns. Integrating
contextual factors and moderating variables is essential for a more nuanced understanding of
this complex relationship.

4.2. CSR and risk

The relationship between CSR and risk has been widely studied, though much of the research
has centered on the American market. Over the past few decades, various theories have emerged
to explain CSR’s influence on financial performance. When it comes to risk, two dominant
perspectives stand out: stakeholder theory and the overinvestment hypothesis, both frequently
used to analyze how CSR affects corporate risk exposure.

4.2.1. Stakeholder theory and CSR’s role in risk mitigation

Stakeholder theory argues that companies should not focus solely on maximizing shareholder
profits (Freeman, 1984). Instead, they should adopt a balanced approach where CSR initiatives
not only drive profitability but also create social and environmental value. This perspective
suggests that CSR engagement strengthens a company’s resilience by fostering positive
relationships with key stakeholders, ultimately protecting shareholder value (Godfrey, 2005)
and ensuring long-term stability (Cornell & Shapiro, 2021).

By integrating social and environmental factors into their strategic decisions, firms can enhance
their overall value (Albuquerque et al., 2019) and reduce exposure to various risks (Jones,
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1995). CSR activities provide short-term benefits through improved stakeholder perceptions
while reinforcing long-term defensive capabilities (Du et al., 2010). Conversely, failing to meet
stakeholder expectations can erode reputation, increase risk premiums, and elevate operational
costs, negatively impacting financial performance (Cornell & Shapiro, 1987). As Freeman
(1984) notes, businesses that neglect stakeholder concerns may face consequences such as
boycotts, strikes, or supply chain disruptions.

4.2.2. The overinvestment hypothesis: CSR as a potential risk factor

In contrast, the overinvestment hypothesis suggests that CSR engagement can introduce
financial inefficiencies. From the standpoint of agency theory, CSR initiatives—though
beneficial to some stakeholders—may not always align with shareholder interests (Friedman,
1970). Excessive investment in CSR, particularly when driven by managerial self-interest or
reputational motives, can lead to inefficient capital allocation and diminished financial returns
(Jensen, 2002). Barnea and Rubin (2010) argue that such overinvestment increases costs, which
in turn raises financial risk and potential failure, especially if resources are diverted toward non-
profitable social initiatives.

CSR’s financial impact is not always positive or linear; in some cases, the marginal costs of
CSR efforts outweigh the benefits, leading to resource misallocation. Firms that expand their
CSR activities without clear return expectations may experience declining profitability or
heightened financial volatility.

The complexity of the CSR-risk relationship underscores the necessity for further research to
fully understand how CSR initiatives influence the financial stability and risk management
strategies of companies. While existing studies provide valuable insights, there remain
significant gaps in the literature regarding the underlying mechanisms through which CSR
impacts risk and financial performance. These gaps are particularly evident when examining
the varying effects of CSR across different industries, regions, and types of risks.

4.2.3. Empirical evidence on CSR and risk

Empirical research on the CSR-risk relationship presents mixed findings, highlighting the
complexity of this dynamic. Farah et al. (2021) analyzed firms across 43 countries from 2005
to 2017 and identified an inverted U-shaped relationship between CSR and systematic risk—
where initial CSR investments increase risk, but beyond a certain threshold, risk declines.
Shahrour et al. (2022) found that CSR reduces default risk, with a stronger effect in civil law
countries compared to common law countries. Similarly, Yarram and Adapa (2022) examined
Australian firms and reported that CSR engagement curtails corporate risk-taking, while gender
diversity is associated with lower overall risk. Mushafiq et al. (2024) provided further support
for CSR’s risk-mitigating effects, demonstrating a negative relationship between CSR and
default risk among 497 S&P 500 firms, confirmed through the generalized method of moments.
Maquieira et al. (2024) extended these findings to family-owned businesses, showing that
higher ESG scores correlate with lower default risk, particularly in environmental and social
dimensions. However, Korzeb et al. (2024) offered a contrasting perspective, finding that in the
banking sector, ESG policies can increase default risk under certain conditions, suggesting that
in financial institutions, such policies might elevate rather than mitigate financial vulnerability.

While stakeholder theory underscores CSR’s role in reducing risk through enhanced
stakeholder relations, the overinvestment hypothesis cautions against the financial downsides
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of excessive CSR spending. Empirical findings suggest that CSR’s impact on risk is context-
dependent, varying by industry, country, and corporate governance structure. Understanding
these nuances is critical for firms seeking to optimize their CSR strategies while mitigating
financial risks.

5. Conclusion

In conclusion, the various theories on CSR provide distinct yet complementary perspectives on
its impact on business performance. The neoclassical theory, championed by Milton Friedman,
prioritizes the maximization of shareholder profits and perceives CSR as a potential diversion
from economic objectives. In contrast, the agency theory highlights the inherent risks of
conflicts of interest between managers and shareholders, cautioning that excessive CSR
investments may lead to increased costs and inefficiencies. The stakeholder theory, by contrast,
stresses the importance of addressing the interests of all stakeholders, positing that CSR can
strengthen a company's reputation, foster stakeholder loyalty, and create a sustainable
competitive advantage. Meanwhile, the Resource-Based View (RBV) underscores the
significance of internal resources, suggesting that CSR initiatives can enhance a company’s
competitiveness and long-term financial success by leveraging its capabilities and strengths.

Although these theories provide different lenses through which to understand the CSR-financial
performance relationship, they collectively call for a nuanced and context-specific analysis. It
is essential to incorporate moderating factors, such as corporate governance structures and the
maturity of CSR practices, to gain a deeper understanding of how these elements shape
performance outcomes and influence risk management. Future research should explore the role
of these moderating variables to offer more tailored insights that reflect the unique challenges
and opportunities that companies face in implementing CSR initiatives.

By accounting for both theoretical perspectives and contextual factors, businesses and
regulators can more effectively guide CSR practices, ensuring that they maximize benefits
while minimizing risks. This integrated approach will not only improve corporate performance
but also foster long-term sustainability, helping organizations navigate the complexities of
today's evolving business landscape.
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