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Abstract
Purpose – Throughout years of corporate social responsibility (CSR) debates, most studies have focused on
whether or not a firm should engage in CSR activities, while giving little attention to the firm’s engagement
strategy. The purpose of this paper is to demonstrate the optimal way of engaging in CSR activities to
maximize firm value while acting in a socially responsible manner.
Design/methodology/approach – The sample includes US-listed firms and was initially split into three
categories (slow-paced, steady-paced and fast-paced firms) based on how fast the firm increased/decreased
the pace of its CSR involvement. The sample was later split into firms that have interlocked directors and
those that do not, to highlight the important role played by interlocked directors in moderating the
relationship between CSR pace and firm performance.
Findings – Results suggest that firms engaging in CSR activities at a slow or steady pace experience
superior financial returns than firms engaging in CSR activities at a fast pace. Further analysis indicates that
rapid CSR involvement is counterproductive for firms with no interlocked directors. On the other hand, firms
with interlocked directors benefit from their directors’ social network, and experience positive returns when
engaging in CSR activities at a fast pace.
Practical implications – This study is of particular importance for firms establishing their CSR
engagement strategies. The results highlight the optimal way a firm can engage in CSR activities while still
maximizing shareholder wealth.
Originality/value – This paper is the first to study the pace determinants of a firm’s CSR engagement
strategy. The absence/presence of interlocked directors is identified as a key moderating variable for the
CSR–firm performance relationship. The study pinpoints the absence of interlocked directors as a constraint
for firms that rapidly engage in CSR activities.
Keywords Firm performance, Resource dependence theory, CSR pace, Interlocked directors
Paper type Research paper

Introduction
The debate on corporate social responsibility (CSR) continues to grow, as firms face
heightened pressure from their stakeholders to engage in socially responsible activities. While
initially considered merely a fashionable idea, CSR has become a widely accepted model in
the modern corporate world (Lee, 2008). Moreover, governments are enacting laws to improve
firms’ social conduct (Van Beurden and Gössling, 2008). Earlier studies suggest that the main
objective of organizations is to increase shareholder wealth (Friedman, 1970). However, with
the increased awareness and importance of CSR involvement, firms must adjust their goals to
balance increased shareholder wealth with engaging in socially responsible activities.
Therefore, the questions facing modern corporations are no longer whether they should invest
in CSR activities, but how they can balance those involvements with shareholder profit.

Given the expectation of CSR, globalization has pressured firms to use their resources to
alleviate social problems around the world. For example, pharmaceutical companies are
asked to donate vaccines and drugs to poverty-stricken patients in third-world countries
(Hillman and Keim, 2001). However, even when engaging in CSR activities, a firm’s value-
maximizing obligation toward its shareholders still stands. In other words, firms should
invest in value-enhancing CSR activities and not use CSR as a window-dressing device to
alleviate stakeholder pressure.
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Tang et al. (2012) pointed out that most of the CSR literature focuses on factors that
moderate the relationship between CSR and corporate financial performance (CFP), while
giving little attention to a firm’s CSR engagement strategy. In other words, previous
literature examines the reasons why firms should integrate CSR activities into their
businesses without focusing on how to make such integration more successful. Specifically,
the authors focus on the pace, path, relatedness and consistency of a firm’s engagement in
CSR. Their results suggest that the CSR–CFP relationship is enhanced when firms engage in
related CSR activities and do so in a consistent manner. Surprisingly, Tang et al. (2012)
did not find any significant relationship between the pace of engagement in CSR activities
and firm performance, and suggested that future research should examine this relationship
in more detail.

Accordingly, this paper starts by investigating the efficiency of CSR activities based on
the pace of a firm’s CSR engagement. Our sample is first split into three groups: slow-paced
firms, steady-paced firms and fast-paced firms. Consistent with our expectations, the
CSR–CFP relationship worsens as the pace of CSR engagement increases. Results indicate
that CSR has a positive effect on firm performance for slow- and steady-paced firms, but this
relationship becomes insignificant for fast-paced firms. These results are in line with the
absorptive capacity perspective. A firm’s absorptive capacity refers to its ability to
comprehend new knowledge, integrate the knowledge within the firm and use this
knowledge to produce commercial output (Cohen and Levinthal, 1990). Therefore, engaging
in new activities at a fast pace can be counterproductive, since firms cannot fully absorb all
the benefits associated with these new activities.

Given the significant role that pace can play in the efficiency of CSR involvement, we
study the determinants of the pace of CSR engagement. Specifically, we focus on director
interlocks and experience, as directors play a major role in setting corporate strategies and
acquiring key resources (Ruigrok et al., 2006). Director interlocks exist among firms
whenever a director of a corporate board serves on the board of multiple corporations.
Interlocked directors play a significant role in communicating information across firms and
use their experience and social networks to impact the nature of managerial decisions
(Burt, 1983). Indeed, Simoni and Caiazza (2013) suggested that interlocked directors enhance
a firm’s value through their wider access to resources and by sharing the knowledge that
they have acquired by serving on several boards. Our results suggest that director
interlocks and director age are negatively related to the pace of CSR adoption. Interlocked
and experienced directors should be more aware of their firms’ absorptive capacity and
should therefore encourage a more gradual pace for CSR involvement. Engaging in CSR at a
slower pace allows firms to fully absorb all of the benefits related to the CSR activity.

Finally, we test whether the presence/absence of director interlocks moderates the
relationship between CSR pace and a firm’s financial performance. In other words, will
the presence (absence) of experienced and interlocked directors enhance (undermine) the
efficiency of fast CSR involvement? Findings indicate that engaging in CSR activities at a
faster pace leads to a positive market reaction for firms with interlocked directors.
Although board interlocks are negatively related to CSR pace in general, interlocked
directors have the experience and knowledge to identify value-enhancing CSR
opportunities that can lead to a positive effect on firm value, even if adopted at a fast
pace. On the other hand, firms with no director interlocks experience a negative effect on
firm value when engaging in CSR activities at a fast pace. Such firms do not have
the necessary social networks to acquire the resources for value-enhancing CSR
activities consistently. Therefore, engaging in CSR activities rapidly may be an act of
window-dressing to ease stakeholder pressure instead of improving firm performance and
increasing shareholder wealth. Our results are robust to using different measurements for
the pace of CSR involvement, director interlocks and firm performance.
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This study contributes to the literature in several ways. First, it answers the call by for
research by Tang et al. (2012) to investigate the relationship between CSR pace and
firm performance in more detail. To our knowledge, this paper is the first of its kind to
address the determinants of the pace of CSR involvement. We highlight the importance
of CSR pace by showing that the efficiency of CSR policies and activities varies as the
pace of CSR engagement changes. This study also presents interlocked directors as a
moderator for the CSR pace–firm performance relationship. The presence (absence) of
interlocked directors has a positive (negative) effect on firm performance for firms rapidly
engaging with CSR activities.

The rest of the paper is organized as follows. The next section surveys the literature and
presents the study’s hypothesis. The third section discusses the data used in this paper
and the variable definitions. Then, we present our empirical findings and analysis. Finally,
the study concludes by providing a summary of our findings and their implications.

Literature review and hypothesis development
Though the concept of firms being socially responsible toward their society and
environment has been around for more than a hundred years, it was not until the end of the
last century that CSR became a widespread concept and a significant determinant of a firm’s
success (Carroll and Shabana, 2010). CSR has been defined by different researchers using
diverse contexts and models ( Jamali, 2008). However, there is a general consensus that CSR
encompasses a firm’s voluntary engagement in environmental, social and governance
activities that go beyond the firm’s legal requirements ( Jo and Harjoto, 2011). This approach
won the support of several researchers seeking a more socially responsible environment
(Laplume et al., 2008).

Although it has been subject to extensive research, empirical evidence for the
relationship between CSR and CFP remains controversial (Hull and Rothenberg, 2008;
Lee and Jung, 2016; Waddock and Graves, 1997). Consistent with the resource dependency
theory, some researchers suggest that CSR engagement can improve a firm’s efficiency
and reputation among its stakeholders, leading to a positive effect on firm performance
(Aguilera et al., 2006; Orlitzky et al., 2003; Waddock and Graves, 1997). Other researchers
argue that CSR engagement is costly and market returns are insignificant, suggesting
that CSR can negatively affect firm performance (Brammer and Millington, 2008;
Friedman, 1970; Hassel et al., 2005).

CSR involvement and firm absorptive capacity
Though earlier studies examined the CSR–CFP relationship, few investigate the effect of the
pace of adopting new CSR policies and principles. The pace of CSR engagement measures
how fast a firm increases or decreases its CSR involvement as time passes (Tang et al., 2012).
The significance of studying the pace of a firm’s CSR engagement strategy can be explained
using the absorptive capacity perspective. A firm’s absorptive capacity is defined as
“the ability of a firm to recognize the value of new, external information, assimilate it, and
apply it to commercial ends” (Cohen and Levinthal, 1990, p. 128). In other words, in order to
maximize the benefit of engaging in new activities, firms can only absorb and integrate new
information at a limited pace. Rapid engagement exceeding a firm’s absorptive capacity
creates time compression diseconomies, resulting in a firm’s inability to benefit from rapidly
acquired knowledge as much as they could have if the knowledge were acquired at a more
gradual pace (Dierickx and Cool, 1989). In addition to concerns about absorptive capacity,
engaging in CSR activities is expensive while its returns are long term in nature
(De Villiers et al., 2011; Tang et al., 2012). Therefore, engaging in several CSR activities
rapidly will put a heavy financial burden on a firm and harm its short-term performance.
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Therefore, we hypothesize that increasing the pace of CSR engagement will have a negative
effect on firm performance:

H1. There is a negative relationship between the pace of CSR engagement and
firm performance.

Determinants of the pace of CSR involvement
Agency theory proposes that one of the main functions of a board of directors is to monitor
managerial behavior and ensure that managers act in the shareholders’ best interest
(Linck et al., 2008). Apart from this monitoring role, directors also play a key role in setting a
company’s strategic plan. Researchers have demonstrated that directors provide companies
with valuable knowledge (Carpenter and Westphal, 2001), play a key role in setting
corporate strategies (Ruigrok et al., 2006) and help in acquiring key resources (Hillman and
Dalziel, 2003). In particular, directors’ interlocks with other companies facilitate their ability
to provide resources. Director interlocks occur when a director serves on the board of more
than one company at the same time (Kang, 2008). Interlocks enhance the directors’
experience and ability to acquire critical external resources through their social ties
with other companies. This allows directors to play a better role in their company’s
decision-making processes (Carpenter and Westphal, 2001; Ruigrok et al., 2006).

In a review article, Hillman et al. (2009) suggested that resource dependence theory has
become prominent in strategic management. The authors showed that although agency
theory is more commonly used in studies addressing the board of directors, empirical
evidence suggests that resource dependence theory is better for investigating board
behavior and decisions. Unlike agency theory which focuses more on internal dynamics,
resource dependence theory views the firm as an open system that depends on interactions
with its external environment (Pfeffer and Salancik, 1978). Although firms are constrained
by external environmental factors, Ulrich and Barney (1984) suggested that managers try to
take control of significant resources to reduce environmental uncertainty. Thus, Boyd (1990)
suggested that “resource-rich” directors, i.e. directors with interlocks and access to critical
resources, should be the main focus when electing directors to a company board. Empirical
evidence supports this argument: firms that are able to attract powerful and interlocked
directors are likewise able to acquire critical resources, and use these resources to improve
their corporate social performance ( Johnson and Greening, 1999; Shropshire, 2010).

Building on the absorptive capacity perspective mentioned earlier, interlocked directors
are expected to be more aware of the disadvantages associated with rapid CSR involvement
due to their wide experience. Accordingly, firms with interlocked directors are expected
to have a slower CSR pace than firms with no interlocked directors. Hence, we hypothesize
the following:

H2. There is a negative relationship between the presence of director interlocks and the
pace of CSR engagement.

Board interlocks as a moderator of CSR–CFP
Given that CSR actions depend on the decisions of managers and directors, different firms
are expected to apply CSR strategies in different manners (Hsu and Cheng, 2012). According
to resource dependency theory, a firm’s interaction with other companies plays a crucial
role in acquiring the resources necessary for its survival (Pfeffer and Salancik, 1978).
These interactions enhance the possibility of engaging in CSR activities (Shropshire, 2010).
Accordingly, directors’ interlocks and social ties are expected to be a significant determinant
in the efficiency of a firm’s CSR activities. A director’s social capital is also expected to be a
significant moderator of the CSR–CFP relationship. Director social capital encompasses the

2785

Director
interlocks and
the strategic

pacing



social networks of the directors and the potential resources that they can acquire using these
networks (Kim and Cannella, 2008).

Despite the large amount of research addressing director interlocks, the literature
remains lacking regarding the effect of interlocks on a firm’s CSR engagement strategy.
According to resource dependency theory, board interlocks can also be beneficial by
reducing environmental dependence and giving directors the ability to learn new corporate
practices (Davis, 1991). Consistent with the aforementioned suggestions, researchers
find a positive association between director interlocks and the adoption of CSR activities
(Walls and Hoffman, 2013). Berrone and Gomez-Mejia (2009) added that experienced
directors who serve on several boards use their social networks to provide firms with critical
connections to resources that firms might have difficulty acquiring otherwise. On the other
hand, interlocked directors may lose their independence when they encounter situations
with conflicts of interest among firms whose boards they serve on (Ruigrok et al., 2006).
Another disadvantage of interlocked directors is the time constraints that they have
compared to directors who serve on only one board (Bazerman and Schoorman, 1983).

Though director interlocks were earlier hypothesized to reduce the pace of CSR
involvement due to the absorptive capacity perspective, Shropshire (2010) advocated that
interlocked directors’ interactions with other firms enhance the possibility of engaging in
CSR activities. It is intuitive to believe that interlocked directors will encourage CSR
engagement if a good opportunity arises. In other words, interlocked directors might
occasionally encourage firms to increase their CSR engagement, and thus increase the
pace of CSR, only if a value-maximizing opportunity transpires. We propose that
interlocked directors increase the pace of CSR engagement in an attempt to increase firm
value, and not as a window-dressing device to enhance their reputation. Therefore, we
hypothesize the following:

H3. Increasing the pace of CSR engagement will have a positive (negative) effect on firm
performance in the presence (absence) of director interlocks.

Data and research methodology
This study utilizes the Morgan Stanley Capital International (MSCI) database (formerly
known as Kinder, Lydenberg and Domini (KLD)) to gather information about firms’
adoption of CSR policies. The MSCI index is the continuation of the KLD index which was
developed over the past 20 years to measure a firm’s environmental social and governance
activities. RiskMetrics acquired KLD in 2009 and was later acquired by MSCI in June 2010.
The MSCI is widely acknowledged as the most commonly used (Waldman et al., 2006),
most complete (Hillman and Keim, 2001) and most widely accepted (Miras-Rodríguez et al.,
2015) database for addressing firm-specific corporate social performance studies.
It considers seven major dimensions when measuring a firm’s CSR engagement:
environment, community, employee relationship, diversity, product, corporate governance
and human rights. Consistent with previous studies, our measurement of CSR is based on
these seven dimensions, in order to provide results comparable to earlier studies using the
MSCI database. Tang et al. (2012) added that these seven dimensions are the most
commonly examined areas of CSR in the literature, adding more credibility to using the
MSCI database. Since the pace measure depends on firms having continuous observations
for several years in a row, firms with missing CSR data for any given year between 2002
and 2014 were eliminated. Thus, our MSCI sample consists of 301 firms with a 13-year
analysis period, and a total of 3,913 observations. In order to obtain financial data for
our sample firms, we merged our data with data obtained from the Compustat database.
Due to missing financial data for some firms, our final sample was reduced to 3,412
firm-year observations.
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Measures
CSR
As mentioned earlier, this study uses the seven dimensions provided by the MSCI database
(formerly KLD) to measure CSR scores for US firms. Consistent with previous literature (Hsu
and Chen, 2015; Hull and Rothenberg, 2008; Tang et al., 2012), we first calculate
the score of each dimension by subtracting the total number of concerns from the total
number of strengths in each dimension. The CSR score is then formed by calculating the
average of all dimensions.

Pace
The pace variable measures how fast a firm is adopting and developing CSR policies
and behaviors. Following Tang et al. (2012), we calculate the pace of CSR involvement as
the current CSR score minus the average CSR score for the past three years. The pace
measure increases as firms adopt CSR principles more rapidly. Another measure for CSR
pace is also calculated by subtracting the average CSR score for the previous two years
from a firm’s current CSR score. This measure will be called pace2 and will be used for
sensitivity analysis.

Director interlocks
This study utilizes the measure of director interlocks provided by the MSCI database. Director
interlock is a categorical variable that increases by 1 for each of a firm’s directors that is active
on four or more company boards. An alternative measure for director interlocks is used in the
additional sensitivity analysis section. The alternative measure is an interlocked board
indicator that takes a value of 1 if more than 50 percent of a firm’s independent directors have
three or more directorships and 0 otherwise (Cashman et al., 2012; Fich and Shivdasani, 2006).

Firm performance
Consistent with earlier environmental and governance studies (Konar and Cohen, 2001;
Lo and Sheu, 2007; Wang et al., 2014), this paper employs Tobin’s Q as a measure of firm
performance. Chung and Pruitt (1994) developed an approximation of Lindenberg and
Ross’s (1981) original Tobin’s Q using easy-to-get balance sheet information. Chung and
Pruitt compared their measure of Q with that of Lindenberg and Ross and results suggest
that their approximation of Q had an R2 of at least 0.966 for any given year during their
10-year sample period. In other words, at least 96.6 percent of the variation in Lindenberg
and Ross’s Tobin’s Q is explained by Chung and Pruitt’s approximation of Q:

Approximate Q ¼ MVEþPSþDebtð Þ=TA:
MVE is a firm’s share price multiplied by the number of common stock outstanding. PS
represents the liquidating value of a firm’s outstanding preferred stock. Debt represents the
value of a firm’s short-term liabilities, net of its short-term assets in addition to the book
value of the firm’s long-term debt. TA denotes the book value of a company’s total assets.

In addition to Tobin’s Q, ROA is also used as an alternative measure of firm performance
in the additional sensitivity analysis section.

Control variables
In addition to the variables mentioned above, several variables are added to control for
their effect on a firm’s pace of CSR engagement. Average director age is used as another
measure of director experience. As mentioned earlier, experienced directors are expected
to have better social ties and would therefore be more knowledgeable about a firm’s
absorptive capacity. ROA is added since more profitable firms have extra resources
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that can be spent on socially responsible activities. We also control for R&D expenditure,
since R&D and CSR activities compete for a firm’s scarce resources (Hull and Rothenberg,
2008). Board and firm size are added to the model since larger firms with larger boards are
accustomed to diversified operations, and would therefore be better equipped than their
peers to handle fast engagement in CSR activities (Tang et al., 2012). We also control for
CEO duality since researchers link CEO duality to better CSR involvement through
improved transparency (El Ghoul et al., 2011). Finally, the percentage of women directors
is added, since female board representation has been found to be positively correlated with
CSR engagement ( Jizi, 2017).

Descriptive statistics
Table I presents descriptive statistics for the variables used in this study. The mean CSR
score is 0.03, indicating that, on average, firms in our sample have more strengths than
weaknesses for the measured CSR dimensions. Pace also has a positive mean of 0.018,
signifying that firms have been slightly increasing the pace of their CSR engagement during
our sample period. The mean for the interlocked director variable is 0.645. This suggests
that 64.5 percent of the firms in our sample have at least one interlocked director serving on
their board. The variance inflation factor (VIF) is also calculated for the model to test if any
multicollinearity problems exist. The VIF score for the model is 1.8, with no variable having
an individual VIF score of more than 3.2. Therefore, it is safe to assume that no
multicollinearity problems exist in our model.

Table II displays the change of interlocked directors over time for our sample period.
During the first five years of our sample, the average interlocked directors per firm ranged
between 1 and 1.5. This suggests that, on average, most firms had at least one interlocked
director serving on their board during the period of 2002–2006. For the period of 2006–2014,
the number of interlocked directors dropped significantly and had a range of 0.15 and 0.25
interlocked director per firm. In other words, on average, only 15–25 percent of the firms
during these years had an interlocked director serving on their board. One possible
explanation could be due to the financial crisis where firms wanted to appoint directors that
have firm-specific information rather than directors with large social networks. In order to
account for the variation in the average of interlocked directors due to year-specific events,
year dummies have been added to our model (Table III).

A Hausman test is employed to identify whether a random-effect model or a fixed-effect
model should be used in this study. The null hypothesis suggests that the difference
between the two models (fixed-effect and random-effect) is not systematic. If the results

Variables n Mean SD

CSR 3,412 0.030 0.483
Pace 3,412 0.018 0.404
Interlocked Directors 3,412 0.645 1.120
Avg. Dir. Age 3,412 61.923 3.543
ROA 3,412 5.662 8.301
Board Size 3,412 17.505 7.255
Firm Size 3,412 8.325 1.425
CEO Duality 3,412 0.583 0.493
% Female Dir. 3,412 4.205 7.427
R&D Exp. 3,412 0.026 0.050
Leverage 3,412 0.176 0.134
Liquidity 3,412 0.139 0.148
Growth Potential 3,412 0.047 0.049

Table I.
Summary descriptive
statistics

2788

MD
57,10



of the Hausman test show that the null hypothesis is (not) rejected, a fixed-effect
(random-effect) regression should be used (Greene, 1997). The results of the Hausman test
demonstrate that the null hypothesis should be rejected ( p-value o0.01), suggesting that a
fixed-effect regression should be used for our model.

Results and discussion
We start our analysis by testing whether the pace of CSR involvement affects the CSR–CFP
relationship. We split the firms in our sample into three categories: slow-paced firms (those
who have a pace score within the bottom quartile), fast-paced firms (those who have a pace
score within the top quartile) and steady-paced firms (those who have a pace score within
the two middle quartiles). We then run regression analysis to check the effect of CSR
involvement on firm performance separately for the three different firm categories. The first
two columns of Table IV show that CSR engagement improves firm performance for
slow-paced and steady-paced firms, respectively. On the other hand, Column 3 shows that
this relationship turns into an insignificant one for fast-paced firms that rapidly engage with
CSR activities. This is in line with our expectations and with the absorptive capacity theory,
suggesting that rapid engagement worsens the CSR–CFP relationship.

Table V examines the determinants of the pace of CSR engagement. Specifically, we
focus on director experience to test whether more experienced directors lower the pace of

Interlocked directors
Year Observations Mean

2002 178 0.9767
2003 184 0.9130
2004 288 1.5043
2005 290 1.5412
2006 294 1.5201
2007 283 0.2560
2008 288 0.2058
2009 289 0.2330
2010 301 0.1690
2011 301 0.1634
2012 248 0.1508
2013 236 0.1884
2014 232 0.1948

Table II.
Director interlocks

by year

Variables Fixed (b) Random (B) Difference (b−B)

CSR 0.15673 0.14601 0.01073
Pace 0.05736 0.05583 0.00153
Firm Size 0.02973 0.02049 0.00924
Board Size −0.01308 −0.01372 0.00064
% Women Dir. 0.00501 0.00522 −0.00021
R & D Exp. 2.43274 2.36991 0.06283
Leverage −1.06402 −1.05680 −0.00722
Liquidity 1.24191 1.24378 −0.00187
Growth Potential 2.23133 2.65568 −0.42435
Notes: b¼ consistent under H0 and Ha; B¼ inconsistent under Ha, efficient under H0. Test – H0: difference
in coefficients not systematic. χ2¼ (b−B)′[(V_b−V_B)−1](b−B). χ2¼ 94.51. Prob. Wχ2¼ 0.0004

Table III.
Hausman test

2789

Director
interlocks and
the strategic

pacing



engaging in CSR activities. Consistent with our hypothesis, Column 1 shows that director
interlocks are negatively related to the pace of CSR engagement. This negative relationship
is also observed for the average director age. This suggests that older directors and
directors who serve on several boards are well aware of their firms’ absorptive capacity.
Accordingly, these directors strategically decrease the pace of engaging in CSR activities

Tobin’s Q
Slow pace Steady pace Fast pace

CSR 0.0997** (0.0503) 0.4031*** (0.0661) 0.0268 (0.0545)
Firm Size −0.1508*** (0.0285) −0.1018*** (0.0236) −0.1188*** (0.0341)
Board Size −0.0140 (0.0100) −0.0142* (0.0078) 0.0124 (0.0112)
% Female Dir. 0.0109*** (0.0041) 0.0076** (0.0035) 0.0110*** (0.0037)
R&D Exp. 5.0872*** (1.0641) 0.5752 (0.7344) 1.6321 (1.0348)
Leverage −0.6301*** (0.2393) −0.8191*** (0.2288) −0.8896*** (0.2639)
Liquidity 0.6138* (0.3639) 1.8814*** (0.2450) 1.2212*** (0.3081)
Growth Potential 1.5013** (0.6380) 3.0703*** (1.0856) 4.9228*** (0.9797)
Constant 64.3150*** (22.6555) 63.7641*** (18.0581) −22.0326 (19.7854)
Industry dummies Yes Yes Yes
Year dummies Yes Yes Yes
Number of observations 853 1,706 853
Number of firms 301 301 301
R2 0.4829 0.3751 0.4010
Notes: The table presents a regression of firm performance CSR and other board and firm characteristics.
Our sample is split into three sections based on a firm’s pace of engagement in CSR activities: slow-paced
firms (those who have a pace score within the bottom quartile), fast-paced firms (those who have a pace score
within the top quartile) and steady-paced firms (those who have a pace score within the two middle quartiles).
The dependent variable is Tobin’s Q, used as a proxy for firm performance. Robust standard errors
are computed following White (1980) to account for potential heteroskedasticity. *,**,***Significant at the
10, 5 and 1 percent levels, respectively

Table IV.
CSR pace and firm
performance

Pace Pace2
(1) (2)

Director Interlocks −0.0167** (0.0066) −0.0204*** (0.0067)
Avg. Dir. Age −0.0116*** (0.0023) −0.0121*** (0.0024)
ROA 0.0084*** (0.0012) 0.0091*** (0.0013)
Board Size 0.0192*** (0.0040) 0.0199*** (0.0042)
Firm Size 0.0567*** (0.0087) 0.0661*** (0.0090)
CEO Duality 0.0115 (0.0170) 0.0128 (0.0176)
% Female Dir. 0.0108*** (0.0011) 0.0113*** (0.0012)
R&D Exp. 0.9889*** (0.2223) 1.1182*** (0.2311)
Constant −95.3350*** (5.8051) −107.6701*** (5.9488)
Industry dummies Yes Yes
Year dummies Yes Yes
Number of observations 3,412 3,412
Number of firms 301 301
R2 0.2594 0.2669
Notes: The table presents a regression to study the determinants of the pace of a firm’s CSR engagement.
The dependent variable is the pace of a firm’s CSR engagement. Pace is calculated by subtracting a firm’s
current CSR score from its previous three-year CSR average score (Column 1) and its previous two-year CSR
average score for robustness (Column 2). Robust standard errors are computed following White (1980) to
account for potential heteroskedasticity. *,**,***Significant at the 10, 5 and 1 levels, respectively

Table V.
Determinants of CSR
engagement pace
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so that their firms can fully absorb the benefits associated with such activities. Firm
profitability is also shown to be positively related to pace. Firms with larger profits seem to
engage more in socially responsible activities, and thus increase their CSR pace, as a way of
giving back to the community. Other results indicate that larger firms and firms with larger
boards increase the pace of CSR engagement. This is consistent with Tang et al. (2012), who
suggested that larger firms with larger boards are accustomed to handling diversified
operations and would therefore be better equipped for rapid CSR engagement than smaller
firms. The second column of Table V uses the two-year pace measurement (pace2) and
provides qualitatively similar results, confirming the validity of our pace measure and the
results provided in Column 1.

Table VI presents descriptive statistics for the distribution of interlocked directors
among firms based on the pace of the firm’s CSR engagement. Table VI shows that
39.63 percent of the fast-paced firms in our sample have at least one director serving on four
or more company boards. On the other hand, 33.5 percent of the steady-paced firms and
35.2 percent of the slow-paced firms have at least one interlocked director serving on their
company boards. Though the results of Table V indicate that the presence of interlocked
directors is negatively related to CSR pace, Table VI shows that fast-paced firms have a
higher percentage of interlocked directors than steady- and slow-paced firms. In other
words, even though interlocked directors do not encourage fast engagement in CSR
activities, Table VI shows that more than a third of the firms that engage rapidly with
CSR activities have interlocked directors serving on their boards. To investigate this idea
further, we test if there is a difference in the efficiency of CSR involvement for fast-paced
firms in the presence and absence of interlocked directors.

Results from Table IV indicate that fast-paced firms experience lower returns from CSR
involvement than slow- and steady-paced firms. However, do all firms experience lower
returns when engaging rapidly in CSR activities? To test this research question, Table VII
presents a regression analysis of our model using industry and year fixed effects. Tobin’s Q,
used as a proxy for firm performance, is regressed on the aforementioned independent
variables. Following Tang et al. (2012), an interaction variable between CSR and the pace of
engaging in CSR is introduced, to test if the pace of adopting CSR activities moderates the
CSR–CFP relationship. Though the coefficient of CSR×Pace is negative, Column 1 shows
that it is insignificant, suggesting that the pace of engaging in CSR activities does not have a
significant impact on the CSR–CFP relationship.

In Columns 2 and 3, the sample is divided into two parts: firms with no director interlocks
(Column 2), and firms with at least one interlocked director (Column 3). For firms with no
interlocks, Column 2 shows that the Pace×CSR coefficient is significantly negative.
Consistent with our hypothesis, this implies that firms with no interlocks experience
negative market returns when they adopt CSR activities at a fast pace. On the other hand,
Column 3 shows that this relationship becomes significantly positive for firms with director
interlocks. According to resource dependency theory, interlocked directors help firms

Slow-paced firms Steady-paced firms Fast-paced firms

Total firms 853 1,706 853
Firms with 0 interlocks 553 1,136 515
Firms withW0 interlock 300 570 338
% firms 0 interlocks 64.8 66.5 60.37
% firms withW0 interlocks 35.2 33.5 39.63
Note: The table shows the distribution of interlocked directors among firms based on a firm’s pace of
CSR engagement

Table VI.
Distribution of

interlocked directors
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acquire valuable resources through their social networks. Although results from Table V
suggest that interlocked directors decrease the pace of CSR engagement, interlocked
directors have the knowledge of how and when to make strategic decisions to increase the
pace of CSR engagement. In other words, firms with high interlocks engage in CSR at a fast
pace only when there is a value-enhancing opportunity that directors identify using their
experience and social networks. On the other hand, when firms with no interlocks engage
rapidly in CSR, it has a detrimental effect on firm performance. In such a case directors have
limited access to outside resources, so engaging in CSR might be an attempt to appease
stakeholder pressure rather than a value-enhancing activity. In Columns 4–6 the same tests
are repeated using the two-year measurement of pace. The results provided by pace2 are
similar to those provided by the three-year measurement, confirming the validity of our
previous measure and results.

Additional sensitivity analysis
Alternative measure for director interlocks
In addition to the interlocks measure provided by the MSCI database, a new measure was
developed and used in the sensitivity analysis section. The resource dependency theory
suggests that independent directors play a significant role in helping firms secure vital
resources that will help them achieve their goals. This is highlighted in the case of
interlocked independent directors as firms appoint such directors to their board due to their
large social network and wide access to resources (Lamb and Roundy, 2016). Therefore,
consistent with previous literature (Cashman et al., 2012; Fich and Shivdasani, 2006), an
interlocked board indicator is created where the indicator takes a value of 1 if more than
50 percent of a firm’s independent directors are considered to be interlocked directors and
0 otherwise. An interlocked director is defined as a director holding three or more
directorships (Ferris et al., 2003; Fich and Shivdasani, 2006). The rationale behind this
measure is that firms with interlocked boards are better prepared for fast CSR involvement
than firms with no board interlocks.

Table VIII displays the result of a year and industry fixed-effect regression of the
independent variables on Tobin’s Q. Table VIII provides results consistent with our
hypotheses and with those displayed earlier in Table VII. Column 1 shows that the
coefficient of CSR×Pace does not have a significant effect on firm performance for our
overall sample. However, when the data are split into firms without interlocked boards
(Column 2) and firms with interlocked boards (Column 3), the results become more
interesting. Column 2 shows that the coefficient of CSR×Pace is significantly negative for
firms without interlocked boards, suggesting that CSR involvement has a negative effect on
firm performance as the pace of CSR engagement increases. On the other hand, for firms
with interlocked boards, the coefficient of CSR×Pace is strictly positive. This suggests that
the presence of a majority of interlocked independent directors has a positive effect on the
relationship between the pace of CSR involvement and firm performance.

Alternative measure for firm performance
In order to improve the robustness of the results presented earlier, we re-perform the tests of
Table VII using ROA as a dependent variable to proxy for a firm’s accounting performance
rather than financial performance. Column 1 of Table IX shows that the interaction
coefficient of CSR×Pace is positive and significant. This suggests that increasing the pace
of a firm’s CSR involvement has a positive effect on the firm’s accounting performance.
In Columns 2 and 3, the data are split into firms without director interlocks (Column 2) and
firms with at least one interlocked director (Column 3). The interaction coefficient of
CSR×Pace is insignificant in Column 2, indicating that increasing the pace of a firm’s CSR
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Tobin’s Q
All observations No interlocked boards Interlocked boards

(1) (2) (3)

CSR 0.1447*** (0.0439) 0.1147** (0.0468) 0.0572 (0.1205)
Pace 0.0784 (0.0538) 0.1277** (0.0595) 0.0093 (0.1492)
CSR×Pace −0.0412 (0.0339) −0.0701* (0.0382) 0.2367** (0.1043)
Firm Size 0.0443*** (0.0145) 0.0642*** (0.0161) −0.0058 (0.0355)
Board Size −0.0196*** (0.0036) −0.0210*** (0.0039) −0.0197* (0.0102)
% Female Dir. 0.0089*** (0.0024) 0.0073** (0.0033) 0.0136*** (0.0039)
R&D 2.8788*** (0.4410) 2.9686*** (0.5117) 2.8684*** (0.7931)
Leverage −0.6105*** (0.1451) −0.5368*** (0.1576) −3.1239*** (0.2845)
Liquidity 0.5920*** (0.1296) 0.4930*** (0.1450) 0.1757 (0.3180)
Growth Potential 3.1574*** (0.3920) 3.1071*** (0.4420) 1.4584 (1.1319)
Constant −5.3808 (18.6666) 2.7995 (20.9166) 3.7848 (46.3429)
Industry dummies Yes Yes Yes
Year dummies Yes Yes Yes
Number of observations 3,412 2,515 897
Number of firms 301 301 301
R2 0.3012 0.2869 0.5642
Notes: The table presents a regression of firm performance on firm and board characteristics. The dependent
variable is Tobin’s Q, used as a proxy for firm performance. Pace is calculated by subtracting a firm’s current
CSR score from its previous three-year average CSR score. An interlocked board indicator where the variable
takes a value of 1 if more than 50 percent of a firm’s independent directors have at least three or more
directorships and 0 otherwise. Robust standard errors are computed following White (1980) to account for
potential heteroskedasticity. *,**,***Significant at the 10, 5 and 1 percent levels, respectively

Table VIII.
Robustness test using
an alternative
measure for
interlocked directors

ROA
All observations Without interlocks With interlocks

(1) (2) (3)

CSR 1.5782*** (0.3966) 2.0307*** (0.4706) 0.1317 (0.7500)
Pace 0.5200 (0.4749) 0.4059 (0.5931) 1.4684* (0.8029)
CSR×Pace 0.8934*** (0.3118) 0.5216 (0.4040) 1.8923*** (0.5308)
Firm Size 0.4527*** (0.1313) 0.5128*** (0.1693) 0.3848* (0.2220)
Board Size −0.1644*** (0.0322) −0.1969*** (0.0398) −0.1367** (0.0576)
% Female Dir. 0.0907*** (0.0224) 0.1267*** (0.0361) 0.0812*** (0.0295)
R&D −51.9160*** (10.2638) −54.7028*** (14.7955) −47.2651*** (12.1071)
Leverage −12.7406*** (1.5786) −11.2289*** (2.0462) −15.5880*** (2.5724)
Liquidity 7.2585*** (1.8607) 8.4663*** (2.2341) 6.0322* (3.4681)
Growth Potential 13.4679*** (3.6715) 12.5879*** (4.2823) 17.6197** (8.4439)
Constant −603.9986*** (181.6349) −721.2032*** (213.4229) −691.0915* (365.7514)
Industry dummies Yes Yes Yes
Year dummies Yes Yes Yes
Number of observations 3,412 2,178 1,234
Number of firms 301 301 301
R2 0.1713 0.1749 0.2092
Notes: The table presents a regression of firm performance on firm and board characteristics. The dependent
variable is a firm’s Return on Assets (ROA), used as a proxy for a firm’s accounting performance. Pace is
calculated by subtracting a firm’s current CSR score from its previous three-year average CSR score.
Robust standard errors are computed following White (1980) to account for potential heteroskedasticity.
*,**,***Significant at the 10, 5 and 1 percent levels, respectively

Table IX.
Robustness test using
an alternative
measure of
performance
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involvement does not lead to better accounting performance for firms with no interlocked
directors. On the other hand, the interaction coefficient CSR×Pace is positive and
significant in Column 3, designating that increasing the pace of CSR involvement can
lead to better accounting performance for firms with interlocked directors.

Though earlier results from Table VII suggest that fast CSR involvement can harm a
firm’s financial performance in the absence of interlocked directors, Table IX shows that this
negative relationship is not realized for a firm’s accounting performance. However, the
results presented in Table IX are still consistent with the fact that increasing the pace of
CSR involvement leads to better returns (based on both Tobin’s Q and ROA) in the presence
of interlocked directors.

Conclusion
This study proposes that director interlocks moderate the pace and efficiency of CSR
activities. Preliminary findings indicate that the presence of interlocked directors
enhances the possibility of engaging in CSR activities at a slow or steady pace, but not at a
fast pace. However, in some cases, interlocked directors are found to be positively
correlated with increasing the pace of CSR involvement. Further analysis shows that
when CSR pace increases in the presence of interlocked directors, it has a positive effect on
firm performance. On the other hand, pace is negatively related to firm performance
for firms with no director interlocks. This suggests that firms with interlocked directors
are able to identify value-enhancing CSR activities and will only increase the pace of their
firms’ CSR engagement when value-enhancing opportunities are present. On the other
hand, in the absence of interlocked directors, firms increase their CSR engagement as a
window-dressing device to appease stakeholder pressure, resulting in a negative effect on
firm performance.

These results are consistent with the notion that interlocked directors gain valuable
experience from serving on several boards and show a heightened awareness when setting
the strategies for CSR engagement. Given the changing regulatory environment, the
influence of interlocked directors is expected to increase (Shropshire, 2010). The significance
of interlocked directors arises from the fact that environmental investments are costly and
their returns are uncertain. Interlocked directors provide trustworthy information regarding
environmental investments, and thus decrease any possible uncertainty related to these
activities. Accordingly, firms should match their board composition with their
environmental needs. Overall, despite the increasing awareness of CSR, corporations
still have to seek socially responsible activities that can maximize firm value to keep
their shareholders content. The consequences of director interlocks on a firm’s strategic
decisions are demonstrated by the directors’ heightened ability to acquire resources and find
value-maximizing opportunities. In addition, interlocking companies enjoy smooth
information flow and communication through their connectedness, which limits the costs
of experimentation and learning (Haunschild, 1993).

The results of this paper are of particular interest to managers and policymakers.
Findings suggest that interlocked directors play a significant role in moderating the
relationship between CSR engagement and firm performance. Though the literature
posits that CSR activities are positively related to long-term sustainability, firms
should not engage in CSR activities rapidly when facing pressure from their stakeholders.
Rapid CSR engagement at a pace exceeding a firm’s absorptive capacity can have a
detrimental effect on firm performance, in the absence of interlocked directors.
Instead, firms should appoint interlocked directors to their boards based on their specific
social and environmental needs. In turn, these directors can help set the firm’s CSR
engagement strategy and find value-enhancing CSR activities that would help maximize
shareholder wealth.
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