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Do Managers Use the Available Non-Committed Financial Resources
at Their Discretion in Response to Stakeholder Pressure?

Les dirigeants utilisent-ils les ressources financieres non engagées disponibles a leur discrétion
en réponse a la pression des parties prenantes ?

Los gerentes usan los recursos financieros no comprometidos disponibles a su discrecion
en respuesta a la presion de los interesados?

Eric Braune
INSEEC U. School of Business & Economics

France France

RESUME

We propose to explore the research question of whether
managers use available non-committed financial
resources at their discretion to respond to stakeholder
pressure. To address this question, we investigate the
relationship between the corporate social performance
(CSP) of industrial companies listed on Standard & Poor’s
500 and the financial resources (financial slack) at the
discretion of their managers. We find that managers can
use financial slack to extend and intensify the CSP of their
companies. In terms of types of CSP, these resources are
not allocated to reduce the impacts of their companies’
activities on the environment. They are rather oriented
toward addressing social issues and social conditions.
Moreover, we find that management decisions concerning
the allocation of slack resources toward an increase in
CSP vary according to a company’s risk profile.

Keywords: Corporate social responsibility, Financial slack,
Corporate social performance, Managerial discretion,
Industry risk profiles
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Abstract

Les dirigeants utilisent les ressources financieres non
engagées disponibles a leur discrétion pour répondre a

la pression des parties prenantes ? Pour répondre a cette
question, nous étudions la relation entre la performance
sociale des entreprises industrielles cotées au Standard
& Poor’s 500 et les ressources financiéres a la discrétion
de leurs dirigeants. Nous montrons que ces derniers
peuvent utiliser les ressources financiéres disponibles

a leur discrétion pour augmenter la performance sociale
de leurs entreprises. Egalement, nous signalons que ces
ressources ne sont pas allouées pour réduire les impacts
environnementaux des activités de leurs entreprises.

Ces ressources financieres sont utilisées a la résolution
des problemes sociaux et des conditions sociales affectant
les parties prenantes. Enfin, nous constatons que les
décisions de gestion concernant l'allocation de telles
ressources financiéres varient selon le profil de risque
d'une entreprise.

Mots-Clés : Responsabilité sociale des entreprises, Slack
financier, Performance sociale des entreprises, discrétion
managériale, Profil de risque des secteurs d'activité

Resumen

Proponemos explorar la pregunta de investigacion

de si los gerentes usan los recursos financieros no
comprometidos disponibles a su discrecion para
responder a la presion de las partes interesadas. Para
abordar esta pregunta, investigamos la relacion entre

el desempeno social corporativo [CSP) de las empresas
industriales que figuran en Standard & Poor’'s 500 y los
recursos financieros (holgura financiera) a discrecion de
sus gerentes. Encontramos que los gerentes pueden usar
la holgura financiera para extender e intensificar el CSP
de sus companias. En términos de tipos de CSP, estos
recursos no se asignan para reducir el impacto de las
actividades de sus empresas en el medio ambiente. Estan
mas bien orientados a abordar problemas sociales y
condiciones sociales. Ademas, descubrimos que las
decisiones administrativas relacionadas con la asignacion
de recursos flojos hacia un aumento en la CSP varian
segun el perfil de riesgo de una empresa.

Palabras Clave: Responsabilidad social corporativa,
Holgura financiera, Desempeno social corporativo,
Discrecion gerencial, Perfiles de riesgo de la industria
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In a time where large listed companies are subject to social ratings, improving
relationships with stakeholders has emerged as a central concern for the
management teams of public companies. Consequently, the antecedents of
corporate social performance (CSP) have been the subject of an extensive
literature. As CSP is often defined as the discretionary allocation of resources
by corporations toward meeting stakeholder needs (Ackerman, 1975), financial
slack is considered to be an obvious prerequisite. Orlitzky et al. (2003) claim
that the most widely accepted explanation for why companies differ in their
levels of stakeholder commitment is offered by the slack resource theory (Kraft
and Hage, 1990; Waddock and Graves, 1997). According to this theory, there is
a positive relationship between non-committed company resources and CSP.
However, empirical studies exploring the slack resource hypothesis have led
generated conflicting findings (Tan and Peng, 2003; Arora and DharwadKar,
2011; Shahzad, Mousa and Sharfman, 2016). On one hand, proxies used for
financial slack are assumed to be responsible for such inconclusive results.
Indeed, Margolis and Walsh (2003) list a total of 22 studies that operationalize
financial slack using accounting or market based indicators of performance
rather applying the notion of available non-committed resources developed by
Bourgeois (1981); and most recent works (Amato and Amato, 2011; Melo, 2012;
Nelling and Webb, 2009) present the same limitation. Thus, testing the relationship
between financial slack and CSP remains on the agenda. On the other hand,
non-committed corporate expenditures in favor of stakeholders and society at
large are often viewed as a major cost to firms (Vilanova, 2007). This may result
in a corporate reticence to dedicate financial resources in surplus to corporate
social responsibility (CSR) policies. Therefore, the conditions under which
company management teams have used non-committed resources at their
disposal to address stakeholder concerns should be scrutinized. Of the possible
constituents of this decision, Kassinis and Vafeas (2006) show that pressures
exerted by stakeholders significantly influence company commitments to envi-
ronmental concerns. Following these authors, we investigate whether company
exposure to environmental or social risks may facilitate the allocation of financial
slack toward addressing stakeholders’ claims.

Thus, the present paper explores the research question of whether managers
use available non-committed financial resources at their discretion to respond
to stakeholder pressure. To address this question, we investigate the relationship

between the CSP of 404 industrial companies listed on Standard & Poor’s 500
and the financial resources (financial slack] at the discretion of their managers.
We carry out our study over 8 years (2009-2016) drawing on two databases: The
Asset4 database managed by Thomson Reuters and the Orbis database developed
by Bureau van Dijk. We conduct a two-step generalized method of moments
(SYS-GMM] study of our data panel.

We find that managers can use financial slack to extend and intensify the
CSP of their companies. In terms of types of CSP improvements, these resources
are not allocated to reduce the impacts of their companies’ activities on the
environment. They are rather oriented toward addressing social issues and
social conditions. These findings lead to the conclusion that to understand the
role and use of financial slack through CSP, a distinction must be made between
the view of CSP as a response to legal obligations and norms of soft law and
the view of CSP as a means to reduce pressures from community
stakeholders.

Moreover, in assigning our sample firms to industries using Fama and French'’s
(1997) classification scheme, we find that management decisions concerning
the allocation of slack resources toward an increase of CSP vary according to
a company’s risk profile. Thus, this paper reveals a possible bias in the aggre-
gation of past results; we also recommend better accounting for company risk
profiles, and particularly those of large companies using globalized value chains,
in the study of CSP.

The remainder of the paper proceeds as follows. In the following section (2),
we present a literature review on the links between CSP and financial slack
leading our hypotheses. Section 3 describes the methodology adopted in this
study as well as the data and variables used. In Section 4, we present our main
results before concluding in Section 5.

Literature Review and Hypothesis Development

Corporate Social Performance as a Configuration of Social Principles

Wood (1991) defines CSP as “a business organization’s configuration of principles
of social responsibility, processes of social responsiveness, and policies, pro-
grams, and observable outcomes as they relate to the firm's societal
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relationships”. Therefore, CSP should be view as an overarching concept that
includes responsibilities, responsiveness, and policies and action in the social
and societal domain (Wartick and Cochran, 1985; Wood, 1991, De Bakker et al.,
2005). Social benefits in regards to the quality of life of community and society
should derived from such policies (Tosun, 2016). Corporate policies to particular
stakeholder groups form the grounds on which the social responsiveness of
large and listed companies is deployed (Aguilera et al. 2007; Jensen 2002). Thus,
social policies correspond to the orientations that companies assign to their
decisions relative to all stakeholders or privileged stakeholders (Boncori et al.,
2016). Many authors (Berry and Rondinelli, 1998; Shrivastava, 1995; Henriques
and Sadorsky, 1999; Buysse and Verbeke, 2003, Kassinis and Vafeas, 2006)
indicate that such policies are defined as a companies’ responses to pressures
exerted by stakeholder groups. According to Kassinis and Vafeas (2006), four
stakeholder groups are likely to influence company decisions: community
stakeholders [groups organized around a social or environmental cause for the
purpose of protecting their welfare), regulatory stakeholders (governments and
legislatures), organizational stakeholders, and the media. In practice, such
groups strive to influence company decisions either directly in the marketplace
or indirectly through the public policy process. Mitchell, Agle, and Wood (1997)
argue that the degree to which managers give priority to a stakeholder group
claims is a function of managers’ perceptions of three key stakeholder attributes:
power, legitimacy, and urgency. Thus, a manager’s willingness to response to
stakeholders’ claims should be a function of environmental and social risks
incurred by the company. As expenditures in favor of stakeholders are often
viewed as a major cost to firms, the managers’ ability to satisfy stakeholder
claims is dependent on the financial resources at their disposal (Vilanova, 2007).

The Non-Committed Resources at Managers Discretion:

The Financial Slack

Historically, Cyert and March (1963) defined slack as “the difference between
total resources and total necessary payments.” Organizational researchers
(Bourgeois and Singh, 1983; George, 2005) conceptualized slack based on
managerial discretion in the deployment of resources. In their view, slack
resources are considered part of a continuum of managerial discretion which
is defined as the “latitude of managerial action” (Hambrick and Finkelstein 1987,

p. 371). High-discretion resources [e.g., cash and credit lines) increase a man-
ager’s flexibility and strategic options while low-discretion resources (e.g. debt
and fixed capacity) lower it.

Voss, Sirdeshmukh and Voss, (2008) distinguish four different types of slack
- financial slack, operational slack, customer relational slack, and human
resource slack. The financial slack is “financial resources in excess of what is
required to maintain the organization” (Ang and Straub, 1998). It differs from
other types of slack in two dimensions - rarity and absorption. Voss et al. (2008)
describe financial slack as a bulk of financial resources characterized by low
rarity and low absorption. Therefore, financial slack is related to high liquid
assets [cash, short-term investments, receivables, etc.), and the facility to receive
external financing (credit lines, reserve borrowing capacity, etc.). Since there
are many ways to generate internally or acquire from financial markets such
resources, they are not rare. Moreover, the financial slack’s perfect divisibility
facilitates easy and quick allocation in different programs. Consequently, the
financial slack has a low degree of absorption. Heterogeneity of financial slack
must also be stressed. Bourgeois and Singh (1983] divide financial slack in three
parts: available, recoverable, and potential slack. Available slack includes all
the financial resources that are not yet assimilated into the organizational
processes of the company (e.g., excess liquidity). Recoverable slack consists of
resources that have already been absorbed into the organizational design as
excess costs (e.g., excess overhead costs), but may be recovered during adverse
times. Potential slack consists of the capacity of the organization to generate
extra resources from the environment, as by raising additional debt or equity
capital. These three slack dimensions are measured using financial data from
annual reports. Financial slack gives decision agents the greatest degree of
freedom in allocating it to alternate uses. Under these circumstances, excess
resources and safety nets offered by financial slack enable firms to pursue new
ideas and projects that require longer investment horizons, and whose outcomes
are more uncertain and remote in time and space (Bourgeois 1981, March 1991).

Therefore, for the purpose of our study, we focus on available financial or
unabsorbed slack for several reasons. First, financial slack represents excess
uncommitted financial resources, including cash and receivables (Bourgeois
and Singh 1983, Greve 2003, George 2005). These financial resources are highly
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flexible and can be applied to a wide range of activities, thereby constituting
high discretion slack (Sharfman et al. 1988, George 2005). Financial slack gives
decision agents the greatest degree of freedom in allocating it to alternate uses
and is more easily redeployable than other types of slack in support of innovative
investments (Nohria and Gulati 19964). Second, financial slack has been the focus
for many previous studies (Bourgeois and Singh 1983, Greve 2003, George 2005,
Nohria and Gulati 1996), providing both a theoretical and empirical

The Impact of Slack Resources on Corporate Social Performance
One of the most well-accepted explanation for why firms differ in their level of

stakeholder engagement is offered by the “slack-resource theory” (Orlitzky,
Schmidt, and Rynes, 2003, p. 406).

According to Bourgeois (1981), “slack is that cushion of actual or potential
resources which allows an organization to adapt successfully to internal pressures
for adjustment or to external pressures for change in policy, as well as to initiate
changes in strategy with respect to the external environment.” Consequently,
slack is considered to be an “obvious prerequisite” of CSP (Shahzad, Mousa and
Sharfman 2016). Rooted in the behavioral theory of the firm, the slack resources
hypothesis presents an explanation for why companies differ in their levels of
CSP (Orlitzky, Schmidt and Rynes 2003). However, some studies have explored
the slack resource hypothesis and have revealed contrasting findings. On the
one hand, Seifert, Morris and Bartkus (2004] find a positive relationship between
slack resources and corporate philanthropy. Measuring slack by past financial
performance (FP), Waddock and Graves (1997) and Amato and Amato (2007)
come to the same conclusion: slack resources at the discretion of managers
are positively associated with CSP. On the other hand, Tan and Peng (2003) show
that slack resources can be channeled by managers to their negative worth
projects and into their objectives to acquire managerial influence.

Thus, the question of whether managers use such financial resources at their
discretion to raise the CSP of their companies still remains. Moreover, empirical
tests of this hypothesis have principally focused on prior firm FP as a means to
assess slack (e.g., McGuire, Sundgreen and Schneeweis 1988). While the work
of Kraft and Hage (1990) limits the measurement of slack resources to the proxy
of the relative size firm. These mixed results and problems of the conceptual-
ization and assessment of slack (Arora and Dharwadkar 2011; Shahzad, Mousa

and Sharfman 2016) call for additional studies on (1) slack operationalization
methods that best reflect its concept, (2) more sophisticated methods, and (3)
applications to large samples and over long periods (Arora and Dharwadkar
2011; Panwar et al. 2015; Shahzad, Mousa and Sharfman 2016). This leads us to
test the relationship between financial slack and CSP while taking these rec-
ommendations into account. We state the following hypothesis:

Hypothesis 1. Past financial slack of a firm is positively correlated with its current CSP.

Hypothesis 1a. Past financial slack of a firm is positively correlated with its current
environmental performance.

Hypothesis 1b. Past financial slack of a firm is positively correlated with its current
social performance.

The Impact of Industry Risk Profiles

The literature has shown that managerial discretion over slack resource
allocation activities varies with different external contexts (Hambrick and
Finkelstein 1987; Shahzad, Rutherford, and Sharfman 2016a). Drawing on this
notion, Shahzad et al. (2016a: p. 515) recently found that higher levels of man-
agerial discretion “derived from operating in munificent markets” capacitate
managers to allocate the tangible and intangible resources generated by active
stakeholder management such that FP is positively affected. On the contrary,
higher levels of discretion provided by complex and uncertain environments
lead to managerial discretion that lessen the stakeholder management-FP
link. As for internal contexts, Aragén-Correa, Matias-Reche and Senise-Barrio
(2004) found that environmental commitments of firms is associated with two
endogenous factors: the fact that some managers feel responsible for environ-
mental matters, and that superior environmental commitment is linked with
executives having high levels of managerial discretion as members of their
companies’ dominant coalitions. Therefore, evidence confirms that managerial
discretion contexts also shape corporate commitment to the natural environment
(Aragon-Correa et al. 2004). Thus, taking into account contexts is key to examine
non-committed financial resources allocation by managers and its link with
stakeholder management.

In the introduction of this paper, we note that a manager’s willingness to
respond to stakeholder pressures is dependent on the environmental and

Do Managers Use the Available Non-Committed Financial Resources at Their Discretion in Response to Stakeholder Pressure?

73



social risks borne by a given company. Stakeholder power and legitimacy and
risk urgency levels shape managers’ decisions in regards to environmental
and social concerns (Mitchell, Agle, and Wood, 1997). Stakeholders can shape
managers’ decisions in two ways (Frooman, 1999]. First, a stakeholder group
can influence managers’ decisions by withholding or manipulating a firm'’s
flow of resources. Forinstance, when consumers choose to boycott a company,
they are placing direct pressure on that company. Second, a stakeholder group
can inflect company decisions with the help of an ally which manipulates the
flow of resources to the company. For instance, communities and governments:
(1) provide the physical infrastructure and markets that firms use and operate
within, (2) promulgate laws and regulations that influence the ways firms do
business, and (3) impose taxes and other financial costs on firms (Clarkson,
1995; Hillman and Keim, 2001). According to Kassinis and Vafeas (2006),
stakeholder pressure through regulatory and fiscal institutional allies is the
most important strategy used by stakeholder groups. Once again, the legitimacy
of stakeholder claims increases the likelihood that institutions will consider
such claim. This leads us to distinguish between two types of claims.

First, environmental concerns have attracted the attention of many authors
(Aragon-Correa et al., 2004; Berry and Rondinelli, 1998; Buysse and Verbeke,
2003; Henriques and Sadorsky, 1999; Shrivastava, 1995). Kassinis and Vafeas
(2006) highlight the impacts of stakeholder pressures on the emissions of
5,033 individual plants in the most heavily polluting industries in the United
States: chemicals, primary metals, and electric utilities. Second, the social
risks borne by large and globalized firms are the subject of a nascent literature.
Cruz (2013]) or Zimmer et al. (2017) show that the business patterns specific
to each industry rely more or less on global supply chains. This raises work
conditions issues as well as questions regarding workforce development and
the equality of opportunities along the value chain. According to the authors,
bad press and stakeholder pressures on these concerns can damage a firm’s
reputational capital and can impact its profitability. The recent political choices
of U.S. voters stress that employment is a major concern for a large part of
the population. Through the federal state, these voters want to place pressure
on companies’ decisions regarding activity relocation. As environmental
issues and business patterns are unique to each industry, we postulate the
following hypotheses:

Hypothesis 2. The impact of financial resources at the managers’ discretion on
CSP depends on the risk profile of their firm.

Hypothesis 2a. The impact of financial resources at the managers’ discretion on
environmental performance depends on the risk profile of their firm.

Hypothesis 2b. The impact of financial resources at the managers’ discretion on
social performance depends on the risk profile of their firm.

Methodology

A System of General Method Of Moments

The identification of the background and consequences of social responsibility
policies in a company involves highlighting the dynamics linking different CSP
proxies to study variables that may explain the evolution of CSP proxy values.
However, regardless of the variable considered, its current value may depend
in part on its value over recent years. For instance, levels of company social
performance may be linked to efforts already made in this area in past years.
In the same way, it is difficult to assume that major governance features are
redefined each year from scratch. Moreover, financial ratios are driven by
dynamics that are not exhausted at the end of each fiscal year, and these values
show significant temporal correlations. Furthermore, previous studies indicate
that dynamics at work are unique to each company (Black et al. 2006, Boncori
et al. 2016). This means that individual fixed effects are important and that the
dynamics of microeconomic order can be clouded through a bias of aggregation.
Finally, as is supported by many management models, we cannot exclude any
feedback from current or past shocks on the current value of explanatory
variables. These are not strictly exogenous and this prohibits the use of panel
regression models based on ordinary or double least squares. For all of these
reasons, we apply the two-step system of generalized method of moments
(SYS-GMM] proposed by Blundell and Bond (1998). This method is designed for
the dynamic study of samples characterized by short time series of typically
less than ten years and a large number of observations. The Model is treated
as a system of equations (one per year) and Roodman (2006) shows that SYS-
GMM allows for considerable heterogeneity between individuals and for the
presence of idiosyncratic errors, which are heteroskedastic and correlated for
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the same individual. SYS-GMM allows for independent variables that are not
strictly exogenous, meaning they are correlated with past and possibly current
occurrences of the error; fixed effects; and heteroskedasticity and autocorrelation
within individuals (Roodman, 2009). We treat the instruments following the
recommendations of Holtz-Eakin et al. (1988): a set of instruments is built from
the lagged dependent variable. This set of instruments is then transformed into
avector to generate a condition of moments that makes sense. Finally, we apply
the correction proposed by Windjmeijer (2005), without which the variances of
estimated parameters tend to be downward biased.

The validity of the econometric Model is dependent on testing: (1) error serial
autocorrelations of order one and two according to the Arellano and Bond test
and (2) the relevance of lagged variables used as an instrument according to the
over-identification test proposed by Hansen. Moreover, Roodman (2009) shows
that a very large number of instruments can be collectively invalid because they
lead to an overfitting of endogenous variables. For this reason, we limit the time
interval of the instruments to three years. When these conditions are met, Blundell
and Bond (1998]) show that estimators of the SYS-GMM are convergent.

Sample and Data
We present here the databases used to construct our sample as well as the
variables of our study.

Sample

Numerous authors (Dierkes and Coppock, 1978; Trotman and Bradley, 1981;
Fombrun and Shanley, 1990; Van Beurden and Gossling's; 2008, Agan et al.,
2016) have notice that size of the firms plays a role in the CSP. Larger firms have
a higher value of CSP Index. Moreover, quoted firms are in the public scrutiny
and therefore more aware (and caring) of their social and environmental repu-
tation whilst markets are increasingly willing to reward good and responsible
firms (Stanwick and Stanwick, 1998). Tyrrell (2006) contends that firms with a
greater media exposure are spending billions annually in the name of corporate
social responsibility. Consequently, in order to gather a homogeneous sample,
we decide to focus our study on S&P 500's firms. Our sample includes 404
industrial companies listed on Standard & Poor’s 500 for 2009-2016. Governance
variables and those assessing the social responsibility of these companies were

collected from the Asset4 database managed by Thomson Reuters, and financial
variables were extracted from Bureau van Dijk’s Orbis database.

The Asset4 database offers objective, relevant and systematic information
on the social responsibility commitments, performance and governance practices
of 6,000 companies worldwide (July 2017). Thus, 750 data points collected at
least annually are used to calculate 250 key performance indicators (KPI). These
KPIl are organized into 15 category variables that serve as a basis for computing
3 pillar scores: environment (3 categories: emissions reduction, the reduction
of resources and product innovation); social (7 categories: quality of employment,
health and safety, training and development, diversity, human rights, community,
and product responsibility); and corporate governance (5 categories: the structure
of the Board of Directors, functions of the Board of Directors, compensation
committee, shareholder rights, vision and strategy). Finally, a global CSP score
reflects a balanced view of a company performance in all three areas by com-
puting an equal-weighted rating from the three pillar scores aforementioned.

The primary data sources used in Asset4 to establish different scores include
all information provided by the company to financial market authorities, annual
reports and CSP reports, information available on the websites of non-governmental
organizations and information provided through the general or economic press.
Shaukat et al. (2016) show that a growing number of analyses on the social and
environmental performance of U.S. companies have been based on Asset4 [Cheng
et al. 2014; lonnou and Serafeim 2012; Kocmanova et al. 2011). Compared to its
rival KLD, scores provided by Asset4 are based on more comprehensive calculations,
creating less bias than the binary notation system generated by KLD.

We complemented information from Asset4 with financial variables drawn
from the Orbis database. This database permits access to all accounting and
financial information collected by regulatory agencies on more than 170 million
companies around the world.

Study variables
Two types of variables were used in our study. First, we extracted Asset4

information on the CSP of Standard Poor’s 500 companies. Second, we drew
financial variables relevant to our study from the Orbis database.

Variables reflecting environmental, social and governance performance
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Overall Corporate Social Performance [0CSP)

Wood (1991) defines CSP as “a business organization’s configuration of prin-
ciples of social responsibility, processes of social responsiveness, and policies,
programs, and observable outcomes as they relate to the firm’s societal rela-
tionships.” The equal-weighted rating given by Asset4 aims to compute a balanced
score from environmental, social, governance company ratings. Therefore, this
variable equally weights the interests attached to each stakeholder and reflects
abalanced approach of CSP. We thus adopt as proxy of CSP the variable “equal-
weighted rating” used in Asset4.

Corporate environmental score (CES)

Asset4’s environment pillar summarizes company scores in regards to reducing
emissions and resource use levels and elements of eco-efficient innovation
included products. The Asset4 glossary states that the environment pillar “meas-
ures the impact of a company on the living natural systems and not living, including
air, land and water, as well as complete ecosystems. It reflects the way in which
a company uses the best management practices to avoid environmental risks
and capitalize on environmental opportunities in order to generate a long term
shareholder value.” To establish this score, Asset4 evaluators use information
on energy used by a company as well as its CO2 emissions, water usage and
waste recycling protocols. All controversies concerning spills or pollution caused
by a company’s activities are also taken into account in the rating.

We thus use the corporate environmental score (CES] as a proxy for a com-
pany’s environmental performance.

Corporate social score [CSS]

The Asset4 social pillar measures a company’s ability to gain the trust and
loyalty of its employees and customers and of society as a whole through the use
of best management practices. It reflects a company’s reputation and the health
of its operations, which are key factors determining its ability to generate long-
term shareholder value. This variable summarizes a company’s scores on the
following issues: (1) diversity and equal opportunities in the workforce, (2)
high-quality employment benefits and job conditions, (3) healthy and safe workplace
conditions, and (4) workforce training and professional development.

Therefore, we use the corporate social score (CSS) as a proxy for a company’s
performance regarding social issues.

Financial variables

Company financial slack (Slack)

According to Bourgeois (1981), a “cushion of actual or potential resources”
allows a firm to respond to internal or external needs for strategic change. The
availability of financial resources not only provides firms with opportunities to
commit resources to social causes (Waddock & Graves, 1997), but it also renders
them more likely to satisfy stakeholder demands (Arora and Dharwadkar, 2011).
Therefore, a company’s financial slack should be only approximated from available
financial resources at the discretion of management teams. Arora and Dharwadkar
(2011) stress that with the exception of Navarro (1988) and Seifert, Morris, and
Bartkus (2004), studies have often approximated this resource based on a
company’s financial performance. However, numerous conceptualizations of
financial slack ignore that only the portion of financial resources which is not
already reserved for a specific, planned use should be regards as financial slack.
Moreover, Bourgeois (1981) argued that, from a research perspective, relative
measures of slack are generally more useful. Hence, using the current ratio
(current assets divided by current liabilities) to operationalize financial slack
(e.g., Greve, 2003; Kim et al., 2008; Singh, 1986) may result in more valid and
generalizable empirical findings. Operationalization that attempt to measure the
amount of cash held by the firm that is above and beyond some minimum level
of operational need (e.g., current liabilities) are most consistent with theoretical
definitions of financial s lack existing in excess of foreseeable need. Consequently,
like Bourgeois Ill and Singh, (1983;), Bradley, Wiklund, and Shepherd (2010],
Bromiley (1991), Chiu and Liaw (2009), Geiger and Cashen (2002) we use the
current ratio as the main proxy of financial slack. Firm with higher current ratio
have higher level of financial slack (Bourgeois and Singh, 1983).

In addition, we also decide to compute quick ratio (defined as the sum of cash,
markeTable securities and accounts receivable to the current liabilities) which
is a restrictive proxy of financial slack and the working capital ratio (working
capital divided by sales) for our robustness check. If working capital grows
faster than sales, then excess liquidity and financial slack increase (Daniels
etal., 2004).
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However, the competitive task environment common to firms in the same
industry influences the slack reference point needed to face risk taking (Singh,
1986; Ferrier and Lee, 2002). Hence, Latham and Braun (208) suggest that slack
serves as a discretionary tool used by managers to insulate external impacts
from the competitive environment and industry factors. Therefore, we adjust
the measures of financial slack, by taking, for each proxy, and for each year, the
difference between the firm ratio considered and the mean of the industry’ value
of that ratio as recommended by reviewer of the present article. This adjusted
measure of slack is denoted Adjust-slack in the remainder of this paper.

Industry Risk Profiles

As stressed by Fama and French (1997) and by Ozbas and Sharfstein (2010),
firms in the same industry face similar exposure risks. Among them, environ-
mental risks are directly linked to the operations undertaken. For instance,
Gatzert et al. (2016) highlight the $59 billion loss recorded by BP shareholders
as a financial consequence of the 2010 Gulf Coast oil spill. The social risks borne
by large and globalized firms are the subject of a nascent literature. Cruz (2013)
and Zimmer et al. (2017) show that the business patterns specific to each industry
are more or less shaped by global supply chains. This raises work conditions
issues as well as questions regarding workforce development and on the equality
of opportunities along the value chain. According to the authors, bad press and
stakeholder pressures regarding these concerns can damage a firm’s reputational
capital and can influence its profitability. Therefore, from the industrial classi-
fication proposed by Fama and French, we identify five industries that present
different risk profiles":

1. Cnsmr: Consumer Durables, Nondurables, Wholesale and Retail

2. Manuf: Manufacturing, Energy, and Utilities

3. HiTec: Business Equipment, Telephone and Television Transmission
4. Hlth: Healthcare, Medical Equipment, and Drugs
5

. Other: Mines, Construction, Construction Materials, Transport, Hotels,
Business Services, Entertainment

1. This five-industry classification is detailed on the Kenneth R. French webpage:
http://mba.tuck.dartmouth.edu/pages/faculty/ken.french/Data_Library/det_48_ind_port.html

Control variables

GMM is an autoregressive Model that allows for the absence of quasi-stationary
control variables ([Roodman, 2007). However, numerous authors have noted that
CSP are correlated with company size. We thus control for this variable using
balance sheet total assets (TA). In addition, we take into accounts the potential
time-related effects by including a full set of year dummies.

Empirical Analysis and Results

Descriptive Statistics

The descriptive statistics of the variables used in our study are given in Table 1.
A comparison drawn between the medians and means of variables associated
with the extra-financial performance (OCSP, CES, and CSS) for our sample’s
companies shows that these variables are left skewed. Moreover, the dispersion
of these variables is large and values for the first quartile show that a quarter
of the S&P companies take little account of environmental and social issues.
The total assets variable (TA) highlights the size dispersion of the companies in
our sample as well as the severe right skewness of this variable. Finally, the
slack ranges from zero to twenty-three while the median is less than two.

Such major differences in the dispersion of variables and in their distribution
asymmetries lead us to standardize the variables of our study. In the remainder
of the article we use a Z abbreviation to denote a transformed variable.

Table 2 presents the pairwise correlations of the study variables. The results
of the Pearson correlation tests are shown. However, the nature of our variables
(indices and ratios) leads us to interpret the results of these tests with great
caution (Aldrich, 1995). Correlations between the variables reflecting extra-fi-
nancial commitments (OCSP, CES, and CSS) of the S&P 500 companies are high.
These variables are positively and significantly correlated with company size
and financial slack. Finally, Table 3 reports the distribution of our sample based
on company risk profiles. The distribution based on risk profiles is relatively
well balanced even though consumer goods and manufacturing industries
dominate our sample.
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TABLE 1
Descriptive statistics of the study variables

TABLE 3
Risk profile distribution of the company sample

Number of Frequency Percentage Cumulative Percentage
Interquartile observa-
Variables | Median range tions Manuf 928 28.711% 25%
OCSPG 57.24 | 51.64 | 40.25 | 21.2 | 78.1 56.9 10.33 | 89.34 | 3232 Cnsmr 808 25% 53.71%
CES 67.51 | 53.44 | 3835 | 25.4 | 87.6 62.2 8.68 | 95.06 | 3232 HiTec 568 17.57% 71.29%
CSsS 66.22 | 62.2 | 26.93 | 38.43 | 86.6 48.17 5.29 | 96.96 | 3232 Hlth 432 13.37% 84.65%
TA(M$) | 12600 | 27600 |53400| 5467 30000 24533 33436233000 3232 Other 496 15.35% 100%
Slack 1.421 11.8122|1.6743| .9805 |2.0285| 1.048 0.008 | 23.038 | 3232
Ea“tiigk 0.9511 | 1.2826 | 1.2417|0.58561.1928| 0.212 | 0.021 | 11.665 | 3232 Econometric Results

TABLE 2
Pairwise correlations of the study variables

Zquick
ZOCSP | ZCES 7CSS ZTA ZSlack | ratio
70CSP 1
844
ZCES 1 (000) 1
6722 635
ZCSS | (oo} | (000) 1
332 321 222
ZTA (000) | (oo00) | (000) 1
344 042 049 211
ZSlack | (9gq) (.014) (.029) (.000) 1
Zquick | 122 034 038 083 733 1
ratio (.004) (.022) (.022) (.031) (.000)

Here, we present the results of our SYS-GMM models in two steps based on a
finished sample correction and the robust estimator of standard deviations
(White 1980). First, we assess the validity of our specification. For each SYS-GMM
model, we calculate the Hansen J test score on restrictions of over identification
and conduct an Arellano and Bond test (1991) relating to first and second order
serial auto-correlations. The Hansen J test validates the adequacy of instruments
used in the SYS-GMM models. The Arellano and Bond tests on serial autocor-
relations of the first order should be significant and negative while the second
order autocorrelation test must reject the HO hypothesis. When these conditions
are met, the convergence of SYS-GMM estimators is ensured.

Table 4 presents the effects of previous financial slack on the current per-
formance of S&P 500 companies regarding their overall, environmental, social
and governance performance. First extra-financial performance of the past two
years positively and very significantly influences the current extra-financial
performance of a given company (models I, Il and Ill). Therefore, companies
committed in extra-financial issues tend to reinforce their CSR commitment
year after year. Second, financial slack accumulated during the previous two
years positively and significantly influences the current overall CSP (Model I).
Therefore, hypothesis H1 is validated which means that increasing a firm overall
CSP requires the accumulation of slack resources in previous years. However,
financial slack is not geared towards improving the environmental impacts of
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company operations and past two years financial slack values do not significantly
influence the current environmental performance of the companies included
in our sample (Model Il). Thus, our hypothesis 1ais invalidated. Model Ill shows
that managers use financial slack to address social concerns through the
company and to acknowledge different stakeholders: past financial slack values
significantly and positively affect the current social performance of S&P 500
companies. Consequently, our hypothesis 1b is validated.

In accordance with the assumptions of our literature review, we also study
the impact of past financial slack on the current overall CSP of S&P 500 com-
panies according to their risk profiles. Table 5 shows the results of the SYS-GMM
regressions we conducted. The effect of the two previous years’ financial slack
on current overall CSP depends on company risk profile. While companies in
industries that rely on global supply chains and low wage workforces (Cnsmr,
Manuf, and Other) use financial slack to further their overall CSP (Model IV, V and
VII), high-tech and health companies basing their operations primarily on highly
educated and well-paid engineers do not need financial slack to reduce pressures
exerted by stakeholders (Model VI and VII). Thus, our hypothesis 2 is validated.

We deepen these results and estimate the effects of the previous two years
slack on the current environmental and social score according to each of the
five-risk profile defined. The results are presented below (Table é). First, the
coefficients associated to the lagged values of the slack are non-significant at
the five percent threshold (Model IX, XI, XIIl, XV, and XVII). Thus, whatever the
risk profile considered, the slack accumulated by our sample’s firms during the
two previous years does not nurture the increase of the environmental perform-
ance. Consequently, our Hypothesis 2a is not validated. Second, the effects of
previous two years’ slack on the current social performance of S&P500 industrial
firms according to their risk profile present contrasted results. In the one hand,
this effect is positive and significant at the five percent threshold for firms’ profiles
that rely on global supply chains and low wage workforces (Model X, Model X
and Model XVIII). On the other hand, the effect of past slacks on the current social
performance of High Tech or Healthcare firms is very low and insignificant at
the 10 percent threshold. Therefore, the impact of slack on social performance
depends on the firm'’s risk profile. Our hypothesis 2b is validated. Finally, while
Table 5 highlights the significant impact of past slacks on the current overall

TABLE 4
The effects of previous industry adjusted financial slack on the
current performance of S&P 500 companies regarding their

overall, environmental and social performance

Model I Model II Model III
SYS-GMM SYS-GMM SYS-GMM
Z0CSP, ZCES, zcss,
JT63H**
Z0CSP, (000)
337.%**
ZOCSP“_ZI (.000)
DL2H**
ZCES, .000)
322%**
ZCES,y .000)
H3gH**
2C55,, .000)
WA Rl
2CS5y .000)
. 4T *** .043 WA R
ZAdjust-slack, (.000) (491) (.000)
. 234%** 0.034 33 H**
ZAdjust-slack, (.000) (0.526) (.000)
.007 .025 .005
2TA (758) (687) (773)
Intercent .004 .051 .005
P (.645) (.482) (.884)
Risk profile (dummies) Included Included Included
Hansen test x2(p-value) 221 173 351
Arellano-Bond test AR(1) -4 LH*** -2.25%** -4, 51***
Arellano-Bond test AR(2) -.21 -.15 =27
Number of instruments 52 52 52
Number of observations 3232 3232 3232
Number of groups 328 356 321

*p<.1, ** p<.05, ***p<.01

Note: Two-step SYS-GMM estimation with finite-sample correction and robust standard errors, controlling for
size [company total assets) and risk profile. The set of instruments is built from the three years lagged dependent
variables. We use ***, ** and * to denote significance at the 1%, 5%, and 10% level (two-sided), respectively.

ZOCSP is the normalized score reflecting the overall CSP of sample companies, ZCES is the normalized score
reflecting their environmental performance and ZCSS is the normalized score reflecting social performance.
ZAdjust-slack is the normalized difference between the current ratio of the firm and the mean current ratio in
its industry. ZTA the normalized total assets of sample companies.

SYS-GMM, generalized method of moments in system.
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TABLES

The effects of previous industry adjusted financial slack on the current overall social performance of S&P 500 companies according to
their risk profiles

Model IV - SYS-GMM

Model V - SYS-GMM

Model VI - SYS-GMM

Model VII - SYS-GMM

Model VIII - SYS-GMM

Cnsmr Manuf HiTec Hlth Other
B42xx* B37*x* 526*x** AN B04***
Z0CSPy 000) .000) .000) .000) .000)
LOB*** 210%** L2THHF* 3hxx* 336***
Z0CSPy, .000) L000) .000) .000) .000)
27 % J16%x* .014 .007 .032%**
ZAdust-slacky (.000) (.000) (.401) (.856) (.000)
Q72xx* .086*** .008 .003 016***
ZAdust-slack, (.000) (.000) (823) (901) .000)
ZTA .004 .012 .021 .005 .007
-1 (.453) (.132) (.143) (.832) (.724)
Intercent .002 .006 .007 .006 .004
P (.488) (.374) (.734) .861) (.544)
Hansen test y2(p-value) 561 .505 420 .353 .b84
Arellano-Bond test AR(1) -3.22%** -3LL4*H* -2.43%** -2.53%** -2.89***
Arellano-Bond test AR(2) -.43 -42 -.76 =71 -74
Number of instruments 51 51 51 51 51
Number of observations 808 928 568 432 496
Number of groups 75 83 71 53 52

*p<.1, ** p<.05, ***p<.01

Note: Two-step SYS-GMM estimation with finite-sample correction and robust standard errors, controlling for size (company total assets) and risk profile. The set of instruments is built from the three years lagged dependent

variables. We use ***, ** and * to denote significance at the 1%, 5%, and 10% level (two-sided), respectively.

ZOCSP is the normalized score reflecting the overall CSP of sample companies, ZCES is the normalized score reflecting their environmental performance and ZCSS is the normalized score reflecting social performance. ZAdjust-
slack is the normalized difference between the current ratio of the firm and the mean current ratio in its industry. ZTA the normalized total assets of sample companies.

SYS-GMM, generalized method of moments in system.

corporate social score of firms in the High Tech or Healthcare industries Table 6
does not allow us to show the direction of these expenditures. Firms’ managers
in these industries do not use financial resources at their discretion to respond
meaningfully to environmental or social concerns. Therefore, more in-depth
analyzes are needed to explore the governance-related interests of the overall
corporate social score for high-tech and healthcare firms.

We also ran additional tests to ensure the robustness of our results. Although
current ratio is the most used and most robust variable to measure the non-com-
mitted financial resources at managers 'disposal, we also conducted robustness
checks to ensure that our results are not dependent on the selection of our
variable definition. Therefore, we reran the GMM by replacing current ratio by
quick ratio and working capital ratio. Moreover, we ran different specification
of our GMM-SYS Model including different span of lag and different instruments.

These additional robustness tests resulted in similar finding. These two ratios
positively affect the social performance of our sample’s companies while the
effect on environment performance is insignificant. In addition, quick ratio
impact on the overall CSP is notably stronger for industries characterized by
global supply chains and low wages workforce.

Discussion

The research question raised in this study was whether managers use available
non-committed financial resources at their disposal to respond to stakeholder
pressures or not. We have found that managers can use financial slack to
increase their companies’ CSP. These findings suggest that the intensifying of
CSR commitments are highly dependent on the non-committed financial resources
associated with managerial discretion.
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TABLE 6

The effects of previous industry adjusted financial slack on the current environmental and social performance
of S&P 500 companies according to their risk profiles

Cnsmr Manuf HiTec Other
Model IX Model X Model XI Model XII Model XIII Model X1V Model XV Model XVI Model XVII | Model XVIII
SYS-GMM SYS-GMM SYS-GMM SYS-GMM SYS-GMM SYS-GMM SYS-GMM SYS-GMM SYS-GMM SYS-GMM
ZCES, zcss, ZCES, zcss, ZCES, zcss, ZCES, zcss, ZCES, zcss,
BT Rl L26*H* 532k RAV Ak (625 **
ZCES,.y (.000) (.000) .000) (.000) (.000)
482*** 348*x* 488 ** 326*** 582x**
ZCES, (.000) (.000) (.000) (.000) (.000)
634*x* VA TLL*HF H36*** WA
2CS5) (.000) (.000) (.000) .000) (.000)
503*** LLTHXF VA N 502*** WA
2C5Sy (.000) (.000) (.000) (.000) (1000)
.003 .055** .021* .093*** .004 .010 .005 .008 .029* 096***
ZAdust-slack ,, (.561) (.042) (.087) (.000) (.823) (.667) (.873) (.808) (.084) (.000)
.003 .050** .006 .086*** .003 .007 .003 .003 .019 Q75***
ZAdust-slack, (.583) (.044) (0.538) (.000) (.844) (.684) (.901) (.897) (.205) (.000)
7TA .006 0.02* .01 .025* .035** .029* .004 .004 .008 .004
(t-1) (.484) (.062) (.132) (.060) (.043) (.054) (.836) (.836) (.683) (.745)
Intercent .002 .003 .005 .005 .005 .007 .007 .009 .004 .007
P (.551) (.550] (.546) (.544) (.769) (.686) (.861) (.797) (.744) (.649)
Hansen test x2(p-value) 431 591 .505 423 420 634 .353 458 625 .502
Arellano-Bond test AR(1) -2.05%** -2.61%** -3.44L¥F* SN -2 43¥** -2.03*** -2.53%** -2.05%** -2.48%** -2.25%**
Arellano-Bond test AR(2) -.21 -.72 -.42 -.53 -.76 -.84 =71 -.653 -.63 -.49
Number of instruments 51 51 51 51 51 51 51 51 51 51
Number of observations 808 808 928 928 568 568 432 432 496 496
Number of groups 92 75 83 72 71 69 53 57 52 48

*p<.1, ** p<.05, ***p<.01

Note: Two-step SYS-GMM estimation with finite-sample correction and robust standard errors, controlling for size (company total assets) and risk profile. The set of instruments is built from the three years lagged
dependent variables. We use ***, ** and * to denote significance at the 1%, 5%, and 10% level (two-sided], respectively. ZCES is the normalized score reflecting their environmental performance and ZCSS is the
normalized score reflecting social performance. ZAdjust-slack is the normalized difference between the current ratio of the firm and the mean current ratio inits industry. ZTA the normalized total assets of sample
companies. SYS-GMM, generalized method of moments in system.
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The theoretical Model of organizational slack addresses the issue of the link
between CSP and FP by advancing the idea that it is not social responsibility
that is the condition for achieving a high level of FP but higher level of FP that
allows the company to engage in socially responsible actions (McGuire et al.,
1988; Preston, 1991). Kraft and Hage (1990) show that excess resources and
managers’ attitudes towards society strongly influence the overall level of CSR.
However, they limit the measurement of slack resources taken as a whole to
the firm’s “relative size” proxy. Nevertheless, slack resources are of four different
types of slack: financial slack, operational slack, customer relational slack, and
human resource slack (Voss et al., 2008). Therefore, our research contributes
to their work by showing here that it is specifically the non-committed financial
resources at managers’ disposal which increase CSP.

Second, our study shows that the discretionary allocation of financial slack
resources toward CSP fluctuate according to CSP components. Executives turn
to further social aspects of CSP when they have extra financial resources at
their disposal and are left free of shareholder scrutiny. This result is consistent
with the findings of McGuire et al. (1988), Waddock and Grave (1997), and Fauzi
and Idris (2009) who show that corporate FP is the most important variable in
promoting CSR in manufacturing firms.

These two finding can be interpreted within the framework of institutionalism
theory (DiMaggio and Powell, 1983) as a consequence of two different approaches
of CSP. On one hand, the environmental aspect of CSP is improved for coercive
and mandatory reasons. On the other hand, the social aspect of CSP is improved
in response to normative and mimetic pressures. Indeed, the environmental
impacts of business activities are subject to regulations and results that com-
panies must submit themselves to. Therefore, corporate discretionary resources
used to meet mandatory standards, rules and laws are meaningless, as invest-
ments needed to meet standards are budgeted. On the other hand, social
conditions for employees and subcontractors are subjected to scrutiny and
stakeholder pressure. Thus, in this case, financial slack is used to reduce such
pressures. These results lead to conclude that to understand the role and use
of financial slack for CSP improvement, we ought to distinguish between CSP
as a response to legal obligations and norms of soft law and CSP as a means
to reduce pressures exercised by stakeholders (Marano and Kostova 2016).

In line, with the question raised in this research whether past financial slack
of a firm is positively correlated with its current CSP or not, we have found that
financial slack accumulated during previous years positively and significantly
influences the current overall CSP. This result echoes to the work of Waddock
and Graves (1997), and Amato and Amato (2007).

Finally, this research highlights the influence of firm risk profiles related
to industry groups on the discretionary allocation of financial resources to
CSP. More specifically, our findings lead us to conclude that the impact of
slack on social performance depends on the firm’s risk profile, whereas the
impact of financial slack on environmental performance does not depend on
the studied firms’ risk profile. As previous studies have shown the impact of
companies’ internal contexts to managerial discretion in favor of environmental
commitments (e.g. Aragén-Correa et al. 2004), our findings contribute to the
existing literature by examining one specific external context which is the
industry level and the associated firm risk profiles. First, it confirms the idea
that managerial discretion over slack resource allocation activities varies with
external contexts (Hambrick and Finkelstein 1987; Shahzad et al. 2016a).
Second, it complements the work of Shahzad et al. (2016a) which focuses on
managerial discretion levels derived from operating in munificent markets
and the ones offered by complex and uncertain environments, and their impacts
on the stakeholder management-FP link. Indeed, it extends it by taking into
consideration that a given company bears specific environmental and social
risks in relation to its industry and that this influences the impact of financial
resources at the managers’ discretion on CSP.

Conclusion

The aim of this paper was to assess whether and/or to what extent managers
use financial resources at their disposal to extend the extra-financial performance
of their companies. Drawing on data collected over a long period (2009-2016),
from a sample composed of large US listed companies, we apply an econometric
Model based on the system of the generalized method of moments (SYS-GMM).
This method can be used to rectify endogeneity biases in regression models
based on panel data. Our paper makes several contributions to the extant lit-
erature on CSP.
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First, it shows that managers use financial slack to improve their overall CSP
suggesting that the furthering of CSR commitments are highly dependent on the
non-committed financial resources at the managers’ disposal. Second, it suggests
that the discretionary allocation of financial resources toward CSP varies according
to CSP components. Managers tend to favor social aspects of CSP when they
have access financial resources and are left free of shareholder scrutiny. Third,
this paper outlines the impacts of firm risk profiles related to their industry
groups on the discretionary allocation of financial resources to CSP. In particular,
industries that rely on global supply chains and low wage workforces use financial
slack to enhance their CSP contrary to the other. This could mean that the
globalized firms” managers tend to reduce social pressures from stakeholders
using the non-committed financial resources at their disposal.

The managerial implications of the present study are manifold. We show that
non-committed financial resources at the managers "disposal can be used in
response to the stakeholders’ social claims. We then stress that the usefulness
of such an allocation of non-committed financial resources highly depends on
the business pattern of each industry. Finally, we show that this means of
reducing social pressure is satisfactory for managers who further the allocation
of non-committed financial resources to CSP improvement year after year.

It should be pointed out that this study has several limitations. The first limitation
is related to the sample. We used US firm data only. These results may be valid in
other developed economies that are similar to the U.S., however, this might not be
the case in countries where greater stakeholder engagement is a part of the social
and institutional setting (Shahzad, Rutherford and Sharfman 2016b). The second
limitation is that no study has examined the constructs of this research (the use
of resources by managers to improve the CSP of their firms according to the
company risk profiles). So, the comparison of our results to the existing literature
is difficult. Finally, the multidimensional nature of CSP implies that each dimension
may be impacted by the availability of funds with different intensities. According
to Orlitzky et al. (2003) and Sahut, Mili, Tekayac and Teulon (2016), investment in
each particular dimension may provide a different level of CSP and return to the
firm. We suggest that future researchers are even more specific, by combining
quantitative and qualitative analyses. Taking into account company risk profiles,
this level of detailed analysis may precisely indicate which are the exact financial
resources that are the more prone to impact CSP improvement.

The paper also opens up interesting avenues for future research. For example,
what are the differences between the U.S. and the E.U. about impacts of financial
slack on CSP? Does the financial slack affects CSP and may alleviate social
concerns in emerging countries?
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