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1 | INTRODUCTION

This article explores the organizational factors that influence corpo-
rate social responsibility (CSR) implementations. CSR is a voluntary
practice whereby firms address social and environmental interests in
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Abstract

This study examines the internal company drivers of corporate social responsibility
(CSR) sophistication from a diffusion theory perspective. Bertram et al.'s (2015)
framework on implementation drivers of innovations is used as our basis to operatio-
nalize the internal company drivers influencing CSR sophistication. We conduct
fixed-effects regressions on a sample of 1919 international for-profit companies
listed on the STOXX 1800 index (17,848 company years over the period 2002-
2020) and explore several sub-portfolios. This study finds that management training,
board skills, CEO compensation based on total shareholder return, and quality man-
agement systems drive CSR sophistication. Management training is the strongest and
most consistent driver. Our analyses show that the effects of the identified drivers
are strongest for portfolios of companies with previously low CSR sophistication.
Moreover, early adopters appear to be motivated to utilize CSR for both economic
reasons and legitimacy. While we find that board members with a finance back-
ground improve CSR sophistication, we also show that this increase mainly stems
from improving governance practices. Last, we show that CSR sophistication notably
increased over time, and parallel with the per capita wealth of the country that hosts
its headquarters. Overall, this study is the first to investigate the internal company
drivers of non-binary CSR sophistication using large-scale panel data, thereby explor-

ing the effects of early/late adoption and the individual pillars of E, S, and G.
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corporate interactions with stakeholders (Commission of the
European Community, 2001). Sophisticated CSR requires the integra-
tion of key processes across organizational hierarchies such as
accounting, operations, and management (Ansari et al., 2010; Asif
et al., 2013; Burkert & Lueg, 2013; Lueg & Radlach, 2016). The
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literature suggests that the implementation of CSR is a complex pro-
cess that is influenced by both internal and external drivers. We rec-
ognize four groups of drivers: (i) institutional drivers that induce
companies to gain approval from influential stakeholders
(Campbell, 2007); (ii) economic drivers that motivate companies to
implement CSR in order to improve long-term shareholder value
(Colucci et al., 2020; Wobst et al., 2023); (iii) organizational drivers
that adjust CSR to the chosen strategy and structure of a company,
such as its complexity, or governance (Liger et al., 2022); and
(iv) individual drivers that can also affect CSR implementations
through, for instance, the skills and values of leaders (Agle
et al,, 2007). Institutional drivers are external, whereas the other three
groups are company-specific.

Despite the vast amount of literature on CSR and its drivers,
research gaps still exist. First, many studies tend to focus on external
drivers, thereby avoiding discussions of the fuzziness and endogeneity
of internal company drivers (Campbell, 2007). Few exceptions exist
(Kind et al., 2023; Laguir et al., 2019; Petrenko et al., 2016; Sajko
et al., 2021). Second, the body of existing research on internal com-
pany drivers (economic, organizational, and individual) mostly covers
corporate governance issues, especially board-related drivers (Beji
et al., 2021), or political drivers. Third, many studies conduct static
analyses of longitudinal data, or investigate rather short time horizons
(Marano & Kostova, 2016; Miska et al., 2016). Marano and Kostova
(2016) emphasize that CSR adoption is shaped by institutional com-
plexity and argue that long-term horizons are critical to understanding
CSR adoption dynamics across multiple institutional contexts. Like-
wise, Miska et al. (2016) suggest that short-term analyses may fail to
capture how CSR responsiveness varies depending on both global
CSR strategies and local responsiveness. In this vein, the shifting
importance of CSR drivers across time, company types, or single-
country settings could use further elaboration. The seminal implicit
and explicit institutional framework of Matten and Moon (2008) pro-
vides a comparative perspective, showing how CSR adoption evolves
across context and time. Lozano (2015) emphasizes the importance of
adopting a more integrated, multi-level, longitudinal approach to CSR
that considers dynamic interactions between factors that drive CSR.
Most recently, Crifo et al. (2019) highlight the role of corporate gover-
nance in sustaining CSR initiatives over longer time horizons. Fourth,
it is a novelty to the field to understand how CSR sophistication
changes over time (Babiak & Trendafilova, 2011; Cetindamar, 2007;
Colucci et al., 2020; Crilly et al., 2012). Most extant studies use binary
classifications of adopters versus non-adopters that do not account
for the fact that CSR initiatives—despite carrying the same name—
might comprise practices that vary greatly across companies and even
within the same company over time. Fifth, the bulk of the current aca-
demic literature on CSR implementation within companies is
grounded in case study research and interviews (Pistoni et al., 2016;
Sendlhofer, 2020; Vidal et al., 2010) while most of the quantitative
research employs survey data (Cetindamar, 2007). Archival data can
help avoid non-response biases that may be present in surveys, and
provide novel insights (Lozano, 2015). Specifically, Laguir et al. (2019)
suggest a quantitative evaluation of internal drivers of CSR
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sophistication. To address these relevant gaps, we pose the following

research question:

“How do internal company factors cause differences in
CSR sophistication?”

Our study builds on the concept of practice sophistication as pro-
posed by Ansari et al. (2010), and applies Bertram et al.'s (2015)
framework. This framework consists of competency, organizational,
and leadership drivers that influence the sophistication of a practice.
The aim is to explore the influence of internal company factors on
CSR sophistication and compare the differences between adopters
and non-adopters. We examine a sample of 1919 international com-
panies listed in the STOXX Global 1800 Index using archival data from
2002 to 2020 in a fixed-effects regressions model. The results suggest
that competency, leadership, and organizational factors have a posi-
tive and significant effect on the CSR sophistication of a business.
Competency, assessed by training, exhibited the highest and most
consistent impact of the drivers across all assessments. These results
are especially pertinent for businesses that are just starting to
embrace CSR, as well as those with low levels of CSR sophistication.
They also imply that late adopters are driven more by external pres-
sures, such as regulations, and the need for legitimacy. Furthermore,
the study suggests that companies can increase the sophistication of
their CSR practices if they work on the factors this study identifies.

2 | THEORETICAL FOUNDATION

21 | CSRimplementation and CSR sophistication
in diffusion theory

While there are multiple context-specific definitions of CSR
(Dahlsrud, 2008), it is generally understood as a practice in which compa-
nies incorporate social and environmental factors into their operations
and interactions with stakeholders on a non-binding basis, promoting the
ability of future generations to meet their own needs. This study under-
stands CSR as a management practice because it is a series of practices
managers use to enact sustainability (Shapiro, 2016). To be successful,
CSR must be integrated into all corporate levels and processes (Asif
et al,, 2013). The diffusion of CSR practices within an organization fol-
lows the principles of organizational learning and adaptation, where new
ideas or practices are adopted incrementally across various departments
and management levels. This dissemination is not linear; it often involves
feedback loops where practices are refined as they move through the
organization (Ansari et al., 2010).

This study considers CSR implementation to encompass both
adoption and sophistication. We explore the idea that companies may
utilize different levels of sophistication when it comes to implementing
CSR practices, rather than simply adopting or not adopting them in a
binary fashion (Ansari et al, 2010; Etzion, 2014). This diffusion-
theoretic perspective allows for a more comprehensive understanding

of the CSR practices employed by companies than the simple
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dichotomy of adoption and non-adoption (Ansari et al., 2010). Accord-
ing to Ansari et al. (2010), practices face greater variations if they are
complex, divisible, and widely interpretable—and CSR is a relatively
complex practice (Asif et al., 2013). As a result, variations in its drivers
should disproportionally affect differences in CSR sophistication.
Cetindamar (2007) notes that while companies may formally commit
to seemingly clear and strictly defined CSR initiatives such as the UN
Global Compact, their actual practices often vary significantly. These
variations remain largely undetected by most research because such
initiatives are grouped under the same overarching name. Crilly et al.
(2012) present a nuanced perspective and challenge a binary view of
adopters versus non-adopters by showing that companies may engage
in CSR practices through varied strategies. Babiak and Trendafilova
(2011) add that pressures to adopt CSR practices differ significantly
across industries and geographies, reinforcing the argument that the
distinction between adopters and non-adopters oversimplifies
the complex dynamics of CSR. Further, Colucci et al. (2020) under-
score that companies often exhibit a discrepancy between CSR talk
and walk, reinforcing that a simple adoption/non-adoption framework
fails to capture the varying degrees of CSR sophistication. This fits the
empirical findings that companies implement CSR in unique ways
(Campbell, 2007). Moreover, CSR is widely interpretable, as it needs
to be adapted to the corporate contexts and strategic objectives
(Dahlsrud, 2008). Last, different organizational factors are shown to
lead to different levels of CSR implementation (Darnall et al., 2010).

The implementation of CSR practices is often measured by envi-
ronmental, social and governance (ESG) scores, which provide a com-
posite evaluation of a company's environmental, social, and
governance performance (Bauckloh et al., 2021; Refinitiv, 2021). In
their text-mining review, Park et al. (2023) explain that while CSR
focuses on a company's broader societal responsibilities, ESG provides
clear measures to assess corporate behavior across environmental,
social, and governance domains (Damtoft et al., 2024). The authors
highlight that although CSR is more qualitative, ESG scores quantify
company actions, making them a useful proxy for CSR sophistication
in empirical studies. Empirically, companies with higher ratings have
demonstrated more sophisticated CSR strategies. Bauckloh et al.
(2021) provide empirical evidence showing that signatories of the UN
PRI significantly improve their ESG integration post-signing. The
authors conclude that higher ESG scores are indicative of a company's
genuine commitment to CSR. Their study also highlights that early
adopters (signatories) tend to implement more robust CSR strategies.
Eccles et al. (2014) also support this connection, demonstrating that
companies with higher ESG scores also tend to develop distinct gov-
ernance structures and long-term orientations that improve their per-
formance on CSR-related metrics over time. Kélbel et al. (2020) affirm
that ESG scores are not only a reflection of a company's current CSR
practices but also play a pivotal role in influencing investment deci-
sions that can further encourage companies to enhance their social
responsibility efforts.

We would like to further clarify the relationship between our con-
struct of CSR implementation (adoption and sophistication) that we

measure with manifest data (ESG score) and further literature that

employs ESG scores as a measure of sustainability/CSR performance,
which we would consider the outcome of a successful CSR implemen-
tation. We view ESG scores as a measure of the CSR practices imple-
mented by listed companies, rather than as a direct measure of their
overall performance. The performance of these companies is the
attainment of their corporate purpose/strategies. Performance is not
explicitly measured in diffusion theoretical studies since the research
objective is understanding the fit with the company (Ansari
etal, 2010).

2.2 | Framework for drivers of CSR
implementation

Following the advice of Ansari et al. (2010), it is essential to determine
company-specific drivers that may facilitate the implementation of a
practice. The framework proposed by Bertram et al. (2015) serves as
a basis to study the sophistication of practices, particularly in the pub-
lic services sector, health-related academic settings (Damschroder &
Hagedorn, 2011), and the implementation of innovations (Bertram
etal., 2015).

This framework can be applied to research on CSR as an innova-
tive management practice that leads to change within companies. The
framework has three main components: competency, leadership, and
organizational drivers. The competency drivers refer to staff selection,
training, coaching, and performance assessment meant to develop the
knowledge, skills, and capacity necessary for successful implementa-
tion of new concepts (Bertram et al., 2015). The leadership drivers dis-
tinguish between technical and adaptive implementation challenges
based on clarity and consensus concerning the problems and solutions
(Bertram et al., 2015). Finally, the organizational drivers create an
environment that offers resources for administration, funding, policy,
and the processes required for competency-building (Bertram
et al., 2015). The framework and its constructs are illustrated in

Figure 1.

2.3 | Adiffusion theory approach: How practices
spread, and change as they do

Our approach to understanding the drivers of CSR sophistication
builds on diffusion theory. Diffusion is defined as “the process by
which an innovation is communicated through certain channels over
time among members of a social system” (Rogers, 1983, p. 5). Diffu-
sion theory explains the patterns through which innovations or inno-
vative practices spread among adopters within a field of practice
(Abrahamson, 1991; Rogers, 1983). However, there is a lack of recog-
nition of how practices vary among adopters throughout the diffusion

1As examples of such ontologically different studies in related fields, Mishra (2017) highlights
the impact of post-innovation CSR performance on firm value, focusing on the tangible
outcomes of CSR initiatives. Wang et al. (2018) examine the readability of CSR reports as an
indicator of CSR performance, showing how clear communication affects the perceived
effectiveness of CSR activities.
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FIGURE 1 Implementation
drivers according to Bertram
et al. (2015). Adapted to
corporate social responsibility

CSR SOPHISTICATION

Environmental Management

Consistent implementations &
Improved outcomes

(CSR) sophistication.

Leadership drivers

Underlined factors are added to the original framework by the authors

process (Strang & Macy, 2001). Rogers (1983) has proposed that the
diffusion of a practice is influenced by both supply side (referring to
the characteristics of the practice and its communication channels)
and demand-side (encompassing organizational demands and prevail-
ing conditions) factors.

A substantial body of research in diffusion theory has aimed to
understand the motivations underlying the initial adoption of practices
among companies (Fiss & Zajac, 2004). Rational accounts emphasize
potential economic benefits from the adoption of a practice, while social
accounts prioritize the attainment of legitimacy (Abrahamson, 1991;
Ansari et al., 2010; Strang & Macy, 2001; Tolbert & Zucker, 1983). Early
studies suggested a connection between adoption time and the motives
for adoption (Ansari et al., 2010; Rogers, 1983; Tolbert & Zucker, 1983),
with early adopters being motivated by rational accounts and late
adopters by social accounts (Ansari et al., 2010; Tolbert & Zucker, 1983).
More recent studies, however, have suggested that both rational and
social motivations coexist during each stage of the diffusion process
(Ansari et al., 2010; Kennedy & Fiss, 2009).

A complementary stream of diffusion research examines how
adopted practices diffuse within adopters, and how this translates into
differences in sophistication. Ansari et al. (2010) clarify that diffusion
theory explains how practices do not remain static as they diffuse but
are instead subject to variations and adaptations within organizations
based on the fit between the practice and the adopting organization's
technical, cultural, and political dimensions. This dynamic fit is what
drives different levels of CSR sophistication, as organizations adapt

CSR practices in ways that best align with their specific internal and

external contexts (Ansari et al., 2010; Lueg & Carvalho e Silva, 2022).
Thereby, we apply the compatibility in our framework to explain CSR
sophistication (Ansari et al., 2010). The demand-side factors, such as
organizational needs, objectives, and prevailing structures, are volatile
and adjustable among corporations adopting CSR. Building on this
base of diffusion theory, Ansari et al. (2010) outline three drivers that
affect the demand-side fit: (i) technical, (ii) cultural, and (iii) political
influences.

We began our exploration by considering the theoretical con-
cepts of technical fit, cultural fit, and political fit. These concepts pro-
vided a foundational basis for examining the diffusion of practices, as
demonstrated in the works of Etzion (2014) and Lueg and Carvalho e
Silva (2022). To build on this foundation, we turned to Bertram et al.
(2015) whose framework complements and operationalizes these con-
cepts. By integrating Bertram et al.'s (2015) approach, we were able
to investigate practice sophistication more effectively. This integration
has been particularly useful in analyzing practice sophistication, as
seen in the studies by Aarons et al. (2011), and Damschroder and
Hagedorn (2011). First, the technical fit describes the compatibility of
the practice with existing technologies in the company (Ansari
et al.,, 2010). Tari (2011) suggests that a stakeholder focus could be
sharpened through the implementation of management practices, a
view which aligns with the definition of organizational drivers in Ber-
tram et al.'s (2015) framework. Second, cultural fit describes the com-
patibility of a practice with the cultural values, beliefs, and extant
practices of potential adopters (Ansari et al., 2010). Sendlhofer (2020)
demonstrates that when employees possess a shared knowledge of
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the moral obligation of CSR, they may promote CSR initiatives within
the company. This is congruent with the competency driver proposed
by Bertram et al. (2015), which seeks to induce behavioral transforma-
tion among employees through training and mentoring. Third, political
fit refers to the alignment of a practice's implicit or explicit norms with
the interests and agendas of potential adopters. Du et al. (2013) dis-
covered that a higher proportion of transformational leadership
among managers was associated with a positive effect on CSR. This is
also consistent with Bertram et al.'s (2015) framework, which suggests
that an open leadership style (adaptive leadership) is necessary to
effectively respond to a practice that is influenced by uncertainty.

24 | Hypothesis development

241 | Competency drivers

According to Bertram et al. (2015), four competency drivers foster the
sophistication of a practice: staff selection, training, coaching, and perfor-
mance assessment. Staff selection involves recruiting people with neces-
sary skills that are difficult to teach, while training and coaching equip
existing staff with appropriate soft- and hard-skills. The implementation
of CSR relies on providing existing staff with the necessary skills and
competencies (Bertram et al., 2015). The training and coaching compo-
nents are the primary drivers of this (Sult et al., 2024). Larran Jorge et al.
(2016) outline that regular training programs are key to successful CSR
implementation, as they ensure that managers have the requisite compe-
tencies to enact innovations. Gonzélez-Ramos et al. (2023) show rela-
tionships between knowledge management exploration and social and
environmental CSR, as well as knowledge management exploitation and
economic CSR. Performance assessment, meanwhile, ensures continuous
monitoring for further improvement (Bertram et al., 2015).

The literature suggests that training alone is not sufficient to develop
staff confidence and competence related to practice (Fixsen et al., 2009).
While training provides employees with basic knowledge and skills, confi-
dence in their application comes through on-the-job coaching (Sult
et al., 2024). Coaching and monitoring also ensures that skills are main-
tained and further developed (Bertram et al., 2015). Managers who are
responsible for developing talent act as coaches (Sult et al., 2024). They
must motivate their staff to achieve the company's strategic goals and
create a positive work environment in which employees can obtain the
required skills (Ghobadian et al., 2007). To this end, managers must have
the coaching skills necessary to guide staff through a CSR implementa-
tion (Sult et al., 2024). Therefore, the following hypothesis is proposed:

Hypothesis 1. The provision of leadership training posi-

tively and significantly influences CSR sophistication.

242 | Leadership drivers

The strategic decisions of a company are largely determined by its

leadership team, and this is especially relevant when considering the

firm's engagement in CSR (Schuhmacher et al., 2022). Top manage-
ment teams (TMTs) typically consist of the two highest levels of man-
agement within a company (Finkelstein & Hambrick, 1996).
Leadership orientation has a direct effect on strategic decision-making
(Hambrick & Mason, 1984), making it important to consider the char-
acteristics of TMTs with respect to CSR sophistication.

Research has demonstrated that demographic differences in
TMTs have an effect on the adoption of management practices, stra-
tegic change, and decision-making in a company (Jensen &
Zajac, 2004; Schuhmacher & Burkert, 2022). This is due to the fact
that these differences shape the mental models of these managers,
which, in turn, shape beliefs about corporate purpose and if imple-
mentations are feasible (Fiss & Zajac, 2004). Mental models are con-
tinually adjusted in response to learning (Burkert & Lueg, 2013) and
studies suggest that the educational background of executives can
influence CSR. Manner (2010) documented that a CEO with a bache-
lor's degree in economics has a negative association with CSR. Pra-
bowo et al. (2017) found that the positive effect of a higher education
on CSR disclosure lessened when directors held an MBA or had an
educational background in accounting or economics. Godos-Diez
et al. (2015) showed that students exposed to management theories
were less likely to consider stakeholder interests. Sobczak et al.
(2006) discovered that business school graduates viewed shareholders
as the most important group of stakeholders. It is suggested that busi-
ness schools promote self-serving interests that prioritize financial
sustainability over broader CSR (Alajoutsijarvi et al., 2015). Research
indicates that business students tend to be less cooperative than their
counterparts from other academic fields (e.g., Boone et al., 1999), dis-
playing a more individualistic attitude (Wei et al., 2018). Additionally,
economic education is thought to be inadequate in terms of consider-
ing the implications of CSR (Arce, 2004). Given the entrenched
emphasis on shareholder value in economics, it is likely that how a
strong financial background shapes the beliefs of TMTs makes them
less likely to embrace CSR initiatives (Fiss & Zajac, 2004).

In addition to educational background, Hambrick and Mason
(1984) and Manner (2010) suggest that the prior professional experi-
ences of TMTs in the industry are significant factors in determining
their willingness to adopt CSR. Manner (2010) suggests that CEOs
with broader career experiences are more likely to engage in proactive
CSR, while those with narrower expertise, such as a degree in eco-
nomics, tend to exhibit lower levels of proactive CSR. Carpenter et al.
(2004) suggest that TMTs with diverse industry experiences are more
open to strategic change, while those with single-industry expertise
may be less adaptable to new initiatives. Boone and Hendriks (2009)
propose that TMTs with diverse functional backgrounds are more
likely to engage in high-quality decision-making and improve firm per-
formance due to the variety of their expertise. Furthermore, Musteen
et al. (2006) find that directors with external work experience are
more open to change and possess greater adaptive leadership skills.
These findings are further supported by Mazutis (2014), who reveal
that a broader range of functional experiences is associated with a
higher adoption of CSR initiatives over time. Thus, directors with an

industry-specific background, who typically have more undiversified
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work experiences, may be less likely to implement CSR. We
hypothesize:

Hypothesis 2a. A financial or industry-specific back-
ground of the board negatively influences CSR

sophistication.

Although executives often develop mental and behavioral models
that do not prioritize CSR, companies can leverage reward systems to
incentivize desired behavior (Profitlich et al., 2021). Prior research
shows that variable and long-term oriented compensation compo-
nents (Profitlich et al., 2021; Schuhmacher et al., 2022) can play a role
in steering executives toward CSR, although the financial benefits for
the firm associated with CSR actions, such as reduced risks of legal
and social sanctions, improved access to resources, and increased
capability to acquire employees, customers, and suppliers can take
time to develop (Schuhmacher et al., 2022). If executives view CSR as
a tool for long-term financial performance improvement, variable
compensation linked to long-term financial objectives should encour-
age more sophisticated CSR. We hypothesize:

Hypothesis 2b. A variable long-term incentivized CEO
compensation structure positively influences CSR

sophistication.

24.3 | Organizational drivers

Quality management systems (QMS) can be seen as a significant facili-
tator for the refinement of CSR. Bertram et al. (2015) explored organi-
zational drivers which may support the sophistication of a new
practice. Their work finds that it requires the implementation of a
management practice that aligns with CSR. Research conducted by
Fisscher and Nijhof (2005), Ghobadian et al. (2007), Larran Jorge et al.
(2016), McAdam and Leonard (2003), and Waddock and Bodwell
(2004) shows that QMS are similar to CSR in multiple ways. In particu-
lar, they share foci on stakeholders and corporate conduct/business
ethics. This is for two reasons.

First, facilitative administration plays a key role in ensuring that
existing policies, processes and working conditions are compatible
with new practices (Bertram et al., 2015). CSR requires operations to
be tailored to meet the needs of stakeholders (Tari, 2011). The imple-
mentation of a QMS necessitates an assessment of socially responsi-
ble behavior, which is an important element of both environmental
and social performance (Tari, 2011). Moreover, a QMS should include
process evaluation to ensure production accuracy and efficiencies
(Tari, 2011). This may support companies in creating environmental
management practices (Lueg & Radlach, 2016), big data analytics
(Choi & Park, 2022), and a waste management system (Hassan, 2013).

Second, the availability of data is essential to increase the impact
of CSR. Data-driven decision-making is fundamental for effective
management practices, as highlighted by Bertram et al. (2015). Within
this context, companies that have adopted a QMS such as Six Sigma

Corporate Social Responsibility and e
Environmental Management ‘:}fp«

are more easily able to generate the data necessary for identifying
leverage points for the implementation of CSR (Ghobadian
et al., 2007). We hypothesize:

Hypothesis 3. The prior implementation of a QMS posi-

tively and significantly influences CSR sophistication.

244 | Timing influences

Bertram et al. (2015) suggest that timing affects the implementation
of practices. This is in line with diffusion theory (Ansari et al., 2010).
According to Strang and Macy (2001) and Tolbert and Zucker (1983),
later adopters are motivated by sociology and earlier adopters by eco-
nomics when adopting a practice. Bauckloh et al. (2021) indicate that
early adoption is often linked to higher practice sophistication, while
later adopters may be more interested in gaining a better reputation
without actually changing behaviors. Also, Wang and Sarkis (2017)
propose that early adoption, driven by economic motives, links to
higher sophistication. We hypothesize:

Hypothesis 4a. The effects of organizational drivers on

CSR sophistication will be stronger for early adopters.

Late adoption of CSR strategies may be a more viable option for
companies than early implementation, as it can result in financial savings
(Fiss & Zajac, 2004; Lueg & Carvalho e Silva, 2022; Tolbert &
Zucker, 1983). Additionally, it may still be received favorably by the stock
market (Fiss & Zajac, 2006). These companies are aiming for legitimacy
in the field, achieved via their branding and image, stakeholder relations,
or improved organizational culture and are less likely to repeat the mis-
takes of early implementers. Furthermore, the low level of regulation sur-
rounding CSR implementations allows companies to espouse CSR at a
symbolic level (Kolk & Tsang, 2017). Tolbert and Zucker (1983) suggest
that this could be an effective way for companies to reap the benefits of
a practice without the associated costs. We hypothesize:

Hypothesis 4b. The effects of the investigated implemen-
tation drivers on CSR sophistication will be stronger for

companies with a low CSR sophistication.

3 | RESEARCH DESIGN

3.1 | Sample selection

To answer the research question, a sample of CSR adopters differing
in CSR sophistication is required. Since an international sample is
likely to fulfill these criteria (Matten & Moon, 2008) the sample selec-
tion is based on companies listed in the STOXX 1800 Index. CSR
sophistication substantially varies among the selected companies on a
scale from O to 100 from minimum 0.47 to a maximum of 95.21 with
a mean of 53.11 and a standard deviation of 20.20 (Table 1).
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Companies that have entered or left the Index are included as well to
mitigate survivor bias. By including only listed companies, the sample
is homogeneously comprised of large corporations. The timeframe of
the study was chosen as 2002 to 2020, as complete ESG scores were
available for this period at the time of data retrieval. The initial sample
consisted of 52,726 company-year observations. Thereafter, observa-
tions with missing values and financial institutions (including insur-
ances and banks) were deleted. To reduce the influences of outliers,
the variables were winsorized. The final sample consisted of 1919
individual companies with 17,848 company-year observations. The
sample distribution was balanced among the continents of the Ameri-
cas, Asia and Oceania, and Europe.

3.2 |
variables

Dependent variable and independent

In accordance with prior research measuring implementation behavior
(Bauckloh et al., 2021), the dependent variable CSR sophistication was
proxied by the Refinitiv ESG score, available in the Thomson Reuters
ASSET4 database. This relative score scales from O to 100, comparing
a company's performance to its industry peer group (Refinitiv, 2021).2

This study draws on four independent variables retrieved from
the Eikon Database. To account for the competency driver, training
and coaching, the variable management training was examined. It is a
binary variable, taking the value one if the company provides regular
training to their managers, and zero otherwise. A company is consid-
ered to provide management training if it offers training to managers
on how to lead teams and handle processes, and if it offers mentoring
programs for, as yet, non-managerial staff. In line with Larran Jorge
et al. (2016), such training is designed to managers with the leadership
skills and coaching competencies necessary to implement CSR. We
examined two variables to measure leadership drivers. First, we used
the variable board skills which measures the percentage of board
members who have either an industry-specific or a distinctive finan-
cial background. It is a proxy for the board's openness to change and
thus its inclination toward CSR. Second, to account for a long-term
incentive in the compensation structure of the TMT, a link of the CEQO's
compensation to total shareholder return (TSR) was included. This is a
binary variable, which is assigned the value one if the CEO's compen-
sation is linked to TSR, and zero otherwise. We chose TSR as prior
studies find that CSR is positively associated with the market value of
a company (Ademi & Klungseth, 2022) and TSR (Lueg &
Pesheva, 2021). Last, we included the binary variable QMS which

2Unlike the ESG database of its rival Bloomberg, Refinitiv does not measure CSR reporting
but rather externally observable indicators of CSR practices. Companies with Refinitiv ESG
scores are thus thought to espouse more sophisticated CSR (Clément et al., 2023). In the
systematic literature review by Clément et al. (2023), the authors elaborate on the
differences between Refinitiv and Bloomberg ESG scores. Refinitiv scores rely on
comprehensive datasets that capture externally verifiable CSR outcomes, making it a more
robust tool for assessing CSR. In contrast, Bloomberg's approach is seen as more dependent
on self-reported data from companies, which can sometimes lead to selective or inflated
reporting. Clément et al. (2023) highlight that Refinitiv's broader range of metrics reflect CSR
implementation, while Bloomberg's database rather offers CSR reporting.
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takes the value one when the company applies a quality principle such

as Six Sigma or Total Quality Management, and zero otherwise.

3.3 | Control variables

We chose control variables that have been associated with CSR sophisti-
cation in diffusion studies. Our study controls for company-specific,
board-specific, investor-related, and institutional-related influences. As
larger companies are more visible and hence face more external pressure
to engage in CSR, we included company size, proxied by the natural loga-
rithm of the number of full-time employees (Lager et al., 2022). To control
for the influence of the company's past performance, the market-based
performance measure Tobin's Q was incorporated. It is calculated by divid-
ing a company's market capitalization by its equity book value. Moreover,
the leverage ratio of the companies was employed, calculated as the ratio
of total debt to total equity. Companies with a high-leverage ratio face
lower free cash flows, indicating fewer funds to finance CSR activities
(Sun et al., 2020). To account for board-related effects, we included the
natural logarithm of the number of board members. It is expected that a
higher number of board members will be associated with a greater diver-
sity of opinions, leading to an increased likelihood that the board con-
siders CSR to be important (Beji et al., 2021). To account for investor
influences, the investor concentration was controlled by including the per-
centage of blockholders (holding 5% or more in shares). Thereby, the
cumulative power and long-term orientation of those shareholder groups
are accounted for (Burkert & Lueg, 2013; Fiss & Zajac, 2004). Since bene-
fits of CSR only materialize in the long run, long-term institutional inves-
tors are expected to motivate companies to engage in CSR (Kim
et al., 2019). The institutional pressure for CSR varies largely across differ-
ent countries, therefore the gross domestic product (GDP) per capita was
included: it is anticipated that wealthier countries will be found to exert
more pressure on corporations to engage in CSR (Lim & Tsutsui, 2012).
All control variables were retrieved from the Eikon database except for
GDP, which is available on the World Bank website (Worldbank, 2022).

3.4 | Regression model
We test the hypotheses with a fixed effects regression on the panel
data, using the following model:
ESG_Scorejs = o + f1Mgmt_Training;:_; + poBoard_Skills; ¢4
+ p3QMS;_1 + p4CEO_Comp_TSR;¢_1 + PsFTE;:_1
+ psBoard_Size;; 1 + psLeverage;; 4
+ pgTobin_Q;¢—1 + PoBlockholder;; 4
+ 10GDPi_1 + > Vyear + €it-

In the regression equation ) year,i represents the time-fixed
effects, while ¢ is the error term. To account for the time delay in
information incorporation and to rule out endogeneity concerns, a
1year time lag was included for all independent and control variables.
The Breusch-Pagan-Lagrange-Multiplier-test suggests that heterosce-
dasticity is present. Furthermore, the Hausman test suggests a fixed
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effects model. This appears sensible as the influence of internal company
drivers of ESG scores are sensitive to time-constant effects, such as
organizational culture and industry membership. To reduce time-
invariant omitted variables year-, country-, and industry-fixed effects
were applied. To adjust for the detected heteroscedasticity and autocor-
relation, clustered robust standard errors were included in the model,
employing the Huber White-Sandwich estimator (Wooldridge, 2020).
We assessed the variance inflation factor (VIF) of the independent vari-
ables as an indicator for their multicollinearity. VIFs do not exceed 2.00
for any of the given variables, providing evidence for a minimal impact of
multicollinearity (Wooldridge, 2020). Even though all relevant variables
identified by prior literature were included in the model, the Ramsey test
indicates a model misspecification. We expected this, since research on
CSR is nowhere close to presenting a comprehensive model of all the
factors that drive its sophistication. Even some of the highest-quality
prior studies, despite their significant contributions to the field, have not
fully acknowledged the potential for omitted variable bias, which can
lead to model misspecifications and underestimations of key drivers in
CSR research. The large sample and the absence of severe outliers (due
to our winsorizing) suggest normality in the data (Wooldridge, 2020).

To test H1-H3, we employed the ESG score of the full sample. To
examine H4a and H4b, we divided the data into sub-samples of early,
middle, and late adopters. To examine H4a and H4b, we divided the
data into sub-samples. To test H4a (the influence of adoption time), the
sample was grouped according to the year the company received its
first ESG score. Adoption phases were clustered into years before
2005 (early adopters), between 2006 and 2014 (middle adopters), and
2015 onwards (late adopters). Since a substantial increase in the num-
ber of companies receiving an ESG score is visible after 2004, compa-
nies receiving an ESG score before 2005 are considered early adopters.
Also, a rising number of articles in the business press containing the
word CSR during that time indicates the growing importance of CSR in
the early years of the new millennium (Grafstrom & Windell, 2011). In
2006, the UN Principles for Responsible Investment were launched
(Bauckloh et al., 2021). As one of the first global initiatives fostering the
implementation of CSR, they mark the starting point for the middle
adopters until the year 2015 as afterwards the Paris Agreement comes
into place. During this time, CSR became a more publicly recognized
practice (Clémencon, 2016). Thus, all corporations adopting CSR after
2015 are considered late adopters.

To investigate H4b, which explores whether the level of CSR
influences CSR sophistication, an ESG portfolio analysis was con-
ducted. Companies were ranked into three groups based on their
annual ESG performance: best, middle, and worst CSR sophistication.
The classification into these groups was based on the distribution of
ESG scores, where we ranked companies into tertiles. The top tertile
represented the “best” CSR performers, the middle tertile comprised
the “middle” performers, and the bottom tertile represented the
“worst” performers. This method of classification ensures that each
group represents a third of the sample, offering an equal and objective
basis for comparison across years. The thresholds for these tertiles
were recalculated annually to account for any shifts in overall ESG

performance trends, ensuring consistency in classification over time.

4 | RESULTS

4.1 | Descriptive statistics and correlation analysis
We observe a continuous increase in ESG scores since their initial
publication. The number of sample companies receiving an ESG score
per year increases by 263%—from 633 companies in 2002 to 2295
companies in 2020 (Figure 2, Panel A). Moreover, a steady increase in
the average score is observable, from 33.93 in 2002 to 61.18 in 2020
(Figure 2, Panel B).

Table 1 presents the correlation matrix. The independent vari-
ables management training, QMS, and TSR-based CEO compensation
are positively correlated with the ESG score at the 1% significance
level. The correlation between the ESG score and board skills is nega-

tive and significant at the 1% level.

4.2 | Regression results

The results of the fixed effects regressions of the full sample are pre-
sented in Table 2. The explanatory power of the model including all
variables (full model) has an R?-within of 0.52 which is considered
high in this field (Schreck & Raithel, 2018). It shows a positive and sig-
nificant relationship of management training (4.283; p < 1%), CEO
compensation linked to TSR (2.241; p < 1%) and QMS (3.254; p < 1%)
with the ESG score. All three variables show significances at the 1%
level. This indicates that companies with existing management training
programs, CEO compensation linked to TSR, and QMS in place appear
to have a more sophisticated CSR, supporting H1, H2b, and H3. The
variable board skills show a positive and significant influence on
the 5% level. Thus, the results do not provide support for H2a. How-
ever, the size of the coefficient (0.014; p < 5%) indicates a practically
negligible influence.

To measure the intensity of the observed relationships and to
confirm the practical relevance of the results, the effect sizes of the
variables are calculated following Wooldridge (2020) (see Table 1).
The effect size of management training is the largest of all indepen-
dent variables and above the threshold of 0.02, indicating a small
influence (Cohen, 1992). In contrast, the effect sizes of the remaining
independent variables are below the threshold of a small influence,
which indicates that, while they display a statistically significant influ-
ence, they are not of practical relevance. The effect size of 0.317 for
the yearly dummy indicates a medium influence, as it is above the
threshold of 0.15 (Cohen, 1992). Time of adoption, and thereby diffu-
sion theory, explains a considerable amount of the effects on ESG.

To test H4a and H4b, a regression on sub-samples was per-
formed. The detailed results of the analysis are presented in Table 2.
For the adoption time, the effect of management training on the ESG
score is positive and significant throughout all groups, consistent with
prior findings and H1. However, the effect for the group of late
adopters is only significant at the 5% level. The same applies for the
CEO compensation linked to TSR, which loses significance in

the group of late adopters (2.256, p < 5%). For the other variables, the
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Panel A: Number of companies with ESG score

Panel B: Development of average ESG score
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FIGURE 2 Development of adopters and average environmental, social and governance (ESG) scores among these adopters.

effects found in the full model are not consistent for late adopters, as
board skills (0.033, not sig.) and QMS (0.410, not sig.) differ in signifi-
cance and size. However, the overall results hold for early and middle
adopters, providing evidence in support of H4a.

For the portfolio analysis, the previously observed results only
persist for the companies in the worst ESG portfolio. Management
training (3.028; p < 1%), QMS (2.617; p < 1%), and CEO compensation
linked to TSR (1.732; p < 1%) exert a positive and highly significant
influence on CSR sophistication, while board skills is insignificant but
still positive. For companies in the best performing portfolio, QMS
(0.783; p < 10%) is the only variable that is significant, however only
at the 10% level. Overall, H4b can be confirmed.

4.3 | Robustness checks

We conducted robustness checks to confirm the results. First, to iden-
tify uncorrelated influences of the respective independent variables
on CSR sophistication, each independent variable was analyzed in a
separate model (see Table 3). Thereby, both the significance level and
the size of the influences and the R?-within remain stable. For the
control variables, the positive and significant impact of FTE (p < 1%)
remains. Moreover, GDP has a highly significant and positive impact
throughout all models, indicating higher average CSR sophistication
for companies with headquarters in wealthier countries. In addition,
the full model is tested without the control variables. The findings
show that adding control variables does not change the results
significantly.

Second, for verification purposes the regression was re-estimated
using the separate environmental, social, and governance pillar scores
provided by Refinitiv through the Eikon Database as the dependent
variable. Table 3 displays the detailed results of the three models. The
variable management training shows the largest positive influence on
the environmental pillar (E-Pillar) (5.905, p < 1%). QMS has the largest
positive impact on the social pillar (S-Pillar) (5.187, p < 1%) while CEO
compensation linked to TSR (5.289, p < 1%) and board skills (0.053,
p < 1%) have the largest positive influence on the governance pillar

(G-Pillar). In contrast to the results of the main model, the variable

board skills have a slightly negative coefficient on the S-Pillar
(—0.003, not sig.), but without being significant, which is also the case
for the E-Pillar (0.002, not sig.). Thus, the effect of the influence on
the combined ESG score is mainly driven by the G-Pillar. The missing
significant influence of the board on the E- and S-Pillars is also con-
firmed by the control variable board size, which is only significant for
the G-Pillar (—3.219, p < 5%). The results of the control variable FTE
are consistent, while for GDP the E-Pillar drives the overall results
(15.546, p < 1%).

Third, controlling for a regional bias in the data, the sample was
divided geographically by continents. The results display a stable influ-

ence of the main variables across all continents (see Table 3).

5 | DISCUSSION

5.1 | Contributions to theory

This study contributes to theory by, first, giving evidence that diffu-
sion theory might be applicable to CSR sophistication. Findings dem-
onstrate how demand-side factors, specifically the technical, cultural,
and political fit (Ansari et al., 2010) shape CSR sophistication (Du
et al.,, 2013; Sendlhofer, 2020; Tari, 2011). Moreover, the finding that
internal company drivers apply especially for early adopters supports
the conception that early adopters' motives are primarily rational
(Abrahamson, 1991; Strang & Macy, 2001; Tolbert & Zucker, 1983). It
also substantiates the assumption that economic benefits can mainly
(Wang &
Sarkis, 2017). This is in line with findings of early adopters profoundly

be realized through a thorough implementation
implementing CSR (Bauckloh et al., 2021). However, the company size
measured through the control variable FTE, which is a proxy for stake-
holder pressure, is found to positively influence CSR sophistication
primarily for early and middle adopters. This indicates that both moti-
vational explanations co-exist at every stage of the diffusion process
(Ansari et al., 2010; Kennedy & Fiss, 2009). Nonetheless, further sup-
porting research is needed to verify these implications, especially in
light of the controversially discussed measure company size (Liger

etal., 2022).
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Second, this study adds evidence of the diffusion of CSR beyond
the binary classification of adopters and non-adopters (Ansari
et al., 2010; Etzion, 2014). The findings suggest that implementation
drivers have decreasing explanatory power as CSR sophistication
increases (Campbell, 2007; Darnall et al., 2010). This makes sense. On
the one hand, notably improving internal company drivers from low
levels (such as training) should be most effective when CSR sophisti-
cation is low, and the benefits of CSR are largely untapped. On the
other hand, companies with the desired (high) level of CSR only need
to maintain their already extraordinarily high levels of drivers in our
dataset (such as training).

Third, the results reveal the importance of considering compe-
tency drivers when increasing CSR sophistication (Bertram
et al, 2015). Most notably, companies that train their managers in
leadership and process management have higher CSR sophistication.
This is in line with the proposition by Bertram et al. (2015) that train-
ing and coaching are the most important competency drivers. The
findings of this study also support other literature highlighting
the importance of regular training (Larran Jorge et al., 2016), leader-
ship development and change-agent mindsets (Schuhmacher
et al., 2022) when implementing and sophisticating CSR. Even though
the human resource management function is seen as a key facilitator
of CSR (Sult et al., 2024), the effect of general management training is
still underrepresented in the CSR literature (Sult et al., 2024).

Fourth, this study contributes by illustrating the importance of
separating ESG into its individual components to understand underly-
ing influences. Contrary to the expectations formed from the extant
literature, board members with an educational background in finance
support CSR sophistication. This aligns our findings with studies that
find a positive effect of general business education on CSR
(Huang, 2013; Mazutis, 2014). One explanation is that most post-
2000s accounting and finance education particularly emphasizes the
economic benefits of instrumentalized CSR and stakeholder gover-
nance (Dzhengiz & Hockerts, 2022; Jensen, 2001; Prabowo
et al., 2017). This instrumentalization of CSR as a driver of shareholder
value creation is in line with our analyses of the individual E, S, and G
pillars. We observe that the positive influence of board skills mainly
stems from an inflated G score. These results are comparable with
those of Beji et al. (2021) who also find controversial effects of
business-educated directors on different CSR areas but a positive and
significant effect on the corporate governance performance.

Fifth, this study helps to increase knowledge about the type of
leadership skills needed to advance CSR within for-profit companies
(Schuhmacher et al., 2022). However, small statistical coefficients indi-
cate a practical negligibility of the results. This suggests that the ability
of the board to promote CSR sophistication may need to be measured
differently. Furthermore, it indicates the necessity to redefine the
competencies of the board, as nowadays more diverse skills than
the conventional financial knowledge are required to influence all
facets of CSR.

Sixth, this study indicates that differences in the drivers of CSR
sophistication are not driven by regional differences but by differ-
ences in national wealth (Lim & Tsutsui, 2012). One interpretation

could be that companies in wealthier countries have more resources
available and can afford to be sustainable. An alternative interpreta-
tion could relate to the possibility that wealthier countries set higher
regulatory standards for CSR. Last, one might conjecture that the
guidelines for ESG scores are designed to fit the needs of western
companies with headquarters in wealthy countries. At the same time,
these standards might constitute a misfit with the context that com-
panies situated in non-western, less wealthy countries face. According
to Lim and Tsutsui (2012), wealthy western countries define CSR
standards and require developing countries to meet these standards.
Hence, companies located in these standard-setting regions generally
have advantages when being rated. However, our data only consists
of companies from (more or less wealthy) developed countries. Devel-
oping countries are not included in the sample. Thus, generalizability

to developing countries is limited, and further research is needed.

5.2 | Contributions to practice

First, we document how managers can actively influence internal
drivers of CSR sophistication, namely TSR-based compensation, train-
ing, board skills, and QMS. In alignment with the boards, managers
can optimize the desired level of CSR sophistication to meet their
companies' responsibilities toward selected stakeholders. Our
research highlights that CSR is a bundle of management practices
(Laguir et al., 2019; Shapiro, 2016) that needs integration into all
activities of a company (Asif et al., 2013).

Second, we emphasize the strongly positive but widely underesti-
mated effect on CSR sophistication from trainings on leadership and
process skills. Our study suggests that the effect of training even
supersedes the often-hailed effect of long-term compensation. The
results indicate that regular management training programs are likely
to equip managers with necessary skills (Larrdn Jorge et al., 2016).
Companies wishing to increase their CSR sophistication should, there-
fore, complement their output controls (compensation) with input
controls (training; leading by example) (Schuhmacher et al., 2022; Sult
et al., 2024). Moreover, literature suggests that corporations are only
fully socially responsible when training possibilities are provided to all
employees, and not only to managers (Sult et al., 2024). Nonetheless,
managers need to be equipped with the necessary competencies first,
to be able to support and coach the staff (Sult et al., 2024).

Third, we would like to increase awareness that the drivers of
CSR sophistication will not have the same effect across all companies.
Our findings suggest that companies with high-CSR sophistication will
profit marginally less from increasing the level of each driver. For
example, variable long-term incentives can be an influential mecha-
nism for promoting CSR (Profitlich et al., 2021), but only for compa-
nies with a low-CSR sophistication.

Fourth, managers can leverage existing resources from their QMS
to increase CSR sophistication. Operations include many non-
financial, stakeholder-related indicators that quickly help to create
awareness of CSR (Tari, 2011). Moreover, the QMS-related category
of product responsibility places a special focus on product quality
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(Tari, 2011) and serves as an important indicator of social perfor-
mance in CSR ratings (Refinitiv, 2021).

Fifth, policymakers should hold companies accountable for their social
and environmental results (actions), not just the outcomes (reporting). This
could take the form of policymakers developing their own ESG scores. The
standards of private rating agencies are opaque and partly contradictory
(The Economist, 2022). Therefore, regulators should develop guidelines for
rating agencies or suggest comparable ESG scores that indicate CSR
sophistication and actual practices (Damtoft et al., 2024). Currently, regula-
tory initiatives predominantly focus on CSR reporting (e.g, EU Non-
Financial Reporting Directive), but these are often not sufficiently industry-
specific, and encourage free-riding late adopters according to our study.

5.3 | Limitations and future research

The investigation of internal drivers prompts the issue of endogeneity.
We address endogeneity concerns by including a one-year time lag to
minimize potential reverse causality. As with any other similar type of
research, concerns that the ESG score might mutually influence the
independent variables can never be ruled out completely.

Our work extends research on this topic by including a non-binary
measure of CSR sophistication. However, the other independent vari-
ables (except for board skills) are binary. Dummy variables limit differ-
entiation within groups, exhibit low variance, and consequently
reduce the explanatory power of the models. A fruitful follow-up of
our work would be to test the hypotheses with non-binary indepen-
dent variables to increase the granularity of the researched effects.

Currently, ESG scores are the best available measure to capture CSR
sophistication based on publicly available data. Nonetheless, CSR report-
ing does not necessarily correspond to CSR sophistication. Discrepancies
can be due to overreporting underreporting (Lueg et al., 2015), or differ-
ent weighting schemes: for instance, the OECD finds that the simple act
of disclosing climate strategies drives the ESG score more than concrete
actions (The Economist, 2022). Future studies should develop new mea-
sures for CSR sophistication independent of ESG scores, such as artificial
intelligence-based analyses of yet under-analyzed data sources.

Last, the substantial effect of the time variable demonstrates a
steady increase of the average ESG scores. An optimistic interpretation
is that CSR sophistication has actually increased. A critical interpreta-
tion might point to the possibility that companies have only honed their
reporting skills by analyzing the benchmarks ratings agencies use on
them. Similar debates are known in social sciences, for instance, on the
reasons why the average human intelligence has substantially increased
in the 20th century (Baker et al., 2015). Future research on CSR sophis-
tication should therefore include time components and investigate the

rationales for the inflation of the ESG scores.

6 | CONCLUSION

Studies on the diffusion of CSR beyond the binary of adoption/non-
adoption concept are rare. Our study investigates the drivers of CSR

Corporate Social Responsibility and e
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sophistication over time using the ESG score as a proxy. It is the first
study to employ an integrative framework of internal company drivers
of CSR sophistication (Bertram et al., 2015). The results suggest that
internal company, and thus steerable, drivers (compensation, training,
board skills, QMS) affect CSR sophistication. The findings highlight
that especially the under-researched field of management training has
a remarkably positive influence on CSR sophistication. In addition, this
study finds that companies with boards that have an industry-specific
background or financial skills, a QMS, and CEO compensation tied to
TSR espouse higher CSR sophistication. The results mainly hold for
early adopters of CSR as well as for companies with a low level of pre-
vious CSR sophistication.
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