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Abstract 
Many studies have focused on the relation between financial and economic performance of firms 
and their actions on corporate social responsibility (CSR). However, few of them analyze CSR ac- 
tions of firms facing decline. The purpose of this paper is to analyze if a recognized situation of fi- 
nancial distress has an impact on CSR strategies and modifies the attitude of a set of firms towards 
responsible behavior. We use CSR information of healthy and distressed US firms, during the years 
2001-2007, to evidence feasible changes in CSR attitudes induced by distress position. The results 
show that healthy firms present changes in all the year windows analyzed while distressed firms 
tend to increase their concern valuation or reduce their strength valuation one year after identi- 
fying the symptoms of economic and financial weaknesses. However, these differences do not oc- 
cur in all the dimensions of CSR, when considered separately. 

 
Keywords 
Corporate Social Responsibility, Financial Distress, Multidimensional Scaling, Wilcoxon Test, 
Mann-Whitney Test 

 
 

1. Introduction 
The accounting information evidencing certain financial distress situation constitutes a relevant alert signal 
when the investors assess the survival status of a firm. When a crisis situation comes about during the lifecycle 
of a firm, it is fundamental to maintain the support and trust of the shareholders. Prahalad and Hamel [1] con- 
sider that good corporate social behaviors can assure firm’s future success enhancing the support and the confi- 
dence of the stakeholders. In this line, we can raise the following question: Can responsible behavior act as a 
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mitigation factor of the firms’ ongoing concern when certain financial distress situation takes place? If CSR in- 
vestment creates firm reputation for stakeholders, allowing to contribute on the honesty and reliability of the 
firm [2] [3], then it can mitigate the image offered by the deteriorated financial statements and add financial 
value to the firm. 

Several studies have shown that social responsible companies are well valued by the market [4]-[9]. Invest- 
ment in responsible behaviors can be understood as a “product” offered to investors, some of which are willing 
to buy although it may imply a reduction in the present value of cash flow or obtain less profit compared to 
non-responsible firms [10]. These firms receive the support of investors in return as reward of the value attri- 
buted to the actions that satisfy stakeholders. 

CSR practices have an added value in assessing the future of the firm in terms of competitiveness, efficiency 
and even survival, making the companies more attractive to investors [11]. Information related to responsible 
behavior of companies complements the financial information, allowing valuing a firm from a wider perspective. 
CSR actions would modify the expectations generated from the financial data of a firm by the returns or detri- 
ments derived from socially responsible actions [7]. If this change of expectations is assumed, it can be consi- 
dered that in front of negative messages from the financial statements, the information about responsible beha- 
viors contains that complementary feature. In fact, some studies [12] [13] associate CSR with distress risk of a 
firm, attesting a robust negative relationship between the two concepts. However, a clear demonstration on the 
fact that CSR investment reduces the distress risk could not be established. 

Some researches affirm that firm’s historical financial performance contributes to the current CSR invest- 
ments, according to the reverse-causality relationship between both terms [14] [15]. This approach has been 
supported by considering that good financial results allow redirecting excessive resources towards social activi- 
ties. This means that good financial performance derives in social responsible practices, thus, influencing CSR 
profiles. However, it can be questioned to what extent poor financial performance could incentivize the manag- 
ers towards these practices as a way to add confidence to the value of the firm. In this sense, Goss [13] affirms 
that CSR investments are like good managers practices, which imply an investment in the future results of fi- 
nancially distressed firms. This approach supports the line followed by Lee et al. [16], when considering that 
firms make use of CSR as a legitimate instrument to influence the perceptions of stakeholders. In this same line, 
Ho and Taylor [17] consider the existence of incentives to emit social information by the firms showing a poor 
performance, and encounter a significant and negative relationship between social and environmental informa- 
tion and profit results. 

The purpose of this study is to analyze if a recognized situation of financial distress has an impact on CSR 
strategies and modifies the attitude of a set of firms towards responsible behavior. To achieve this objective, we 
selected a sample of healthy and distressed US firms, classified according to the fulfillment of certain distress 
conditions widely used in the literature, during the years 2001 to 2007. 

2. CSR Profiles and Financial Distress 
2.1. Diminishing the Perceived Risk Approach 
Various research defend that CSR practices reduce the perceived risk of a firm [11] [18]-[23]. Strengthening the 
corporate image, by increasing the reputation towards the stakeholders, mitigates the risk such that responsible 
behavior is converted to better discount rate and lower cost of capital [11] [16] [20] [22] [24]. This advantage in 
the cost of funding is evidenced in studies such as Goss [12] where poor CSR performing firms support higher 
debt costs. Firms are no strangers to this relationship given that, as Devinney [21] affirms, one of the reasons 
why firms and their managers are involved in CSR initiatives is the impact on the risk. 

Firms facing some kind of financial distress situation transmit risks to investors, who will be cautious in the 
moment they contribute funds to the company. CSR actions could help mitigate the perceived financial risk by 
modifying the future expectations and image of the firm by acting on what we may call liability risk and the risk 
of economical-vulnerability. 

Regarding liability risk, and according to the social-sanction theory, a firm misbehaving within de norms and 
mores of the societies in which they operate are sensible to claims and social demands [21]. CSR actions ensure 
the fulfillment of social responsibilities managing the legal and reputational risk [25] [26], associated to losses 
that would occur towards a non-responsible behavior [27] [28] and minimizing transaction cost and potential 
conflicts with stakeholders [29]. The increase or decrease of this possible future responsibility risk is discounted 
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by investors when valuing a firm. The ethical behavior becomes an intangible asset which will be used in the 
investors’ valuation so that they will be penalized or rewarded depending on their perception [9]. The market at- 
tractiveness of socially acceptable behavior is evidenced by Iannou and Serafeim [30], who investigate how in- 
vestment analysts perceive CSR strategies carried out by the companies and how they react to these strategies by 
issuing investment recommendations. The ethical investments approach, selecting firms according to social and 
environmental practices besides financial data [9] [31] is also representative of this approach. On the other side, 
the penalty of the market to those firms not valued positively in social indexes [32] produces negative effects on 
investors’ predictions of future earnings. This adverse behavior of investors towards the risk of liability is easily 
verified in the market reaction to certain “greening” behaviors as authors Cormier and Magnan [33], Konar and 
Cohen [5], Hassel et al. [34] or Wahba [35] suggest. This fact can be explained by the positive relation that ex- 
ists between environmental liability cost and negative reputation and the relation of these latter with profitability 
[36].  

Moreover, the risk of economical-vulnerability is related to the capacity of a firm to align with its environ- 
ment. Fittest firms have greater chance to survive in a continuing competitive context by constantly adapting 
themselves to the environment. Socially responsible practices permit the improvement of competitive power of a 
firm, creating opportunities to generate economic benefits and differentiate the company form its competitors 
[20] [37]. Well performing firms become less vulnerable to afford adverse situations or decline phases, reducing 
the risk of not overcoming these situations. In this way, CSR practices generate cost reduction, increase em- 
ployees’ productivity, generate profit by product diversity, increase sales and generate brand value, building a 
stronger performing firm [5] [11] [28] [29] [36] [38]-[40]. Additionally, certain CSR programs are drivers of 
customer satisfaction [15] and produce positive effects on customers’ attitude towards a product [41], allowing 
an identification with the firm which converts to an important support to it [42] [43]. To wager on client support 
means to bet for the future. For a firm facing a situation of financial distress this bet could be a signal of war- 
ranty of the weak financial statements, allowing that a bad economic performance could be restored. 

If investors are cautious in the presence of the financial risk of a firm, the mitigating factors of an a priori un- 
attractiveness for the investors are determined by the possible effects that a CSR investment could have on 
firm’s performance [6]. We could expect that managers of financially distressed firms could be incentivized to 
perform greater efforts in CSR behaviors in order to mitigate the bad financial results, securing the trust and 
support of stakeholder when the survival of the firm could be compromised. Based on the above approach, we 
propose the following general hypothesis: 

H1: Despite of the associated costs, distressed companies tend to invert, or maintain their investment in CSR 
actions in order to compensate their weak financial image. 

In particular, deriving from this first hypothesis, we will also test: 
H1.1: Despite of the associated costs, distressed companies tend to invert, or maintain their investment in 

those CSR actions that have a direct repercussion on profit generation, so that they can restore their delicate 
economic situation. 

2.2. Cost-Reduction Approach 
The nonexistence of a consensus on the research focusing on the relationship between financial performance and 
corporate social performance allows assessing the existence of a bidirectional relation between these two con- 
cepts. In this way, an increase in social performance could be also interpreted as a discretional activity that is fi- 
nanced when the firm has an excess of funds, that is, a good financial performance given by revenues that ex- 
ceed expenses [14] [44]. Under this approach lies the consideration that socially responsible activities imply a 
non-necessary cost for a firm’s activity. Following the cost-concerned theory, responsible actions imply costs 
that reduce the possible profit of a company [45] and this fact does not contribute to enhancing the shareholder 
value [16]. This negative consideration of investment in CSR will be reflected in a lower market value of firm, 
as shareholder expectative on future returns decreases [46] [47]. This hypothesis is in line with the results ob- 
tained by Lo and Sheu [9] which indicate that investors can be reluctant towards CSR actions of a firm if they 
consider that these actions increase operational and production costs and decrease sales. These shareholders 
consider CSR actions as an unnecessary agency cost in spite of increasing the image of the company [48] [49]. 

This issue is more obvious in some of the dimensions of the social responsible behaviors, which involve eco- 
nomic outlays with an immediate impact on the income, making it difficult to estimate the possible impact on 
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the generation of future profits. This is the case of, for instance, environmental actions, which, according to 
Palmer et al. [50] some firms are not willing to undertake as they do not want to sacrifice their profits for the 
environmental protection. These actions will cause the firm to incur in certain costs which will not be rewarded 
by investors, so that they have to be considered by the managers when valuing this strategy [35]. In this direc- 
tion, Hassel et al. [34] obtain results that evidence that better valued firms on an environmental point of view, 
are not the better valued firms by investors. 

In the short run, the politics that wager on responsible social and environmental behavior increase the costs, 
and as a consequence, influence in a direct way the financial results [51]. In the long run, these responsible ac- 
tions result in opportunity cost as they imply redirecting resources of crucial areas of a firm, as well as a greater 
effort of managers [52], leading to questioning the repercussion on the firm’s viability [14]. Because of this in- 
direct repercussion on profits, as well as on firm’s health and value, this opportunity cost should be better ana- 
lyzed in those firms that face a situation of financial distress. 

The selection of the investment in responsible behavior strategy will be determined based on its cost/benefit. 
As Mackey et al. [10] specify the managers will change their social behavior policy, once the costs of supply 
and demand of this performance have been valued by the market. In this sense, Cheung et al. [24] indicate that 
environmental policies increase the costs and reduce profitability, but robust social policies strengthen reputa- 
tion and image, allowing an improvement in firms overall value. 

In front of the cost ranges associated to different alternatives, we propose that: 
H2: Companies in distress will redirect their CSR performance, mitigating in lines that further deteriorate 

their statements, and will invest in non-costly actions that permit maintaining stakeholders’ support. 

3. Data, Variables and Methodology 
Before you begin to format your paper, first write and save the content as a separate text file. Keep your text and 
graphic files separate until after the text has been formatted and styled. Do not use hard tabs, and limit use of 
hard returns to only one return at the end of a paragraph. Do not add any kind of pagination anywhere in the pa- 
per. Do not number text heads—the template will do that for you. 

Finally, complete content and organizational editing before formatting. Please take note of the following 
items when proofreading spelling and grammar: 

We used a sample of US firms derived from Compustat database matched with Kinder, Lyndenberg and Do- 
mini’s database (KLD), gathering both economic-financial and CSR information. The analysis was made during 
the period 2001-2007, building 5 block scenarios, each of them comprising a three year window, allowing com- 
paring if an attitudinal change occurs in different scenarios. Firms operating in the financial services, for the 
particularity of their activity, were eliminated from the sample. Companies that did not present complete nor had 
consistent information were also discharged. Firms were classified as being in distress or healthy, in a certain 
year t, following González-Bravo and Mecaj [53], when they satisfied one or more of the following conditions: 
Negative Net Income, Negative Operating Income, Negative Retained Earnings, Negative Working Capital, 
Negative Cash Flow, Negative Operating Cash Flow and Negative Shareholder’s Equity. Furthermore, to assure 
that the distress is not a situation coming from previous years, we selected firms that in t − 1 were all in a 
healthy position. So, for instance all the 3-year blocks are composed by all healthy firms in (t − 1) and healthy or 
distressed firms in the year (t). The data of the year t + 1 allows us investigating the CSR actions and reactions 
of the firms, once they are aware of their decline. Table 1 shows the distribution of the sample across the ana- 
lyzed period. 

 
Table 1. Number of sample firms distributed by financial situation and year periods. 

Years Distress Healthy Total Distress % Healthy % 

2001-2003 44 136 180 24.44% 75.56% 

2002-2004 25 174 199 12.56% 87.44% 

2003-2005 40 530 570 7.02% 92.98% 

2004-2006 77 593 670 11.49% 88.51% 

2005-2007 77 612 689 11.18% 88.82% 
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KLD database presents CSR behavior of companies by means of 7 dimensions representing environmental, 
social and governance performance (Community, Corporate Governance, Diversity, Employee Relations, Hu- 
man Rights, Environment and Product). Each individual dimension is measured by means of a series of indica-
tors which represent positive actions (as strengths) and negative actions (as concerns) using a binary system (0, 
absence; 1; presence). In order to avoid misinterpretation of the results, and following Mattingly and Berman 
[54], we chose to consider separately the strengths and concerns of the different dimensions, as they gather dif- 
ferent and opposite behavior of the firms in CSR actions [55]-[58]. 

In this way, we agree with the approach used by Griffin and Mahon [59], who believe that creating a unique 
index that values the strength/weakness of a company in a single variable can disguise those individual dimen- 
sions that are important for a company or industry and also, the effective effort that a company performs on each 
of them. For each company we gathered the measures of strengths and concerns as the sum of the items exposed 
in each KLD dimension. The number of items is shown in Table 2. 

The final variables used in the analysis are gathered in Table 3. 
 
Table 2. Dimensions considered in the KLD database. 

Dimensions Number of strength items Number of concern items 

Community (COM) 8 5 

Corporate Governance (CGOV) 5 6 

Diversity (DIV) 8 3 

Employees relations (EMP) 7 5 

Environmental (ENV) 8 7 

Human Rights (HUM) 4 7 

Product (PRO) 4 4 

 
Table 3. Variables used in the analysis. 

Category Variables Description 

Financial 

Net Income (NI) These variables are 

Operating Income (OPI) used to classify a firm as 

Working Capital (WC) distressed/healthy. 

Equity Shareholders (ES)  

Retained Earnings (RE)  

Cash Flow (CF)  

Operating Activities Cash Flow (OACF)  

CSR dimensions 

Strengths Concerns  

COM-str* COM-con** The dimensions of CSR are used to plot 

CGOV-str CGOV-con the evolution of both 

DIV-str DIV-con groups of firms. 

EMP-str EMP-con These variables are also 

ENV-str ENV-con used in the testing of our 

HUM-str HUM-con hypotheses. 

PRO-str PRO-con  

*str refers to each CSR dimension strength exposed in Table 2; **con refers to each CSR dimension concern exposed in Table 2. 
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To analyze the profiles and behaviors of firms in each one of the year-windows we opted for the Multidimen- 
sional Scaling (MDS) analysis. MDS is a multivariate statistical analysis tool that allows representing graphi- 
cally the similarities or differences between various elements according to the main characteristics of a data ma- 
trix [60]-[62]. By means of this technique, an n-dimensional consensus map is obtained where the observed in- 
dividuals are situated according to the underlying variable’s structure. Two individuals appearing close to each 
other share similar information and their underlying variables behave in a similar way. On the contrary, the dis- 
tances between the represented points indicate the differences between the individuals according to their struc- 
tural differences in the analyzed variables. A posterior Co-plot methodology allows us plotting the original 
structural variables into the consensus map using a multi regression process [60]. The multi regression process, 
where the regression number is determined by the number of variables used in the analysis, follows the equa- 
tion: 

0 1 1 2 2 7dim dim dim ,ij i i ni iZV eβ β β β= + + + + +                       (1) 

where ZVij is the standardized value of the variable j for the i-observation and dimni corresponds to the coordi- 
nates obtained for every i-observation in each n-dimension by means of MDS. 

The second part of the analysis pretends to determine the variables of influence in responsible behaviors, by 
proposing and testing the following regressions for each sector of activity of our sample: 

t 1 0 1 t 2 t 1 3 t 4 t 5 t 6 t tCSR _ S *CSR _ S *CSR _ S ROA *CACL *Size *DFINDISSβ β β β β β β ε+ −= + + + + + + +   (2) 

t 1 0 1 t 2 t 1 3 t 4 t 5 t 6 t tCSR _ C *CSR _ C *CSR _ C ROA *CACL *Size *DFINDISSβ β β β β β β ε+ −= + + + + + + +  (3) 

Equations (2) and (3) refer to CSR strengths and CSR concerns, respectively. They measure the score of each 
company in terms of strengths and concerns and ROA measures the return on assets of the companies which af- 
fects the investment in CSR. CACL refers to current assets/current liabilities ratio and it measures the ability of 
the firm to face debt in the short-term. Size is a control variables calculated by taking the natural logarithm of 
Total Assets of firms in the year t, and the variable DFINDISS is the dummy variable for financial distress situa- 
tion, taking value 0 if the firm is in a steady situation (healthy) and 1 otherwise. 

4. Empirical Results and Discussion 
4.1. Evolution of CSR Behavior 
After performing the MDS we obtained that a 4-dimensional map would be accurate to project the individuals of 
our sample. We examine the goodness of fit of our model by means of Kruskals’ Stress1 level. The stress meas- 
ures the level of conformity between original dissimilarities and the distances calculated from the map, like a 
“residual sum of squares”, such that the smaller its non-negative value is the better the model is represented. The 
goodness of fit of our model was 2.2% which is an excellent level following Kruskal’s approach [63]. 

The graph with dimension_1 and dimension_2, which better displays the evolution of the CSR behavior of the 
two groups of firms forming our sample (distressed firms and healthy firms) during the years 2001-2007, will be 
exposed (Figure 1). By means of the Co-Plot methodology we projected the original variables together with the 
individual points in the same dimensional space running the fourteen linear regressions for each block, accord- 
ing to Equation (1). It is to be noted that the goodness of fit, R square, of the regressions for the 5 year blocks of 
our study are all powerful enough to interpret the map. Table 4 and Table 5 show the R-square value for the 
CSR strength variables and CSR concern variables, respectively. 

Variable-points are connected with the origin of the axes by a vector, helping to understand the information 
gathered by the dimensions. The longer the vector of a variable is, the better it is represented by the factorial 
planes. On the other hand, the angle between the vector and the dimension shows the relevance of the features of 
a variable in the map. This means that a dimension is strongly related to the variable when the angle between 
them is acute. Figure 1 represents the map in dimension 1 and dimension 2 of the coefficients obtained for the 
firms as well as for the variables. The points represent the mean value of the two groups of firms in each 
year-window. In this way, EHT_1 indicates the average value of a certain variable of an Enterprise, Healthy and 
in time T of the 1st block. Similarly, EDT1_1 shows the mean value of a variable of an Enterprise, Distressed 
and in time t + 1 (T1) of the 1st block. The same interpretation is used in the remaining four blocks. 
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Figure 1. Evolution of CSR behavior of healthy and distressed firms. 
 
Table 4. Goodness of fit for the Strength dimensions model. 

 Strength Dimensions (Model R2) 

Time period Com Cgov Div Emp Env Hum Pro 

2001-2003 77.00% 14.10% 99.60% 98.80% 16.50% n/a* 91.50% 

2002-2004 90.20% 5.90% 99.50% 98.60% 13.00% n/a 88.80% 

2003-2005 55.00% 80.90% 98.80% 98.00% 75.60% 9.40% 74.90% 

2004-2006 61.00% 78.80% 98.50% 88.40% 65.50% 5.60% 78.00% 

2005-2007 44.80% 88.00% 97.00% 96.30% 49.70% 3.80% 84.90% 

*n/a. Not enough information to run the model. 
 
Table 5. Goodness of fit for the Concern dimensions model. 

 Concern Dimensions (Model R2) 

Time period Com Cgov Div Emp Env Hum Pro 

2001-2003 36.70% 95.40% 97.90% 99.00% 93.90% 4.70% 99.80% 

2002-2004 65.20% 79.50% 59.70% 69.50% 67.50% 78.40% 54.10% 

2003-2005 37.40% 95.80% 99.70% 98.70% 90.10% 9.10% 98.90% 

2004-2006 38.20% 95.80% 99.80% 99.10% 89.80% 85.00% 99.10% 

2005-2007 37.50% 93.80% 99.70% 99.00% 95.30% 18.80% 98.90% 
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It can be observed that dimension_1 is related to the time period, gathering on the left part the first years of 
the analysis and on the right part the last years. On the other hand, dimension_2 reasonably discriminates CSR 
profiles, placing strengths in the lower part and concerns in the upper part. According to this map representation, 
we could follow the movement of firms’ position in all years observing a cyclical path starting from the left part, 
being the first years of the study, towards the right part of the chart. 

In general, in the first years of the analysis, the firms were positively valued with respect to their responsible 
behaviors. These evaluations detect profiles strong in Product, Community, Diversity and Employees. 

Healthy firms maintain this performance in the second year-window; nevertheless distressed firms find them- 
selves shifted towards the concerns area, highlighting negative profiles in Product and Environment Dimensions. 
In the last years of the analyzed period, firms are more characterized by a strong profile in Corporate Gover- 
nance and they are also situated in the responsible environmental behavior zone in the consensus map. When 
considering the negative assessments, firms are penalized in aspects related to Diversity. As it occurred on the 
left side of the map, healthy firms preserve the same performance and distressed firms are, again, considering 
the 4th year-window, located in the area characterized by firms that do not invest on CSR actions and are not 
responsible when considering Environment or Community issues. 

In overall, except for the second and fourth block, the placement of the firms presenting financial distress 
does not appear to be different from the globalized behavior of the rest of the sample. This is why we can con- 
sider that their investment on CSR actions is a consequence of the trend marked by the attitude and demand of 
the stakeholders. However, we can observe differences in certain placements as well as displacements of each 
group one year after the financial distressed is detected. 

Throughout all five 3-year windows analyzed, except for the fifth, distressed firms are situated separately 
from the healthy firms and this occurs already during the year their financial statements present a poor perfor- 
mance. This fact allows considering that CSR actions are performed in advance, when the firm predicts that its 
financial situation will be delicate. In this way the firm gets ahead of the alarm signal that its financial state- 
ments will emit to the market. 

In order to analyze if the existence of differences in the placements of the firms is not due to randomness, we 
run the Wilcoxon non-parametric test for healthy and distressed firms and the Mann-Whitney test for indepen- 
dent samples in the year t and t + 1. The results of these tests are shown in Table 6 and Table 7 respectively. 
The tests were performed on each dimension related to CSR and on strengths and concerns of each dimension 
separately. We also included the global CSR strength (CSR_S) and concern (CSR_C) valuations which gather  
 
Table 6. Wilcoxon test results for which the hypothesis that each variable has the same distribution in t and t + 1 is rejected. 

 01-03 window 02-04 window 03-05 window 04-06 window 05-07 window 

 Healthy Distressed Healthy Distressed Healthy Distressed Healthy Distressed Healthy Distressed 

COM str  0.059*     0.039**    
COM con   0.035**  0.000**      
CGOV str    0.083*   0.079*    
CGOV con 0.004**  0.000**    0.000** 0.012** 0.012**  

DIV str 0.002** 0.002** 0.001**  0.000** 0.059*   0.002**  
DIV con     0.001**  0.070*    
EMP str   0.016**    0.006**  0.000** 0.013** 
EMP con 0.000** 0.052*  0.083* 0.000** 0.000** 0.004** 0.005** 0.000**  
ENV str     0.000** 0.059* 0.000**  0.003**  
ENV con  0.083* 0.002**  0.023** 0.046** 0.001**    
HUM str           
HUM con 0.002**  0.008**  0.000**  0.083*    
PRO str       0.035**    
PRO con     0.016**  0.086*    
CSR_S 0.096* 0.004** 0.046**  0.005**  0.000** 0.072* 0.000** 0.000** 
CSR_C 0.000** 0.063* 0.002**  0.000** 0.001** 0.000** 0.006** 0.000** 0.000** 

**Significant at the 0.05 level; *Significant at the 0.10 level. 
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Table 7. Mann-Whitney test results for which values of the variables of interest differ across groups. 

01-03 02-04 03-05 04-06 05-07 

Com_con, t*, t + 1 
Emp_str, t, t + 1 

Hum_con, t, t + 1 
Emp_con, t, t + 1 Emp_con, t 

Hum_con, t 

Com_str, t, t + 1 
Com_con, t, t + 1 

Div_con, t 
Emp_str, t, t + 1 
Emp_con, t, t + 1 
Prod_con, t, t + 1 

None 

*In each 3 year window, t corresponds to the middle year, when distress symptoms are identified, and t + 1 correspond to the last year of the year 
window, which is the year after the symptoms were recognized. 
 
the weighted sum of the valuations obtained in the strength and concern dimensions, respectively. The weighted 
valuation was performed, to avoid that valuations obtained in dimensions formed by more items could affect the 
overall assessment. 

Considering the global CSR assessments, firms classified as healthy present positive changes in all the year 
windows analyzed while distressed firms tend to increase their concern valuation or reduce their strength valua- 
tion one year after identifying the symptoms of economic and financial weaknesses. 

Regarding the specific dimensions, in the cases where the Wilcox on test results are statistically significant for 
the healthy firms as well as for the distressed firms, we can affirm that there exist changes in responsible beha- 
viors for both groups between t and t + 1. These changes occur in the same line for the two groups of firms so 
that it can be understood that they are the consequence of the satisfaction of the stakeholders’ demand on certain 
dimensions of CSR. 

The results show that firms modify their behavior one year after some kind of distress has been identified. But 
this attitude change does not always happen in the same direction and occurs only for the samples analyzed in 
the windows 2001-2003 and 2002-2004. For this two periods, the changes affect positively the investment on 
Community or Employee relations which permit improving the company image and giving certain warranty for 
future. In the same line, we observe that in all the year windows analyzed there exists a trend for the healthy 
firms to increase their concerns in Corporate Governance and Human rights. This trend line does not occur for 
the firms in distress so that they confirm their worry about offering a trusted image to the community, in general, 
and to investors in particular. These results allow us confirming our first hypothesis (H1). On the other side, 
there exists also an increase in the negative valuation regarding environmental issues. This fact is better ob- 
served in the results showing that healthy firms reduce concerns in Environment issues and that this trend does 
not occur for the distressed firms in the same time window. Thus, we can support our H2 hypothesis. 

No positive changes in dimensions as product and employee relations indicate that distressed firms do not 
wager directly on actions that have a direct repercussion on generation of profit. As a consequence we cannot 
confirm the hypothesis H1.1. 

On the other side, Mann-Whitney test was performed to test the similarity between the responsible behavior 
of the healthy firms and distressed firms. The results show that Community concerns and Employee Relations 
strengths are statistically and significantly different in year t and t+1 in the 2001-2003 and 2004-2006 year win- 
dows. The results also evidence a reduction in the average valuation in concerns for distressed firms in t+1 
(hence, supporting H1). Moreover, the 2004-2006 year window is the period when most differences exist be- 
tween the two groups of firms concerning Community, Employees and Product (see Table 8). In this case, av-
erage assessments obtained for distressed firms decrease in all dimensions, except for Employee concerns where 
a considerable increase is observed, one year after the symptoms of financial distress have been recognized.  

Additionally, in Employee concerns and Human rights concerns in 2003-2005 and Diversity concerns in 
2004-2006, the differences between both groups disappear one year after the problems of a financial distress 
have shown up. These are the only three cases where clear differences in behavior between the two groups of the 
analysis occur. These three dimensions assess deficient behavior in CSR actions, yet a reduction in valuation 
occurs only in Diversity dimension, which involves actions that do not imply a relevant cost affecting firm’s 
performance, confirming again the H2 hypothesis. 

4.2. Determinant Factors of CSR Behavior 
Testing the models proposed to explain the responsible behavior, Table 8 and Table 9 show the most relevant  
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Table 8. Regression coefficient for each sector in the overall CSR assessment—STRENGHTS. 

Strengths 
Basic Mat. Communic. Cons. Cyclic Con. Non-Cyc Energy Industrials Technology Utilities 

Beta Sig. Beta Sig. Beta Sig. Beta Sig. Beta Sig. Beta Sig. Beta Sig. Beta Sig. 

CSR_S1 0.292 0.005 0.005 0.962 0.138 0.004 0.013 0.775 0.130 0.204 0.246 0.000 0.117 0.057 0.229 0.049 

CSR_S2 0.563 0.000 0.934 0.000 0.873 0.000 1.021 0.000 0.665 0.000 0.710 0.000 0.909 0.000 0.598 0.000 

ROAt 0.256 0.134 0.213 0.093 0.020 0.641 0.034 0.525 0.121 0.340 0.075 0.276 0.001 0.992 −0.255 0.761 

CACLt −0.011 0.584 0.000 0.967 0.000 0.919 0.004 0.224 0.000 0.999 0.001 0.638 0.003 0.170 −0.025 0.393 

LnTA 0.045 0.020 0.032 0.003 0.013 0.015 0.015 0.000 0.034 0.001 0.029 0.000 0.025 0.000 0.027 0.069 

FinDiss 0.009 0.862 0.028 0.497 0.023 0.258 −0.011 0.535 −0.026 0.368 0.050 0.013 −0.004 0.853 −0.105 0.010 

R square 85.70% 89.00% 83.20% 91.10% 83.70% 82.90% 94.60% 75.80% 

 
Table 9. Regression coefficient for each sector in the overall CSR assessment—CONCERNS. 

Concerns 
Basic Mat. Communic. Cons. Cyclic Con. Non-Cyc Energy Industrials Technology Utilities 

Beta Sig. Beta Sig. Beta Sig. Beta Sig. Beta Sig. Beta Sig. Beta Sig. Beta Sig. 

CSR_S1 0.004 0.969 −0.159 0.127 0.096 0.020 0.113 0.016 0.145 0.091 0.081 0.044 0.120 0.014 −0.090 0.406 

CSR_S2 0.738 0.000 0.916 0.000 0.782 0.000 0.826 0.000 0.637 0.000 0.680 0.000 0.764 0.000 0.921 0.000 

ROAt −0.022 0.927 −0.124 0.496 −0.024 0.706 0.026 0.763 0.284 0.213 −0.013 0.897 0.079 0.287 −0.017 0.986 

CACLt 0.020 0.508 0.002 0.753 −0.001 0.854 −0.005 0.334 0.013 0.451 −0.003 0.541 0.000 0.962 −0.014 0.658 

LnTA 0.072 0.005 0.023 0.081 0.033 0.000 0.024 0.001 0.076 0.001 0.045 0.000 0.010 0.087 0.054 0.021 

FinDiss −0.008 0.912 0.028 0.630 0.026 0.374 0.010 0.730 −0.009 0.864 −0.008 0.790 0.014 0.576 −0.031 0.470 

R square 76.60% 71.00% 74.10% 83.30% 89.80% 72.40% 74.90% 89.70% 

Note: In italic, significant at 90% level of confidence. In bold, significant at 99% level of confidence. 
 
results with respect to overall behavior assessments: strengths and concerns. The results show a model with a 
proper goodness of fit in all the sectors analyzed, although the results for each explicative variable are different. 

When considering the general valuations, we obtain that the CSR strength assessment one year after the 
symptoms of distress appear, as expected, is strongly dependent of the CSR strategy followed the year before 
and it happens for all sectors. All firms increase their CSR valuation in terms of strengths. The same effect is 
noticed for all sectors, except for Communication, Consumer non-cyclical and Energy sectors, in the CSR strat- 
egy in the beginning year of the analysis, when all firms do not show any symptoms of distress.  

The size of the companies has a positive effect on the CSR conduct, in every sector, which means that bigger 
firms try to fulfill the requirements towards the society and maintain their reputation and image. While the ca- 
pacity of firms to satisfy creditors’ demands, measured by the Current ratio, does not influence the decision 
made on CSR, the economic performance (ROA) of the companies operating in the Communication sector 
seems to have a positive relationship with the same. 

Regarding the influence of a financial distress on CSR strategies, we find that distressed firms in Industrials 
sector increase their CSR strength valuation, once the symptoms have been identified while the opposite effect 
occurs in distressed firms that operate in Utilities sector. 

On the other side, with regard to CSR concerns overall assessment, surprisingly, the economic performance, 
the current ratio and financial distress do not have any significant influence on the CSR concerns strategies in 
none of the sectors analyzed. In this sense, the so called reactive behaviors appear to depend more on other is- 
sues such as the attitude of the company towards CSR. 

5. Conclusions 
In this study we analyze if a recognized situation of financial distress has an impact on CSR strategies and modifies 
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the attitude of a set of firms towards responsible behavior. We analyzed CSR actions of a sample of healthy and 
distressed US firms, classified according to the fulfillment of certain distress conditions widely used in the lite- 
rature, during the years 2001 to 2007. We found that healthy firms present changes in all the year windows ana- 
lyzed while distressed firms tend to increase their concern valuation or reduce their strength valuation one year 
after identifying the symptoms of economic and financial weaknesses. However, when observed separately these 
differences do not occur in all the dimensions of CSR. Although we observed changes in distressed companies, 
they cannot be generalized as a pattern occurring during all the periods analyzed. Distressed firms maintain their 
CSR investment, so that they do not worsen their CSR worries despite their deteriorated situation. 

In fact, we observe an increase in actions on non-costly dimensions such as Diversity or Human rights, where 
distressed firms show different behavior from healthy firms. Differences between the two groups of firms al- 
ready appear during the year symptoms of crisis occur, thus we can affirm that distressed firms start their atti- 
tude change the year they suspect will incur into economic and financial problems. 

In many CSR dimensions the changes observed between the year t and t + 1 are independent of the fact of 
being distressed or healthy. As a consequence, despite their problematic situation, distressed firms continue to 
wager in CSR investment and on those dimensions that are apparently valued by the market in that instant. The 
differences in the profiles allow us affirming that, as Mackey et al. [10] state, CSR investment is a matter of 
supply and demand coming from the market in a particular moment of time and that the business strategies 
adopted will depend on the financial situation the firms are facing in that specific moment, trying not to deteri- 
orate their image and continuing generating wealth for the stakeholders. 
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