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ABSTRACT

This paper uses data from Canadian small and
medium-sized enterprises to study the relationship
between corporate social responsibility (CSR) and
firm productivity, as well as the impact of
non-CSR firms on the

competition against

productivity of CSR firms.

Accounting for several confounding factors,
the results show that firms engaged in CSR
practices, characterized by investments in a
social, environmental or cultural mission, are
more productive than non-CSR firms, and the
productivity gap is largely driven by firms that
allocate less than 5% of their profit to CSR
initiatives, and by micro-enterprises (1 to 4
employees). Although between 23% and 44%
of CSR firms are in competition with non-CSR
firms, there is no significant impact of such
competition on the productivity of CSR firms.
This finding is robust to various definitions of
competition and potential endogeneity issues.
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1. INTRODUCTION

Over the past few decades, many businesses have dedicated significant efforts to incorporate
social, environmental, and cultural missions—commonly referred to as corporate social
responsibility (CSR)—into their core business strategies and operations (Halkos and Nomikos,
2021)." This shift toward CSR has become a priority for many governments and international
organizations, which aim to foster responsible and sustainable business conduct across
industries.

For instance, the Canadian government actively promotes CSR among companies to enhance domestic
investment conditions and strengthen the competitiveness of Canadian companies abroad. Thus, firms
embrace CSR initiatives not only for legal compliance, sustainable development, or philanthropic reasons but
also to gain competitive advantages (Rashid and Hamid, 2022; Hejjas et al., 2019; 1SO, 2018).?

The increasing prominence of CSR in business practices has prompted the advancement of research
endeavours to understand the impact of CSR practices on firm performance. However, little is known about the
performance of CSR firms in competitive markets. The aim of this study is twofold: first, it provides a
comprehensive analysis of the correlation between CSR adoption and firm productivity among Canadian small
and medium-sized businesses;® second, it investigates whether competing against non-CSR firms is an
advantage or a threat to the productivity of CSR firms.

Theoretically, competition against non-CSR firms could either augment or stifle the productivity of CSR firms.
On one hand, since CSR adoption may incur additional costs beyond those dictated by markets or laws (Vogel,
2007; McWilliams and Siegel, 2001; Aupperle et al., 1985), firms choosing to adopt CSR practices might face
competition from non-CSR firms that choose not to bear those extra costs. Such competition can potentially
hurt the efficiency of CSR firms, particularly in the absence of regulatory or industry standards mandating or
enforcing CSR practices. On the other hand, competition with non-CSR firms can drive CSR firms to optimize
resource allocation, potentially improving their productivity. What is the impact of competition against non-
CSR firms on the productivity of CSR firms? From a policy point of view, the response to this question is critical
for the effectiveness of industrial policies aimed at enhancing CSR adoption. Indeed, if competition against
non-CSR firms negatively impacts the productivity of CSR firms, then policies aimed at promoting CSR
adoption will be more effective if they help increase the competitive advantage of CSR firms.

"While CSR refers broadly to a company’s efforts to act responsibly in social and environmental contexts, ESG (Environmental, Social, and Governance)
focuses on measurable, standardized criteria used to assess a company’s sustainability and ethical impact, often for investment or regulatory
purposes. As such, not all CSR activities are ESG because CSR activities can be voluntary and may not always be quantifiable or aligned with specific
ESG metrics. The concept of CSR is reviewed in section 2.1.

2 The International Organization for Standardization (ISO, 2018) explicitly states in its guidance on social responsibility (ISO 26000) that operating in a
socially responsible manner can provide a competitive advantage to businesses. Also, many countries have implemented initiatives to incentivize firms
to participate in CSR activities, aiming to enhance competitiveness in today’s economy. In Canada for instance, there are several CSR initiatives such
as the creation of the Canadian Ombudsperson for Responsible Enterprise and the multi-stakeholder Advisory Body on Responsible Business Conduct.
3 Technically, the paper estimates the productivity gap between CSR and non-CSR firms, conditional on observables. Therefore, the first part of the
analysis does not deal with the endogeneity issue.



So far, studies that examine the competitive advantage

derived from CSR adoption have typically employed
research methodologies that use measures of competition
based on firms’ market shares, such as the Herfindahl-
Hirschman Index (HHI). In these frameworks (reviewed in
section 2.3), firms with varying degrees of engagement in
CSR are scrutinized across industries with different levels
of competition, with the objective of understanding how
the productivity gap between heterogeneous firms along
their CSR dimension evolves with the industry level of
competition. However, this measure of competition
captures not only competition from non-CSR firms but
also that from other CSR firms. Furthermore, a firm may be
considered to be operating in a competitive industry
according to the distribution of firms’ market shares while
exerting substantial control over specific segments of that
industry due to product differentiation, which suggests a
lack of real competition (Tirole, 1988; Carlton and Perloff,
2005). Unlike existing research, which uses competition
measures derived from firms’ market shares, this paper
exploits unique firm-level data on how CSR firms
specifically perceive competition from non-CSR firms.

The data for this study are from the 2020 wave of the Survey
on the Financing and Growth of Small and Medium
(SFGSME),
administrative records. The SFGSME provides rich insights

Enterprises supplemented by firms’
into various firm characteristics, including information on
whether a firm invests in social, environmental, and
cultural missions, as well as its perception of the
challenges posed by competition against firms that do not
have such missions. In this study, the level of competition
against non-CSR firms for a given CSR firm, is calculated
as the proportion of CSR firms in the same location-
industry-size group, excluding the firm in question, that
identifies competition against non-CSR firms as a
challenge. Using location-industry-size averages rather
than individual firms’ responses is common in empirical
research to tackle endogeneity concerns that emerge
during the estimation of the causal impact of firms’
subjective perception on different outcomes (e.g., Aterido
etal.,2011; Amin and Okou, 2020).

The results show that, on average, the labour
productivity of CSR firms is about 21% higher
than that of non-CSR firms. However, the
labour productivity gap between CSR and non-
CSR firms depends on the intensive margin of
CSR, i.e., the percentage of profit a CSR firm
invests to further its social, environmental,
and cultural mission. Indeed, CSR firms that
invest less than 5% of their profit in CSR
initiatives are about 40% more productive than
non-CSR firms, whereas CSR firms that
allocate from 5% to 20% of their profit to CSR
initiatives are only 18% more productive than
non-CSR firms. On the contrary, the
productivity gap between CSR and non-CSR
firms is not significantly different from zero
when CSR firms reinvest more than 20% of
their profits in CSR activities. The productivity
gap between CSR and non-CSR firms also
varies according to firm size, measured by the
number of employees. More specifically, the
gap is positive and significant only in the
subsample of micro-enterprises (1 to 4
employees).

Finallyy, employing diverse definitions of
competition, which are based on how firms
perceive the challenge of competing against
non-CSR firms (ranging from no challenge to
major challenge), this paper finds that
between 23% and 44% of CSR firms compete
with non-CSR firms. However, CSR firms that
compete against non-CSR are similar in
labour productivity to CSR firms that are not
engaged in such competition. Thus,
competing against non-CSR firms neither
enhances nor diminishes the productivity of
CSR firms. This suggests that the productivity
advantage of CSR firms over non-CSR firms is
not significantly influenced by the level of
competition that CSR firms face from non-
CSR firms.



The rest of the paper is structured as follows:

@ Section 2 presents the literature review including a discussion on the
concept of CSR.

@ Section 3 describes the dataset and provides descriptive statistics.
@ Section 4 presents the empirical strategy and discusses the results.

® Section 5 concludes.

2. LITERATURE REVIEW

2.1. CSR: definitions and measures

The different views about CSR can be classified into two groups. The first group defines CSR as the voluntary
actions of firms to fulfill “responsibilities beyond those dictated by markets or laws” (e.g., McWilliams and
Siegel, 2001). The second group defines CSR in broader terms, encompassing the economic, legal, and ethical
responsibilities of businesses. For instance, according to the European Commission (2011), “CSR at least
covers human rights, labour and employment practices (such as training, diversity, gender equality and
employee health and well-being), environmental issues (such as biodiversity, climate change, resource
efficiency, life-cycle assessment and pollution prevention), and combating bribery and corruption. Community
involvement and development, the integration of disabled persons, and consumer interests, including privacy,
are also part of the CSR agenda”. The OECD (2023) Guidelines for Multinational Enterprises on Responsible
Business encompass all significant aspects of business responsibility.



These include human rights, labour rights,
bribery,
interests, as well as information disclosure, science

environmental concerns, consumer
and technology, competition, and taxation. The
Canadian government also adheres to these
international guidelines on responsible business

conduct.*

The variety of definitions of CSR implies a diversity of
measures. Many rating agencies propose indicators
to measure a firm’s involvement in CSR. However,
their data only cover a few firms worldwide, which
limits the representativeness of a study at the
country level. For instance, many researchers and
practitioners use the KLD dataset, now part of the
MSCI ESG (Environmental, Social, and Governance)
Index.

This dataset typically includes information on
environmental practices (such as carbon emissions
and energy efficiency), social factors (like labour
practices and diversity policies), and governance
aspects (such as board structure and executive
compensation).® The company Thomson and
Reuters also proposes a set of indicators to assess
the ESG performance of businesses.®

The present study uses information on CSR
practices available in the 2020 SFGSME, which only
capture beyond-compliance indicators of CSR, but
has the advantage of being representative of
Canadian small and medium-sized enterprises,
which represent 99.7% of employer businesses in
Canada (Innovation, Science and Economic
Development Canada, 2024). The use of survey data

is also employed by Newman et al. (2020), even
though they have access to more detailed CSR
indicators than this paper does.

2.2. Firm productivity and CSR

There is a growing discussion on the influence of CSR on firm productivity. For instance, there is evidence
suggesting that socially responsible firms effectively leverage their responsible practices to attract highly
skilled, motivated, and eventually productive employees (e.g., Crifot and Forget, 2015; Nyborg, 2014; Delmas
and Pekovic, 2013). Hasan et al. (2018) posit that productivity is an accumulation of productive intangibles, and
CSR helps improve such intangibles. Their study is based on a comprehensive longitudinal dataset of US
manufacturing firms from 1992 to 2009.

Using Chinese firm-level data and a measure of Total Factor Productivity (TFP), Liang et al. (2022) show that
CSR increases firm-level TFP. They also document the heterogeneous impacts of CSR on firms’ TFP. For
example, the impact is greater for family than non-family firms, and for private than state-owned firms. Baring
(2019) uses Norwegian manufacturing firms’ data and two CSR objectives for innovations (reducing
environmental impacts and improving health or safety of the employees) to examine the impact of these
objectives on firm-level labour productivity.

4 Government of Canada’s guidelines and standards for responsible business conduct (consulted on April 30, 2024).
5 A list of studies using KLD data is documented in Hasan et al. (2018).
8 Social Impact and Environmental, Social and Governance report (2023), Thomson and Reuters (consulted on April 30, 2024).



https://www.international.gc.ca/trade-commerce/rbc-cre/guidelines-lignes_directrices.aspx?lang=eng
https://www.thomsonreuters.com/content/dam/ewp-m/documents/thomsonreuters/en/pdf/social-impact/social-impact-and-esg-report-2023-tr4122239.pdf

Their results show that the predicted probability of adopting the objective of reducing environmental impacts
has a significant negative effect on the productivity level among large firms while this effect is not significant
among small firms.

Regarding Canadian firms, most studies on CSR focus on its impact on firms’ financial performance, primarily
relying on publicly traded firms (e.g., Mahoney and Roberts, 2007; Donker et al., 2008; Makni et al., 2009;
Bouslah, 2010). To the best of our knowledge, this paper is one of the first to examine the relationship between
CSR and firm productivity using data from Canadian small and medium-sized businesses.

2.3. On the competitive advantage of CSR

Newman et al. (2020) are the first to study empirically how competition influences the relationship between
CSR and firm productivity. Their study uses a representative sample of Viethamese enterprises, and an
industry-level measure of competition based on the HHI. They find that CSR adoption increases firm labour
productivity, but the impact is lower in highly competitive industries. Using a similar methodology, Kamarudin
et al. (2022) show that firms with high board gender diversity (a dimension of CSR) exhibit high corporate
sustainability performance. They also find that the effect diminishes in highly competitive industries. The
present study deviates from the aforementioned ones in two ways: first, it focuses on the impact of competition
against only non-CSR firms on the productivity of CSR firms. Second, it uses a measure of competition based
on firms’ perception on their competitive environment rather than their market share.

3. DATA AND DESCRIPTIVE
STATISTICS

3.1. Data

Throughout this paper, a firmis considered an enterprise, which is defined by Statistics Canada as “one or more
domestic establishments that are specified under common ownership or control”. Three datasets are used to
conduct the empirical analysis. The main one is the Survey on Financing and Growth of Small and Medium
Enterprises (SFGSME),” a repeated cross-section of Canadian small and medium-sized enterprises, which has
been collected by Statistics Canada since 2011 on behalf of a consortium led by Innovation, Science and
Economic Development Canada. The survey is collected on an occasional frequency with the objective of
understanding what kind of financing Canadian small and medium-sized enterprises are using and recent
attempts to obtain new financing.

7 Innovation, Science and Economic Development Canada, Survey on Financing and Growth of Small and Medium Enterprises.
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Moreover, the survey provides valuable information
on firm-level characteristics, including barriers to
growth, circumstances that affect a business’s
operations, and characteristics of ownership.

This study uses the 2020 wave of the SFGSME, which
is the most recent round available and the first to
include data both on whether a firm invests in social,
environmental, and cultural missions, as well as its
perceptions of the challenges posed by competing
against firms lacking such missions.

Leveraging this information, a firm is considered to
engage in CSR initiatives when it reinvests a positive
percentage of its profits to further its social,
environmental, or cultural objective to impact or
improve communities.®

The 2020 SFGSME is representative of Canadian
firms with 1 to 499 employees and more than
$30,000 in gross revenue, excluding non-profit
organizations, joint ventures, government agencies,
and enterprises in specific industries.® Thus, the
sample consists of small and medium-sized
enterprises (SMEs) whose primary objective is to
maximize profit.

The target population consists of
859,735 firms, of which 19,283 were
surveyed. Among these, 9,957
responses were received.

However, only the subsample of enterprises that
reported a positive profit in 2020 is included in the
analysis.

For this research, the survey data is combined with
two Canada Revenue Agency’s administrative
records. The first is the corporation income tax
return (T2), an administrative record of corporations’
financial information based on the General Index of

Financial Information (GIFI). GIFI is an extensive list

of financial statement items where each item is
assigned a unique code. The second is the Payroll
Deductions Account (PD7), which provides diverse
information on firms’ workforces, including total
payroll, and the federal income tax withheld from
employees’ pay.

The statistics provided in this paper are derived
using sample weights, in accordance with the
confidentiality requirements of the Statistics Act.

The weights are calculated by Statistics Canada so
that each observation in the sample represents both
unsampled and non-responding enterprises.
However, not all of the 9,957 firms that constitute
our final sample have information on every single
variable. Therefore, the sum of the sampling weights
may not always match the size of the target

population for all the variables of this study.™

8 The survey question used to differentiate between CSR and non-CSR firms is: “In {insert reference year}, did this business reinvest profits to further a
specific social, environmental or cultural objective to impact orimprove communities?” Therefore, firms that do not have any profit in 2020 are excluded
from the analysis as they are not asked to report the percentage of profits invested in social, environmental, and cultural missions. Firms that respond
“YES” to the previous question but report 0% reinvestment of profits toward social, environmental, or cultural objective to impact or improve
communities are classified as non-CSR firms. It is important to note that only a negligible number of firms fall into this category, and the primary findings
of this paper remain unchanged regardless of whether these firms are categorized as CSR or non-CSR.

® Prior to the reference year 2011, the survey was known as the Survey on financing of small and medium enterprises, which includes enterprises with
up to 500 employees and $50 million in gross revenue. Based on the North American Industry Classification System (NAICS), the industries that are
excluded from the 2020 survey are: utilities (22); finance and insurance (52); management of companies and enterprises (55); educational services (61);
public administration (91); automotive equipment rental and leasing (5321); commercial and industrial machinery and equipment rental and leasing
(5324); out-patient care centres (6214); medical and diagnostic laboratories (6215); other ambulatory health care services (6219); general medical and
surgical hospitals (6221); psychiatric and substance use hospitals (6222); specialty (except psychiatric and substance use) hospitals (6223); community
food and housing, and emergency and other relief services (6242); and private households (814110). Finally, it is important to note that there is a version
of the SFGSME that collects information on social enterprises (charity and non-profit organizations). The present study does not include social
enterprises because their main objective is not to be productive and maximize profit.

'° Due to data missing for some variables in the final sample, the representativeness of the original sample may not necessarily be preserved.


https://www.canada.ca/en/revenue-agency/services/forms-publications/publications/rc4088/general-index-financial-information-gifi.html
https://www.canada.ca/en/revenue-agency/services/forms-publications/publications/rc4088/general-index-financial-information-gifi.html
https://laws-lois.justice.gc.ca/eng/acts/S-19/index.html
https://www23.statcan.gc.ca/imdb/p3VD.pl?Function=getVD&TVD=1181553

1

3.2. Distribution of CSR and non-CSR firms and their productivity

Figure 1 presents the distribution of the extensive margin of CSR (i.e., the number of CSR firms) and the
intensive margin of CSR (i.e., the percentage of profit reinvested in CSR). As Panel A of Figure 1 shows, only
15.1% of firms engage in CSR practices. Figure A1 in the Appendix shows that CSR firms are more concentrated
in the mining, quarrying, and oil and gas extraction industry (27%), retail trade (23%), and arts, entertainment
and recreation (23%). The industries that have the lowest shares of CSR firms are other services (13%),
construction (8%), and administrative and support, waste management and remediation services (8%). Among
CSR firms, roughly 80% reinvest less than 20% of their profit to further their social, environmental, or cultural
objective to impact or improve communities (Figure 1, Panel B).

Figure 1: Extensive and intensive margin of CSR
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Figure 2 contrasts the average of the log labour productivity of CSR firms with that of non-CSR firms and shows
how the difference changes along the intensive margin of CSR. Firm-level labour productivity is measured as
the ratio of sales per worker. Panel A of Figure 2 shows that, on average, the labour productivity of CSR firms
exceeds that of non-CSR firms by 35%." However, the difference in labour productivity between CSR and non-
CSR firms depends on the intensity of CSR activities. Firms allocating less than 20% of their profits to CSR
demonstrate higher productivity than non-CSR firms. Conversely, higher levels of CSR investment correlate
with decreased labour productivity among CSR firms relative to their non-CSR counterparts (Figure 2, Panel
B).12

Figure 2: Productivity gap and intensive margin of CSR

Panel A: Average (log) productivity
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Note: The productivity gap in Panel B is calculated as the difference in the mean logarithm of labour productivity between CSR and
non-CSR firms multiplied by 100. The distributions are weighted to meet confidentiality requirements of the Statistics Act.
Sources: Statistics Canada, Survey on Financing and Growth of Small and Medium Enterprises, 2020; Payroll Deductions Account
(PD7) 2020, and author’s calculation.

135% is obtained by exp(11.9) /exp(11.6) — 1.
12 By defining the intervals of intensive margin of CSR (Figure 2, Panel B) using a width of 10 percentage points, the productivity gap is positive in 5 out of
10 intensive margin categories.
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3.3. CSR firms in competition against non-CSR firms

One important assumption of this paper is that CSR firms encounter varying degrees of competition from non-
CSR firms, even when operating within the same industry. Figure 3 shows that more than half (56%) of CSR
firms perceive no challenge in competing against non-CSR firms, one out of five (21%) regards competition
from non-CSR firms as a minor challenge, while 13% see it as a moderate challenge, and 10% as a major
challenge.

Considering CSR firms as in competition against non-CSR firms when they perceive this competition as a
minor, moderate, or major challenge (Definition 1), 44% of CSR firms are in competition and non-CSR firms. It
is also possible that CSR firms are genuinely competing against non-CSR firms only when they perceive this
competition as a moderate or major challenge (Definition 2). Using this alternative definition, 23% of CSR firms
are in competition against non-CSR firms. Figures A2 and A3 in the Appendix show that firms are heterogenous
in their perception of the challenge posed by competition against non-CSR firms even within industries defined
by two-digit NAICS codes."®

Figure 3: Distribution of CSR firms in competition against non-CSR firms
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Sources: Statistics Canada, Survey on Financing and Growth of Small and Medium Enterprises, 2020; and author’s calculation.

'3 Similar heterogeneity is observed within industries defined by four-digit NAICS codes.
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CSR firms facing challenges when competing
against non-CSR firms could experience adverse
effects from such competition. Consequently, lower
performance from these CSR firms compared to
those facing no challenges when competing against
non-CSR firms could be anticipated. Yet, there is
also a plausible scenario where CSR firms for whom
competing non-CSR
represents a challenge might experience a
productivity boost due to improved resource
allocation.

against counterparts

Figure 4 presents the average log productivity of CSR
firms depending on whether they compete against
non-CSR firms. According to Definition1 of
competition, the picture in Panel A of Figure4
reveals no disparity in the productivity of CSR firms,
regardless of whether they actively compete against
non-CSR firms. Using Definition2, CSR firms
engaged in competition against non-CSR firms are
about 15% less productive than CSR firms not
involved in such competition (Figure 4-Panel B).

Figure 4: CSR firms’ productivity by level of competition with non-CSR firms
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It is important to note that the descriptive results presented in the form of figures, namely the productivity gap
between CSR and non-CSR firms, as well as the productivity difference among CSR firms depending on
whether they are in competition with non-CSR firms or not, are mere correlations.

The following section outlines the methodology for estimating the productivity gap between CSR and non-CSR
firms after controlling for various confounding factors as well as the impact of competition with non-CSR firms
on the productivity of CSR firms.

4. Empirical strategy

This paper’s approach to estimating the productivity gap between CSR and non-CSR firms, as well as the
impact of competition from non-CSR firms on the productivity of CSR firms, draws significant inspiration from
Amin and Okou’s (2020) study. They conducted a similar investigation, albeit one focusing on formal and
informal firms across a wide array of countries.™

4.1. Estimation of the productivity gap between CSR and non-CSR
firms

The productivity gap between CSR and non-CSR firms is estimated using the following linear model:
prodi=a’+ ,B*CSRl'i' Z£=1ykZLR+IFEL+RFEL+ &) (1)

where the subscript i denotes a specific firm, prod; is the dependent variable, representing labour productivity
measured as the log of the ratio of sales per worker, and CSR; is the main explanatory variable, a dummy
variable signalling whether a firm falls under CSR status or not. The parameter of interest is . IFE; and
RFE; represent the industry (defined by a four-digit NAICS code) and region fixed effects, respectively. These
fixed effects are computed as dummy variables indicating the industry and region of operation for each firm.'®
Therefore, the estimation results control for differences in economic development across regions, as well as
any undisclosed industry-specific factors that could impact firm productivity. {Z;, }X_, is a set of controls, and
g; isthe error term.

4 Informality generally refers to economic activities, employment, or labour relationships that occur outside the scope of formal regulations, laws, and
institutions.

'® Due to data confidentiality, information on firms’ province of operation is not available. Instead, information on regional location is used. There are
eight regions aggregated as follows: 1 = Nova Scotia, New Brunswick, Newfoundland and Labrador, Prince Edward Island; 2 = Quebec; 3 = Southern
Ontario; 4 = Northern Ontario; 5 = Manitoba; 6 = Saskatchewan; 7 = Alberta; and 8 = British Columbia, Yukon, Northwest Territories, and Nunavut.
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Allvariables in this study are observed in 2020, unless otherwise indicated. The list of controls used

to estimate equation 1 is derived from the literature on the determinants of firm productivity. The

list of controls includes:

Innovation: Increased innovation activities are expected to have a positive and significant impact on
productivity (e.g., Gu and Tang, 2004). The SFGSME 2020 captures various dimensions of innovation
by non-franchised businesses during their last three years of operation. In this paper, innovation is
defined as a dummy variable equal to 1 if, during the last three years, a non-franchised business has
implemented at least one of the four types of the following innovations: new or significantly improved
good or service, a new or significantly improved production process or method (e.g., a new orimproved
production process, distribution method or support activity for your goods and services), a new
organizational method in business practices, workplace organization or external relations (e.g.,
strategic decision taken by management), or a new way of selling goods or services (significant
changes in product design or packaging, product placement, product promoting or pricing). The
innovation variable takes the value of 0 otherwise.

Firm age (in log): There are several channels through which age can influence firm productivity. For
example, firms established during significant technological shifts may surpass others in terms of sales
and productivity (e.g., Jovanovic and Rousseau, 2005; Klepper, 1996). Hamano and Okubo (2023)
observe that century-old firms exhibit the highest sales and TFP compared with their peers.
Conversely, the productivity of young firms may be lower, as startups often are more likely to offer job
opportunities to younger and less skilled workers (e.g., Ouimet and Zarutskie, 2014).

Number of workers (in log): A large labour productivity gap may exist between the largest and
smallest firms. A series of papers document a positive relationship between firm size and productivity
(e.g., Van Ark and Monnikhof, 1996; Baldwin, Jarmin, and Tang, 2002; Leung et al., 2008). On the
contrary, as argued by Amin and Okou (2020), diminishing returns to labour may arise when a large
number of workers are assigned to a fixed amount of physical capital, potentially resulting in a negative
relationship between size and productivity (e.g., Amin and Islam, 2015).

Capital (in log): As argued previously, the amount of capital may influence labour productivity. Thus,
this study controls for the total amount of tangible assets, which are physical assets that can be seen,
touched, and felt. Examples include equipment, buildings, land, vehicles, and furniture.
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Foreign Direct Investment (FDI): The theoretical model of Helpman et al. (2004) predicts that only the
more productive firms choose to serve foreign markets via FDI. This prediction alighs with empirical
evidence across various countries (e.g., Girma et al., 2005 for the UK; Girma et al., 2004 for Ireland;
and Wagner, 2006 for Germany). This research uses a dummy variable that takes the value 1 if the firm
engages in foreign direct investments, and 0 otherwise.

Export: Firm heterogeneity in exporting is a robust stylized fact in many countries. Just like for FDI,
exporters are known to be more productive relative to non-exporters (e.g., Bernard et al., 2003, Gu et
al., 2018). This could be attributed to trade barriers such as fixed export costs and iceberg costs (where
100% of exported goods do not reach their destination), which are such that only the most productive
firms manage to export while remaining profitable (e.g., Melitz, 2003; Helpman et al., 2004). In the
model, the export variable is a dummy that takes the value 1 for an exporter and 0 for a non-exporter.

Number of years of experience (in log) of the top manager: Sociodemographic characteristics such
as human capital in general and the experience of the top manager, in particular, are likely to influence
firm productivity (e.g., Black and Lynch, 1996; Pfeifer, 2015).

Ownership gender: According to certain research findings, there exists a significant disparity in labour
productivity between businesses owned by females and those owned by males (e.g., Grekou et al.,
2023). However, contrasting results are found by other studies (e.g., Hoang et al., 2021), which observe
no difference in labour productivity between firms owned predominantly by females versus those
owned mainly by males. Consequently, this paper incorporates gender ownership control into the
analysis using a categorical variable distinguishing between firms predominantly owned by females,
males, or equally owned by males and females.
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Table 1 summarizes the means and proportions of most of the control variables. On average, CSR firms are
larger, utilize more capital, and are more likely to engage in exporting, innovation, and FDI activities compared
with non-CSR firms. However, there is no significant difference in the age or years of managerial experience

between CSR and non-CSR firms.

Table 1: Summary statistics

Comparison

Total (CSR + non-CSR)

Continuous Mean Mean Difference Mean Observation
Firm age 18.73(16.82) 17.73(14.87) 0.99 (0.764) 17.89 (15.19) 655,110
Size 18.78 (42.05) 10.39 (26.14) 8.38*** (0.099) 11.66 (29.26) 655,110
Years of experience 21.89(12.52) 21.86(12.72) 0.03(0.689) 21.87(12.69) 655,110
Capital (in log) 12.18(2.12) 11.86 (2.06) 0.32*** (0.115) 11.91 (2.08) 531,345
Binary (%) (%) Odds ratio (%) Observation
Export 18 10.9 1.767*** (0.243) 11.9 655,110
Innovation 47 24.9 2.622***(0.289) 28.1 613,025
FDI 1 0.2 7.362*** (4.521) 0.3 655,110

Note: The table statistics are weighted, and the rounding rules are set to meet confidentiality requirements of the Statistics Act.
Standard deviations are in parentheses. Column 4 shows the estimated mean difference between CSR and non-CSR firms, as well as
the odds ratio from a logistic regression, with standard errors provided in parentheses. *p<0.1, **p<0.05, ***p<0.01.

Sources: Statistics Canada, Survey on Financing and Growth of Small and Medium Enterprises, 2020; Payroll Deductions Account
(PD7) and T2 Corporation Income Tax Return 2020; and author’s calculation.

Equation (1) is estimated using ordinary least square (OLS) and heteroskedasticity-robust standard errors. The
results are presented in Table 2. Three specifications are displayed, varying in the number of controls used for
estimation. In every specification, the labour productivity of CSR firms surpasses that of non-CSR firms, with
the productivity gap statistically significant at 1%.

According to the complete model, i.e., the model with all the controls (specification 3), CSR firms are 20.92%
more productive than non-CSR firms.'® The remaining results are also consistent with the literature as exporters
and innovators demonstrate higher productivity compared with non-exporters and non-innovators,
respectively. Finally, the smallest SMEs and those with more capital exhibit higher labour productivity.

"6 Throughout the paper, the labour productivity of CSR firms relative to non-CSR firms is calculated as exp(f) — 1, where f is the estimated parameter
for CSR status. For example, 20.92% is derived from exp(0.190) — 1.
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Lab. prod. (log)
CSR

Firm age (log)
Size (log)

Capital (log)

Years of experience (log)

(1)
0.194*** (0.052)
-0.017 (0.026)
-0.183*** (0.021)
0.124*** (0.017)

-0.024 (0.029)

Table 2: Estimation of the labour productivity gap

(2)
0.196*** (0.052)
-0.017 (0.026)
-0.184*** (0.021)
0.124*** (0.017)

-0.024 (0.029)

(3)
0.190%** (0.051)
-0.018 (0.026)
-0.187*** (0.021)
0.125%** (0.018)

-0.023 (0.029)

Export 0.278*** (0.055) 0.278*** (0.055) 0.278*** (0.055)
Innovation 0.022 (0.055) 0.021 (0.055) 0.027 (0.054)
FDI - -0.193 (0.210) -0.226 (0.217)
Ownership

Maj. female

-0.056 (0.055)

Equally owned - - -0.178** (0.077)
Industry FE Yes Yes Yes
Region FE Yes Yes Yes
Constant 3.897* (2.344) 3.889* (2.345) 3.883* (2.356)
N 455,680 455,680 455,680
R? 0.363 0.363 0.366

Note: CSR =1 if Yes and 0 if No. Export =1 if Yes and 0 if No. Innovation =1 if Yes and 0 if No. FDI = 1 if Yes and 0 if No. Ownership =0 if
majority-male, 1 if majority-female, and 2 if equally owned. The omitted category in the estimation is 0. Sample weights are applied to
meet confidentiality requirements of the Statistics Act. Standard errors in parentheses. *p<0.1, **p<0.05, ***p<0.01.

Sources: Statistics Canada, Survey on Financing and Growth of Small and Medium Enterprises, 2020; Payroll Deductions Account
(PD7) and T2 Corporation Income Tax Return 2020; and author’s calculation.

To examine how the results change with the level of investment in CSR, Equation 1 is estimated using a
categorical variable representing various levels of CSR intensity, rather than merely CSR status. Four CSR
intensity categories are considered: 0 for non-CSR firms, 1 for SMEs allocating less than 5% of their profit to
CSR, 2 for SMEs investing between 5% and 20% in CSR initiatives, and 3 for SMEs devoting over 20% of their
profit to CSR. The results are presented in Table 3 and show that the relationship between CSR adoption and
firm productivity is heterogenous across CSR firms.

Indeed, compared with non-CSR firms, SMEs allocating less than 5% of their profit to CSR demonstrate higher
productivity (39.24% higher) than those investing between 5% and 20% (17.59% higher). However, the labour
productivity of CSR firms is not significantly different from that of non-CSR firms when more than 20% of their
profitis invested in CSR initiatives. This finding seems intuitive, as firms allocating a significant portion of profits
to CSRinitiatives likely prioritize objectives other than profit maximization.



20

Table 3: Estimation of the labour productivity gap using the intensive margin of CSR

Lab. prod. (log)

Intensive margin of CSR

10%, 5%][

[5%, 20%]

[20%, 100%)]
Firm age (log)
Size (log)

Capital (log)

Years of experience (log)

Export
Innovation
FDI
Ownership
Maj. female
Equally owned
Industry FE
Region FE
Constant
N

RZ

Note: Intensive margin = 0 for non-CSR firms, 1 if Intens. Marg. in ]0%, 5%, 2 if Intens. Marg. in [5%, 20%][, and 3 if Intens. Marg. in

0.331*** (0.089)
0.162** (0.066)
-0.003 (0.085)

-0.018 (0.026)

-0.189*** (0.021)

0.124*** (0.018)
-0.020 (0.029)
0.273*** (0.055)
0.029 (0.054)

-0.206 (0.218)

-0.060 (0.055)
-0.178** (0.077)
Yes

Yes

3.899* (2.356)
455,680

0.368

[20%, 100%]. Export =1 if Yes and 0 if No. Innovation = 1 if Yes and 0 if No. FDI = 1 if Yes and 0 if No. Ownership = 0 if majority-male, 1 if

majority-female, and 2 if equally owned. The omitted category in the estimation is 0. Sample weights are applied to meet
confidentiality requirements of the Statistics Act. Standard errors in parentheses. *p<0.1, **p<0.05, ***p<0.01.

Sources: Statistics Canada, Survey on Financing and Growth of Small and Medium Enterprises, 2020; Payroll Deductions Account
(PD7) and T2 Corporation Income Tax Return 2020; and author’s calculation.

Table 4 presents the estimation of the labour productivity gap within firm size categories. The results show that
the productivity advantage of CSR firms over non-CSR firms is driven by micro-enterprises, i.e., enterprises with
a number of employees comprised between 1 and 4. Indeed, the main estimated parameter is positive and
significant only for micro-enterprises. Specifically, within micro-enterprises, CSR firms are about 26.36% more
productive than non-CSR firms. Within medium-sized enterprises, the labour productivity of CSR firms is

13.06% lower than the labour productivity of non-CSR firms.
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Table 4: Estimation of the labour productivity gap across firm size categories

Lab. prod. (log) 1-4 employees 5-19 employees 20-99 employees 100-499 employees
CSR 0.234*** (0.086) 0.115(0.074) 0.127 (0.080) -0.140** (0.062)
Firm age (log) -0.026 (0.036) -0.076 (0.053) 0.068* (0.040) 0.140*** (0.039)
Size (log) -0.304*** (0.064) -0.288*** (0.077) -0.105 (0.076) -0.343*** (0.079)
Capital (log) 0.082*** (0.021) 0.171*** (0.039) 0.144*** (0.034) 0.200*** (0.026)

Years of experience (log) -0.041 (0.045) 0.019(0.058) 0.010 (0.042) -0.070 (0.052)

Export 0.298*** (0.096) 0.198** (0.094) 0.152** (0.078) 0.016 (0.078)
Innovation 0.041 (0.072) -0.068 (0.105) 0.068 (0.069) 0.017 (0.061)
FDI 0.066 (0.349) -0.683** (0.313) -0.338* (0.198) -0.026 (0.185)
Ownership
Maj. female -0.087 (0.084) -0.015 (0.088) -0.201** (0.101) -0.123(0.118)
Equally owned -0.059 (0.094) -0.265 (0.193) -0.157 (0.101) -0.019(0.102)
Industry FE Yes Yes Yes Yes
Region FE Yes Yes Yes Yes
Constant 4.535* (2.521) 8.888*** (0.912) 7.042***(0.519) 4.605* (2.443)
N 237,680 155,300 54,655 8,045
R? 0.387 0.421 0.726 0.763

Note: CSR =1 if Yes and 0 if No. Export =1 if Yes and 0 if No. Innovation =1 if Yes and 0 if No. FDI = 1 if Yes and 0 if No. Ownership =0 if
majority-male, 1 if majority-female, and 2 if equally owned. The omitted category in the estimation is 0. Sample weights are applied to
meet confidentiality requirements of the Statistics Act. Standard errors in parentheses. *p<0.1, **p<0.05, ***p<0.01.

Sources: Statistics Canada, Survey on Financing and Growth of Small and Medium Enterprises, 2020; Payroll Deductions Account
(PD7) and T2 Corporation Income Tax Return 2020; and author’s calculation.

Finally, there may exist a scenario wherein only productive firms opt for CSR adoption, implying that the link
between CSR adoption and firm productivity might not stem from CSR adoption leading to productivity
enhancement as assumed in Equation 1, but rather from productivity influencing CSR adoption (reverse
causality). In such a scenario, the productivity gap estimated from Equation 1 could be biased. Therefore, as a
robustness check, a version of Equation 1 that mitigates the influence of the reverse causality concern is
estimated. It consists of a regression of firm productivity in 2021 (dependent variable) on firm CSR status and
characteristics in 2020 (independent variables). Since firm productivity is observed one year later after a firm
chooses to adopt CSR initiatives or not, a firm productivity is less likely to influence its CSR status, particularly
if CSR adoption or productivity were non-stationary. The results, in Table 5, show that the productivity
advantage of CSR firms holds and is robust to reverse causality since CSR firms are 17.12% more productive
than non-CSR firms.
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Table 5: Estimation of the labour productivity gap using lagged CSR status

Lab. prod. in 2021 (log)

CSR

Firm age (log)
Size (log)
Capital (log)

Years of experience (log)

0.158*** (0.054)
-0.040* (0.024)
-0.017 (0.020)
0.081***(0.014)

-0.014(0.033)

Export 0.209*** (0.065)
Innovation 0.105** (0.049)
FDI -0.204 (0.180)
Ownership

Maj. female

-0.107* (0.060)

Equally owned -0.123* (0.066)
Industry FE Yes
Region FE Yes
Constant 3.475 (2.965)
N 437,145
R? 0.356

Note: Allindependent variables are observed in 2020. CSR =1 if Yes and 0 if No. Export = 1 if Yes and 0 if No. Innovation = 1 if Yes and 0
if No. FDI =1 if Yes and 0 if No. Ownership = 0 if majority-male, 1 if majority-female, and 2 if equally owned. The omitted category in the
estimation is 0. Sample weights are applied to meet confidentiality requirements of the Statistics Act. Standard errors in parentheses.
*p<0.1, **p<0.05, ***p<0.01.

Sources: Statistics Canada, Survey on Financing and Growth of Small and Medium Enterprises, 2020; Payroll Deductions Account
(PD7) and T2 Corporation Income Tax Return 2020; and author’s calculation.

Itis crucial to acknowledge that Equation 1 aims to estimate the productivity gap between CSR and non-CSR
firms. This gap measures the residual difference in productivity levels between CSR and non-CSR firms, after
controlling for various confounding factors. Therefore, the parameter of interest f should be understood as the
correlation between CSR and firm productivity, conditional on those control variables, rather than implying
causality.

4.2. Estimation of the impact of competition against non-CSR firms
on the labour productivity of CSR firms

The preceding section has demonstrated that CSR firms outperform non-CSR firms in terms of labour
productivity. The present section examines the extent to which the distinctive performance of CSR firms is
influenced by competition against non-CSR firms. To do so, a regression equation in which the dependent
variable is the productivity level of a CSR firm, and the main explanatory variable is competition against non-
CSR firms is estimated.



23

So far, a CSR firm is considered as competing with
non-CSR firms if it perceives such competition as a
minor, moderate, or major challenge (Definition 1),
or as a moderate or major challenge (Definition 2).
However, as argued by Amin and Okou (2020) in
another context, using a dichotomic variable of
competition against non-CSR firms (yes or no)
directly in a regression is problematic due to
potential endogeneity for the following reasons: (1)
not all CSR firms can accurately assess if they are
competing against non-CSR firms, leading to
endogeneity due to measurement error; (2) there
may be firm-level characteristics omitted from our
regression equation that are correlated with how a
CSR firm perceives competition against non-CSR
firms, leading to endogeneity due to omitted
variables; (3) whether a CSR firm considers
competition from non-CSR firms as a challenge
might depend on its level of productivity, leading to
endogeneity due to reverse causality.

The regression equation takes the following form:

To tackle the potential endogeneity concernsrelated
to using a raw competition variable, this study
adopts the approach of Amin and Okou (2020),
assigning to each CSR firm the level of competition
from non-CSR firms faced by all other CSR firms in
the same location, industry, and size group. The
average level of competition faced by a particular
CSRfirmis proxied by the proportion of all other CSR
firms in the same region, industry, and size group
(referred to as a “cell”) that falls into either
Definition 1 or Definition 2. Therefore, even if a CSR
firm does not provide a direct response regarding its
perception of competition from non-CSR firms, it is
still possible to estimate the value of such
competition based on the responses of other firms
within the same cell. Furthermore, given that the
measure of competition for each CSR firm does not
include the firm itself, it is unlikely that the level of
competition would be correlated with the
characteristics of the firm in question. Finally,
assigning each firm the average value of competition
within its cell, excluding itself, helps address
endogeneity concerns related to measurement error
if that firm happens to be an outlier.””

prodCSR; = a + B * Comp; + Y.K_.vk Zy + IFE; + RFE; + &, (2)

where the subscript i indicates CSR firm i, prodCSR; is labour productivity, Comp; the main explanatory
variable representing the average level of competition faced by all other CSR firms in the same cell. The
remaining control variables are defined as in Equation 1. The only addition to the set of control variables is the
intensive margin of CSR.

To create the cells, as a first strategy, this paper defines industry using 4-digit NAICS codes and adheres to
standard classifications for firm size: 1 = between 1 and 4 employees, 2 = between 5 and 19 employees, 3 =
between 20 and 99 employees, and 4 = between 100 and 499 employees.’® Only CSR firms with values for
region, industry,'® and size are considered in the analysis.

7 For other studies that use cell averages as in this paper, see for instance Dollar et al., (2006); Fisman and Svensson (2007); De Rosa et al., (2010);
Aterido et al., (2011); and Amin and Soh (2021).

'8 Although this cell construction relies on the firm’s industry of operation, there is no systematic correlation between the industry fixed effect in
Equation 2 and the firm-level measure of competition. Indeed, the proportion of CSR firms competing against non-CSR firms within cells could be the
same in different industries.

" There are 210 four-digit NAICS codes industries.
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Each created cell contains a weighted average of about 3 firms. However, cells with fewer than three firms are
excluded to have enough firms over which firm-level of competition is calculated. Thus, the weighted average
number of firms within cells is 5 in the final sample. Equation 2 is estimated using OLS and heteroskedasticity-
robust standard errors. The results are presented in Table 6 and show that regardless of the definition used to
categorize CSR firms into those in competition against non-CSR firms and those that are not, competition
against non-CSR firms does not have a significant influence on the productivity of CSR firms. This suggests that
the productivity gap between CSR and non-CSR firms is independent of how CSR firms perceive competition

against non-CSR firms.

Table 6: Impact of competition against non-CSR firms on the

Lab. prod. (log)

Comp

Firm age (log)

Size (log)

Capital (log)

Years of experience (log)

Export

Innovation

FDI

Ownership

Maj. female

Equally owned

Intensive margin of CSR

[5, 20%[

[20, 100%]

Industry FE

Region FE

Constant

productivity of CSR firms

Definition 1

0.176 (0.240)

0.135 (0.084)

-0.191%** (0.067)

0.128*** (0.046)

-0.074 (0.100)

0.310** (0.138)

0.225 (0.158)

1.404*** (0.253)

-0.131(0.172)

-0.050 (0.135)

-0.156 (0.126)

-0.162 (0.168)

Yes

Yes

9.079***

Definition 2

0.217 (0.309)

0.138* (0.083)

-0.185*** (0.067)

0.126*** (0.045)

-0.076 (0.100)

0.313** (0.136)

0.225 (0.158)

1.419%* (0.248)

-0.136 (0.171)

-0.055 (0.133)

-0.162 (0.128)

-0.168 (0.167)

Yes

Yes

9.120***
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N 26,435 26,435

R? 0.577 0.577

Note: Export = 1 if Yes and 0 if No. Innovation = 1 if Yes and 0 if No. FDI = 1 if Yes and 0 if No. Ownership = 0 if majority-male, 1 if
majority-female, and 2 if equally owned. Intensive margin of CSR = 0 if in 10%, 5%, 1 if in [5%, 20%[, and 2 in [20, 100%]. The omitted
category in the estimation is 0. Sample weights are applied to meet confidentiality requirements of the Statistics Act. Standard errors
in parentheses. *p<0.1, **p<0.05, ***p<0.01.

Sources: Statistics Canada, Survey on Financing and Growth of Small and Medium Enterprises, 2020; Payroll Deductions Account
(PD7) and T2 Corporation Income Tax Return 2020; and author’s calculation.

Although defining cells at a more granular level increases the likelihood of accurately capturing the degree of
competition from non-CSR firms felt by CSR firms—since these cells are more likely to contain homogenous
CSR firms—it reduces the number of observations. Indeed, small bins may not always meet the minimum
requirement of three firms needed for inclusion in the analysis. Therefore, there is a trade-off between precision
from firm homogeneity within cells and precision from having sufficient observations in each cell to estimate
firm-level of competition. To improve the later form of precision, Equation 2 has also been estimated using
more aggregated cells.

The results are presented in Table 7. Column (1) of Table 7 displays the estimation results of Equation 2, with
firms categorized by identical region, two-digit NAICS,* and size cells. In column (2), the cell construction
considers only two dimensions of homogeneity: two-digit NAICS X size. Lastly, column (3) aggregates firm size
into two categories: smallfirms (1 to 99 employees) and medium-sized firms (100 to 499 employees), and cells
are constructed as combinations of these two categories of size and two-digit NAICS.?" The results show that,
in general, competition against non-CSR firms does not significantly impact the productivity of CSR firms.
However, when constructing cells as shown in column 2 and applying Definition 2 of competition, the average
labour productivity of a CSR firm that faces the highest level of competition from non-CSR firms (i.e., Comp; =
1) is 59.34% lower than that of a CSR firm that encounters no competition from non-CSR firms. Note that this
result is only significant at 10%.

Table 7: Impact of competition against non-CSR firms on the productivity
of CSR firms with alternative cell constructions

Lab. prod. (log)

Definition 1 Definition 2 Definition 1 Definition 2 Definition 1 Definition 2
Comp -0.355(0.241) -0.048 (0.237) -0.577 (0.524) -0.900* (0.489) -1.138 (0.737) -1.086 (0.679)
Firm age (log) -0.006 (0.058) -0.012 (0.059) 0.016 (0.056) 0.010 (0.056) 0.014 (0.056) 0.013(0.056)
Size (log) -0.165*** -0.173*** -0.143*** -0.149*** -0.153*** -0.156***
g (0.047) (0.046) (0.047) (0.047) (0.048) (0.048)

2 There are 15 two-digit NAICS codes industries.
21 Each cell has a minimum of three firms. Before estimation, the weighted average of firms within cells in column (1) is 11; the weighted average of firms
within cells in column (2) is 39; and the weighted average of firms within cells in column (3) is 104 firms.
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Capital (log)

Years of experience
(log)

Export

Innovation

FDI

Ownership

Maj. female

Equally owned

Intensive margin of
CSR

[5, 20%][

[20, 100%)]

Industry FE

Region FE

Constant

N

RZ

0.111%** (0.037)

-0.016 (0.080)

0.350***
(0.105)

0.249** (0.104)

-0.757%**
(0.148)

-0.140 (0.121)

-0.259** (0.125)

-0.026 (0.10)

-0.220* (0.120)

Yes

Yes

11.159%**
(0.565)

62,520

0.575

0.113*** (0.037)

-0.012 (0.079)

0.364*** (0.105)

0.254** (0.106)

-0.746%**
(0.166)

-0.124 (0.125)

-0.251** (0.125)

-0.027 (0.098)

-0.230* (0.121)

Yes

Yes

11.103%**
(0.566)

62,520

0.571

0.091** (0.038)

0.065 (0.072)

0.256** (0.103)

0.249** (0.097)

-0.843%**
(0.170)

-0.171(0.114)

-0.294** (0.119)

-0.010 (0.096)

-0.18 (0.124)

Yes

Yes

10.624%++
(0.588)

74,440

0.553

0.09** (0.038)

0.068 (0.072)

0.256** (0.102)

0.242** (0.097)

-0.839***
(0.169)

-0.174(0.115)

-0.292** (0.119)

-0.008 (0.096)

-0.17 (0.124)

Yes

Yes

10.543%**
(0.553)

74,440

0.554

0.088** (0.038)

0.070 (0.073)

0.268*** (0.103)

0.232** (0.096)

-0.842*** (0.68)

-0.170(0.116)

-0.290** (0.119)

-0.035 (0.098)

-0.203 (0.124)

Yes

Yes

10.961%**
(0.669)

75,110

0.554

0.089** (0.038)

0.071 (0.073)

0.268*** (0.102)

0.230** (0.096)

-0.846***
(0.166)

-0.172 (0.116)

-0.290** (0.119)

-0.036 (0.098)

-0.207* (0.124)

Yes

Yes

10.707%**
(0.606)

75,110

0.554

Note: Export =1 if Yes and 0 if No. Innovation = 1 if Yes and 0 if No. FDI = 1 if Yes and 0 if No. Ownership = 0 if majority-male, 1 if
majority-female, and 2 if equally owned. Intensive margin of CSR =0 if in ]J0%, 5%, 1 if in [5%, 20%[, and 2 if in [20, 100%]. The omitted
category in the estimation is 0. Column (1): region, two-digit NAICS, and size cells; Column (2): two-digit NAICS X size cells; Column
(3): two-digit NAICS X size (small and medium) cells. Sample weights are applied to meet confidentiality requirements of the Statistics
Act. Standard errors in parentheses. *p<0.1, **p<0.05, ***p<0.01.
Sources: Statistics Canada, Survey on Financing and Growth of Small and Medium Enterprises, 2020; Payroll Deductions Account
(PD7) and T2 Corporation Income Tax Return 2020; and author’s calculation.

Recall that one reason why firms’ responses to their perception of competition against non-CSR firms cannot

be used directly as the main explanatory variable in Equation 2 is because of potential reverse causality

problem. To overcome this issue, as a last robustness check, Equation 2 is estimated using the labour

productivity of a CSR firm in 2021 as the dependent variable and the raw measure of competition based on

whether the firm where in competition against non-CSR firms in 2020 (Definition 1 and Definition 2) as the main

explanatory variable. This strategy also makes the estimation results independent of cell construction.

The results are presented in Table 8. Once again, there is no significant impact of competition from non-CSR

firms on the productivity of CSR firms.
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Table 8: Impact of competition against non-CSR firms on the productivity
of CSR firms using lagged measure of competition

Lab. prod. in 2021 (log)

Definition 1

Definition 2

Comp
Firm age (log)
Size (log)
Capital (log)
Years of experience (log)
Export
Innovation
FDI
Ownership
Maj. female
Equally owned
Intensive margin of CSR
[5, 20%][
[20, 100%]
Industry FE
Region FE
Constant
N

RZ

-0.086 (0.077)
0.016 (0.044)
0.048 (0.048)
0.027 (0.035)
0.059 (0.072)
0.173(0.110)
0.125 (0.086)

-0.404 (0.249)

-0.251** (0.109)

-0.239%* (0.113)

-0.033(0.089)
-0.230** (0.111)
Yes

Yes

11.732%** (0.457)

72,460

0.620

-0.042 (0.085)
0.013 (0.044)
0.049 (0.048)
0.027 (0.035)
0.063 (0.072)
0.182* (0.111)
0.127 (0.085)

-0.392 (0.250)

-0.246** (0.110)

-0.234** (0.114)

-0.040 (0.090)
-0.238** (0.111)
Yes
Yes
11.728*** (0.458)
72,460

0.619

Note: Comp =1 if Yes and 0 if No. Export = 1 if Yes and 0 if No. Innovation = 1 if Yes and O if No. FDI = 1 if Yes and 0 if No. Ownership =0
if majority-male, 1 if majority-female, and 2 if equally owned. Intensive margin of CSR = 0 if in ]0%, 5%, 1 if in [5%, 20%[, and 2 if in [20,
100%]. The omitted category in the estimation is 0. Sample weights are applied to meet confidentiality requirements of the Statistics
Act. Standard errors in parentheses. *p<0.1, **p<0.05, ***p<0.01.
Sources: Statistics Canada, Survey on Financing and Growth of Small and Medium Enterprises, 2020; Payroll Deductions Account
(PD7) and T2 Corporation Income Tax Return 2020; and author’s calculation.
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5. Conclusion

A widely recognized idea suggests that implementing CSR initiatives can potentially provide firms
with a competitive edge. To test this assumption, this study uses data from Canadian small and
medium-sized businesses and establishes the following findings:

e First, firms that adopt CSR practices exhibit higher productivity levels compared with those
that do not.

e Second, there is no discernible productivity gap between CSR firms in competition against
non-CSR firms and those that are not. This suggests that firms do not experience significant
changes in productivity when competing against non-CSR firms. As aresult, the productivity
gap between CSR and non-CSR firms is not significantly influenced by the level of
competition that CSR firms face from non-CSR firms.

The main innovation in this paper lies in the ability to identify CSR firms engaged in competition with non-CSR
firms with the help of a unique dataset. This enables the estimation of the level of competition from non-CSR
firms faced by each CSR firm. However, the paper can be expanded in several ways. First, the estimation of the
productivity gap between CSR and non-CSR firms does not represent a causal impact of CSR adoption on firm
productivity, as it fails to address issues such as selection bias. Employing impact evaluation methods would
help mitigate the biases associated with the estimated productivity gap in this paper, enabling a more accurate
interpretation of causal effects.

Furthermore, the CSR variable in this research does not encompass various dimensions of CSR. It would be
interesting to investigate how the findings of this paper change across specific CSR dimensions. Finally, this
research only focuses on the influence of competition from non-CSR firms on the productivity of CSR firms.
However, assessing the impact of such competition on other performance variables such as profits,
employment growth, and innovation remains a task for future research.
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Appendix

Figure A1: Within-industry distribution of CSR firms
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Note: The distributions are weighted, and the rounding rules are set to meet confidentiality requirements of the Statistics Act.
Sources: Statistics Canada, Survey on Financing and Growth of Small and Medium Enterprises, 2020; and author’s calculation.
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Figure A2: Within-industry distribution of CSR firms’ perception of competition
against non-CSR firms (definition 1 of competition)
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Note: The distributions are weighted, and data from the information and cultural industries, as well as the arts, entertainment and
recreation industries, are suppressed to meet the confidentiality requirements of the Statistics Act.
Sources: Statistics Canada, Survey on Financing and Growth of Small and Medium Enterprises, 2020; and author’s calculation.
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Figure A3: Within-industry distribution of CSR firms’ perception of competition

against non-CSR firms (definition 2 of competition)
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Note: The distributions are weighted, and data for the mining, quarrying, and oil and gas extraction, real estate and rental and leasing,

information and cultural industries, as well as the arts, entertainment and recreation industries, are suppressed to meet the
confidentiality requirements of the Statistics Act.
Sources: Statistics Canada, Survey on Financing and Growth of Small and Medium Enterprises, 2020; and author’s calculation.



