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Abstract: An increasing number of studies have proposed that corporate social responsibility (CSR)
performance depends on how companies apply their resources and capabilities to implement CSR.
A firm’s ability to integrate, build, and reconfigure internal and external competencies to respond
to environmental changes is its dynamic capability. Implementation of CSR at the strategic level
will contribute to a firm’s sustainability. However, the research on strategic CSR is incipient. This
study explores possible mechanisms to investigate how dynamic capability influences the perfor-
mance of strategic CSR in China. By analyzing 134 Chinese listed companies in the period 2017-
2019, in this study, we found that firms with a high level of dynamic capability were less likely to
adopt strategic CSR practices, and had a low strategic CSR adoption performance. The results con-
firmed the loss aversion channel, indicating that firms with a high dynamic capability level were
loss averse and that managers had a decreasing sensibility in decision-making and allocated fewer
company resources in CSR projects. These results can help companies to better understand the
dynamic capability and how dynamic capability contributes to the adoption of strategic CSR and
performance over time. The policy implications of the study are also discussed.
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1. Introduction

Companies have a responsibility to react and respond dynamically to changes in the
economy, environment, and society. This dynamic capability allows companies to use
and allocate resources appropriately; the aim of this study is to examine how the dy-
namic capability of companies is related to their corporate social responsibility (CSR)
performance based on their strategic business goals. Extant literature suggests that dy-
namic capability contributes to the adoption of strategic CSR (SCSR) [1,2]. For example,
Essid and Berland used case studies of eight large French firms to analyze the dynamic
capabilities of adopting environmental management tools [2]. They found that dynamic
capabilities could be operationalized to adopt environmental management tools by in-
ternal and external antecedents. For instance, accumulated knowledge is an internal an-
tecedent to reconfiguring capabilities since accumulated knowledge helps firms to
quickly absorb and develop new knowledge. Lin et al. also reached similar results in a
Chinese context [3]. They surveyed 264 Chinese firms to investigate the dynamic capa-
bilities” influence on the innovation process stages. They found a positive relationship
between the dynamic capabilities and the innovation process stages, from initiation to
implementation. For example, absorptive capability positively affected the whole process
of innovation because the absorptive capacity may enable a firm to begin management
innovation by taking in new information efficiently and acquiring and assimilating
knowledge. Consequently, knowledge transformation can help the firm to integrate in-
novations with firm resources [3].
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China is a unique case for CSR adoption research since China suffers from various
severe CSR issues, such as air pollution and bribery. Extant Chinese companies lack a
recognition of the importance of incorporating CSR practices in strategy. In this paper we
hope to demonstrate that dynamic capability is important for companies to achieve their
CSR goals, using a sample of listed companies from two Chinese stock exchanges from
2017 to 2019.

Firms perform CSR activities for many benefits, such as showing a good company
image to the stakeholders for more investments and more stable stakeholder relation-
ships [4]. Therefore, firms must consider CSR issues and concerns when doing business
and incorporate CSR concerns and practices into their operational strategies (i.e., adopt
SCSR practices). Although these concepts had been previously studied separately or
combined, there was a lack of in-depth analysis of the possible mechanisms between
dynamic capability and SCSR. Therefore, there was a gap in how dynamic capability
functions on SCSR adoption and performance.

In this paper, we argue that the dynamic capability is an important factor of SCSR
adoption. However, the dynamic capability negatively affects the SCSR adoption and
performance. We found that a high level of dynamic capability was negatively related to
SCSR adoption and performance, although the relationship was not significant. In other
words, firms with a high level of dynamic capability were less likely to adopt SCSR
practices, and they had a low SCSR adoption performance. This finding supports the
prospect theory that people make decisions with decreasing sensibility and loss aversion
[4]. The results confirm the loss aversion channel in that firms with a high dynamic ca-
pability level were loss averse. Therefore, managers allocated fewer company resources
to CSR projects and were less likely to adopt SCSR and, thus, had low SCSR performance.
We found that firms with an industrial level of dynamic capability were more likely to
incorporate CSR practices into strategies and have a high SCSR performance. These study
findings provide an insightful explanation and a mechanism for the negative relationship
between dynamic capability and SCSR adoption and performance.

This study has several significant contributions to knowledge in the field of CSR and
corporate governance. First, this research makes a theoretical contribution to applying
the prospect theory to the research scope of dynamic capability and CSR. Second, this
study contributes to the empirical literature of CSR in the context of China. China is a
unique case for CSR adoption research since China suffers from various severe CSR is-
sues, such as air pollution and bribery. Extant Chinese companies lack recognition of the
importance of incorporating CSR practices in strategies. Therefore, this study raises
firms' attention to dynamic capability and SCSR in that companies may need to design
resource allocation strategies and evaluate their future CSR and management practices in
an early stage. This study is the first to empirically construct dynamic capability
measures and prove that dynamic capability is an essential factor of SCSR adoption and
performance. The research extends the CSR literature by suggesting that researchers
consider the dynamic capability in CSR research. This study offers important insights
into practical implications.

Our study has several practical implications for firms and managers. First, the
findings may help firms to better understand manager attitudes toward risks and losses
when making resource allocation decisions [5]. Firms could focus on financial invest-
ments with high returns rather than spending time and money that are greater than the
industry average level on incorporating CSR into strategies. There is a need to integrate
company resources and financial focus within and over departmental and company lev-
els.

The article is structured in different sections. In Section 2, we discuss the CSR and
dynamic capability literature and presents the theoretical framework; in Section 3, we
include the study’s methodology. In Section 4, we show the baseline regression results
and robustness test results. The last section, the Conclusion, includes implications for
managers, limitations, and future research.
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2. Literature Review and Hypotheses Development
2.1. CSR in China

There has been an increase in CSR research interest in developing countries over the
years [6], due to three main reasons [7]. First, developing countries have more than 80%
of the total world population and dominate almost 50% of the world’s GDP, forming a
large market in the global view. Such a market with a large potential provides many in-
vestment opportunities, resulting in the fast growth of developing countries. Second,
developing countries have generally low/medium income and human development, re-
sulting in widespread CSR-related issues and crises in developing countries due to
globalization and fast economic growth; third, CSR practices are in an infant stage in
developing countries, and so there is a need to call for more research into CSR issues [8-
11].

The adoption of CSR is influenced by China’s economic environment and institu-
tional pressures within the institutional environment [12]. First, there has been a signifi-
cant change in China’s economic environment from a state-controlled economy to a so-
cialist market [6]. During the transition, companies tended to maximize profit so as to
respond to intense competition. Therefore, firms focused on financial performance in-
stead of CSR behaviors [6]. Second, there has been a significant change in China’s insti-
tutional environment [6]. On the one hand, the Chinese government promoted CSR
practices to gain social legitimacy [4]. For example, Wenzhou city in Zhejiang province
created China’s first CSR evaluation system for private companies [13].

On the other hand, Chinese companies are learning CSR initiatives and implemen-
tations. In particular, in China, managers and business leaders with a sense of CSR inte-
grate CSR initiatives into daily operations to obtain a potential competitive advantage
[14]. Therefore, researchers must explore CSR initiatives in China’s context because
China has a large market with under-developed CSR systems [6,15].

2.2. Strategic Corporate Social Responsibility

The literature on CSR has stressed the lack of consensus in defining CSR [16,17].
CSR’s conceptual vagueness, the inherently normative feature of the CSR literature, and
the halt in the literature’s development by the continuous introduction of new concepts
related to CSR has led to a lack of CSR concepts [18].

Traditionally, a company’s social responsibilities should include economic respon-
sibility that maximizes the shareholders’ wealth and has legal, ethical, and discretionary
responsibilities [19]. However, developing countries, such as China, have different
rankings and priorities of CSR components [17]. Visser proposed a new ranking pyramid
for developing countries [11]. Specifically, with economic responsibility first and phil-
anthropic responsibility second, followed by legal and ethical responsibilities. The rank-
ing is different from Carroll’s pyramid, since CSR is commonly related to charity or phi-
lanthropy in developing countries [11].

This conclusion is further supported in China’s context by two possible explanations
[6]. One reason is that the institutional environment in transitional China leads to im-
perfect market and legal systems. Hence, “stockholder interest” and “legal compliance”
are rarely considered in Chinese CSR by Chinese companies, although they exist. Hence,
many problems, such as the lack of procedural protection of legitimate rights, result in
weak legal enforcement and civic accountability [20,21]. Another explanation lies in the
influence of ethical leadership. The most typical cultural tradition in China is the Confu-
cian culture, which is concerned with Ren and Li, meaning benevolence, philanthropy,
humaneness, and social rules and norms [6]. Confucian culture has been abided by many
Chinese business leaders and is a substitute for ethics [22].

Chandler defines CSR as a responsibility of firms to satisfy the interests of stake-
holders and a responsibility of stakeholders to hold firms accountable for their actions
[23]. Consistent with CSR definitions reviewed by other scholars [16,17], CSR’s scope in-
cludes the relationship between companies and society. Inherently, CSR covers the re-
sponsibilities of both companies and stakeholders over time and at different levels. In
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sum, this study is consistent with the prior literature [6,11] in that corporate social re-
sponsibilities include ethical, legal, philanthropic, and economic responsibilities.

Lantos [24] classified CSR into three types by purpose and nature; these include
moral, altruistic, and strategic CSR. Moral CSR is carried out due to moral norms,
whereas altruistic CSR is carried out by the firms since they want to be good citizens and
benefit society without concern for their financial returns [24]. By comparison, strategic
CSR is carried out since the firms want to gain a sustainable competitive advantage for
either moral purpose, i.e., no harm or to compensate for harm done to society, or chari-
table purpose, i.e., contributing to society actively so as to meet social expectations [25].
Vishwanathan et al. [26] further defined strategic CSR as an implementation tool to en-
sure that the CSR activities of the firm and business operations are aligned and generate
social good and financial value [1,27,28].

Through a review of CSR research, we have found three main characteristics of
strategic CSR. First, strategic CSR concerns the interests of stakeholders [29]. Since firms’
operating activities and the interests of stakeholders affect interactively, it is important to
consider the needs of stakeholders when operating firms. Therefore, carrying out strate-
gic CSR is an interactive process since firms need to think about the social responsibility
activities to benefit and satisfy stakeholders at a strategic level [29,30].

Second, strategic CSR stresses the coexistence of business and social benefits
[26,27,31]. Since strategic CSR incorporates social objectives into business and links social
and economic goals in the long term [32], firms need to perform a benefit analysis before
making a decision to carry out a CSR initiative [33]. The motivation of strategic CSR is to
benefit society and the firm simultaneously, improving the social and firm value and
achieving a win-win situation [27,32]. Therefore, firms conduct strategic CSR to achieve
strategic objectives and social objectives for long-term economic benefits [24].

Third, firms integrate strategic CSR into their core operating activities [34-36]. Since
strategic CSR lays a foundation for creating and maintaining a sustainable competitive
advantage, strategic CSR creates a shared value for the society and the firms [27]. This is
important for firms carrying out strategic CSR since combining CSR with business pro-
cess contributes to a firm’s internal value chain activities and improves their external
competitiveness [37,38].

2.3. Dynamic Capability

Dynamic capability is considered an important factor affecting firms undertaking
strategic CSR [39], where the dynamic capability refers to the higher-level capabilities
associated with other resources and capabilities to achieve fitness with the environment
[40]. Dynamic capability consists of sensing, seizing, and transforming capabilities.
Sensing activities incorporate external information to the internal organizational system,
which helps managers identify possible firm problems and new opportunities [40]. The
seizing capabilities focus on the responsiveness of the firm system to external opportu-
nities and threats. Transforming capabilities attempt to align the firm system components
with each other and with strategies [40]. In sum, these three components of dynamic ca-
pability indicate the extent of the firms” behaviors in the value creation and obtainment
processes. Dynamic capability creates intangible and valuable assets, such as knowledge
that is scarce and difficult to imitate [39]. Therefore, the dynamic capability is vital for
creating and maintaining a sustainable competitive advantage in the market.

Dynamic capability can indicate the internal competency for creating and obtaining
the respondents’ sustainable competitive advantage. Teece defined the dynamic capabil-
ity as a firm’s ability to integrate, build, and reconfigure internal and external competen-
cies to create a long-term competitive advantage [39]. The measures of dynamic capabil-
ity are often constructed based on this definition. Drawing back to the definition of dy-
namic capability [39], the creation of sustained competitive advantage is the ultimate goal
and outcome of possessing dynamic capability. Hence, in this study we constructed a
sustained competitive advantage index to measure dynamic capability. Sustained com-
petitive advantage is a firm’s ability to surpass its competitors in the fields of manage-
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ment, production, research and development, technology, branding, and marketing in
long-term market competition [41]. Different companies exhibit different competitive
situations; unilaterally measuring the competitive situation is too general and cannot
fully reflect a company’s competitive situation.

In this study we took two steps to construct the sustained competitive advantage
index. First, considering that the competitive situation is a market outcome, we calcu-
lated the sustained competitive advantage by measuring the operating performance, de-
velopment capability, and market position [41]. The operating performance indicator can
be expressed as the excess of the company’s return on equity (ROE), indicating a firm’s
competitive power; the development capability indicator reflects the company’s growth,
expressed by the growth rate of a company’s operating income; and the market position
indicator reflects the product’s acceptance in the market, expressed by its market capitali-
zation in the industry [42].

Second, after calculating the three indicators for three consecutive years, we used
the principal component analysis method to obtain the annual sustained competitive
advantage index for each sample company [41]. Sample companies were classified into
three groups by comparing the annual sustained competitive advantage index to the
mean of the related industry; these were sustainable competitive advantage companies
(higher dynamic capability, HDC), general companies (common dynamic capability,
CDC), and companies lacking competitive advantages (lower dynamic capability, LDC)
[41]. Specifically, HDC refers to those companies with a competitive situation index
higher than the mean of the same industry for three consecutive years, indicating a high
level of dynamic capability on average. LDC refers to those companies with a competi-
tive situation index lower than the mean of the same industry for three consecutive years,
indicating a lower level of dynamic capability on average. The remaining sample com-
panies were classified as CDC, with an average industrial level of dynamic capability.
The dynamic capability (DC) variable takes the values of 1 for HDC, -1 for LDC, and 0 for
CDC.

2.4. The Mechanisms of Dynamic Capability on SCSR Adoption

Dynamic capability plays an important role in strategic managerial accounting and
strategic CSR practices and performance [5]. Understanding the dynamic capability and
its impacts could provide more information for managers when deciding whether to
adopt CSR into strategies and the possible performance [2]. However, there is a lack of
empirical evidence to contribute to the effect of dynamic capability on strategic CSR
adoption and performance, possibly due to measurement difficulties [43]. We explored
possible mechanisms that led the level of dynamic capability for the adoption of SCSR
and the resulting SCSR adoption performance. The dynamic capability perspective,
stakeholder theory, and prospect theory were used to analyze the adoption of SCSR be-
haviors and performance results [44]. Based on these theories, we propose three potential
channels for the dynamic capability to influence the adoption of SCSR (see Figure 1).
These channels are increasing company resources and capabilities, increasing loss aver-
sion, and reducing marginal cost.
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Figure 1. The mechanisms of how dynamic capability influences strategic corporate social respon-
sibility (SCSR) adoption and performance.
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2.4.1. Dynamic Capability Channel

The first channel proposed is derived from the dynamic capability perspective,
where the dynamic capability theory (DCT) states that companies need dynamic capa-
bilities, such as public resources, specified resources, organizational and management
capability, and innovative capability, to develop a sustained competitive advantage
[5,39]. Dynamic capability is a crucial company resource for competency in business
strategies and long-term development [39]. This DCT explains the need for companies to
adopt SCSR and realize sustainable development in the long term [40]. Specifically,
companies purchase public resources to produce goods and acquire knowledge. Speci-
fied resources are strategic resources, such as business secrets and patents. Companies
require organizational and management capabilities to obtain specified resources. Inno-
vative capability is acquired and integrated by companies to adapt to changing envi-
ronments. Possessing more resources and better capabilities improves the resource allo-
cation efficiency and results in a long-term competitive advantage [5].

The dynamic capability involves the manager capability and competency, which is
necessary to make resource allocation decisions, such as whether and to what extent to
incorporate CSR practices into strategies [5]. The dynamic capability has numerous ben-
efits and plays an essential role in adopting management practices [5]. For example,
companies with strong dynamic capability can utilize company resources effectively.
Managers may make more effective resource allocation decisions related to financial and
non-financial projects [5]. Drawing on these dynamic capability benefits, managers may
improve their dynamic capability and incorporate CSR practices into business opera-
tions. Possessing strong dynamic capabilities can have other benefits that motivate firms
to adopt SCSR [32]. For example, having a high level of dynamic capability could help
identify unmet social and stakeholders’ needs [45] and help attract future opportunities
for management decisions [27]. Managers may revise operational strategies accordingly.
Therefore, companies with a strong dynamic capability may prefer to incorporate CSR
strategies to align with both companies and society and perform better in both financial
and non-financial aspects.

The dynamic capability provides a sustainable competitive advantage that helps
companies survive in the long term [46]. Such a competitive advantage is one reason that
drives companies to develop and implement SCSR practices [47]. Therefore, the higher
the level of dynamic capability, the more likely that firms may adopt SCSR and have
higher SCSR performance. The possible reason is that firms may want to create and ob-
tain a sustained competitive advantage over time.

In addition to the dynamic capability perspective, this study is based on the stake-
holder perspective so as to explain the positive impact of dynamic capability on SCSR
adoption and performance. The stakeholder perspective is based on the stakeholder
theory, which is widely used in the literature of CSR [44,48].

The stakeholder theory states that companies should act toward the interests of
stakeholders, including shareholders, employees, customers, suppliers, the government,
and the community [49]. In other words, firms should consider stakeholder interests,
although company ownership belongs to the shareholders. The reason is that stakehold-
ers invest in company resources as well. For example, companies obtain human resources
and productive forces at the expense of employee work [30]. According to the stake-
holder theory, to make employees satisfied, companies could perform CSR activities [49].
An example is incorporating CSR engagements into operations (i.e., SCSR adoption) [32].
For instance, companies could improve the salary and working conditions to make em-
ployees satisfied, which could improve the productivity as a result, which is the same
business objective as the company.

Possessing a higher level of dynamic capability could enrich company resources and
capabilities. Firms could have more resources to invest in CSR projects and incorporate
CSR in business strategies, satisfying stakeholders’ interests. The reason is that when
aligning the interests of both firms and stakeholders, companies may build up dynamic
capability. Hence, firms may use the available resources and dynamic capability to create
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a long-term competitive advantage and improved financial performance to meet more
stakeholder needs [39].

According to a combination of the dynamic capability perspective and the stake-
holder perspective, we propose the first hypothesis.

Hypothesis 1. Firms with a high level of dynamic capability are more likely to adopt SCSR
practices and have better SCSR performance by creating more sustained company resources and
competencies.

2.4.2. Marginal Cost Reduction and Loss Aversion Channels

The second channel proposed is derived from the prospect theory stating that peo-
ple make decisions (e.g., investments) with decreasing sensibility and loss aversion,
where loss aversion refers to making decisions that avoid losses [50]. The maximization
of profits is the ultimate goal of companies. Managers may allocate company resources to
invest in projects with net gains, since managers attempt to reduce potential loss and in-
crease possible gains to improve profits. Therefore, manager attitudes towards loss and
conservatism could affect the role of dynamic capability in the adoption of SCSR.

According to the prospect theory, there may be lower marginal costs of CSR actions
and initiatives and more opportunities to synergize the competitive advantages with the
rise of CSR levels [50]. Therefore, we expect firms with a low dynamic capability level to
be more likely to adopt SCSR. They could use high SCSR performance to reduce the
marginal costs of CSR actions.

However, diminishing returns could lead CSR investment costs to increase quickly
[51,52]. Managers in a firm with a high level of dynamic capability could be loss averse
and more conservative. Firms could prefer financial projects with high returns rather
than incorporate CSR into strategies, as the adoption of SCSR could involve more costs
and low returns [51,52]. Therefore, we expect firms with a high dynamic capability level
to be less likely to adopt SCSR. They could have a low SCSR performance for loss aver-
sion reasons.

Hence, we propose the second hypothesis as follows. We expect firms with a higher
level of dynamic capability to have lower SCSR performance due to the cost reduction
channel.

Hypothesis 2a. Firms with a low level of dynamic capability are more likely to adopt SCSR
practices. They have high SCSR performance through marginal cost reduction channels.

Hypothesis 2b. Firms with a high level of dynamic capability are less likely to adopt SCSR
practices and have low SCSR performance due to loss aversion.

3. Data and Research Methodology
3.1. Sample and Data

To explore the impact of dynamic capability on the adoption of SCSR, we tested our
hypotheses using data collected from Chinese listed companies in the Shenzhen and
Shanghai stock exchanges. The sample period covered 2017 to 2019, since the period had
a complete available dataset. The measurement data on dynamic capability were calcu-
lated using the annual sustained competitive advantage index for three consecutive years
and collected from the Worldscope database. The period of the data on dynamic capa-
bility covered 2015 and 2016 as well. Data on the state-owned enterprise ownership and
CSR strategy score were collected from the Environmental, Social and Governance (ESG)
Asset4 database. Data on the firm age, leverage, and firm size were collected from the
Worldscope database. Data on the industry categories were obtained from the
Worldscope database as well.

After the deletion of missing and incomplete data, the final dataset included 134
listed Chinese companies (see Table 1). Table 1 describes the companies’ industry dis-
tribution based on the Industry Classification Benchmark (shown in Thomson Reuters
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Datastream). Most companies were in healthcare, consumer services, and the basic ma-
terials sectors, with the distributions of 30.6%, 29.9%, and 20.9%, respectively. We used
IBM SPSS 25 software for the data analysis.

Table 1. Industry distribution of companies.

Industry Companies Percentage
Basic materials 28 20.90
Industrials (Construction and materials) 14 10.40
Consumer goods (Food and Beverage) 6 4.50
Healthcare 41 30.60
Consumer services 40 29.90
Telecommunications 5 3.70
Total 134 100

Source: Industry Classification Benchmark (Thomson Reuters, Datastream).

3.2. Estimation Models

To examine the impacts of dynamic capability on SCSR, in this study, we built a
multilinear regression model (see Equation (1)) and used the ordinary least squares (OLS)
estimation method to test the hypotheses. We used the level of SCSR at year t as the de-
pendent variable. Firms were classified into three groups—sustainable competitive ad-
vantage companies (HDC), companies lacking competitive advantages (LDC), and gen-
eral companies (CDC), indicating high, low, and common dynamic capability, respec-
tively.

SCSR = a + B1 x DC + P2 x SIZE + s x AGE + Bs x LEV + s x SOE + IND + YEAR. (1)

In Equation (1), SCSR represents the company’s extent of incorporating CSR into its
strategy. DC is a variable representing dynamic capability, which can have the values of
1, 0, and -1. This variable takes the value of 1 for sustainable competitive advantage
companies (HDC) with a competitive situation index higher than the mean of the same
industry for three consecutive years. It takes the value of -1 (LDC) for companies lacking
a competitive advantage with a competitive situation index lower than the mean of the
same industry for three consecutive years. It takes the value of 0 for the remaining sample
companies, which are the general companies (CDC).

The annual sustained competitive advantage index for each company consists of
three indicators (i.e., the excess return on equity, operating income growth rate, and
market capitalization) by using the principal component analysis method. If the coeffi-
cient on the dynamic capability is significantly positive (i.e., f1 > 0) when DC takes the
value of 1, this supports the prediction of the first hypothesis. That is, firms with a higher
level of dynamic capability are more likely to adopt SCSR and have better SCSR perfor-
mance. If the coefficient on the dynamic capability is significantly negative (i.e., 1 < 0)
when DC takes the value of -1, this supports the prediction of hypothesis 2a. That is,
firms with a lower level of dynamic capability are more likely to adopt SCSR. If the coef-
ficient on the dynamic capability is significantly negative (i.e., f1< 0) when DC takes the
value of 1, this supports the prediction of hypothesis 2b. That is, firms with a higher level
of dynamic capability are less likely to adopt SCSR.

SIZE is the company size, measured by the natural log of the total assets. AGE is the
company age, measured by the natural log of the number of years since incorporation.
LEV and SOE are control variables of the leverage and company ownership nature, re-
spectively, indicating whether a company is state-owned or not. LEV is a measure of the
debt divided by the equity. SOE is a dummy variable of the company ownership nature,
with a value of 1 if a company is a state-owned enterprise and 0 if otherwise. IND and
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YEAR are industry and year dummies, respectively. The details of the variables are dis-
cussed in the next section and displayed in Table 2.

Table 2. Definition of the variables.

Var1ab¥e Deno- Variable Meaning Formula Source
tations
SCSR SCSR Adoption CSR strategy score ESG Asset4
This variable takes the value of 1 for sustainable com-
petitive advantage companies (higher dynamic capabil-
ity, HDC) with a competitive situation index higher
than the mean of the same industry for three consecu-
tive years. It takes the value of -1 (lower dynamic capa-
bility, LDC) for companies lacking competitive ad-
vantages with a competitive situation index lower than
DC Dynamic capability the mean of the same industry for three .Co.nsecutive Worldscope
years. It takes the value of 0 for the remaining sample
companies, which are general companies (common dy-
namic capability, CDC).
The annual sustained competitive advantage index for
each company consists of three indicators (i.e., the ex-
cess return on equity, operating income growth rate,
and market capitalization) by using the principal com-
ponent analysis method.
SIZE Company size Natural log of the total assets Worldscope
AGE Company age Natural log of the number of years since incorporation Worldscope
LEV Leverage Debt/Equity Worldscope
SOE A dumm'y of firm  Value of 1 if the company isa s.tate-owned enterprise, 0 ESC Assetd
ownership nature if otherwise
IND Industry dummy Industry classification benchmark Worldscope
YEAR Year dummy The years of 2017-2019 Worldscope
Certain studies considered dynamic capability and SCSR within the firm character-
istics, raising concerns regarding the endogeneity issue due to a bidirectional causality
between dynamic capability and SCSR adoption, leading to a bias in the estimation [53];
in this study we developed Equations (2) and (3) based on Nelling and Webb’s [54] and
Qiu et al’s [55] application of Granger causality. The primary justification for using
Granger causality models is that the inclusion of lagged independent variables could
clearly show the increase in the explanatory power on the current dependent variable
[56]. If independent variables could be helpful in the prediction of the dependent varia-
ble, then it can be said that the independent variable “Granger causes” the dependent
variable [57]. Since the high level of dynamic capability (HDC) is a dummy variable
taking the value of 1 if the firm has a higher level of dynamic capability than the average
industry level and 0 if otherwise, we used a probit regression model to estimate Equation
(2). A probit model was also used for firms with a low level of dynamic capability (LDC)
and with a common level (CDC). We used the ordinary least square (OLS) regression
method to estimate Equation (3).
DC: = o+ 1 x DCut + B2 x SCSRe + f3 x SCSRe1 + i x SIZE: + f5 x AGE + s x LEV:+ p7 x SOE: + IND + YEAR + & )

SCSR:= o + 1 x SCSRe1 + 2 x DCi+ 3 x DCrt + Pa x SIZEx + s x AGE: + s x LEV: + B7 x SOE: + IND + YEAR + .. 3)
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In Equation (2), dynamic capability is a function of the lagged dynamic capability,
current SCSR, and lagged SCSR, while in Equation (3), SCSR is a function of the lagged
SCSR and current and lagged dynamic capability level. If the coefficients 52 and 3 were
significant in Equation (2), we concluded that the SCSR adoption ‘Granger caused’ dy-
namic capability. Similarly, if the coefficients 52 and fzin Equation (3) were significant,
then we concluded that dynamic capability ‘Granger caused’ the SCSR adoption.

3.3. Measurement of Variables
3.3.1. Strategic CSR (SCSR)

SCSR adoption is the dependent variable. We considered using a quantitative
method to measure the SCSR adoption and performance. In 2020, Thomson Reuters
Datastream developed an indicator of CSR Strategy Score, ranging from 0 to 100, in the
Environmental, Social and Governance (ESG) Asset4 database. The CSR Strategy Score
reflects a company’s SCSR practices and performance when the firm integrates the eco-
nomic (financial), social, and environmental dimensions into its day-to-day deci-
sion-making processes (referred to the indicator definition in Datastream). This indicator
measures the SCSR adoption and performance, since the definition is highly consistent
with the meaning of SCSR, incorporating CSR practices into operational strategies [54].
Therefore, we used this new indicator of CSR Strategy Score to measure the SCSR adop-
tion and performance. We expect that the higher the CSR Strategy Score, the more likely
the company adopts SCSR and incorporates CSR practices into the strategy.

3.3.2. Dynamic Capability (DC)

Dynamic capability is the primary independent variable, indicating the internal
competency for creating and obtaining the respondents’ sustainable competitive ad-
vantage. Teece defined the dynamic capability as a firm’s ability to integrate, build, and
reconfigure internal and external competencies to create a long-term competitive ad-
vantage [4,55,58]. Drawing on the definition of dynamic capability [55], the creation of
sustained competitive advantage is the ultimate goal and outcome of possessing dynamic
capability. Hence, in this study, we constructed a sustained competitive advantage index
as a proxy variable to measure the dynamic capability.

In this study we took two steps to construct the sustained competitive advantage
index. First, we calculated the sustained competitive advantage by measuring operating
performance, development capability, and market position [40]. The operating perfor-
mance indicator can be expressed as the excess of the company’s return on equity (ROE),
indicating a firm’s competitive power; the development capability indicator reflects the
company’s growth, expressed by the growth rate of a company’s operating income; and
the market position indicator reflects the product’s acceptance in the market, expressed
by its market capitalization in the industry [41].

Second, after calculating the three indicators for three consecutive years, we used
the principal component analysis method to obtain the annual sustained competitive
advantage index for each sample company [40]. Sample companies were classified into
three groups by comparing the annual sustained competitive advantage index to the
mean of the related industry; these were sustainable competitive advantage companies
(HDC), general companies (CDC), and companies lacking competitive advantages (LDC)
[40]. Specifically, HDC refers to those companies with a competitive situation index
higher than the mean of the same industry for three consecutive years, indicating a high
level of dynamic capability over average. LDC refers to those companies with a compet-
itive situation index lower than the mean of the same industry for three consecutive
years, indicating a lower level of dynamic capability over average. The remaining sample
companies were classified as CDC, with an average industrial level of dynamic capabil-

ity.

3.3.3. Control Variables
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The study includes the following control variables to exclude other potential factor
impacts on the final results. First, the study control, company size (SIZE), measured by
the natural logarithm of total assets [55]. Company size controls for the firm level’s po-
tential scale effect in impacting business strategies and CSR practices [56,57]. We ob-
tained the data from the Worldscope database in Thomson Reuters Datastream. Com-
pany size represents the company resource capacity and the company’s ability to cope
with competition and funding opportunities [52,55,56]. The large firms could possess
abundant resources and more substantial infrastructure to implement SCSR practices
compared to small firms [55,56]. Therefore, company size can be an essential factor in
SCSR adoption. Large companies are more willing to adopt green practices than small
enterprises. By contrast, small companies lack this advantage and may have difficulty
adopting CSR practices [57]. Therefore, we expected that larger companies are more
likely to adopt SCSR because they possess a more substantial resource base and abilities
to respond to complex business environments.

Second, according to the previous literature, firm age (AGE) is considered to be a
factor that affects corporate CSR behavior [56,57]. We measured firm age by the natural
logarithm of the number of years since incorporation.

Third, leverage (LEV) indicates the level of indebtedness of a company [3,57,59],
measured by the total debt divided by the total equity. Based on the literature [60], we
expected that a company with lower leverage may have more financial assets to incor-
porate CSR practices into strategies and adopt SCSR.

Fourth, company ownership (SOE) takes the value of 1 if it is a state-owned enter-
prise and 0 if otherwise. We expected that if the SOE takes the value of 1, the company
may be more likely to adopt SCSR due to two reasons of corporate-level and macro-level
management [3,59, 61].

Regarding the reason of corporate-level management, state-owned enterprises may
put more company resources into CSR projects due to the asset-heavy attributes of the
capital-intensive industries [3]. Asset-heavy means that the contribution of unit assets to
sales revenue is relatively low, inevitably reducing the total asset turnover rate and fi-
nancial performance of the state-owned enterprises. Due to historical reasons,
state-owned enterprises have a higher proportion of non-operating assets. Hence,
state-owned enterprises have a low total asset turnover rate and low ROA and financial
performance.

Regarding the macro-level management, China introduced large-scale economic
stimulus plans to maintain steady and rapid economic growth since the 2008 financial
crisis. The state-owned enterprises have undertaken many new and continued large
projects. This macro-level management has led to the slowdown in the structural ad-
justment and has deepened reform within the state-owned enterprises, leading to the low
financial performance of the state-owned enterprises.

For these two reasons, to receive attention and attract investments, the state-owned
enterprises may be more likely to incorporate CSR into their operational strategies and
adopt SCSR.

In this study we controlled for industry and year effects and introduced industry and
year dummy variables. We classified industries based on the Industry Classification
Benchmark in the Worldscope of Thomson Reuters Datastream. The dominated industries
of sample companies in this study were basic materials, industrials (construction and ma-
terials), consumer goods (food and beverage), healthcare, consumer services, and tele-
communications.

4. Results and Discussions

Table 3 presents the descriptive statistics for the continuous variables in the regres-
sion analysis. The number of valid observations was 134. As seen from Table 3, the lowest
value of SCSR was 0, the highest was 99.32, and the average was 30.66. This shows a great
difference in the level of SCSR between companies. According to Al-Hadi et al. and Zhou
et al. [62,63], if the mean and median are similar, this indicates the normality of the dis-
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tribution. Since the mean is close to the median (28.62), this study obtained a normal
distribution of data. As for the company size measured by the natural log of the total
assets, the minimum value was 14.97, the maximum value was 21.14, and the average
was 17.36. This result shows a range of companies included in the research sample.

Regarding company age measured by the natural log of the number of years since
incorporation, the minimum was 0.98 and the maximum was 3.29. The leverage variable
controls for the level of indebtedness of a company, measured by the total debt divided by
the total equity, where the minimum was 0 and the maximum was 7.07 with a mean of 0.80
and a median of 0.47. The result shows a variation in the level of indebtedness between
sample companies. The values of each control variable show a variation between sample
companies, indicating that these variables are required to be controlled.

Table 3. Descriptive statistics—continuous variables.

Variables Number Mean Median Std. Deviation Minimum  Maximum
SCSR 134 30.66 28.62 28.61 0 99.32
SIZE 134 17.36 17.19 1.24 14.97 21.14
AGE 134 2.52 2.56 0.58 0.98 3.29
LEV 134 0.80 0.47 0.99 0 7.07

Note: There were 134 sampled Chinese listed companies for the period of 2017-2019. SCSR is the extent to incorporate
CSR practices in operational strategies, measured by CSR strategy scores collected from the Environmental, Social and
Governance (ESG) Asset4 database. SIZE is the company size, measured by the natural log of the total assets obtained
from the Worldscope database. AGE is the company age, measured by the natural log of the number of years since in-
corporation. LEV is the leverage, which is the company’s indebtedness and measured by the total debt divided by the
total equity in percentage form.

As seen from the correlation analysis using the Spearman correlation method, in
Table 4 below, the first column shows the correlation coefficients between independent
variables and the dependent variable. Correlations measure the strength and direction of
the linear relationship between the two variables. We checked the multicollinearity for
correlation coefficients and found that most correlation coefficients among variables sig-
nificantly correlated at the 1%, 5%, or 10% significance levels. The correlation coefficients
between independent variables and control variables were not greater than the threshold
of 0.8. The greatest correlation coefficient was 0.713 was between the company size and
leverage, at the 1% significance level and less than 0.8 as well. Therefore, there were no
significant multicollinearity problems among the variables.
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Table 4. Correlation matrix (Spearman).

SCSR HDC LDC CDC SIZE AGE LEV SOE
SCSR 1
HDC 0.147 * 1
LDC -0.253 *** -0.121 1
CDC 0.075 -0.676 ***  -0.650 *** 1
SIZE 0.357 *** 0.352 *** -0.127 -0.175** 1
AGE 0.046 -0.066 0.058 0.008 0.341 *** 1
LEV 0.301 *** 0.082 -0.075 -0.007 0.713 *** 0.313 *** 1
SOE 0.113 -0.116 0.053 0.05 0.058 0.295 *** 0.172 ** 1

Note: *** indicates 1% significance level; ** indicates 5% significance level; and * indicates 10% significance level. There
were 134 sampled Chinese listed companies for the period of 2017-2019. SCSR is the company’s extent of incorporating
CSR practices in operational strategies measured by the CSR strategy scores. HDC is a dummy variable of sustainable
competitive advantage companies with a high level of dynamic capability within the firm’s industry. LDC is a dummy
variable of companies lacking competitive advantages with a low level of dynamic capability. CDC is a dummy variable
of remaining general companies with common dynamic capability. SIZE is company size, measured by the natural log of
the total assets. AGE is the company age, measured by the natural log of the number of years since incorporation. LEV is
the leverage, which is the company’s indebtedness and measured by the total debt divided by the total equity. SOE is the
company ownership nature that takes the value of 1 if the final owner is a state-owned enterprise, and 0 if otherwise.

The correlation coefficient between a high level of dynamic capability and SCSR was
0.147, at the 10% significance level. The positive correlation indicates that a company with
a sustainable competitive advantage and a high level of dynamic capability within the
industry was more likely to adopt SCSR and have better SCSR performance. The correla-
tion coefficient between low dynamic capability and SCSR was —0.253, significant at the 1%
level, showing a negative correlation. The correlation coefficient between common dy-
namic capability and SCSR was 0.075, showing a positive correlation, although the correla-
tion was not significant.

We further checked the variance inflation factors (VIFs) value of independent vari-
ables, and tolerance values. All VIF values were less than the threshold of 5, and the
maximum VIF was 2.503. All tolerance values were greater than the threshold of 0.1. The
results show that there was no multicollinearity issue between the independent variables
[64]. The Durbin—Watson test statistic was 2.10, which approximates 2, meaning no au-
tocorrelation issue in the residuals. Therefore, the regression model in this study was
relatively effective.

We further examined these correlation relationships using regression analysis as fol-
lows.

4.1. Multivariate Analysis
4.1.1. Results of Baseline Regression

To test for the hypotheses (see Section 2) and regression model (in Section 3), we
performed OLS regression for the baseline Equation (1). We classified sample companies
into three groups according to their dynamic capability level, i.e., firms with high dy-
namic capability (HDC), low dynamic capability (LDC), and common dynamic capability
(CDC). The results of the regression analysis of the impact on SCSR based on the level of
dynamic capability are shown in Table 5.
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Variables Expected Sign HDC as the Inde- LDC as the Inde- CDC as the Inde-
pendent Variable pendent Variable pendent Variable
Constant —242.68 *** -204.86 *** —246.78 ***
(-5.01) (-4.95) (-5.67)
HDC + -8.77 - -
(-0.99) - -
LDC - - -10.91 % -
- (-1.50) -
CDC + - - 10.50 *
- - (1.84)
SIZE + 16.89 *** 14.33 *** 16.55 ***
(5.44) (5.67) (6.37)
AGE + -8.31* -6.53 * -7.83*
(-1.83) (-1.48) (-1.79)
LEV - -0.04 -0.03 -0.05
(-1.13) (-0.89) (-1.36)
SOE + 12.27 13.02 13.12
(1.38) (1.47) (1.49)
IND Yes Yes Yes
YEAR Yes Yes Yes
F-statistic 4.00 *** 4.12 *** 4.23 ***
Adj R-squared 0.26 0.27 0.28

Notes: *** and * indicate significance at the levels of 1% and 10%, respectively. Robust t-statistics are in brackets. There
were 134 sampled Chinese listed companies for the period of 2017-2019. SCSR is the company’s extent to incorporate CSR
practices in operational strategies measured by CSR strategy scores. HDC is a dummy variable of sustainable competitive
advantage companies with a high level of dynamic capability within the firm’s industry. LDC is a dummy variable of
companies lacking competitive advantages with a low level of dynamic capability. CDC is a dummy variable of the re-
maining general companies with common dynamic capability. SIZE is the company size, measured by the natural log of
the total assets. AGE is the company age, measured by the natural log of the number of years since incorporation. LEV is
the leverage, which is the company’s indebtedness and measured by the total debt divided by the total equity. SOE is the
company ownership nature, which takes the value of 1 if the final owner is state-owned enterprises, and 0 if otherwise.
Industry dummies (IND) and year dummies (YEAR) are included. The + sign indicates for an expected positive rela-
tionship between the two variables. The — sign indicates for an expected negative relationship between two variables.

As seen from Table 5, a high level of dynamic capability was negatively related to
SCSR adoption and performance, although the relationship was not significant (2<0, p >
0.1). This result shows that firms with a high level of dynamic capabilities were less likely
to adopt SCSR practices, and they had a low SCSR adoption performance, supporting
Hypothesis 2b and the loss aversion mechanism. The study result confirms the prospect
theory that people make decisions with decreasing sensibility and loss aversion [50].
However, the result does not support Hypothesis 1, that firms with a high level of dy-
namic capabilities were more likely to adopt SCSR practices and better SCSR perfor-
mance by creating more sustained company resources and competencies.

The low level of dynamic capability was negatively and significantly related to SCSR
adoption and performance (2 <0, p < 0.1), indicating that firms with a low level of dy-
namic capabilities were less likely to adopt SCSR practices, and they had a low SCSR
adoption performance. This result does not support Hypothesis 2a that firms with a low
level of dynamic capability were more likely to adopt SCSR practices and have high
SCSR performance for the marginal cost reason.

We found that the common dynamic capability was positively and significantly re-
lated to SCSR adoption and performance (82 <0, p > 0.1), indicating that firms with an
industrial average level dynamic capability preferred to adopt and incorporate CSR prac-
tices into strategies and had a high CSR performance. Our findings may help firms to better
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understand managers’ capability and competency in making resource allocation decisions,
such as whether and to what extent to incorporate CSR practices into strategies [5].

Regarding the control variables, Table 5 shows that the company size positively and
significantly affected SCSR adoption and performance (2 >0, p < 0.01), indicating that a
large firm size increased a firm’s strategic CSR initiatives. Company age negatively and
significantly impacted SCSR adoption and performance (82 <0, p < 0.1), indicating that the
older a firm'’s age, the less likely were firms to adopt SCSR. Leverage was negatively and
significantly related to SCSR adoption and performance (f2 < 0, p > 0.1), indicating that
firms with lower leverage were more likely to adopt SCSR. A state-owned enterprise was
more likely to adopt SCSR (B2 > 0, p > 0.1). The results of the control variables were con-
sistent with our expectations and previous literature [48,50,54,56,58-60]. Therefore, it is
valid for this study to include theses variables as controls.

4.1.2. Endogeneity

To check the possible endogeneity issue due to reverse causality between dynamic
capability and SCSR, the results of Equations (2) and (3) are displayed in Table 6. In the
results of Equation (2), the coefficients of the current and lagged SCSR are not significant
(p > 0.1), meaning that that the SCSR adoption did not ‘Granger cause’ dynamic capabil-
ity, whatever the level of dynamic capability. In other words, the SCSR adoption cannot
help predict the dynamic capability. However, the coefficients of the current dynamic
capability were significant when the firm had a low or common dynamic capability (p <
0.1). The coefficient of lagged dynamic capability was significant at the 0.01 level when
the firm had a high level of dynamic capability. These results show that dynamic capa-
bility ‘Granger caused’ the SCSR adoption, meaning that dynamic capability can help
predict the adoption of SCSR. The inclusion of lagged dynamic capability clearly showed
the increase in the explanatory power on the current SCSR. The results showed no re-
verse causality issues between dynamic capability and SCSR, supporting our previous
analysis.
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Table 6. Endogeneity test results.

Model Equation (2):
DC as the Dependent Variable

Model Equation (3):
SCSR as the Dependent Variable

Variables HDC Firms  LDC Firms CDCFirms HDCFirms LDC Firms CDC Firms
DCt - - - -13.35 -5.55* 10.82*
- - - (-1.35) (-0.68) (1.73)
DCia 63.12 2.27 *** 1.89 *** 27.37 *** -5.69 -7.41
- (3.01) (3.39) (3.06) (-0.69) (-1.23)
SCSRt 0.29 -0.029 0.03 - - -
- (-0.60) (1.13) - - -
SCSR:1 -0.56 0.023 -0.01 0.77 *** 0.72 *** 0.74 ***
- (0.49) (-0.48) (8.99) (7.82) (7.90)
SIZE 64.22 -0.148 —1.12 *** 1.72 4.02 6.82 **
- (-0.27) (-2.81) (0.39) (1.32) (2.02)
AGE -23.17 0.45 -0.08 -3.92 -9.59 * -9.81*
- (0.55) (-0.14) (-0.66) (-1.7) (-1.71)
LEV -0.49 -0.009 0.01 *** -0.03 -0.08 ** -0.09 **
- (-0.93) (2.45) (-0.61) (-1.94) (-2.10)
SOE 0 1.73 -1.54* 7.57 20.67 * 20.93 *
- (1.48) (-1.86) 0.7) (1.83) (1.84)
Constant -6196 1040.38 401.42 -15.47 -32.18 -82.09
- (0.67) (0.35) (-0.24) (-0.67) (-1.51)
IND 1.67 -0.006 0.014 Yes Yes Yes
- (-0.27) (0.87)
YR 29.63 -0.52 -0.19 Yes Yes Yes
- (-0.67) (-0.33)
Pseudo R?
or Adjusted R2 0.98 0.54 0.49 0.75 0.72 0.72
LR chi2 or F value 49.38 27.60 36.51 11.94 *** 10.01 *** 10.24 ***

Note: ***, ** * indicate significance at the levels of 1%, 5%, and 10%, respectively. Robust t-statistics are in
brackets. Model Equation (2): DCt = o + f1 x DCu1 + B2 x SCSRt + f5 x SCSRe1 + pa x SIZE + s x AGE: + Bs x LEVi + p7 x SOE:
+IND + YEAR + &.. Model Equation (3): SCSRt = o + 1 x SCSRe1 + B2 x DCt + 5 x DCet + fis x SIZEt + p5 x AGE:+ fs x LEV: +
B7 x SOE: + IND + YEAR + &t

4.1.3. Robustness Test

To improve the reliability of the results, following Zhou et al. [63], we used SCSR rank
as the dependent variable in a robustness check. Table 7 displays the regression results for
robustness tests. We obtained similar results and findings compared to the results of the
baseline regression in Table 5. The results show that our findings and conclusions were ro-
bust.
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Table 7. Robustness test results —SCSR rank as the dependent variable.

Variables Expected Sign HDC as the Inde- LDC as the Inde- CDC as the Inde-
pendent Variable pendent Variable pendent Variable
Constant -121.29 *** -107.29 *** -128.82 ***
(-4.89) (-5.10) (-5.79)
HDC -2.32 - -
(-0.51) - -
LDC - -6.52 ** -
- (-1.77) -
CDC - - 5.04 *
- - (1.73)
SIZE 8.71 *** 7.79 *** 8.94 ***
(5.48) (6.07) (6.74)
AGE -4.99 ** —4.28 ** —-4.99 **
(-2.15) (-1.91) (-2.23)
LEV -0.02 -0.01 -0.02
(-0.86) (-0.83) (-1.25)
SOE 5.53 6.02 5.97
(1.22) (1.34) (1.33)
IND Yes Yes Yes
YEAR Yes Yes Yes
F-statistic 3.95 *** 4.23 *** 4.22 ***
Adj R-squared 0.26 0.28 0.28

Notes: ***, **, * indicate significance at the levels of 1%, 5%, and 10%, respectively. Robust t-statistics in the brackets. There
were 134 sampled Chinese listed companies for the period of 2017-2019. SCSR is the company’s extent to incorporate CSR
practices in operational strategies measured by the ranking of CSR strategy scores. HDC is a dummy variable of sus-
tainable competitive advantage companies with a high level of dynamic capability within the firm’s industry. LDC is a
dummy variable of companies lacking competitive advantages with a low level of dynamic capability. CDC is a dummy
variable of remaining general companies with common dynamic capability. SIZE is the company size, measured by the
natural log of the total assets. AGE is the company age, measured by the natural log of the number of years since incor-
poration. LEV is the leverage, which is the company’s indebtedness and measured by the total debt divided by the total
equity. SOE is the company ownership nature that takes the value of 1 if the final owner is state-owned enterprises, and 0
if otherwise. Industry dummies (IND) and year dummies (YEAR) are included. The + sign indicates for an expected pos-
itive relationship between the two variables. The — sign indicates for an expected negative relationship between two
variables.

5. Conclusions and Future Research

The purpose of the current study was to examine the impact of dynamic capability
on the adoption and performance of SCSR in China. We proposed mechanisms for the
function of dynamic capability on SCSR and argued that dynamic capability is an essen-
tial factor in SCSR adoption. However, dynamic capability negatively affected the SCSR
adoption and performance due to the loss aversion channels.

We found that a high level of dynamic capability (i.e., higher than the average in-
dustrial level in long-run) was negatively but not significantly related to the SCSR adop-
tion and performance. In other words, firms with a high level of dynamic capabilities
were less likely to adopt SCSR practices, and they had a low SCSR adoption performance.
This finding does not support the dynamic capability view of a firm and the dynamic
capability channel, in which firms with high dynamic capability could satisfy more
stakeholders’ interests and needs through obtaining and creating a sustained competitive
advantage with their rich company resources and competencies [46,65].

This study’s findings are different from those of Ramachandran, who analyzed one
Indian firm [1]; the author identified two kinds of dynamic capabilities (sense and re-
spond capability and execution capability) as the necessary determinants for successful
strategic CSR. The author proposed that these capabilities can be operationalized in terms


https://doi.org/10.20944/preprints202102.0339.v1

Preprints (www.preprints.org) | NOT PEER-REVIEWED | Posted: 16 February 2021 d0i:10.20944/preprints202102.0339.v1

of two associated processes, the response design process and impact assessment process.
The response design process indicates the phases of identifying the problem and devel-
oping alternatives, and the impact assessment process refers to the alternative evaluation
and selection phase [1]. The author indicated that the two processes are the reasons for
the dynamic capability impacting the strategic CSR positively.

This study’s findings indicated that firms with a high level of dynamic capability
were less likely to adopt SCSR and had low SCSR performance, possibly because man-
agers make decisions with less sensibility and more loss aversion, which is in line with
the loss aversion theory. This finding supports the prospect theory that people make de-
cisions with decreasing sensibility and loss aversion [50]. The results confirm the loss
aversion theory that firms with a high dynamic capability level are loss averse. Therefore,
managers allocate fewer company resources to CSR projects and are less likely to adopt
SCSR and thus have low SCSR performance.

We also found that firms with a low level of dynamic capability (i.e., lower than the
average industrial level in the long run) were less likely to adopt SCSR and had a low
SCSR performance. This finding does not support the marginal cost reduction mecha-
nism, according to which firms with low dynamic capability and competency were more
likely to allocate rich company resources to CSR projects for the marginal cost reduction
reasons.

We found that firms with common dynamic capability (i.e., equal to the average
industrial level) were more likely to incorporate CSR practices into strategies and had a
high SCSR performance.

This study’s findings provide insightful explanation and mechanisms of a negative
relationship between the dynamic capability and the SCSR adoption and performance.
The negative association could be due to firms’ loss aversion concerns with a high dy-
namic capability level.

Our study has several implications for firms and managers. First, the findings may
help firms to better understand manager attitudes toward risks and losses in making
resource allocation decisions, such as whether and to what extent to incorporate CSR
practices into strategies [3]. Second, if the dynamic capability level is different from the
average industrial level, if the firm performs above or below the average industrial level,
firms could focus on financial investments with high returns rather than spending time
and money on incorporating CSR into strategies. Firms with dynamic capability at the
average industrial level could incorporate CSR into strategies and positively influence
SCSR adoption. Third, there is a need to integrate company resources and the necessity of
financial focus within and over the departmental and company levels.

The limitations of this study provide insight for future research. First, the study did
not include a large sample size. Future research could enlarge the sample size. Second,
future studies could assess the long-term impacts of dynamic capability on CSR adoption
and performance by extending the sample period. Future studies could focus on
cross-national comparisons. Third, the study sample consisted of listed firms; therefore,
the results may not be applicable to small or medium enterprises (SMEs) [66]. Since SMEs
are different from publicly listed firms in terms of business models, future research can
focus on SMEs to conclude more findings.
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