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Research summary: Building on economic geography and institutional theory, we develop and
test theory relating geographic variables to the strength of corporate social responsibility (CSR)
engagement and the cost of equity capital. For a large sample of U.S. firms over the period
1998–2009, we find strong and robust evidence that firms located in areas characterized by high
levels of local CSR density score higher in CSR engagement. In addition, firms located close to
major cities and financial centers exhibit higher CSR engagement compared to firms located in
more remote areas. Moreover, the effect of CSR engagement on reducing equity financing costs is
even greater for firms in high CSR density areas than for firms in low CSR density areas.

Managerial summary: Does the location of CSR engagement by firms affect the strength of
CSR engagement by their neighbors? Does the geography of engagement have an impact on
financial performance? Our findings show that a firm’s CSR engagement increases in areas where
there is dense CSR engagement and when it is located near large cities. In these areas, norms,
values, and knowledge related to CSR are transmitted to firms through face-to-face meetings and
frequent social interactions with groups such as peers, labor unions, news media, universities,
and community organizations, which tend to be concentrated in large cities. Our findings further
highlight that CSR engagement reduces equity financing costs for firms in areas where CSR is
widely practiced. Copyright © 2015 John Wiley & Sons, Ltd.

INTRODUCTION

Location, location, location: It is well established
that location is an important factor in various pro-
fessional contexts and decision-making scenarios,
including real estate, where it is recognized as
the number one rule and universal mantra for real
estate agents across the globe. But does it matter
for CSR? Extant literature has not addressed the
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role of location in CSR. But it should. The city of
Toronto has been described in the Canadian busi-
ness press as “a hotbed for corporate responsibility”
with numerous companies, research centers, NGOs,
consulting firms, and industry groups focused on
the issue (Canadian Business, 2010). Minneapo-
lis has earned a reputation as a philanthropy pow-
erhouse because of the charitable contributions of
local corporations. Even in the nineteenth century,
the importance of location is evidenced in the Ruhr
region of Germany, which innovated private welfare
programs for employees (McCreary, 1968).

Unfortunately, in an increasingly globalized
and interconnected world, strategic management
researchers often underestimate the importance
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of location and community in understanding
corporate social responsibility (CSR) engagement
and its consequences. Conventional wisdom argues
that CSR engagement is a function of either
profit-maximizing behavior (McWilliams and
Siegel, 2001), institutional pressures (Campbell,
2007), or managerial cognition (Muller and Kolk,
2010). Despite a few important exceptions (e.g.,
Galaskiewicz, 1997; Marquis, Glynn, and Davis,
2007), this literature treats space and the co-location
of firm social action as largely unproblematic, as if
communication and the transmission of information
regarding CSR engagement occurred without cost
in a frictionless world.

Given that the transmission of information can be
quite costly (Von Hippel, 1994) and that proxim-
ity facilitates the flow of information, values, and
norms (Oliver, 1991), we seek to advance theorizing
about location and CSR engagement. Specifically,
we build on the concepts of local density and prox-
imity by drawing on the emerging literature on the
geography of strategy as well as on insights from
institutional theory (Sorenson and Baum, 2003),
and analyze how firm location affects CSR engage-
ment and subsequent economic outcomes.

Our focus on local density and proximity to major
cities and financial centers begins to answer the
call of Sorenson and Baum (2003) for research that
examines the relation between geography and strat-
egy. In particular, we ask the question: How do
local density and proximity to major cities influ-
ence CSR engagement and economic outcomes,
such as the cost of equity capital? While prior
research deals with the determinants of CSR adop-
tion (Muller and Kolk, 2010) and the link between
CSR and financial performance (Orlitzky, Schmidt,
and Rynes, 2003), we shift focus and move the
CSR literature forward in three ways. First, we
examine the effects of CSR density. We propose
that as the density of nearby firms engaging in
CSR increases, the focal firm’s CSR engagement
increases through knowledge spillovers as well
as through institutional pressures for legitimation.
Second, we emphasize the importance of these
knowledge spillovers and institutional pressures for
CSR engagement by firms that are located in or
near major cities and financial centers. Third, we
examine the implications of CSR geography on a
relatively understudied aspect of firm financial per-
formance, which is nevertheless central to deci-
sion making about long-term investments—the cost
of equity capital. We argue that the impact of

CSR engagement in reducing equity financing costs
identified by other researchers (El Ghoul et al.,
2011; Sharfman and Fernando, 2008) is even greater
for firms located in high CSR density areas than for
firms located in low CSR density areas.

For a sample of 13,808 U.S. firm-year obser-
vations from 1998 to 2009, we provide strong
statistical evidence that firms located in areas of
high CSR density are more likely to experience
higher levels of CSR engagement. In addition, firms
located in close geographic proximity to major
cities and financial centers are likely to exhibit
higher CSR engagement than more remote counter-
parts. These results hold after controlling for other
firm-, county-, and, state-specific determinants as
well as industry and year fixed effects. Our results
are robust to using alternative geographic location
measures, various CSR proxies, and different
estimation techniques. Furthermore, the effect of
CSR engagement on reducing equity financing
costs is even greater for firms in high CSR density
areas than for firms in low CSR density areas.

THEORY AND HYPOTHESIS
DEVELOPMENT

Despite some advances in defining CSR, the
concept remains controversial and contested, to the
extent it has been called “a tortured concept” (God-
frey and Hatch, 2007: 87). We step gingerly into
this definitional morass by following McWilliams
and Siegel (2001: 117), who define corporate
social responsibility as “actions that appear to
further some social good, beyond the interests of
the firm and that which is required by law.” Our
focus is on specific actions, activities, policies,
and practices. We follow the usage of Godfrey,
Merrill, and Hansen (2008) by referring to these
actions as CSR engagement. The level of CSR
engagement varies along a continuum from low
to high engagement. Engagement increases as it
becomes more substantial in both the quality and
quantity of activities (Godfrey et al., 2008).

As a baseline, we begin with a strictly ratio-
nal view that argues that the level of CSR engage-
ment depends solely on the costs and benefits of
such engagement (McWilliams and Siegel, 2001).
From a pure theory of the firm perspective, one
would expect that a firm’s CSR engagement would
be independent of the CSR engagement of other
nearby firms. Each firm would undertake its own
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cost-benefit calculus in order to decide the level
of its CSR engagement. In contrast, we argue that
geography alters the baseline approach for two rea-
sons. First, the density of firms engaging in CSR
and the firm’s proximity to major cities and financial
centers alters the costs and benefits through knowl-
edge spillovers, and thus, affects the level at which
rational managers choose to engage in CSR. Sec-
ond, density and proximity affect the institutions
and legitimating pressures to which firms are sub-
ject. In short, density and proximity influence the
incentives and constraints set by different institu-
tional arrangements.

In this section, we examine how density and
proximity contribute to CSR engagement through
pressures for both efficiency and legitimacy. We
then consider the impact of density on the cost
of equity capital by looking at CSR density as a
moderating variable.1

Local CSR density

We argue that high CSR engagement by nearby
firms generates advantages that increase the focal
firm’s CSR engagement. In order to understand
CSR engagement in areas characterized by high
concentrations of firms similarly engaged, we
employ the concept of local CSR density.
We borrow from Sorenson and Audia (2000)
to define local CSR density as the spatial distribu-
tion of CSR engagement by firms around the focal
firm as determined by the location of its headquar-
ters. Our approach captures both the location and
level of CSR engagement by surrounding firms. As
the number of firms active in CSR engagement in
the local area surrounding the focal firm increases,
or as the level of their engagement increases, local
CSR density increases.

The density of nearby firms engaging in CSR
plays a vital role in strengthening the focal
firm’s CSR engagement through both knowledge
spillovers and institutional pressures. According to
Oliver (1991: 171), increased density “facilitates
the voluntary diffusion of norms, values, and
shared information.” Thus, density will alter both

1 We also considered the moderating effect of proximity to major
cities and financial centers on CSR engagement and cost of equity
capital. Based on research by El Ghoul et al. (2011) and El
Ghoul et al. (2013), it is relatively straightforward to conclude that
distance and CSR engagement also interact. Although we do not
develop such a hypothesis here, we do find such an effect in data,
which we do not report, but would be happy to provide on request.

efficiency considerations as costs and benefits
change due to information sharing as well as ideas
about appropriate behavior due to shared norms and
values (Kennedy and Fiss, 2009). Our argument
examines both of these effects through the concepts
of knowledge spillover and legitimacy.

A knowledge spillover refers to the concept that
“investments in knowledge creation by one party
produce external benefits by facilitating innovation
by other parties” (Jaffe, Trajtenberg, and Fogarty,
2000: 215). Spillovers occur through the exchange
of ideas among the employees of different organiza-
tions. Tacit knowledge is often only transmitted by
face-to-face contact among the parties (Storper and
Venables, 2004). Shared through stakeholder-firm
or inter-firm interaction, tacit knowledge is critical
for the adoption and implementation of CSR strat-
egy, as it is for any complex managerial practice
(Miles, Munilla, and Darroch, 2006).

Certainly, many CSR activities involve explicit,
codified knowledge as exemplified by the new
ISO 26000 CSR guidance standard. However,
many CSR activities also involve tacit knowl-
edge. Researchers have identified the role of tacit
knowledge in pollution prevention (Hart, 1995),
emergency management (Boiral, 2002), stake-
holder dialogue (Sharma and Vredenburg, 1998),
and processes for greening supply chains (Vachon
and Klassen, 2006).

High CSR density should lead to increased
spillovers of tacit knowledge, which reduce the
costs of CSR engagement for at least three reasons.
First, knowledge spillovers depend on the existence
of a qualified pool of labor (Sorenson and Baum,
2003). Employee mobility within a region means
that they are more likely to move from one firm to
another taking their knowledge and experiences to
other firms. As CSR density increases, employees
are more willing to make specialized investments in
human capital, such as those skills related to acquir-
ing tacit CSR knowledge because they can redeploy
their specialized human capital more easily in alter-
native employment opportunities (Rotemberg and
Saloner, 2000). Thus, tacit CSR knowledge is more
likely to be transmitted from one firm to another as
employee mobility increases.

Second, as CSR density increases, the frequency
of social interaction among managers with interest
in CSR will increase as a result of common mem-
bership and participation in community organiza-
tions and activities as well as residence in the same
neighborhoods (Pouder and St. John, 1996). Greater
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interaction permits the spread of ideas through word
of mouth (Jaffe et al., 2000), which can gener-
ate knowledge that may enhance CSR engagement
(Tallman et al., 2004).

Finally, several observers have noted that
firms increasingly compete on the basis of social
initiatives (Bagnoli and Watts, 2003; Hess, Rogov-
sky, and Dunfee, 2002). Competition among
proximately-located firms permits a wide range
of experimentation and variation, which enhances
knowledge generation and firm performance
(Maskell, 2001). High concentrations of firms
allow managers to observe, match each other, and
innovate in order to position their firms ahead
of their peers across industries within a given
community (Bertels and Peloza, 2008). Thus, high
CSR density leads to enhanced opportunities for
learning, which generates higher levels of CSR
engagement by the focal firm.

Taken together, high local CSR density increases
the availability of a specialized labor pool, the inter-
action of managers in the community, and CSR
competition, which can all generate opportunities
for knowledge spillovers (Maskell, 2001). Knowl-
edge spillovers facilitate learning, and thus, reduce
the costs of CSR engagement. As the costs of CSR
engagement decline, such engagement increases,
other factors being equal (McWilliams and Siegel,
2001).

In addition to this efficiency argument based
on knowledge spillovers, institutional theorists
and organizational ecologists argue that increased
density augments the legitimacy of practices,
which should enhance their adoption (Greve, 2002;
Haveman, 1993). We extend this logic to CSR
by arguing that rising CSR density increases the
legitimacy of CSR practice, and thus, enhances its
engagement by the focal firm (e.g., Sine, Haveman,
and Tolbert, 2005).

Legitimacy has been defined as “a generalized
perception… that the actions of an entity are
desirable… or appropriate within some socially
constructed system of norms, values, beliefs, and
definitions” (Suchman, 1995: 574). As the density
of organizational practices increases, they become
more widely accepted and taken for granted. Specif-
ically, density enhances the cognitive legitimacy
of the practice (Sine et al., 2005), which means
that practices are largely unquestioned as firms
become nested within an increasingly homogenous
area, replete with shared scripts and understandings
(Kraatz and Block, 2008). As a practice becomes

more prevalent, it gains acceptance, and hence,
becomes more institutionalized and legitimate. As
a practice becomes more legitimate, its adoption
and implementation should also increase.

In the case of CSR engagement, we expect
that the relationship between CSR density and
CSR engagement would be positive. The mecha-
nism through which cognitive legitimation occurs is
mimetic isomorphism (Greve, 1998), which refers
to the process of imitation in which managers
engage when dealing with uncertainty about the
relationship between means and ends (DiMaggio
and Powell, 1983). Mimetic isomorphism is facil-
itated by density because managers imitate prac-
tices that they can easily observe (Greve, 1998),
especially those that involve explicit knowledge,
which is readily codified. For example, in the con-
text of corporate philanthropy, Galaskiewicz and
Wasserman (1989) showed that managers in the
Minneapolis–St. Paul area watched their counter-
parts at nearby firms for guidance with respect to
decisions about potential beneficiaries and the level
of corporate contributions. The engagement of CSR
practice by neighboring firms reduces uncertainty
about its appropriateness for the focal organization.

These forces for isomorphism, whether driven
by pressures for efficiency or legitimacy, reinforce
each other (Kennedy and Fiss, 2009; Orru, Biggart,
and Hamilton, 1991), especially in areas such as
CSR engagement (Useem, 1988), which involves
both tacit and explicit knowledge, and where both
efficiency and institutional considerations play a
role in managerial decision making (Campbell,
2007). In terms of CSR engagement, both sets of
pressures lead to a similar conclusion—that a focal
firm will increase its CSR engagement based on the
density of nearby firms that are highly engaged in
CSR. Hence, we propose:

Hypothesis 1: The greater the local CSR density,
the higher the CSR engagement of the focal firm.

Proximity to major cities and financial centers

By geographic proximity we mean simply “the spa-
tial or physical distance between economic actors”
(Boschma, 2005: 69). The main mechanism behind
proximity that generates influence is face-to-face
contact (Storper and Venables, 2004). Similar to
CSR density, geographic proximity of the firm to
major cities and financial centers engenders impor-
tant knowledge spillovers for firms (Jacobs, 1969)

Copyright © 2015 John Wiley & Sons, Ltd. Strat. Mgmt. J., 37: 2050–2070 (2016)
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and enhances institutional pressures for legitima-
tion (Marquis et al., 2007). In the prior section, we
focused on how density altered the costs and bene-
fits of CSR engagement via knowledge spillovers
among firms engaged in CSR and the appropri-
ateness of CSR engagement among firms. Here,
we examine how proximity to large cities and
financial centers generates knowledge spillovers
between the firm and its local stakeholders as well
as alters institutional pressures through community
isomorphism.

Our theory deals specifically with proximity to
large cities and financial centers, not any urban
area. Richard Florida (1995) suggests that learning
regions tend to be between 5 and 20 million inhab-
itants. Among other things, these regions require
access to capital and infrastructure, such as highly
qualified human resources. His research on talent
focuses on dynamic cities and regions in the United
States where bohemian culture exists, particularly
cities with populations of over 700,000 inhabitants
(Florida, 2002).

The advantages of proximity to large cities
are generated by urbanization economies
(Malmberg and Maskell, 2002). Originally,
urbanization economies were used to understand
the firm’s decision to locate in a given area. Jane
Jacobs (1969) argued that knowledge spillovers
frequently occurred between firms of different
industries, so that cities with a very diverse indus-
trial base tended to be very attractive for firm
location. Today, firms weigh the vibrancy of a city
in terms of its creativity, availability of inputs, and
cultural life because talented people are attracted
to such places (Florida, 2002). In such vibrant
cities, knowledge spillovers occur not only among
firms from different industries, but also among
organizations of different types (profit, nonprofit,
government, academic) (Carlino, Chatterjee, and
Hunt, 2007). In their study of U.S. cities, Glaeser
et al. (1992) found substantial evidence that urban
variety fosters knowledge spillovers and economic
growth.

Major cities and financial centers are also impor-
tant for CSR engagement. CSR engagement tends
to be located mostly near corporate headquarters
(Marquis et al., 2007), which are generally located
near or in major cities and financial centers due to
the availability of diverse factor inputs (suppliers
and labor) (Davis and Henderson, 2008). Similarly,
NGOs, labor unions, news media, universities, and
trade associations tend to be headquartered near or

in major cities (Taylor, 2005). Consequently, man-
agers and stakeholders near large cities enjoy the
possibility of personal contact. In fact, there exists a
symbiotic relationship between firms and nonprof-
its, so that the density of corporations also fosters
the growth of nonprofits focused on social welfare
or elite-oriented cultural and educational interests
(Marquis, Davis, and Glynn, 2013).

An efficiency view of CSR argues that geo-
graphic proximity to major cities and financial cen-
ters alters the costs and benefits associated with
CSR engagement in two ways. First, it reduces the
cost of access to inputs for the development of CSR
activity. Large city centers provide concentrations
of potential support services, such as media, law,
and accounting (Klier and Testa, 2002), which can
enable firms to obtain cost advantages in access-
ing information related to CSR. Given the condi-
tion of information asymmetry that exists between a
firm and its stakeholders (Crilly, Zollo, and Hansen,
2012), face-to-face contact provides motivation to
increase the quantity and quality of communica-
tion as conduct is easily visible (Storper and Ven-
ables, 2004). As a result, managers and stakeholders
located in or near large cities are able to econo-
mize on information costs, and thus, exchange and
analyze information more easily than managers and
stakeholders that are more dispersed and located at
a distance.

Second, geographic proximity of the focal firm
to large cities and financial centers also facilitates
the generation of knowledge spillovers between
the firm and stakeholders. The ability of man-
agers to develop solutions that create shared eco-
nomic, environmental, and social value depends
critically on their proximity to suppliers, distrib-
utors, and community organizations (Porter and
Kramer, 2011), many of which are also located
near large cities and financial centers (Taylor, 2005).
Knowledge spillovers among members of these
firms and other organizations enable managers to
learn, adapt, experiment, and improve their CSR
engagement.

We might think that the ubiquitous access to
information via social media and the internet would
tend to equalize the possible advantages of major
cities and financial cities vis-à-vis more remote
areas, but it is tacit knowledge, shared through
firm-stakeholder interaction, which is especially
important for the implementation of CSR engage-
ment or any kind of complex managerial practice
(Leamer and Storper, 2001; Miles et al., 2006).

Copyright © 2015 John Wiley & Sons, Ltd. Strat. Mgmt. J., 37: 2050–2070 (2016)
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Proximity to major cities and financial centers not
only provides firms with economic advantages in
responding to stakeholders, but also increases insti-
tutional forces for legitimation through community
isomorphism, which is defined as “the resemblance
of a focal corporation’s social practices to those
of other corporations within its geographic com-
munity” (Marquis et al., 2007: 926). Strong nor-
mative and cultural institutions in the community
help motivate socially responsible behavior (Camp-
bell, 2007). In their analysis of the impact of com-
munity isomorphism on corporate social action,
Marquis et al. (2007) identify a number of factors
that increase community isomorphism, including
both the networks of relationships between firms
and local NGOs and nonprofits as well as the devel-
opment of organizational infrastructure, especially
the existence of community foundations and elite
business groups.

In addition, firms located near major cities come
under intense scrutiny and institutional pressure for
improved CSR, which is communicated directly by
nearby stakeholders, including socially-responsible
investors, employees, customers, and the local com-
munity, in social, civic, and business meetings as
well as through the press (Bertels and Peloza, 2008).
Proximity to major cities also leads to greater mon-
itoring of corporate behavior and mobilization by
civil society to change corporate behavior when
necessary (Stradling and Tarr, 1999). This monitor-
ing and threat of mobilization within cities leads to
greater CSR engagement (Campbell, 2007).

In summary, proximity to large cities reduces
costs, increases benefits, and increases commu-
nity isomorphism, which combine to increase CSR
engagement. So we propose:

Hypothesis 2: Firms located in geographic prox-
imity to major cities and financial centers have
greater CSR engagement than their more remote
counterparts.

Cost of equity capital

What are the implications of the unusual condi-
tions based on CSR density and CSR engagement
for the cost of equity capital? We focus on equity
financing for two reasons. First, the cost of equity
is the rate of return required by equity investors
given their perception of a firm’s riskiness. If the
perceived riskiness of firms that engage in CSR
differs with respect to firms that do not, then we

should find that equity pricing varies systematically
with CSR engagement. We choose to employ the
cost of equity as opposed to value measures such
as Tobin’s Q because this latter measure includes a
firm’s growth opportunities, whereas cost of equity
does not. Second, the cost of equity measures exter-
nal equity financing costs, and as such, influences
both investment and financing decisions (Shleifer
and Vishny, 2003). As a decisive factor in the val-
uation of long-term investments, the cost of equity
provides a powerful means to determine the costs
and benefits of CSR engagement in areas character-
ized by high CSR density.

Prior research supports the hypothesis that CSR
engagement reduces the cost of equity financing (El
Ghoul et al., 2011; Sharfman and Fernando, 2008).
Firms located near major cities and financial cen-
ters could consider CSR engagement irrelevant to
the cost of equity given that they have preferen-
tial access to cheap equity financing in any event
(El Ghoul et al., 2013). These findings reinforce the
importance of analyzing economic outcomes stem-
ming from CSR density since firms near major cities
and financial centers benefit from lower financ-
ing costs even when they do not engage in social
activities. Hence, we explore the moderating effect
of CSR density on the relationship between CSR
engagement and the cost of equity capital.

While firms that are highly engaged in CSR
benefit from lower financing costs, we argue that
CSR density has a moderating effect translating into
tangible rewards for high CSR firms located in areas
with high CSR density in the form of even lower
equity financing. Indeed, using a financial lens, El
Ghoul et al. (2011) suggest that firms with higher
CSR engagement exhibit cheaper equity financing
via three mechanisms: lower perceived riskiness,
a higher investor base, and better social disclosure
standards. We explain these mechanisms and then
use an institutional theory lens to argue that these
effects are moderated by CSR density.

First, CSR engagement lowers the perceived
riskiness of a firm. Environmental management,
for example, reduces the likelihood of a firm
experiencing a major crisis that could entail high
costs for the firm (Sharfman and Fernando, 2008).
Managers see the value of CSR as a tool to man-
age risk, noting that firms with higher CSR engage-
ment have lower idiosyncratic risks that are, in turn,
reflected in lower loan spreads (Goss and Roberts,
2011). This result is supported by literature that
posits that socially irresponsible firms face greater

Copyright © 2015 John Wiley & Sons, Ltd. Strat. Mgmt. J., 37: 2050–2070 (2016)
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reputational and litigation risks than their more
responsible counterparts (Hong and Kacperczyk,
2009).

Second, firms with higher CSR engagement also
exhibit cheaper equity financing because they are
associated with a larger investor base (El Ghoul
et al., 2011). Socially conscious investors indeed
prefer not to include irresponsible firms in their
investment portfolios. Polluting firms, for example,
have a very small investor base as do other “sin”
companies, including alcohol and tobacco compa-
nies (Hong and Kacperczyk, 2009). “Sin” com-
panies are perceived as high risk by default and
have to offer their investors higher expected returns
to compensate for the lack of risk-sharing (Hong
and Kacperczyk, 2009). Greater CSR engagement
therefore increases the relative size of a firm’s
investor base and lowers the cost of capital (Merton,
1987).

Third, CSR engagement is associated with
improved disclosure standards, and hence, lower
cost of equity capital through a reduction in agency
and information asymmetry problems. Firms with
high CSR engagement generally want to project
their positive image to stakeholders, and thus,
tend to disclose more information (Dhaliwal et al.,
2011). Conversely, firms with low CSR engagement
tend to be quieter and receive less coverage from
analysts (Hong and Kacperczyk, 2009). Transpar-
ent and timely information disclosure is reassuring
to investors, who, in turn, are more likely to invest
in these firms due to reduced perceptions of risk
and agency problems.

We argue that the benefits of lower perceived
riskiness, a higher investor base, and better social
disclosure standards are strengthened by high CSR
density because actors accord greater legitimacy
to CSR engagement in areas where high CSR
engagement characterizes local firms (Marquis
et al., 2007). Let us examine this moderating effect
more closely.

First, with respect to lower perceived riskiness,
given the preference of investors for local firms
(Coval and Moskowitz, 1999), investors located
in areas characterized by high CSR engagement
likely accord even greater legitimacy to local firms
engaged in CSR. To the extent such investors see
CSR engagement as legitimate, they will perceive it
as less risky (Bansal and Clelland, 2004) and reduce
the return they require on investment (El Ghoul
et al., 2011). We therefore expect that investors in
high CSR density areas will invest in local firms

with high CSR engagement at a greater rate, thus
reducing the cost of equity capital for those firms,
than will investors in low CSR density areas who do
not accord the same legitimacy to CSR engagement.

In terms of the investor base, firms located in
areas with high CSR density will enjoy a larger
investor base if they are actively engaged in CSR
than those firms located in areas with low CSR
density that are similarly engaged. Since investors
in areas with high CSR density attribute greater
legitimacy to CSR engagement, they are more
likely to invest in responsible firms, increasing the
investor base of these firms, and refrain from invest-
ing in irresponsible firms. The result is that the
cost of equity capital will decrease for respon-
sible firms, but increase for irresponsible firms.
In areas of low CSR density, investors are less
likely to care about CSR engagement by local
firms and will neither reward nor punish responsi-
ble/irresponsible conduct in the return they require
on equity investment. Consequently, other things
being equal, highly engaged firms located in areas
with low CSR density will not have a significantly
larger investor base than less engaged firms and thus
will not see any material difference in their cost of
equity.

Finally, firms with better social disclosure will be
perceived more positively by investors who accord
legitimacy to such practices than by investors who
are indifferent. Investors in areas characterized by
low CSR density are less likely to view a similar
level of social disclosure as desirable and will not,
therefore, associate social disclosure with lower lev-
els of risk. Given the likely differences in investors
in high versus low CSR density areas, the impact
of the same level of disclosure on the cost of equity
capital will likely be greater for firms in high CSR
density areas.

In summary, firms with high CSR engagement
located in areas of high CSR density benefit from
local investors who are more likely to view the
firm’s CSR engagement as legitimate. As a result,
these investors see the firm as less risky, favor its
higher social disclosure standards, and increase its
investor base, thus requiring a lower return on their
investment. Hence, we propose:

Hypothesis 3: The impact of CSR engagement
on reducing equity financing costs is greater for
firms in high CSR density areas than for firms in
low CSR density areas.

Copyright © 2015 John Wiley & Sons, Ltd. Strat. Mgmt. J., 37: 2050–2070 (2016)
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Near and Dear? The Role of Location in CSR Engagement 2057

RESEARCH DESIGN

Sample construction

To arrive at a sample that would help us understand
the relationship between CSR and geographic loca-
tion, we began by integrating three databases: (1)
Compustat North America, which provides indus-
try affiliation, the firm’s headquarter (state and
county code), and financial data; (2) the U.S. Census
Bureau’s Gazetteer city files, which provide lati-
tude and longitude data needed to measure distance
between each pair of firms; and (3) KLD STATS
(KLD), created and maintained by KLD Research &
Analytics, Inc., which provides CSR data. We retain
firms with sufficient available data to construct the
CSR and control variables. This procedure yields a
final sample of 13,808 firm-year observations that
include 2,275 unique firms from 1998 to 2009.

Regression variables

CSR engagement

KLD STATS is the primary data source we rely
on to quantify and stipulate CSR measures. The
CSR-related items of KLD STATS are classified
into two main categories: controversial business
areas and qualitative issue areas. A set of strengths
and concerns for each of the qualitative issue
areas is given a binary (1/0) rating. Qualitative
issue areas include: the community, corporate
governance, diversity, employee relations, the envi-
ronment, human rights, and product characteristics.
Although some researchers have used a composite
measure equal to the number of strengths minus
the number of concerns (El Ghoul et al., 2011),
we only consider CSR strengths because of prior
research that indicates that the KLD strengths and
concerns are distinct constructs (Strike, Gao, and
Bansal, 2006). Most importantly, our hypotheses
are framed in terms of CSR engagement, which
presupposes actions designed to further some
social benefit. These activities are closely related to
CSR strengths. We omit corporate governance as
CSR engagement does not cover agency conflicts
between managers and stockholders. We also
omit product characteristics, which are tied more
directly to economic value than the other issue
areas.

A review of the KLD indicators suggests that
some of the specific indicators deal with codi-
fied knowledge and may be easily imitated, while

others involve tacit knowledge that may be sub-
ject to knowledge spillovers and the learning they
induce. The KLD indicators consist of a mix of per-
formance impacts and adoption of CSR practices.
Data for each of the underlying indicators are not
available. Consequently, it is not feasible to clas-
sify the indicators according to the tacit or codified
knowledge they embody. For the interested reader,
a complete description of the KLD social issue
ratings can be found in Appendix A of Scholtens
(2008).

Firm location

Consistent with Davis and Henderson (2008),
we argue that the base of information exchange
between a firm and its stakeholders is its head-
quarters. Following Coval and Moskowitz (2001),
we use a firm’s headquarters to code its location.
We employ three primary measures of firms’
geographic location, which are later complemented
with several alternative proxies in sensitivity
analyses.

Similar to Christoffersen and Sarkissian (2009),
we take into account the role of financial centers
first. We accomplish this by isolating the cities of
Boston, Chicago, Los Angeles, New York, Philadel-
phia, and San Francisco for having the largest num-
ber of financial intermediaries. These cities are also
among the most populous cities in the United States.
These six financial centers form the basis of three
proxies: (1) Distance is the log of the distance from
the corporate headquarters to the center of the near-
est financial center measured in kilometers2; (2)
Distance <100 km is a dummy variable that equals
1 if the firm is headquartered within 100 km of the
center of the nearest financial center and 0 other-
wise; (3) Distance <250 miles is equal to 1 if the
firm is situated within 250 miles of the center of the
nearest financial center, and 0 otherwise.3

2 We use the Great Circle Distance Formula to compute the
distance d(a,b) in kilometers between two points, a and b: d(a,
b)= arcos[cos(a1)cos(a2)cos(b1)cos(b2)+ cos(a1)sin(a2)cos(b1)
sin(b2)+ sin(a1)sin(b1)]·r, where a1 and b1 (a2 and b2) are the
latitudes (longitudes) of the points a and b, respectively, and r is
the radius of the earth.
3 Coval and Moskowitz (2001) and Malloy (2005) use a radius
of 100 km, while Ivković and Weisbenner (2005) use a radius of
250 miles. Ivković and Weisbenner (2005) argue that 250 miles is
a feasible daily round trip by car. Local media usually report on
events within this distance. We include 100 km as a robustness
test. If results are also significant at 250 miles, this would suggest
that 100 km was a conservative cutoff.

Copyright © 2015 John Wiley & Sons, Ltd. Strat. Mgmt. J., 37: 2050–2070 (2016)
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2058 B. W. Husted, D. Jamali, and W. Saffar

Local CSR density

We measure localized CSR density, rather than any
kind of density. Localized CSR density deals with
the density of firms engaging in CSR activities.
We adapt an indicator developed by Sorenson and
Audia (2000: 434).

CSR Densityit =
∑

j

CSRjt(
1 + dij

)

i refers to the focal firm at time t, j refers to all
other firms. CSRjt is the CSR engagement score
for firm j at time t, d is the distance between firm
i and firm j. This measure takes into account the
density of firms with high CSR engagement scores.
This weighted density score is superior to density
measures based on simple counts of firms in a
given jurisdiction, which omit firms that lie outside
an arbitrary jurisdictional boundary, even when
they are close to it. Our weighted density measure
resolves this problem (Stuart and Sorenson, 2003).
This measure increases if the number of nearby
firms engaged in CSR increases or if the level of
engagement increases.

Control variables

We control for different variables at the firm, county,
and state levels, shown to impact CSR (e.g., Ioannou
and Serafeim, 2012; Surroca and Tribo, 2008). For
the firm-level variables, we control for the financial
structure using the ratio of long-term debt to assets
(Debt ratio), firm size measured by the natural
logarithm of total assets (Firm size), profitability
using the ratio of net income to total assets (ROA),
growth opportunities by including the sales growth
rate (Sales growth), the level of intangible assets
using the ratio of intangible assets to total fixed
assets (Intangible assets ratio), the market to book
ratio (Market to book ratio), the ratio of dividends
to total assets (Dividend ratio), firm age using the
logarithm of its age since its founding (Firm age),
and the ratio of total fixed assets to total assets
(Fixed assets ratio).

In addition, we consider state- and county-level
control variables. We first control for corruption
(Corruption) at the state level and second for educa-
tion (Education) and median income (Income) at the
county level. Ioannou and Serafeim (2012) find that
corporate social performance is lower in highly cor-
rupt countries and higher in countries with skilled

human capital. We proxy for corruption at the state
level using the number of per capita corruption con-
victions of local, state, and federal officials (see
also Butler, Fauver, and Mortal, 2009). The data
are available from the U.S. Department of Justice’s
Public Integrity Section. We proxy for the educa-
tion level and availability of skilled human capital
by using the population with a bachelor’s degree or
higher in a county divided by the total population
of the county in which the firm is located. Income
is equal to the natural logarithm of the median
household income of the county in which the firm
is located. We control for income given that CSR
engagement can be related to poverty alleviation.
The data are available from the Census Bureau.

Descriptive statistics

Panel A of Table 1 shows the mean, median,
standard deviation, minimum and maximum values
for our key regression variables. The results show
that 40 percent of the firms in our sample are located
within 100 km of the six largest financial centers
in the United States, and 55 percent of the firms
in our sample are located within 250 miles of the
six largest financial centers in the United States.
These statistics indicate that firm location is not
homogeneous and is nearly balanced across our
sample, and confirm that a cross-state analysis is
appropriate for our investigation. These statistics
also dispel any concern that our evidence is driven
by data specification. In terms of firm-specific
characteristics, the results show that our sample
includes small and large firms, old and young firms,
as well as high and low leverage firms.

Panel B of Table 1 provides the correlation
coefficients between the firm’s location variables,
CSR, and various control measures. In general, CSR
is significantly positively correlated with the density
variable, firm size, profitability, market to book
ratio, firm age, dividend level, and fixed assets, and
significantly negatively related to Distance, sales
growth, intangible assets, and the level of education
and income at the county level. Consistent with
our expectations, the analysis indicates that firms
in remote areas are associated with lower CSR
activities and firms located in areas of high CSR
density are associated with higher CSR engagement
scores. Figure 1 confirms this finding and shows
that the average firm CSR engagement, for each
longitude and latitude point in our study, is greater
in locations close to the major cities and financial

Copyright © 2015 John Wiley & Sons, Ltd. Strat. Mgmt. J., 37: 2050–2070 (2016)
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Near and Dear? The Role of Location in CSR Engagement 2059

Table 1. Descriptive statistics and Pearson correlation coefficients

Panel A: Descriptive statistics of key regression variables
Mean Median Std. deviation Min Max

CSR 1.32 1.00 1.97 0.00 19.00
Distance 4.89 5.63 2.28 0.00 8.26
Distance <100 km 0.40 0.00 0.49 0.00 1.00
Distance <250 miles 0.55 1.00 0.50 0.00 1.00
CSR density 32.34 14.96 46.02 0.25 213.20
Firm size 7.30 7.15 1.55 3.82 12.13
ROA 0.13 0.13 0.09 −0.54 0.43
Debt ratio 0.19 0.17 0.17 0.00 0.85
Sales growth 0.11 0.08 0.25 −0.53 1.86
Intangible assets ratio 0.34 0.28 0.29 0.00 0.94
Market to book ratio 2.01 1.61 1.23 0.77 8.23
Dividend payout ratio 0.01 0.00 0.02 0.00 0.13
Fixed assets ratio 0.56 0.56 0.22 0.05 0.95
Firm age 3.04 3.00 0.70 0.69 4.09
Corruption 3.51 2.88 4.61 0.00 125.86
Education 0.18 0.16 0.07 0.02 0.45
Income 10.37 10.47 0.57 7.97 11.49

Panel B: Pearson correlation coefficients
CSR 1 2 3 4 5 6 7 8 9 10 11 12 13

1. Distance −0.10
2. CSR density 0.09 −0.36
3. Firm size 0.52 −0.01 −0.05
4. ROA 0.08 0.04 −0.11 0.07
5. Debt ratio 0.01 0.11 −0.15 0.32 −0.06
6. Sales growth −0.08 0.02 0.01 −0.06 0.16 −0.03
7. Intangible

assets ratio
−0.07 −0.15 0.12 −0.05 −0.09 0.00 0.07

8. Market to
book ratio

0.05 −0.09 0.09 −0.17 0.41 −0.25 0.24 −0.05

9. Dividend
payout ratio

0.21 −0.01 −0.08 0.16 0.30 0.00 −0.10 −0.14 0.19

10. Fixed assets
ratio

0.11 0.14 −0.18 0.45 0.04 0.50 −0.02 0.01 −0.30 0.04

11. Firm age 0.29 −0.01 −0.14 0.46 0.04 0.14 −0.18 −0.15 −0.20 0.29 0.22
12. Corruption 0.00 0.01 −0.08 0.05 0.01 0.03 0.00 −0.01 −0.03 0.03 0.09 0.06
13. Education −0.06 −0.25 0.39 −0.23 −0.07 −0.15 0.09 0.21 0.18 −0.16 −0.21 −0.48 0.05
14. Income −0.24 −0.10 0.23 −0.44 −0.10 −0.15 0.13 0.21 0.16 −0.28 −0.27 −0.73 0.06 0.68

Notes: Panel B reports Pearson correlations for the regression variables. Boldface indicates statistical significance at the 1% level.

centers. Furthermore, it identifies areas of high CSR
density in the United States.

EMPIRICAL RESULTS

In order to examine the link between firm location
and CSR engagement, we first conduct multivariate
analysis in which we regress the firms’ CSR engage-
ment scores on CSR density, a number of distance
proxies, and control variables. Then we report the

moderating effect of CSR density on the relation-
ship between CSR engagement and cost of equity.

Multivariate analysis for density and distance

In this section, we report our results on the impact of
the firm’s location (as well as firm characteristics)
on CSR engagement scores using a pooled OLS
multivariate regression framework. Specifically,
we estimate the following model (subscripts are
suppressed for notational convenience):

Copyright © 2015 John Wiley & Sons, Ltd. Strat. Mgmt. J., 37: 2050–2070 (2016)
DOI: 10.1002/smj
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Figure 1. Geographic distribution of CSR strengths in the United States.* *Plot of the location of headquarters and the
CSR strengths on average. The size of the bubbles reflects the level of the CSR strengths, on average, for each longitude

and latitude point

CSR = 𝛼 + 𝛾1CSR DENSITY + 𝛾2DISTANCE

+ 𝛾3FIRM CONTROLS

+ 𝛾4STATE & COUNTY CONTROLS

+
Y−1∑

Y=1

YEAR +
K−1∑

K=1

IND + 𝜂, (1)

where CSR is the firm’s CSR engagement score
in a given year, CSR DENSITY is a local density
measure of CSR engagement, DISTANCE refers
to the different proxies of the firm’s distance
to major cities as described earlier, FIRM CON-
TROLS refer to the different firm-level control vari-
ables. STATE & COUNTY CONTROLS refer to the
state-level and county-level control variables. YEAR
and IND are dummies that control for year and
industry fixed effects (based on Campbell’s, 1996
industry classification), respectively, and 𝜂 is an
error term.

Evidence on the relation between firm’s local CSR
density and CSR

Table 2 reports the results of regressing the CSR
engagement score on CSR density for the aggregate
measure of CSR engagement (Model 1) and for the
different CSR issue areas (Models 2–6). The result
from Model 1 suggests a positive and significant
relation at the 0.1 percent level between the firm’s
local density and its CSR engagement consistent
with the prediction in Hypothesis 1 that firms in
areas of denser CSR engagement increase their
own CSR engagement. In an unreported regression
to address concerns that the knowledge spillover
is more prevalent within industries than across
industries, our evidence remains unchanged when
we consider an industry CSR density measure.

In Models 2–6, we find that the CSR density
is significant for each issue area considered in our
aggregate score, except for human rights, namely:
community, diversity, employee relations, and

Copyright © 2015 John Wiley & Sons, Ltd. Strat. Mgmt. J., 37: 2050–2070 (2016)
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Near and Dear? The Role of Location in CSR Engagement 2061

Table 2. Density and CSR

Aggregate Community Diversity Employee relations Environment Human rights
Variables Sign Model 1 Model 2 Model 3 Model 4 Model 5 Model 6

CSR density + 0.003*** 0.003** 0.004*** 0.004*** 0.003** 0.000
(8.406) (2.956) (9.341) (8.126) (3.017) (0.224)

Firm size + 0.722*** 0.108*** 0.357*** 0.163*** 0.093*** 0.004***
(43.856) (24.034) (41.119) (30.634) (19.777) (5.084)

ROA + −0.388** 0.082** −0.282** −0.130* −0.040 0.011†
(−2.641) (2.372) (−3.120) (−2.232) (−1.105) (1.384)

Debt ratio − −1.308*** −0.201*** −0.587*** −0.375*** −0.137*** −0.009**
(−15.315) (−10.316) (−11.252) (−11.998) (−5.740) (−3.045)

Sales growth − −0.307*** −0.032** −0.206*** −0.070*** 0.000 −0.001
(−5.947) (−2.543) (−6.678) (−3.302) (0.024) (−0.811)

Intangible assets ratio + −0.408*** −0.019 −0.073* −0.193*** −0.123*** 0.001
(−8.166) (−1.540) (−2.381) (−11.003) (−9.025) (0.269)

Market to book ratio + 0.153*** 0.029*** 0.083*** 0.042*** −0.002 0.000
(11.807) (7.791) (10.528) (8.106) (−0.509) (0.341)

Dividend payout ratio + 7.738*** 1.870*** 3.128*** 1.109*** 1.655*** 0.037
(8.625) (7.245) (6.511) (3.635) (6.337) (0.919)

Fixed assets ratio − −0.316*** −0.055** −0.313*** −0.054* 0.113*** −0.016***
(−3.712) (−2.763) (−6.110) (−1.668) (4.882) (−3.758)

Firm age + 0.148*** 0.024** 0.052** 0.029** 0.043*** −0.001
(4.432) (2.771) (2.602) (2.621) (4.802) (−0.392)

Corruption − −0.008* −0.005*** −0.001 −0.003** 0.001 −0.000*
(−2.040) (−7.977) (−0.239) (−3.047) (1.443) (−2.275)

Education + 1.831*** 0.327*** 1.355*** −0.090 0.185** 0.053***
(6.087) (4.013) (6.991) (−0.970) (2.445) (3.327)

Income − −0.123* −0.018 −0.069* 0.008 −0.045** −0.011***
(−2.116) (−1.139) (−2.012) (0.468) (−2.941) (−3.162)

Intercept ? −2.423*** −0.115 −1.222** −0.780*** −0.293† 0.123**
(−3.508) (−0.585) (−3.039) (−3.655) (−1.665) (3.274)

Year dummies Yes Yes Yes Yes Yes Yes
Industry dummies Yes Yes Yes Yes Yes Yes
F-stat 105.26 33.33 90.54 63.75 46.92 2.12
Adjusted R2 0.355 0.184 0.277 0.205 0.172 0.028
Observations 13,808 13,808 13,808 13,808 13,808 13,808

Notes: This table examines the results from regressing CSR scores on CSR local density and controls. Beneath each coefficient estimate
is reported robust t-statistic clustered by firm and year. Symbols “***, **, *, and †” denote statistical significance at the 0.1, 1, 5, and
10% levels, respectively, one tailed when directional predictions are made, and two tailed otherwise.

environment. The CSR density in these models
refers to density in the same dimension as the
dependent variable. These results suggest that the
different issue areas are correlated to some extent
so that firms strong in one area are also generally
strong in others.

Evidence on the relation between firm’s distance
and CSR

Table 3 reports the results of regressing the CSR
engagement score on several firm distance variables
while controlling for CSR density and firm, state,
and county characteristics. Models 1–3 consider

alternative firm distance variables. In Model 1,
we estimate Equation 1 and find a negative and
significant relation between distance and CSR
engagement, while CSR Density continues to be
positive and significant.4 In Models 2 and 3, we
continue to find evidence at the 0.1 percent level
of the prediction in Hypothesis 2 after replacing

4 Research using distance generally takes corporate location deci-
sions as exogenous (e.g., John, Knyazeva, and Knyazeva, 2011;
Loughran and Schultz, 2005). The decision to locate a headquar-
ter responds to the need to be close to customers and suppliers
rather than to a desire to improve the firm’s CSR engagement.
Thus, endogeneity should not be a significant concern in these
models.

Copyright © 2015 John Wiley & Sons, Ltd. Strat. Mgmt. J., 37: 2050–2070 (2016)
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Table 3. Geographic proximity and CSR

Variables Sign Model 1 Model 2 Model 3

Distance − −0.022***
(−3.245)

Distance <100 km + 0.217***
(6.351)

Distance <250 miles + 0.240***
(7.476)

CSR density + 0.003*** 0.002*** 0.003***
(7.236) (5.667) (6.790)

Firm size + 0.721*** 0.717*** 0.714***
(43.736) (43.792) (43.354)

ROA + −0.377* −0.322* −0.305*
(−2.576) (−2.192) (−2.074)

Debt ratio − −1.294*** −1.286*** −1.289***
(−15.130) (−15.069) (−15.112)

Sales growth − −0.302*** −0.301*** −0.300***
(−5.855) (−5.832) (−5.808)

Intangible assets ratio + −0.428*** −0.438*** −0.433***
(−8.553) (−8.724) (−8.653)

Market to book ratio + 0.151*** 0.147*** 0.145***
(11.699) (11.344) (11.234)

Dividend payout ratio + 7.732*** 7.764*** 7.783***
(8.618) (8.649) (8.707)

Fixed assets ratio − −0.297*** −0.264** −0.263**
(−3.505) (−3.122) (−3.097)

Firm age + 0.136*** 0.116*** 0.093**
(4.040) (3.407) (2.680)

Corruption − −0.008* −0.007* −0.008*
(−2.017) (−1.725) (−2.075)

Education + 1.732*** 1.772*** 1.832***
(5.819) (5.945) (6.106)

Income − −0.126* −0.175** −0.211***
(−2.172) (−2.937) (−3.433)

Intercept ? −2.255** −1.887** −1.516*
(−3.225) (−2.677) (−2.094)

Year dummies Yes Yes Yes
Industry dummies Yes Yes Yes
F-stat 102.80 103.00 103.62
Adjusted R2 0.356 0.357 0.358
Observations 13,808 13,808 13,808

Notes: This table examines the results from regressing CSR scores on various measures of a firm’s geographic location and controls.
Beneath each coefficient estimate is reported robust t-statistic clustered by firm and year. Symbols “***, **, *, and †” denote statistical
significance at the 0.1, 1, 5, and 10% levels, respectively, one tailed when directional predictions are made, and two tailed otherwise.

Distance with Distance <100 km and Distance
<250 miles, respectively.

Turning to the control variables, we find several
interesting relations. First, firms located in less
corrupt states are more likely to engage in CSR
activities. Second, CSR engagement is high in
counties with skilled human capital. These findings
are consistent with evidence at the country-level
(Ioannou and Serafeim, 2012). Third, we find that
firms tend to engage in high CSR services when
located in apparent poor pockets. In an unreported

model, we find evidence at the county-level con-
sistent with Rubin (2008), that companies with a
high CSR rating tend to be located in Democratic,
or “blue” states.5

5 In unreported regressions, our results remain unchanged when
we consider the eight largest financial centers (Boston, Chicago,
Los Angeles, New York, Philadelphia, San Francisco, Minneapo-
lis, and Baltimore) to construct the geographic proximity proxies.
Our results remain unchanged if we operationalize major cities as
the six and eight largest combined statistical areas based on pop-
ulation (New York, Los Angeles, Chicago, Washington, Boston,
San Francisco, Philadelphia, and Dallas).

Copyright © 2015 John Wiley & Sons, Ltd. Strat. Mgmt. J., 37: 2050–2070 (2016)
DOI: 10.1002/smj
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Table 4. Sensitivity tests

Variables Sign Model 1 Model 2 Model 3 Model 4 Model 5 Model 6 Model 7

Distance − −0.036*** −0.021** −0.028*** −0.024** −0.015** −0.012** −0.022***
(−4.771) (−2.602) (−3.767) (−2.998) (−2.728) (−2.648) (−3.239)

CSR density + 0.003*** 0.003*** 0.003*** 0.007*** 0.002*** 0.002*** 0.003***
(7.527) (5.466) (6.758) (8.880) (6.561) (9.533) (8.562)

Firm size + 0.672*** 0.835*** 0.756*** 0.353*** 0.249*** 0.439*** 0.721***
(41.867) (41.738) (39.222) (18.907) (16.288) (48.379) (63.703)

ROA + −0.311* 1.144*** −0.364* 0.911*** −0.086 −0.369** −0.377*
(−2.034) (4.863) (−2.210) (4.869) (−0.735) (−2.932) (−2.178)

Debt ratio − −1.225*** −1.267*** −1.571*** −0.963*** −0.432*** −0.811*** −1.294***
(−13.957) (−11.986) (−16.364) (−9.117) (−5.859) (−11.499) (−13.906)

Sales growth − −0.297*** −0.430*** −0.288*** −0.328*** −0.168*** −0.266*** −0.302***
(−5.611) (−6.277) (−5.015) (−4.816) (−3.704) (−5.685) (−5.105)

Intangible assets ratio + −0.301*** −0.479*** −0.549*** 0.184** −0.103** −0.244*** −0.428***
(−6.203) (−7.604) (−9.630) (3.057) (−2.634) (−6.218) (−7.885)

Market to book ratio + 0.151*** 0.042** 0.180*** 0.188*** 0.071*** 0.100*** 0.151***
(11.030) (2.355) (12.335) (11.836) (6.270) (9.760) (10.656)

Dividend payout ratio + 6.827*** 10.741*** 9.419*** 7.159*** 1.661** 4.003*** 7.732***
(7.458) (9.488) (9.198) (6.818) (2.400) (7.084) (9.732)

Fixed assets ratio − −0.338*** −0.319** −0.252** −0.305** −0.202** −0.169** −0.297***
(−3.867) (−2.969) (−2.620) (−2.899) (−2.891) (−2.451) (−3.135)

Firm age + 0.056† 0.137*** 0.154*** 0.132*** 0.046* 0.110*** 0.136***
(1.559) (3.260) (4.063) (3.250) (1.884) (4.745) (4.342)

Corruption − −0.006† −0.002 −0.006† −0.009* 0.004 −0.003† −0.008**
(−1.463) (−0.580) (−1.588) (−1.815) (0.954) (−1.368) (−2.588)

Education + 2.511*** 1.298*** 1.926*** 1.187*** 0.985*** 0.699*** 1.732***
(7.203) (3.579) (5.856) (3.332) (3.871) (3.325) (6.038)

Income − −0.295*** −0.107† −0.131* 0.059 −0.111** −0.021 −0.126**
(−4.270) (−1.565) (−1.999) (0.891) (−2.465) (−0.643) (−2.833)

R&D + 6.080***
(13.425)

Multiple stock classes ? −0.066
(−0.532)

Antitakeover ? 0.028
(0.815)

Intercept ? −0.034 −3.524*** −2.236** −2.631*** 1.109* − −2.103***
(−0.042) (−4.242) (−2.821) (−3.342) (2.104) − (−3.858)

Year dummies Yes Yes Yes Yes Yes Yes Yes
Industry dummies Yes Yes Yes Yes Yes Yes Yes
F-stat 87.18 86.06 85.41 54.99 30.77 − −
Adjusted R2 0.332 0.387 0.329 0.157 0.117 − −
Observations 12,316 10,033 13,808 13,808 10,356 13,808 13,808

Notes: This table examines different sensitivity tests. Beneath each coefficient estimate is reported robust t-statistic clustered by firm and
year. Symbols “***, **, *, and †” denote statistical significance at the 0.1, 1, 5, and 10% levels, respectively, one tailed when directional
predictions are made, and two tailed otherwise.

Sensitivity analysis

Table 4 presents different sensitivity tests to ensure
that our main evidence presented in Model 1 of
Table 3 is robust to different issues.

Following Coval and Moskowitz (1999) and
Malloy (2005), we check whether our results sim-
ply reflect firms located near or in New York City
through the estimation of Model 1, which excludes
firms that are located within 100 km of New York

City or in the New York metropolitan area (unre-
ported). The results do not change.

In Model 2, we control for firm research and
development intensity (R&D), measured as the
ratio of research and development expenses to total
assets, and for managerial entrenchment by adding
Antitakeover measures and Multiple stock classes,
as measured by Surroca and Tribo (2008). Control-
ling for these variables does not change our results.

Copyright © 2015 John Wiley & Sons, Ltd. Strat. Mgmt. J., 37: 2050–2070 (2016)
DOI: 10.1002/smj
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2064 B. W. Husted, D. Jamali, and W. Saffar

In Model 3, we include the KLD product charac-
teristics and corporate governance when construct-
ing our CSR engagement metric. The results remain
qualitatively similar.

In Model 4, we consider an alternative aggrega-
tion measure for the CSR score. Following El Ghoul
et al. (2011), we calculate a score for each qualita-
tive issue area in KLD STATS equal to the number
of strengths minus the number of concerns. We then
sum the five qualitative issue area’s scores consid-
ered in our study to obtain an overall CSR score
(CSR_NETSCORE). Using CSR_NETSCORE as an
alternative dependent variable does not alter our evi-
dence.

Since large firms tend to be located in major
cities and financial centers, our results may reflect
the dominance of large firms in our sample. We
remove the largest 25 percent of firms from the
sample. Model 5 of Table 4 reports the results using
the 25 percent cutoff and shows that our evidence
remains qualitatively similar.

Another issue deals with changes in the KLD
ratings over time. For example, climate-change
reporting was included within the environmental
area in 1999. Consequently, the KLD data may not
be equivalent from year to year. Consequently, we
calculate CSR engagement decile ranks based on
the overall scores for each year. A higher decile rank
demonstrates higher CSR engagement. In Model
6, we estimate an ordered probit regression, and
corroborate our earlier finding that firms located in
central areas are associated with higher CSR scores.

In Model 7, we consider a different estimation
technique. Indeed, given that our variable of inter-
est does not vary over time for the same firm,
fixed-effects estimation would be impossible to per-
form. We consider however a random-effects panel
data regression model instead of pooling the data.
The results presented in Model 7 show that our
results are qualitatively similar.

Overall, the results of Table 4 support the pre-
dictions in Hypotheses 1 and 2 that firms’ CSR
engagement scores rise as the local density of other
firms engaging in CSR activities increases and as
their distance to major cities and financial centers
decreases.

The moderating effect of CSR density on equity
financing

To investigate the impact of CSR engagement and
local CSR density on the cost of equity, in Table 5

we use a two-stage estimation procedure given the
endogeneity of CSR engagement. In the first stage,
we predict CSR engagement for each firm-year
using Model 1 of Table 3. In the second stage,
we regress cost of equity on the predicted score
of CSR engagement (Predicted CSR), CSR den-
sity (CSR Density), their interaction term (CSR
Density×Predicted CSR) and on several control
variables (for a similar approach see Guedhami,
Pittman, and Saffar, 2014).

Our approach to the estimation of the ex-ante
cost of equity capital relies on the dividend discount
model, where current stock price (Pt) equals the
expected stream of dividends (Dt+ 𝜏) discounted at
the cost of equity capital (K):

Pt =
∞∑

𝜏=1

Dt+𝜏

(1 + K)𝜏
(2)

Since market expectations of dividends are
unavailable, we rely on four practical implementa-
tions of Equation 2 to back out the cost of equity
implied in current stock prices and analyst forecasts
of earnings. More specifically, following Hail and
Leuz (2006), we adopt the approaches developed by
Ohlson and Juettner-Nauroth (2005)(KOJN), Easton
(2004)(KMPEG), Claus and Thomas (2001)(KCT),
and Gebhardt, Lee, and Swaminathan (2001)(KGLS).
Then, in line with Dhaliwal, Heitzman, and Zhen
(2006), we subtract the 10-year U.S. Treasury bond
yield from the estimated cost of equity of each
model. To mitigate the dependence of our results
on a particular approach, we retain the average
estimate obtained from the four models (KAVG)
as our dependent variable (Boubakri et al., 2012;
Boubakri, El Ghoul, and Saffar, 2014).

In addition to our test variable, CSR Den-
sity×Predicted CSR, we include the same control
variables used in El Ghoul et al. (2013): Distance,
Firm size, Debt ratio, Book to market ratio, the
dispersion in analysts’ forecasts measured with the
coefficient of variation of one-year-ahead analyst
forecasts of earnings per share (Dispersion),
long-term growth calculated as average long-term
growth forecast reported in June of year t (Long
term growth), and the firm’s beta computed by
regressing the 60 monthly stock returns ending
in June of year t on the corresponding monthly
CRSP value-weighted index returns (Beta). We
also include year and industry fixed effects.

In Table 5, we regress cost of equity capital on
the predicted score of CSR engagement (Predicted

Copyright © 2015 John Wiley & Sons, Ltd. Strat. Mgmt. J., 37: 2050–2070 (2016)
DOI: 10.1002/smj
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Near and Dear? The Role of Location in CSR Engagement 2065

Table 5. Cost of equity and firm local density

Variables Sign Model 1 Model 2 Model 3

CSR density× predicted CSR − −0.001**
(−3.050)

CSR density − −0.007*** −0.002*
(−10.401) (−1.667)

Predicted CSR − −0.607*** −0.530***
(−17.479) (−13.408)

Distance + 0.044*** 0.040** 0.021*
(3.730) (3.127) (1.653)

Book to market ratio + −0.006 −0.009 −0.006
(−0.688) (−0.918) (−0.694)

Long term growth ? −0.020*** −0.005 −0.018**
(−3.610) (−0.991) (−3.339)

Beta + 0.124*** 0.213*** 0.169***
(3.244) (5.354) (4.324)

Debt ratio + 3.336*** 3.459*** 3.271***
(14.521) (14.926) (14.274)

Firm size ? 0.000*** 0.000** 0.000***
(5.708) (2.999) (5.397)

Dispersion + 0.990*** 1.062*** 0.991***
(3.496) (3.598) (3.496)

Intercept ? 12.164*** 10.583*** 12.052***
(38.495) (35.734) (37.946)

Year dummies Yes Yes Yes
Industry dummies Yes Yes Yes
F-stat 55.61 43.01 57.37
Adjusted R2 0.186 0.162 0.189
Observations 8,802 8,802 8,802

Notes: This table presents estimation results from regressing the implied cost of equity capital (KAVG) on predicted CSR, using the first
stage regression in Model 1 of Table 3, CSR Density, their interaction term, and controls. Beneath each coefficient estimate is reported
robust t-statistic clustered by firm and year. Symbols “***, **, and *” denote statistical significance at the 0.1, 1, 1, and 5% levels,
respectively, one tailed when directional predictions are made, and two tailed otherwise.

CSR), on the firm’s CSR density (CSR Density),
and their interaction term (Predicted CSR×CSR
Density). We observe a negative and statistically
significant (at the 0.1% level) relation between
Predicted CSR and equity pricing in Model 1 of
Table 5, implying that firms engaging in CSR activi-
ties attract cheaper equity financing, consistent with
the finding of El Ghoul et al. (2011). In Model 2, we
also find that firms characterized by high CSR den-
sity (located in areas of high CSR engagement) gain
lower equity financing. Consistent with the predic-
tion in Hypothesis 3, we find that the interaction
term CSR Density×Predicted CSR in Model 3 is
negative and significant at the one percent level sug-
gesting that firms engaging in CSR activities have
an even lower cost of equity when they are located
in dense CSR areas.

Overall, Table 5 provides empirical support for
Hypothesis 3 that the effect of CSR engagement
on reducing equity financing costs is even greater

for firms in high CSR density areas than for firms
in low CSR density areas. Our finding is also
substantively material. Indeed, increasing CSR
Density×Predicted CSR by 1 standard deviation
from its mean value while holding all other vari-
ables at their mean value translates into a decrease
of 13 basis points in the cost of equity.

DISCUSSION AND CONCLUSION

Our article has presented original and robust find-
ings that local CSR density stimulates CSR engage-
ment by the focal firm. Furthermore, U.S. firms
located close to major cities and financial centers
are more likely to engage in CSR activities. In other
words, firm location is a significant factor influ-
encing CSR engagement. These results hold after
controlling for size and other firm-related charac-
teristics. In addition, location of a firm in an area

Copyright © 2015 John Wiley & Sons, Ltd. Strat. Mgmt. J., 37: 2050–2070 (2016)
DOI: 10.1002/smj
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2066 B. W. Husted, D. Jamali, and W. Saffar

of high CSR density increases the impact of CSR
engagement by lowering the firm’s cost of equity
capital, even after controlling for distance to major
cities and financial centers. By providing evidence
of the relationship between density, proximity, CSR
engagement, and cost of equity capital, our research
shifts attention from the firm to its location and sug-
gests that economic geography complements insti-
tutional theory to provide an integrated theoretical
lens through which to analyze this important topic.
Taken together, our hypotheses and findings aggre-
gate to make original and substantive contributions
to the CSR literature and an emerging stream of
research on the geography of strategic management.

First, we give impetus to the growing literature
on the geography of organizations and strategy. In
addition to foreign subsidiary performance (Miller
and Eden, 2006), entrepreneurship (Delgado,
Porter, and Stern, 2010), and innovation (Pouder
and St. John, 1996), CSR may also be studied
through the lens of economic geography com-
bined with institutional theory using the concepts
of density and proximity. We demonstrate that
knowledge spillovers and pressures for legitimation
apply to nontraditional business activities, such
as CSR engagement, in ways that parallel more
commonly examined phenomena like innovation.
Not only do researchers in the field of CSR now
need to include CSR density and proximity as
additional factors related to the diffusion of CSR
engagement, but also management researchers in
general need to think about the spatial distribution
of any given practice and its impact on diffusion
and firm performance. Our findings should chal-
lenge researchers of other practices to explore the
geographic patterns of adoption and their influence
in moderating financial outcomes.

Second, this study breaks ground by document-
ing the phenomenon of areas dense in CSR engage-
ment, which we tentatively call “CSR clusters.” As
mentioned in the introduction of this article, both
the academic literature and popular press hint at the
possibility of such clusters. In this study, Figure 1
identifies geographic concentrations of firms with
high levels of CSR engagement across the United
States.

We find that CSR engagement is driven in part
by the benefits generated by knowledge spillovers
as well as the legitimation pressures of nearby firms
across industries. Knowledge spillovers occur not
only in the context of the co-location of firms
in related industries, but also with respect to the

adoption of managerial practices by nearby firms.
The existence and importance of such clusters
of practice have largely gone unnoticed by both
practitioners and researchers; nevertheless they
do exist and have an important impact on CSR
engagement. Geography shapes our patterns of
interaction and binds our perceptions—even to the
extent that the mere location of a firm within a CSR
cluster reduces its equity financing costs.

Density and proximity not only shape the costs
and benefits associated with knowledge spillovers,
but also influence the sharing of norms and val-
ues, creating consensus about the legitimacy of CSR
engagement. Implicit within this story is the idea of
institutional logics, which has yet to be told. Thorn-
ton and Ocasio (1999: 804) define institutional log-
ics as “the socially constructed, historical pattern
of material practices, assumptions, values, beliefs,
and rules by which individuals produce and repro-
duce their material subsistence, organize time and
space, and provide meaning to their social reality.”
Marquis et al. (2007) compare community-based
CSR logics in Minneapolis–St. Paul and Atlanta.
Undoubtedly, there are different institutional logics
underlying the many ways in which firms engage
in CSR across the United States. Indeed, there are
divergent institutional logics around shareholder
versus stakeholder approaches to the firm that are
clearly emerging in the literature (Harrison, Bosse,
and Phillips, 2010). The challenge for the empiricist
is to find measures of these logics in different local-
ities and CSR clusters (Schneiberg and Clemens,
2006).

Third, our results are consistent with the idea that
knowledge tacitness helps determine how institu-
tional forces combine with efficiency mechanisms
to foster CSR engagement. Prior research suggests
that efficiency and institutional pressures for prac-
tice adoption are separated by time (Tolbert and
Zucker, 1983). In this study, we have argued that
economic and social factors combine to drive CSR
engagement (Kennedy and Fiss, 2009) based on the
nature of the knowledge involved. To the extent
that knowledge is more tacit, knowledge spillovers
may occur. As CSR engagement is based more on
codified knowledge, institutional factors should pre-
dominate. Although these results are not conclusive,
our integrated approach is suggestive and opens the
door to future research.

Fourth, we also contribute to the debate about the
relationship of CSR to firm financial performance
(FP). Given mixed results, analysts have called

Copyright © 2015 John Wiley & Sons, Ltd. Strat. Mgmt. J., 37: 2050–2070 (2016)
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Near and Dear? The Role of Location in CSR Engagement 2067

for more fine-grained research into the condi-
tions under which these effects occur (Aguinis
and Glavas, 2012). Existing studies have already
examined the impacts of proximity and CSR
engagement on the costs of equity capital sepa-
rately (El Ghoul et al., 2011, 2013). However, our
article adds to this research, by examining the inter-
active effects of local CSR density and proximity
on the relationship between CSR engagement and
cost of equity. Our results undermine the efficient
markets hypothesis by providing evidence that
investors not only incorporate information about
the firm’s own performance and location into the
cost of equity capital, but also information about
the CSR engagement of the firm’s neighbors, which
establishes the legitimacy of such engagement.

Finally, the results for the socio-economic and
political control variables provide interesting
avenues for future research by revealing the com-
plex interaction between economic, political, and
social variables. Consistent with prior research, we
find evidence that corruption, education, income
level, and political orientation are all related to
levels of CSR engagement within those jurisdic-
tions. Although our results do not change with
the inclusion of these control variables, their
significance suggests additional socio-economic
and political conditions that need to be explored
in future research in order to explain the influence
of location on CSR engagement. Could it be that
greater CSR engagement by firms near major cities
is due to a greater concentration of social problems
and demand for solutions? Do social problems
drive an area’s political orientation, which then
affects CSR engagement? Clearly, future research
needs to examine the profile of these cities, identify
CSR clusters, and explain the relationship of their
social, economic, and political attributes to CSR
engagement.

The existence of CSR clusters and the positive
impact of proximity to major cities and financial
centers also lead to important managerial impli-
cations, especially with respect to startups. New
ventures interested in for-profit business models to
solve social and/or environmental problems might
add location within a CSR cluster as an important
consideration in deciding where to launch the ven-
ture. Startups could benefit from both the knowl-
edge spillovers and the institutional context associ-
ated with such a location as well as from the lower
cost of equity in these areas of dense CSR engage-
ment. Social enterprises might similarly benefit

from location in CSR clusters. Thinking of CSR in
terms of location may indeed help managers to con-
sider a new range of factors that can enhance their
practice of CSR in significant ways.

Notwithstanding these varied and important theo-
retical contributions and relevant managerial impli-
cations, our study is not without limitations. Beyond
the usual problems related to the specific time and
place where the study is conducted, possibly the
most important limitation deals with the inability of
our methods to measure the specific mechanisms by
which CSR engagement or any kind of practice is
diffused. The efficiency story, based on knowledge
spillovers, is combined with related concepts from
institutional theory. In each case, influence is tied
to communication and interaction among actors as
well as salient institutional pressures. Proximity and
density may increase the probability of interaction,
but more fine-grained network analysis will be nec-
essary to move this agenda forward in order to fully
understand the drivers of CSR engagement, tease
out the pressures for efficiency and legitimacy, and
determine their consequences for firm performance.
Notwithstanding the inherent limitations of geo-
graphical analysis, this article provides sufficiently
strong evidence of these relationships to warrant
future research that takes a more nuanced approach.

ACKNOWLEDGEMENTS

We would like to thank Associate Editor Kulwant
Singh and the SMJ referees for their guidance
and support during the review process. We would
also like to thank Michael Barnett, Andrew Crane,
Miguel Flores, Irene Henriques, Mike Russo, and
Charlene Zietsma for their comments on prior ver-
sions as well as Edwina Zoghbi for her valuable
research assistance. A very early version of this arti-
cle was presented at the August 2012 meeting of the
Academy of Management and was published in the
AOM proceedings.

REFERENCES

Aguinis H, Glavas A. 2012. What we know and don’t
know about corporate social responsibility: a review
and research agenda. Journal of Management 38(4):
932–968.

Bagnoli M, Watts S. 2003. Selling to socially responsible
consumers: competition and the private provision of
public goods. Journal of Economics and Management
Strategy 12: 419–445.

Copyright © 2015 John Wiley & Sons, Ltd. Strat. Mgmt. J., 37: 2050–2070 (2016)
DOI: 10.1002/smj

 10970266, 2016, 10, D
ow

nloaded from
 https://onlinelibrary.w

iley.com
/doi/10.1002/sm

j.2437 by A
m

erican U
niversity O

f B
eirut, W

iley O
nline L

ibrary on [29/08/2024]. See the T
erm

s and C
onditions (https://onlinelibrary.w

iley.com
/term

s-and-conditions) on W
iley O

nline L
ibrary for rules of use; O

A
 articles are governed by the applicable C

reative C
om

m
ons L

icense



2068 B. W. Husted, D. Jamali, and W. Saffar

Bansal P, Clelland I. 2004. Talking trash: legitimacy,
impression management, and unsystematic risk in
the context of the natural environment. Academy of
Management Journal 47: 93–103.

Bertels S, Peloza J. 2008. Running to stand still? Managing
CSR reputation in an era of ratcheting expectations.
Corporate Reputation Review 11(1): 56–72.

Boiral O. 2002. Tacit knowledge and environment manage-
ment. Long Range Planning 35: 291–317.

Boschma R. 2005. Proximity and innovation: a critical
assessment. Regional Studies 39: 61–74.

Boubakri N, El Ghoul S, Saffar W. 2014. Political rights
and equity pricing. Journal of Corporate Finance 27:
326–344.

Boubakri N, Guedhami O, Mishra D, Saffar W. 2012.
Political connections and the cost of equity capital.
Journal of Corporate Finance 18: 541–559.

Butler A, Fauver L, Mortal S. 2009. Corruption, political
connections, and municipal finance. Review of Finan-
cial Studies 22: 2873–2905.

Campbell JL. 2007. Why would corporations behave in
socially responsible ways? An institutional theory of
corporate social responsibility. Academy of Manage-
ment Review 32: 946–967.

Campbell JY. 1996. Understanding risk and return. Jour-
nal of Political Economy 104: 298–345.

Canadian Business. 2010. Toronto: hotbed of corpo-
rate responsibility. www.canadianbusiness.com/print/
18415 [22 May 2012].

Carlino GA, Chatterjee S, Hunt RM. 2007. Urban density
and the rate of invention. Journal of Urban Economics
61: 389–419.

Christoffersen SE, Sarkissian S. 2009. City size and
fund performance. Journal of Financial Economics 92:
252–275.

Claus J, Thomas J. 2001. Equity premia as low as three
percent? Evidence from analysts’ earnings forecasts for
domestic and international stock markets. Journal of
Finance 56: 1629–1666.

Coval JD, Moskowitz TJ. 1999. Home bias at home: local
equity preference in domestic portfolios. Journal of
Finance 54: 2045–2073.

Coval JD, Moskowitz TJ. 2001. The geography of invest-
ment: informed trading and asset prices. Journal of
Political Economy 109: 811–841.

Crilly D, Zollo M, Hansen MT. 2012. Faking it or mud-
dling through? Understanding decoupling in response
to stakeholder pressures. Academy of Management
Journal 55(6): 1429–1448.

Davis JC, Henderson JV. 2008. The agglomeration of
headquarters. Regional Science and Urban Economics
38: 445–460.

Delgado M, Porter ME, Stern S. 2010. Clusters and
entrepreneurship. Journal of Economic Geography 10:
495–518.

Dhaliwal D, Heitzman S, Zhen LO. 2006. Taxes, leverage,
and the cost of equity capital. Journal of Accounting
Research 44: 691–723.

Dhaliwal DS, Li OZ, Tsang A, Yang YG. 2011. Voluntary
nonfinancial disclosure and the cost of equity capital:
the initiation of corporate social responsibility report-
ing. Accounting Review 86(1): 59–100.

DiMaggio P, Powell W. 1983. The iron cage revisited:
institutional isomorphism and collective rationality in
organizational fields. American Sociological Review
48: 147–160.

Easton PD. 2004. PE ratios, PEG ratios, and estimating
the implied expected rate of return on equity capital.
Accounting Review 79: 73–95.

El Ghoul S, Guedhami O, Kwok C, Mishra D. 2011.
Does corporate social responsibility affect the cost
of capital? Journal of Banking and Finance 35:
2388–2406.

El Ghoul S, Guedhami O, Ni Y, Pittman J, Saadi S.
2013. Does information asymmetry matter to equity
pricing? Evidence from firms’ geographic location.
Contemporary Accounting Research 30: 140–181.

Florida R. 1995. Toward the learning region. Futures 27:
527–536.

Florida R. 2002. Bohemia and economic geography. Jour-
nal of Economic Geography 2: 55–71.

Galaskiewicz J. 1997. An urban grants economy revisited:
corporate charitable contributions in the twin cities,
1979–1981, 1987–1989. Administrative Science Quar-
terly 42(3): 445–471.

Galaskiewicz J, Wasserman S. 1989. Mimetic processes
within an interorganizational field: an empirical test.
Administrative Science Quarterly 34: 454–479.

Gebhardt W, Lee C, Swaminathan B. 2001. Toward an
implied cost of capital. Journal of Accounting Research
39: 135–176.

Glaeser EL, Kallal HD, Scheinkman JA, Shleifer A. 1992.
Growth in cities. Journal of Political Economy 100(6):
1126–1152.

Godfrey PC, Hatch NW. 2007. Researching corporate
social responsibility: an agenda for the 21st century.
Journal of Business Ethics 70: 87–98.

Godfrey PC, Merrill CB, Hansen JM. 2008. The relation-
ship between corporate social responsibility and share-
holder value: an empirical test of the risk manage-
ment hypothesis. Strategic Management Journal 30:
425–445.

Goss A, Roberts GR. 2011. The impact of corporate social
responsibility on the cost of bank loans. Journal of
Banking and Finance 35: 1794–1810.

Greve HR. 1998. Managerial cognition and the mimetic
adoption of market positions: what you see is what you
do. Strategic Management Journal 19: 967–988.

Greve HR. 2002. An ecological theory of spatial evo-
lution: local density dependence in Tokyo banking,
1894–1936. Social Forces 80(3): 847–879.

Guedhami O, Pittman JA, Saffar W. 2014. Auditor choice
in politically connected firms. Journal of Accounting
Research 52: 107–162.

Hail L, Leuz C. 2006. International differences in the cost
of equity capital: do legal institutions and securities
regulation matter? Journal of Accounting Research 44:
485–531.

Harrison JS, Bosse DA, Phillips RA. 2010. Managing for
stakeholders, stakeholder utility functions, and compet-
itive advantage. Strategic Management Journal 31(1):
58–74.

Hart SL. 1995. A natural resource-based view of the firm.
Academy of Management Review 20(4): 986–1014.

Copyright © 2015 John Wiley & Sons, Ltd. Strat. Mgmt. J., 37: 2050–2070 (2016)
DOI: 10.1002/smj

 10970266, 2016, 10, D
ow

nloaded from
 https://onlinelibrary.w

iley.com
/doi/10.1002/sm

j.2437 by A
m

erican U
niversity O

f B
eirut, W

iley O
nline L

ibrary on [29/08/2024]. See the T
erm

s and C
onditions (https://onlinelibrary.w

iley.com
/term

s-and-conditions) on W
iley O

nline L
ibrary for rules of use; O

A
 articles are governed by the applicable C

reative C
om

m
ons L

icense



Near and Dear? The Role of Location in CSR Engagement 2069

Haveman HA. 1993. Organizational size and change:
diversification in the savings and loan industry after
deregulation. Administrative Science Quarterly 38(1):
20–50.

Hess D, Rogovsky N, Dunfee TW. 2002. The next
wave of corporate community involvement: corpo-
rate social initiatives. California Management Review
44(2): 110–125.

Hong H, Kacperczyk M. 2009. The price of sin: the
effects of social norms on markets. Journal of Financial
Economics 93(1): 15–36.

Ioannou I, Serafeim G. 2012. What drives corporate
social performance? The role of nation-level institu-
tions. Journal of International Business Studies 43:
834–864.
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