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Abstract
The objective of this research is to examine whether and how enterprises adjust their corporate social responsibility (CSR) 
activities in response to top executives’ local tournament incentives. The findings provide evidence to support the claim that 
local compensation gaps encourage top executives to reduce their CSR performance; furthermore, they indicate that this 
reduction is accomplished mainly through the CSR categories of diversity, community, the environment and product. The 
enforceability of noncompete agreements (NCAs) is examined, and the negative relationship between local compensation gaps 
and CSR is documented to be weaker in states that feature stronger enforcement of NCAs, which constrains labour mobility 
and imposes turnover costs. The findings of this research are robust to concerns regarding endogeneity and reverse causality.

Keywords Tournament theory · Local tournament incentives · Corporate social responsibility · Noncompete agreements · 
Social capital

JEL Classification G32 · G34 · M14

Introduction

The reasons for which companies participate in corpo-
rate social responsibility (CSR) projects have long been 
debated. In one stream of research, a value-enhancing view 
has been proposed, which posits that engagement in CSR 
activities benefits firm performance and value in various 
respects, such as by directly reducing firm risks (Chang 
et al., 2014; Jo & Na, 2012), enhancing the firm’s brand 
and reputation (Menon & Kahn, 2003; Miller et al., 2020), 
improving employee satisfaction and productivity (Val-
entine & Fleischman, 2008), improving customer loyalty 
(Pérez & del Bosque, 2015; Servaes & Tamayo, 2013), 
promoting competitive strategies (Flammer, 2015), and 
thus enhancing product revenue growth (Lev et al., 2010). 
The positive impact of such activities on the product mar-
ket creates value for firms and shareholders. Engagement 
in CSR activities also benefits firm value in the capital 
market by increasing stock price returns and reducing 
stock price risk (Harjoto & Jo, 2015; Kim et al., 2014; Luo 
& Bhattacharya, 2009) as well as by reducing financing 

costs (Dhaliwal et al., 2011; Richardson & Welker, 2001). 
Another stream of research has proposed that engage-
ment in CSR is a value-destroying activity. Brown et al. 
(2006) propose that agency cost is a prominent reason for 
corporate giving, which is one of the core dimensions of 
CSR performance. According to McWilliams and Siegel 
(2000), a company should have optimal CSR performance 
based on its relative cost and benefit; however, as the key 
decision maker and the primary driver of firm-level social 
performance (Davidson et al., 2019; Gillan et al., 2021), 
CEOs may use CSR to advance their own self-interest, 
such as their individual fame, social status and social net-
works, although using corporate resources in this manner 
is not optimal and reduces firm value, thus implying that 
CSR gives rise to an agency problem (Barnea & Rubin, 
2010; Chin et al., 2013; Masulis & Reza, 2015) and that 
excess CSR activities occur in companies with boards that 
cannot effectively play an overseeing role in monitoring 
CSR performance (Zhou, 2022). In accordance with the 
agency problem, overinvestment in CSR is recognized as 
how executives extract private benefits at the cost of share-
holders; therefore, the benefits generated by CSR activities 
for companies may not outweigh the costs, especially dur-
ing difficult times when stakeholders may be more sensi-
tive to nontrivial CSR costs (Liu et al., 2020; Yi et al., 
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2022). Consequently, overinvestment in CSR causes a 
decline in corporate profitability (Di Giuli & Kostovetsky, 
2014) as well as leads to negative responses on the part of 
capital market participants, such as pessimistic analyst rec-
ommendations (Ioannou & Serafeim, 2015), lower cumu-
lative stock returns (Cheng et al., 2023; Krüger, 2015), and 
a reduction in firm values (Chahine et al., 2019; Nguyen 
et al., 2023). In addition, CEOs adopt CSR as an earnings 
management strategy, which is the result of the agency 
problem (Petrovits, 2006).

Another body of literature has argued that since CEOs 
are top executives who play a key role in the development 
of investment policies, their compensation incentives and 
personal experiences and backgrounds are definitely impor-
tant determinants of decisions pertaining to CSR perfor-
mance (Cho & Lee, 2019; Choi et al., 2023; Fabrizi et al., 
2014; Mayberry, 2020). However, little is known about how 
geographic peer effects influence CEOs’ CSR engagement 
decisions. The main objective of this study is to answer the 
calls for research aimed at obtaining a deeper understand-
ing of whether CSR is value-enhancing or value-destroying 
by analysing the geographic compensation tournament that 
influences CEOs’ preferences. The theoretical basis of this 
research is the argument that tournament prizes, as assessed 
by one’s relative position in a competition, provide manag-
ers with rank-order incentives that influence their manage-
rial behaviour and risk preference (Lazear & Rosen, 1981). 
While industry peer effects are based on information spillo-
ver and economic linkages among firms within a particular 
industry, geographic peer effects on finance and account-
ing are less likely to be observed directly, and research on 
this topic remains underdeveloped. Yonker (2017) suggests 
the presence of market segmentation and finds that execu-
tives’ turnover and compensation depend on the local labour 
market. Zhao (2018) also emphasizes the importance of the 
local market and argues that executive markets are locally 
segmented rather than nationally integrated. Following the 
logic underlying local competition, CEOs compete with their 
local peers to obtain local tournament prizes, and the oppor-
tunities for local promotion create incentives for CEOs to 
adjust their risk preferences to win local competitions and 
tournaments, thereby impacting firm policy and performance 
(Ma et al., 2020; Yin, 2018). Although several studies have 
explored the geographic peer effect on corporate financial 
performance, until recently, the importance of local peer 
influence on corporate social performance has not been well 
addressed. Motivated by the studies discussed above, this 
research tries to bridge the gap between geographic segmen-
tation determinants and company social performance in the 
literature and to resolve the considerable debate between 
value-enhancing and value-destroying theories in the context 
of decisions regarding CSR activities by exploring CEOs’ 
geographic tournament incentives.

This study proposes a negative causal association 
between local payment gaps and CSR performance based 
on an examination of observations in the United States. 
This finding is consistent with the value-destroying perspec-
tive of the CSR engagement motive, which claims that to 
obtain external tournament prizes, CEOs are incentivized 
to avoid risky and long-term CSR projects that may fail to 
use firm resources in an optimal manner at the expense of 
shareholders. The local tournament incentive is an exter-
nal mechanism designed to mitigate agency costs between 
managers and corporate owners. To confirm causality in 
further detail, in this study, the change in the enforceability 
of noncompete agreements (NCAs) in the United States is 
assessed. These NCAs impose turnover costs and thus con-
strain labour mobility. The negative linkage between local 
tournament incentives and CSR performance is found to be 
less sensitive in states that have made improvements in NCA 
enforceability because, although local compensation gaps 
offer incentives for managers to adjust their risk preferences 
and managerial styles, the actual possibilities of obtaining a 
promotion and acquiring tournament prizes are constrained 
by noncompete provisions. To account for concerns regard-
ing endogeneity and reverse causality, this research conducts 
a change design analysis and controls for firm fixed effects, 
resulting in consistent conclusions. The findings indicate 
that local tournament incentives affect corporate social 
performance through the dimensions of diversity, commu-
nity, environment and product. Tenure, gender, and age are 
employed as measures of CEO demographic characteristics, 
and state gross domestic product (GDP) is employed as a 
measure of the state’s economic development, demonstrat-
ing that the influence of local compensation gaps on CSR 
performance is stronger for companies in more developed 
states but does not differ significantly across firms with dif-
ferent CEO characteristics.

This paper first contributes to the literature by enriching 
the scholarly knowledge of the determinants of CSR perfor-
mance. As the decision maker, the CEO factor explains more 
than 50% of the variation in CSR scores (Davidson et al., 
2019) and many studies have identified CEO backgrounds 
and equity incentives as the main drivers of CEO decisions 
related to social investments (e.g., Chen et al., 2019; Choi 
et al., 2023; Mayberry, 2020; Meier & Schier, 2021). How-
ever, the claim that local compensation gaps influence CSR 
performance has not been supported by empirical evidence. 
To the best of the researcher’s knowledge, this research is 
the first to identify the influence of local tournament incen-
tives as a key determinant of corporate social performance. 
This research provides a new perspective by highlighting 
the importance of local competition, makes a timely contri-
bution to the ongoing debate on the contrasting motives of 
CSR and provides empirical evidence supporting the value-
destroying view by applying agency theory to reveal how 
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external incentives affect CEOs’ decisions about CSR; i.e., 
the pressure arising from local competition and tournament 
prizes acts as a mechanism that mitigates agency problems 
and constrains overinvestment in CSR..

Second, this paper contributes to tournament stud-
ies regarding whether and how CEOs compete with their 
local peers and subsequently adjust their managerial styles 
(Coles et al., 2018; Huang et al., 2019; Kale et al., 2009), 
and emphasizing the importance of companies’ geography. 
A recent development in tournament theory has focused on 
the extension of this logic to local tournament competition, 
but empirical evidence regarding how and whether local 
tournaments influence managerial behaviour and firm poli-
cies remains limited. Unlike the industry peer effect, which 
is based on economic links and knowledge spillovers, the 
geographic peer effect, which is based on local knowledge 
and social connections, is less likely to be observed directly. 
In this paper, empirical evidence is provided concerning the 
existence of local tournament incentives linked to CEOs’ 
moral values and ethical standards, which are reflected in 
CSR performance. This paper provides a new perspective 
by underscoring the ethical and social consequences of geo-
graphic tournaments and draws the attention of regulators 
and market participants to the local executive market and 
local compensation gaps.

The remainder of the paper is organized as follows. "The-
oretical Background and Hypothesis Development" section 
reviews the literature on executive incentives and CSR and 
presents the hypothesis of this research. "Research Design 
and Data" section discusses the sample and construction of 
the empirical research. "Empirical Analyses" section pre-
sents the primary empirical results and tests them for robust-
ness. "Conclusion" section concludes the paper.

Theoretical Background and Hypothesis 
Development

Theoretical Basis

CSR engagement is regarded as a way to enhance corporate 
reputation and fame and is a factor that cannot be observed 
directly. The literature has proposed two contradictory views 
on the underlying intentions and consequences of engage-
ment in CSR activities, i.e., on whether such activities are 
value-creating or value-destroying. According to the value-
enhancing perspective, as CSR focuses on long-term benefits 
and mitigates myopic decisions, engagement in CSR reduces 
firms’ risk (Chang et al., 2014; Jo & Na, 2012). Additionally, 
the reputation and fame acquired through CSR performance 
help firms generate higher valuations through better social 
networks, better customer awareness, and better overall sup-
port (Miller et al., 2020; Servaes & Tamayo, 2013; Valentine 

& Fleischman, 2008). These improved sources, which are 
observed indirectly, have positive influences on the envi-
ronment in which corporations exist and thereby improve 
corporate operations, suggesting that engagement in CSR 
improves firm value and performance (Lev et al., 2010; Lins 
et al., 2017). The value-enhancing view posits that CSR is an 
investment project with positive value that maximizes share-
holders’ wealth in the long term. According to the value-
decreasing view, social investments are generally nontrivial, 
and their benefits are not observable directly. Because of the 
segregation of ownership and control, managers have a self-
interested preference for overinvestment in corporate social 
activities to advance their personal reputations through the 
use of company resources, although doing so may negatively 
affect firm value (Barnea & Rubin, 2010; Bénabou & Tirole, 
2010; Chin et al., 2013; Jensen & Meckling, 1976), caus-
ing agency problems. Davidson et al. (2019) demonstrate 
that CEO-related factors explain 52–74% of the variation 
in CSR performance, whereas firm-related factors explain 
only 11–32% of the variation in CSR performance, which 
highlights the key role of CEOs in determining CSR per-
formance. Yin et al. (2023) divide CSR performance into 
external and internal CSR and demonstrate that CEOs are 
motivated to improve CSR performance at the expense of 
the welfare of internal stakeholders in the pursuit of CEO 
personal awards. If the board structure is not optimal and 
cannot effectively monitor CSR performance, CEOs are 
more likely to engage in excessive CSR (Zhou, 2022); in 
contrast, if the board includes more talented inside directors 
who fulfil oversight responsibilities more efficiently, CEOs 
are less likely to engage in CSR (Bu et al., 2021). In some 
cases, CSR activities are used as an effective entrenchment 
strategy to ensure that inefficient CEOs retain their current 
positions (Cespa & Cestone, 2007); therefore, for firms with 
higher CEO centrality, which helps CEOs entrench them-
selves, CSR performance reduces firm value (Chahine et al., 
2019). Consequently, CSR performance is bad news in the 
eyes of the capital market, leading to adverse market reac-
tions (Cheng et al., 2023; Krüger, 2015; Wang et al., 2021), 
especially during difficult times when firm stakeholders are 
more concerned about the considerable cost of CSR and 
thereby damage firm value (Liu et al., 2020; Yi et al., 2022). 
Following this logic, mechanisms that align the interests 
of managers and shareholders, such as compensation and 
managerial ownership (Fabrizi et al., 2014; Ongsakul et al., 
2021), and mechanisms that improve oversight efficiency 
(Nguyen et al., 2023), which mitigates agency problems and 
lowers agency costs, could reduce CSR performance.

As in the case of performance-based compensation, tour-
nament prizes impact firm policy and performance (Kale 
et al., 2009; Kini & Williams, 2012). Following Coles et al. 
(2018), who extend the logic of tournaments to the industrial 
field, researchers have documented that, similar to intrafirm 
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tournaments, industry tournaments affect managers’ risk 
preference and further influence firm policy and productiv-
ity (Huang et al., 2019; Nguyen & Zhao, 2021; Tan, 2021). 
While industry peer effects are based on information spillo-
ver and economic linkages among firms within a particular 
industry, geographic peer effects on finance and accounting 
are less likely to be directly observed and are still underde-
veloped. A recent development in tournament theory has 
further extended the influencing factors to encompass geo-
graphic effects, indicating the existence of a local executive 
labour market and executive competition (Yonker, 2017; 
Zhao, 2018). Alongside this argument, researchers docu-
ment that local tournament incentives, which indicate that 
CEOs compete within local states, affect managerial pref-
erence and affect financial performance (Ma et al., 2020; 
Yin, 2018). However, whether and how local tournament 
incentives affect managers’ ethical standards and social per-
formance have not been addressed. As in the case of perfor-
mance-based compensation, promotion-based tournaments 
encourage top executives to work diligently and efficiently 
to win tournament prizes through competition. The incen-
tive channel provides the possibility that this external factor 
shapes managerial behaviour and risk preference and thus 
affects firm policy and performance.

Hypothesis Development

Based on the extant theoretical literature, it can be conjec-
tured that managerial incentives resulting from geographic 
peer competition may influence managerial behaviour and 
risk preference and thereby impact CSR performance. 
Researchers have recognized that, as the top corporate 
manager, the CEO’s preferences and priorities are cru-
cial for determining the degree of a company’s commit-
ment to CSR (e.g., Meier & Schier, 2022). According to 
tournament theory, a local competition tournament acts 
as an incentive mechanism that motivates managers to 
signal their ability and outperform competitors to win 
this external prize. However, prior studies have provided 
inconclusive findings regarding how CEO incentives affect 
CSR performance because it remains uncertain whether 
value-creating or value-decreasing incentives dominate 
this process. Consistent with the value-destroying view, 
Chowdhury et al. (2022) report a negative association 
between industry tournaments and CSR engagement. 
Kim et al. (2023) argue that CEOs whose interests are 
strongly aligned with those of shareholders are less likely 
to enhance CSR performance. In contrast, Hong et al. 
(2016) show that linking CSR performance with CEO 
compensation is an effective mechanism for enhancing 
corporate performance, which is in line with the value-
enhancing view. Dupire and M’Zali (2018) find that 

industrial competition creates incentives that encourage 
managers to increase their CSR investments, thus enhanc-
ing their corresponding competitive advantages. This find-
ing implies that investment in CSR is a way to maximize 
shareholders’ value in a way that enables managers to 
outperform their competitors and display their ability to 
the labour market through engagement in CSR. Similar to 
previously identified incentives, local tournament incen-
tives also have two possible effects on CSR performance. 
In line with the value-enhancing perspective, geographic 
compensation gaps provide promotion opportunities and 
tournament incentives that encourage managers to increase 
their engagement in CSR projects, which is an effective 
strategy for obtaining competitive advantage, increasing 
firm value and enhancing the reputations of both firms 
and executives. By increasing valuable CSR investments 
and improving CSR performance, managers outperform 
their local competitors and thereby obtain a higher prob-
ability of winning tournament prizes. According to the 
value-decreasing view, however, local tournament incen-
tives act as an effective mechanism for aligning managers’ 
interests with those of shareholders and mitigating agency 
problems, thus constraining managers’ intentions to invest 
in CSR to promote their own self-interest at the expense of 
owners. Additionally, overinvestments in CSR may harm 
shareholders’ wealth and thus cannot help managers signal 
their outstanding ability to local labour markets and enable 
them to win the tournament prize. Hence, the local com-
pensation gap may discourage managers from engaging in 
CSR activities. Whether local tournament incentives affect 
CSR performance positively or negatively is an empirical 
question; thus, the main hypothesis of this research is as 
follows:

Hypothesis Local tournament incentives are associated with 
corporate social responsibility.

Research Design and Data

Sample

The focus of this research is on firm-year observations in 
the United States for several reasons. First, the U.S. owns 
a vast amount of territory across its fifty states. Differ-
ent states with different regulations and labour constraints 
make it necessary and important to address issues related 
to local tournament incentives. Second, the U.S. is one 
of the earliest countries to emphasize CSR performance. 
The findings of this research could provide empirical 
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evidence that is applicable to other developed countries. 
Third, executive markets in the U.S. are locally segmented 
rather than nationally integrated, thus making it practi-
cal to examine the impact of geographic peers on CSR 
performance. The sample explored in this research covers 
the period from 1994 to 2013,1 and the data used for the 
main analysis are drawn from various sources. Financial 
statement data are from the Compustat database, compen-
sation data are from the Execucomp database, and CSR 
data are from the most comprehensive database, i.e., the 
MSCI (formerly KLD and GMI) database. Financial and 
utility companies are excluded from the sample because 
they face different forms of regulatory oversight.

Variable Measurement

Firm‑Level CSR Performance

Previous studies have typically measured CSR scores using 
KLD ratings, which have advantages and disadvantages in 
different areas (e.g., Cheng et al., 2023; Choi et al., 2023; 
Liu et al., 2020). In this study, CSR is measured based 
on seven categories: community, diversity, governance, 
employee relations, environment, human rights, and product. 
Then, positive and negative indicators are assigned to each 
category. The net score of the CSR rating (the sum of the 
advantages minus the sum of the disadvantages) represents 
corporate social performance, which is defined as CSR1. 
Because executives’ incentives are one aspect of corporate 
governance, this study calculates the CSR rating based on 
six categories (i.e., excluding corporate governance indica-
tors) and defines this rating as CSR2.2

Local Tournament Incentives

The data used to measure CEO incentives are drawn from 
the Execucomp database. The core independent variable, 
local tournament incentive (LT), is measured as the loga-
rithm of the total compensation difference between the 
CEO being considered and the second-highest-paid CEO 
at a similarly sized firm in the same state (Ma et al., 2020; 
Yin, 2018).

Controls

To investigate the impact of the CEO’s local tournament 
incentive, equity incentives, i.e., Vega and Delta, are first 
controlled for (Coles et  al., 2006). Vega is calculated 
as the logarithm of the change in the value of the CEO’s 
equity holdings resulting from a 1% change in the standard 
deviation of stock returns, and Delta is calculated as the 
logarithm of the change in the value of the CEO’s equity 
holdings resulting from a 1% change in stock price. Internal 
tournament incentives, which are measured in terms of 
the logarithm of the compensation difference within the 
company, and industry tournament incentives, which are 
measured in terms of the logarithm of the compensation 
difference within the 2-digit industry, are also included. 
Firms that exhibit better operating performance and lower 
financial constraints have more access to resources and 
opportunities to invest in CSR projects. Therefore, to 
ensure comparability and consistency with recent social 
responsibility studies (e.g., Chen et al., 2020; Chowdhury 
et al., 2022), firm-specific factors that may influence CSR 
performance are also included as controls, including 
firm size (Size), return on assets (ROA), R&D expenses 
(RD),3 capital expenditure (Capx), inventory and accounts 
receivable (Invrec), financial leverage (Leverage), cash flows 
from operating activities (Cash), and market competition 
pressure (HHI).4 To examine Hypothesis H, the study begins 
by estimating the following regression:

(1)

CSRt =�0 + �1LTt−1 + �2Internalt−1
+ �3Industryt−1 + �4Vegat−1
+ �5Deltat−1 + �6Sizet−1 + �7ROAt−1

+ �8RDt−1 + �9Capxt−1 + �10Invrect−1
+ �11Leveraget−1 + �12Casht−1 + �13HHIt−1
+ Fixedeffects + �.

1 The sample period ends in 2013 because the enforceability of the 
NCA index covers the period from 1980 to 2013; therefore, the sam-
ple period was selected to ensure the data availability.
2 As suggested by Cronqvist and Yu (2017), KLD includes corporate 
governance as a core category, but this notion is different from social 
behaviour.

3 According to McWilliams and Siegel (2000), R&D plays crucial 
role in affecting corporate social performance, and omitting control 
of R&D may cause endogeneity problem. Since not all firms report 
R&D expenses, I replace missing value of R&D with zero. Some 
studies replace missing value of R&D with 0.5% of revenues (e.g., 
Havlinova and Kukacka 2023), I re-estimate regression with R&D 
missing value replaced by 0.5% of revenues and have similar findings.
4 Variable definitions are provided in the “Appendix”.
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Empirical Analyses

Descriptive Statistics and Correlations

Table 1 reports the descriptive statistics of the main vari-
ables. The average values of CSR indicators CSR1 and 
CSR2 are − 0.108 and 0.233, respectively. This finding 
indicates that when the corporate governance category 
is included in CSR performance, on average, companies 
exhibit more concerns than strengths, while when the cor-
porate governance category is excluded from CSR perfor-
mance, companies exhibit more strengths than concerns. 
The standard deviations of CSR1 and CSR2 are 2.782 
and 2.624, respectively, thus indicating significant vari-
ation among firms in terms of social performance. These 
descriptive statistics of CSR are comparable to those 
employed in the extant literature (e.g., Amin et al., 2020; 
Borghesi et al., 2014; Hegde & Mishra, 2019). The aver-
age value of local tournament incentives is 8.230, and the 
median value is 9.009. The average value of intrafirm tour-
naments is 7.120, while the average value of industry tour-
naments is 8.885, thus suggesting the existence of a larger 
external compensation gap within the industry and within 
the local state. Other variables are comparable to those 
employed in previous studies (e.g., Chen et al., 2020; Cho 
& Lee, 2019; Choi et al., 2023). The findings show that the 
average ROA for the sample is 5.5%, the average leverage 
ratio is 1.415, and the ratio of cash flows from operat-
ing activities to total assets is 11.4%. Among these firms, 
research and development intensity has a mean value of 
3.5%, and capital expenditure intensity has a mean value 
of 4.9%. The average value of HHI is 0.032, indicating that 

market competition is not intense in the firms included in 
the sample.

Table 2 reports the correlations between the variables of 
interest and covariates. Because of the specific construction 
of CSR1 and CSR2, these factors are strongly correlated. 
The results of the ADF test confirm that the main variables 
are stationary and that all variance inflation factor scores 
range from 1.05 to 2.38 and are less than 10, confirming that 
no multicollinearity exists in the research design that may 
affect the stability of the estimates (Dielman, 2001).

Local Tournament Incentives and Corporate Social 
Responsibility

Table 3 shows the empirical findings of the test of the pri-
mary hypothesis. Lead-lag regression is used to alleviate 
endogeneity concerns. The coefficients on LT are − 0.033 
and − 0.032, which are displayed in Columns (1) and (3), 
respectively. Regarding economic magnitude, a 1 standard 
deviation increase in local tournament incentives results in 
a 0.091 (0.089) reduction in CSR1 (CSR2), which repre-
sents an 84% (38%) decrease in the average value of CSR1 
(CSR2). The empirical findings suggest that local compensa-
tion gaps encourage CEOs to reduce CSR investments in the 
subsequent period, which supports the value-decreasing view 
that agency problems are the reason for CSR engagement. 
This finding implies that the local compensation gap plays a 
role in aligning the interests of executives with those of own-
ers, lowering agency costs and thereby constraining manag-
ers’ motivation to engage in CSR for self-interest, such as 
by enhancing their personal reputations and social networks 
at owners’ expense. The coefficients on Delta are signifi-
cantly negative, and the coefficients on Vega are significantly 

Table 1  Descriptive statistics Variable N Mean Standard 
deviation

25th Percentile Median 75th Percentile

CSR1 6876  − 0.108 2.782  − 2.000 0.000 1.000
CSR2 6876 0.233 2.624  − 1.000 0.000 1.000
LT 6876 8.230 2.770 8.127 9.009 9.697
Internal 6876 7.120 1.425 6.365 7.320 8.125
Industry 6876 8.885 2.308 8.731 9.549 9.957
Vega 6876 2.617 1.507 1.651 2.694 3.665
Delta 6876 3.674 1.499 2.679 3.604 4.595
Size 6876 7.378 1.553 6.267 7.272 8.436
ROA 6876 0.055 0.085 0.026 0.059 0.097
RD 6876 0.035 0.052 0.000 0.009 0.053
Capx 6876 0.049 0.047 0.019 0.034 0.060
Invrec 6876 0.260 0.152 0.143 0.246 0.348
Leverage 6876 1.415 1.956 0.468 0.923 1.547
Cash 6876 0.114 0.075 0.068 0.109 0.156
HHI 6876 0.032 0.064 0.001 0.007 0.027
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Table 2  Correlations

CSR2 LT Internal Industry Vega Delta Size ROA RD Capx Invrec Leverage Cash HHI

CSR1 0.968 0.016 0.128  − 0.038 0.195 0.160 0.257 0.098 0.100  − 0.010  − 0.072 0.022 0.090 0.102
CSR2 1.000 0.017 0.183  − 0.061 0.246 0.202 0.315 0.103 0.115  − 0.020  − 0.087 0.039 0.101 0.127
LT 1.000  − 0.131 0.142  − 0.006 0.008 0.011  − 0.017 0.049  − 0.003 0.037  − 0.028  − 0.020  − 0.039
Internal 1.000  − 0.219 0.285 0.208 0.458 0.053  − 0.003  − 0.033  − 0.060 0.167 0.034 0.169
Industry 1.000  − 0.138  − 0.129  − 0.358  − 0.007 0.220  − 0.042  − 0.015  − 0.141 0.024  − 0.603
Vega 1.000 0.702 0.388 0.119 0.088  − 0.011  − 0.090 0.066 0.099 0.175
Delta 1.000 0.381 0.220 0.029 0.067  − 0.072 0.044 0.198 0.197
Size 1.000 0.122  − 0.307 0.048 0.155 0.281 0.067 0.542
ROA 1.000  − 0.154 0.098 0.069  − 0.149 0.594 0.020
RD 1.000  − 0.169  − 0.183  − 0.122  − 0.051  − 0.223
Capx 1.000  − 0.176  − 0.047 0.290 0.038
Invrec 1.000 0.044  − 0.136 0.033
Leverage 1.000  − 0.134 0.197
Cash 1.000  − 0.005
HHI 1.000

Table 3  Local tournament incentives and corporate social responsibility

Interest are marked in bold
This table reports the impact of LT on CSR. The dependent variables are CSR1 and CSR2, which are measured based on categories drawn from 
the MSCI (formerly KLD and GMI) database and are used to capture overall CSR standing. LT represents local tournament incentives, which 
are measured in terms of the difference between the CEO under consideration and the CEO with the second-highest compensation in the same 
state. Columns (1)–(4) represent models controlling for industry, state and year fixed effects; Columns (5)–(8) represent models controlling for 
firm, state and year fixed effects; and Columns (9)–(12) represent models using matched samples and controlling for industry, state and year 
fixed effects
*p < 0.1, **p < 0.05, ***p < 0.01

Dep = CSR1 Dep = CSR2 Dep = CSR1 Dep = CSR2 Dep = CSR1 Dep = CSR2

(1) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11) (12)

Estimate t Value Estimate t Value Estimate t Value Estimate t Value Estimate t Value Estimate t Value

LT  − 0.033**  − 2.22  − 0.032**  − 2.33  − 0.058***  − 2.80  − 0.050***  − 2.73  − 0.050*  − 1.89  − 0.047*  − 1.90
Internal  − 0.130***  − 4.99  − 0.079***  − 3.38  − 0.063***  − 2.76  − 0.029  − 1.32  − 0.122***  − 3.85  − 0.076***  − 2.63
Industry 0.013 0.61 0.005 0.24  − 0.021  − 0.86  − 0.024  − 1.16 0.042 1.58 0.039 1.55
Vega 0.139*** 4.59 0.155*** 5.57 0.038 0.59 0.033 0.59 0.186*** 4.86 0.199*** 5.66
Delta  − 0.059**  − 2.16  − 0.058**  − 2.29  − 0.048  − 0.91  − 0.030  − 0.67  − 0.072**  − 2.15  − 0.066**  − 2.13
Size 0.707*** 17.38 0.776*** 21.04  − 0.027  − 0.17 0.075 0.49 0.676*** 12.79 0.747*** 15.68
ROA 1.558*** 3.41 1.241*** 2.91 0.475 1.21 0.369 1.14 1.364** 2.14 1.033* 1.73
RD 6.684*** 8.30 7.168*** 9.67  − 3.489  − 1.44  − 2.732  − 1.34 10.021*** 8.47 10.598*** 9.72
Capx 2.630*** 3.14 2.170*** 2.81 0.304 0.25 0.317 0.36 1.978* 1.85 1.368 1.39
Invrec  − 1.383***  − 5.29  − 1.654***  − 6.82 0.786 0.79 0.416 0.44  − 1.292***  − 4.02  − 1.529***  − 5.11
Leverage  − 0.038*  − 1.77  − 0.031  − 1.56  − 0.005  − 0.21  − 0.001  − 0.07  − 0.031  − 1.27  − 0.029  − 1.27
Cash 0.722 1.39 0.933* 1.93 0.132 0.22 0.208 0.38 1.135 1.64 1.328** 2.08
HHI  − 1.352  − 1.32  − 1.872**  − 2.03 2.507 0.77 2.135 0.67  − 0.940  − 0.81  − 1.303  − 1.24
Intercept Yes Yes Yes Yes Yes Yes
Ind FE Yes Yes No No Yes Yes
Firm FE No No Yes Yes No No
State FE Yes Yes Yes Yes Yes Yes
Year FE Yes Yes Yes Yes Yes Yes
N 6876 6876 6876 6876 4572 4572
Adj. R2 23.93% 27.00% 57.55% 61.57% 24.39% 27.70%
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positive. These results support the influence of CEO equity 
incentives and are consistent with the conclusions drawn by 
Kim et al. (2023), who claim that CSR engagement can be 
motivated by the agency problem. The coefficients on Inter-
nal are − 0.130 and − 0.079, as shown in Columns (1) and 
(3), respectively. These results are in line with the findings 
of Zhao et al. (2023) and indicate that internal promotion 
opportunities discourage CSR engagement. However, the 
coefficients on Industry, which represents another external 
tournament, as suggested by Chowdhury et al. (2022), are 
not significant. One possible reason is that the influence of 
external promotion incentives is reflected mostly in local 
tournaments rather than industry tournaments, thus further 
confirming and emphasizing the key role of geographic 
peer effects in this context. The effects of the covariates are 
broadly in line with those reported in prior corporate social 
responsibility research (e.g., Choi et al., 2023; Dunbar et al., 
2020). Enterprises that are larger, have greater profitability, 
and have higher cash flows have more resources available to 
them and are thereby more likely to engage in CSR activi-
ties. The positive and significant coefficient on RD confirms 
the findings reported by Padgett and Galan (2010) and is 
consistent with the argument that both R&D development 
and CSR performance are strategies used to gain competitive 
advantages. Similar to the results reported by Chowdhury 
et al. (2022), the intensity of capital expenditure is related 
to the life cycle of corporations and has a positive impact 
on CSR performance. Additionally, leverage, inventory and 
receivable intensity, and market competition have slightly 
negative impacts on CSR performance.

To alleviate concerns regarding endogeneity and omit-
ted variables, a model that includes firm fixed effects is 
employed. As shown in Column (5), the coefficient on LT 
is − 0.058 with a t value of − 2.80. When the dependent vari-
able is CSR2, which excludes the governance factor, the 
coefficient on LT is − 0.050. These findings confirm the 
hypothesis that geographic compensation gaps have a nega-
tive influence on corporate social performance after taking 
into account equity incentives, other tournament incentives 
and firm-level time-variant factors. Some unknown fac-
tors might affect both the level of local compensation and a 
firm’s CSR scores. To mitigate this issue, this study employs 
a propensity score matching approach. As illustrated in Col-
umns (9) and (11), the coefficient on LT is − 0.050 when 
the dependent variable is CSR1, and the coefficient on LT 
is − 0.047 when the dependent variable is CSR2. These con-
sistently negative coefficients suggest that in comparison to 
enterprises that exhibit similar firm characteristics, enter-
prises with CEOs who face greater local tournaments are 
associated with lower investments in CSR projects.

The consistent and robust findings across all models 
displayed in Table 3 provide evidence to support the main 
hypothesis, which posits that the local compensation gap 

acts as an incentive mechanism that shapes top managers’ 
risk preferences and behaviour. This gap decreases agency 
costs and constrains managers from making self-interesting 
investment decisions. Consistent with the argument that 
geographic segregation exists in the labour market (Zhao, 
2018), these findings indicate that in addition to industrial 
peer effects based on economic links, geographic compen-
sation tournaments have separate and significant influences 
on managerial behaviour and corporate social investment 
decisions.

Although the lead-lag analysis shown in Table 3 estab-
lishes a negative causal association between local payment 
gaps and subsequent CSR activities, the ways in which dif-
ferent aspects of social performance are affected are not 
identified. In this study, the effects of local compensation 
gaps on seven categories of corporate social performance 
are analysed, and the results are displayed in Table 4. Panel 
A shows the descriptive statistics for the seven categories. 
The mean values of community, diversity, employee rela-
tions, and environment are 0.117, 0.103, 0.055, and 0.112, 
respectively. These findings indicate that within these four 
categories, the average company exhibits more strengths 
than concerns. However, the mean values of human rights, 
product, and governance are − 0.038, − 0.122, and − 0.337, 
respectively. These findings indicate that within these three 
categories, the average company exhibits more concerns 
than strengths. The descriptive statistics of these catego-
ries are also comparable to those reported in prior studies 
(e.g., Amin et al., 2020; Borghesi et al., 2014) and suggest 
that the sample companies perform better in the areas of 
diversity, environment, employee relations, and community 
social activities but worse in the areas of human rights, prod-
uct and governance social activities. Panel B presents the 
empirical analysis including industry, state and year fixed 
effects. The coefficient on LT in Column (1) is − 0.008 with 
a t value of − 2.51, and the coefficient on LT in Column 
(3) is − 0.023 with a t value of − 3.41, thus indicating that 
local payment gaps motivate managers to invest less in the 
community and diversity categories. Regarding the other 
categories, however, no significant links are found. Panel 
C presents the findings including firm, state and year fixed 
effects, which exhibit some differences from those shown in 
Panel B when firm variant factors are considered. In Column 
(1), the coefficient on LT is still negative but not significant. 
However, Column (3) shows that the coefficient is − 0.021 
with a t value of − 2.41, which is consistently negative 
and significant at the 5% level. In Columns (7) and (11), 
the coefficients on LT are − 0.015 (t =  − 1.78) and − 0.007 
(t =  − 2.21), respectively. This result suggests that manag-
ers with greater local tournament incentives are less moti-
vated to invest in diversity, environment, and product social 
activity categories. In terms of the employee, human rights 
and corporate governance categories, no significant links 
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Table 4  The impact of local tournament incentives on CSR categories

Panel A Descriptive statistics

Variable N Mean Standard devia-
tion

25th Percentile Median 75th Percentile

Community 6876 0.117 0.498 0.000 0.000 0.000
Diversity 6876 0.103 1.416  − 1.000 0.000 1.000
Employee Relations 6876 0.055 1.104 0.000 0.000 0.000
Environment 6876 0.112 0.873 0.000 0.000 0.000
Human Rights 6876  − 0.038 0.255 0.000 0.000 0.000
Product 6876  − 0.122 0.568 0.000 0.000 0.000
Governance 6876  − 0.337 0.697  − 1.000 0.000 0.000
Panel B The impacts of local tournament incentives on the categories while controlling for industry, state and year fixed effects

Dep = Community Dep = Diversity Dep = Employee 
Relations

Dep = Environment Dep = Human Rights Dep = Product Dep = Governance

(1) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11) (12) (13) (14)

Estimate t 
Value

Estimate t Value Estimate t Value Estimate t Value Estimate t Value Estimate t Value Estimate t 
Value

LT  − 0.008**  − 2.51  − 0.023***  − 3.41  − 0.001  − 0.26  − 0.004  − 0.80 0.000 0.16 0.002 0.64  − 0.001  − 0.19
Inter-

nal
 − 0.017***  − 3.56  − 0.019  − 1.61  − 0.032***  − 3.18  − 0.008  − 1.10 0.000 0.04  − 0.005  − 0.98  − 0.051***  − 7.29

Indus-
try

 − 0.004  − 0.84 0.018** 2.00  − 0.007  − 0.88  − 0.006  − 0.93 0.002 0.57 0.005 0.92 0.008 1.56

Vega 0.026*** 4.47 0.070*** 5.17 0.014 1.18 0.026*** 2.62 0.002 0.57 0.019*** 2.75  − 0.013  − 1.56
Delta 0.000 0.06  − 0.039***  − 2.99  − 0.002  − 0.15  − 0.018**  − 2.18 0.000 0.15 0.003 0.51  − 0.004  − 0.53
Size 0.115*** 14.84 0.496*** 29.39 0.155*** 10.35 0.110*** 8.83  − 0.014***  − 3.48  − 0.082***  − 10.03  − 0.065***  − 6.53
ROA 0.192** 2.55 0.268 1.35 0.623*** 3.19 0.183 1.37 0.052 1.27  − 0.043  − 0.47 0.356*** 3.06
RD 0.862*** 6.08 2.512*** 7.12 2.473*** 7.63 1.602*** 7.01 0.086 1.40  − 0.159  − 1.04  − 0.428**  − 2.09
Capx 0.295** 1.99 0.425 1.18 0.170 0.51 0.288 1.04 0.211** 2.41 0.906*** 5.10 0.506** 2.29
Invrec  − 0.142***  − 3.09  − 0.930***  − 7.93  − 0.554***  − 5.08  − 0.300***  − 3.66  − 0.041  − 1.43 0.250*** 4.31 0.244*** 3.54
Lever-

age
 − 0.007  − 1.62  − 0.001  − 0.19  − 0.019**  − 2.31  − 0.002  − 0.32  − 0.001  − 0.83  − 0.004  − 0.89  − 0.007*  − 1.71

Cash  − 0.011  − 0.13  − 0.609***  − 2.63 1.090*** 5.08 0.343** 2.21  − 0.009  − 0.18 0.143 1.32  − 0.191  − 1.41
HHI  − 0.002  − 0.01 1.702*** 3.94  − 1.315***  − 3.43  − 0.228  − 0.71  − 0.712***  − 5.66  − 1.065***  − 4.65 0.356 1.48
Inter-

cept
Yes Yes Yes Yes Yes Yes Yes

Ind 
FE

Yes Yes Yes Yes Yes Yes Yes

State 
FE

Yes Yes Yes Yes Yes Yes Yes

Year 
FE

Yes Yes Yes Yes Yes Yes Yes

N 6876 6876 6876 6876 6876 6876 6876
Adj. 

R2
21.65% 41.75% 21.93% 21.02% 13.79% 17.94% 21.12%

Panel C The impacts of local tournament incentives on the categories while controlling for firm, state and year fixed effects

Dep = Community Dep = Diversity Dep = Employee 
Relations

Dep = Environment Dep = Human Rights Dep = Product Dep = Governance

(1) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11) (12) (13) (14)

Estimate t Value Estimate t Value Estimate t Value Estimate t Value Estimate t Value Estimate t Value Estimate t Value

LT  − 0.003  − 0.99  − 0.021**  − 2.41 0.000 0.05  − 0.015*  − 1.78  − 0.003  − 1.32  − 0.007**  − 2.21  − 0.008  − 1.40
Internal  − 0.010*  − 1.68  − 0.002  − 0.20  − 0.010  − 0.79  − 0.007  − 0.76  − 0.003  − 0.72 0.002 0.37  − 0.035***  − 4.68
Indus-

try
 − 0.003  − 0.45 0.004 0.38  − 0.016**  − 2.37  − 0.012  − 1.65  − 0.001  − 0.13 0.004 0.59 0.005 0.83

Vega 0.011 0.90 0.008 0.41  − 0.008  − 0.32 0.026 1.19  − 0.003  − 0.31  − 0.004  − 0.29 0.010 0.55
Delta  − 0.006  − 1.02  − 0.011  − 0.62 0.010 0.58  − 0.038*  − 1.79 0.003 0.49 0.020* 1.70  − 0.026*  − 1.70
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with CSR performance are observed, suggesting that CEOs 
exhibit no significant social performance reactions in these 
three areas in response to geographic tournament incentives. 
Overall, by testing the influence of local tournament incen-
tives on CSR activities by category, this research reveals 
that local tournament incentives have a strong and consistent 
effect on the diversity category; slight effects on the commu-
nity, environment and product categories; and no significant 
effects on employee relations, human rights or governance 
categories. One possible explanation for these findings is 
that the diversity category applies to only a subset of the 
workforce but is recognized as being of critical importance 
and can be observed and adjusted directly, while employee 
relations represent a broader measure of workforce-related 
social performance that affects the treatment of all employ-
ees (Al-Shammari et al., 2019; Flammer & Luo, 2017). The 
governance attribute measures compensation, ownership 
structure and accounting quality, which are associated with 
the company’s operational structure rather than with social 
behaviour (Cronqvist & Yu, 2017). The subcategories of 
human rights are generally applicable to firms featuring for-
eign operations and tend to exhibit no variation in the short 
term (Chen et al., 2020).

The Enforceability of Noncompete Agreements

While previous evidence has supported a negative causal 
association between local payment gaps and CSR perfor-
mance, in this study, the enforceability of noncompete provi-
sions is further employed to confirm this causal claim. Non-
compete provisions are widely used in the United States to 
protect trade secrets by mandating lock periods and impos-
ing turnover costs on employees. Aobdia (2018) suggests a 
positive linkage between the enforcement of NCAs and the 
proprietary costs of disclosure. Because CEOs play a key 
role in firm operations, have access to trade secrets and con-
trol the core team that offers advantages to firms, noncom-
pete covenants are included in CEO compensation contracts. 
Kini et al. (2021) report that the restrictions on job mobility 
imposed by NCAs affect CEO incentives and compensa-
tion contracts. The enforceability of NCAs in different states 
causes managers to respond to local tournament prizes in 
different ways. Therefore, the actual ability and incentive of 
CEOs to acquire tournament prizes are anticipated to be con-
strained by NCAs such that the influence of local compensa-
tion gaps on social performance is less significant in states 
with stricter NCA enforceability. To measure the degree to 
which NCAs are enforced, Garmaise (2011) constructs an 

Interest are marked in bold
This table reports the impacts of LT on CSR proxy categories. The dependent variables are community, diversity, employee relations, environ-
ment, human rights, product and governance. The independent variable of interest is local tournament incentives. Panel B presents models con-
trolling for industry, state and year fixed effects, and Panel C presents models controlling for firm, state and year fixed effects
*p < 0.1, **p < 0.05, ***p < 0.01

Table 4  (continued)

Panel C The impacts of local tournament incentives on the categories while controlling for firm, state and year fixed effects

Dep = Community Dep = Diversity Dep = Employee 
Relations

Dep = Environment Dep = Human Rights Dep = Product Dep = Governance

(1) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11) (12) (13) (14)

Estimate t Value Estimate t Value Estimate t Value Estimate t Value Estimate t Value Estimate t Value Estimate t Value

Size 0.058*** 2.70 0.185*** 3.41 0.075 1.11  − 0.198**  − 2.19  − 0.005  − 0.23  − 0.051*  − 1.76  − 0.103***  − 3.23
ROA 0.049 0.71 0.006 0.03 0.104 0.43 0.077 0.53 0.038 0.53 0.097 1.09 0.169 1.17
RD 0.231 1.02  − 0.373  − 0.53  − 0.470  − 0.39  − 1.314*  − 1.70  − 0.112  − 0.48  − 0.556  − 1.28  − 0.585  − 0.99
Capx 0.179 0.66  − 0.461  − 1.24  − 0.211  − 0.44 0.187 0.47 0.336 1.37 0.243 0.85 0.001 0.00
Invrec  − 0.051  − 0.51  − 0.020  − 0.05 0.386 1.32 0.134 0.38  − 0.170**  − 2.03 0.199 1.19 0.395 1.61
Lever-

age
0.003 0.58  − 0.011  − 1.05  − 0.012  − 1.41 0.018 1.62  − 0.003  − 1.26  − 0.003  − 0.40  − 0.006  − 0.82

Cash  − 0.078  − 0.87  − 0.526*  − 1.72 0.563** 2.42 0.212 1.08 0.012 0.20 0.073 0.67  − 0.051  − 0.29
HHI  − 0.303  − 0.47 1.246* 1.81 0.397 0.31 2.438*** 2.69  − 1.067  − 1.55  − 0.704  − 0.91 0.301 0.49
Inter-

cept
Yes Yes Yes Yes Yes Yes Yes

Firm 
FE

Yes Yes Yes Yes Yes Yes Yes

State 
FE

Yes Yes Yes Yes Yes Yes Yes

Year FE Yes Yes Yes Yes Yes Yes Yes
N 6876 6876 6876 6876 6876 6876 6876
Adj. R2 51.00% 70.29% 46.72% 49.35% 31.92% 50.25% 37.61%
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enforcement index, and Ertimur et al. (2018) update this 
index to 2013; in this context, a higher index score indi-
cates stronger NCA enforcement.  To confirm the causal 
relationship, the influence of the change in the enforcement 
of NCAs is explored, and a difference-in-differences analysis 
is employed to examine whether managers’ CSR decisions 
change in response to changes in enforceability. The vari-
able Increase takes a value of 1 if the state strengthens the 
enforcement of NCAs after year t, a negative value if the 
state weakens the enforcement of NCAs after year t, and a 
value of 0 otherwise.

As shown in Table  5 and Column (1), the coeffi-
cient on LT is − 0.040 (t =  − 2.59), which is negative 
and significant at the 1% level, confirming the preced-
ing argument. More importantly, the coefficient on the 
interaction term LT × Increase is 0.100 (t = 2.98). These 
findings indicate that for corporations in states featur-
ing an improvement in NCA enforceability, the negative 
influence of local compensation gaps on CSR perfor-
mance is less sensitive because, in contrast to CEOs in 
states without such changes, CEOs in states with changes 
in NCA enforceability face a reduction in job opportu-
nities; although they can attain the same rank in local 
competitions and thus reduce their engagement in CSR 
activities, their actual ability to compete in local tourna-
ments is constrained by labour mobility restrictions and 
high turnover costs. When corporate social performance 
is measured by CSR2, the findings are comparable. The 
coefficient on LT is − 0.038 with a t value of − 2.67, and 
the coefficient on LT × Increase is 0.089 with a t value of 
2.94. To isolate the potential influence of industry peers, 
this research further employs industry-adjusted social 
performance scores, i.e., Indadj_CSR1 and Indadj_CSR2. 
The variable Indadj_CSR1 (Indadj_CSR2) is measured 
by subtracting the median value of the 2-digit industry 
CSR1 (industry CSR2) from CSR1 (CSR2). As shown in 
Columns (5) and (7), the coefficients on LT × Increase are 
0.107 and 0.085, respectively. These results indicate that 
an increase in the enforcement of NCAs attenuates the 
impact of geographic tournament incentives on industry-
adjusted social outcomes.

However, the coefficients on Internal × Increase and 
Delta × Increase are all nonsignificant across regres-
sions, and the coefficients on Industry × Increase are only 
slightly significant in Column (3), thus indicating that 
the effect of the changes in labour mobility constraints is 
likely reflected in local tournament incentives and pro-
viding evidence to support the preceding argument that 
geographic peer effects dominate external incentives. In 
summary, the findings shown in Table 5 confirm the geo-
graphic segmentation effect and offer further support for 
the causal linkage between local compensation gaps and 
CSR performance.

Change Design Analysis

To take the possibility of reverse causality into account in 
further depth, this research uses change design analysis, 
which focuses on the first differences in both the dependent 
and independent variables. If the change in compensation 
gaps is related to a change in CSR performance in the 
following period, it can be concluded that higher local 
tournament incentives causally lead to lower CSR scores. 
The same Eq. (1) is used, and all variables are reported 
in the form of changes. Table 6 reports the results for the 
change design test. In Column (1), the coefficient on Δ LT 
is − 0.021 (t =  − 1.82), thus suggesting that an increase in 
local tournament incentives reduces CSR investments. In 
Column (3), the coefficient on Δ LT is consistently negative 
and significant. These findings eliminate the reverse 
causality concern and provide further evidence to support 
the primary hypothesis that CSR activities decrease with 
increasing geographic compensation gaps.

The Role of CEO Characteristics

Next, in this research, the question of whether CEO-specific 
characteristics influence the negative relationship between 
local compensation gaps and CSR performance is explored 
once again. Although the literature has supported the claim 
that CEO characteristics impact social performance, it is 
difficult to identify consistent findings based on empirical 
evidence because of the inconclusive interactions among 
different characteristics in terms of their relationships with 
CSR (Bhaskar et al., 2023). Based on upper echelons theory, 
researchers have identified demographic characteristics as 
drivers of managerial decisions. The extant literature has 
reported that women generally exhibit communal quali-
ties, such as helpfulness, concern for others, compassion 
and kindness, that are attributed to moral standards (Deaux 
& Lewis, 1984; Eagly & Karau, 2002). Therefore, female 
CEOs are more likely to behave in a manner consistent with 
a sense of morality and to prefer ethical-related strategies 
and engagement in CSR activities (Zhang et al., 2023). In 
addition to CEO gender, CEO tenure is a driver of manage-
rial preference. Chen et al. (2019) report that early in their 
tenure, CEOs are incentivized to improve CSR performance 
as a strategy to signal their ability and mitigate career con-
cerns; accordingly, there is a negative association between 
CEO tenure and CSR. Chen et al. (2023) also address the 
signalling effect of CSR and argue that the incentive for 
CEOs to signal their talent decreases over time; therefore, 
early tenure CEOs have a stronger tendency to report CSR 
due to the pressure entailed by their career prospects. CEO 
age is another key demographic characteristic because a 
person’s age is related to his or her succession anticipation 
priority, thus affecting risky investments in CSR projects 
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(Meier & Schier, 2021). Fabrizi et al. (2014) find that com-
panies with older CEOs exhibit higher CSR performance 
than other firms. However, CEO age affects career horizons 

and psychological assessments of career security, imply-
ing that older CEOs have a weaker tendency to engage in 
CSR activities because their career horizons are becoming 
shorter, thus causing these CEOs themselves to become risk 
averse (Oh et al., 2016). Although prior studies have sug-
gested an association between CEO demographic charac-
teristics and corporate social performance, the question of 
whether demographic characteristics affect CEOs’ responses 
to external incentives is unclear. In this study, the possibility 
of variation in this geographic effect is tested using three 
proxies of demographic characteristics: CEO tenure, CEO 
gender, and CEO age (Bhaskar et al., 2023).

As reported in Table 7, Columns (1) and (3), the coef-
ficients on Tenure are negative, a finding that is in line with 
the argument made by Chen et al. (2019), who posit that 
early tenure CEOs have a stronger tendency to signal their 
ability through CSR engagement but that this effect becomes 
insignificant after accounting for local tournament incen-
tives. Additionally, the coefficients on LT × Tenure are 0.012 
and 0.006 and are insignificant. In Columns (5) and (7), the 
coefficients on LT × Female are negative but insignificant, 
suggesting no significant differences between male CEOs 

and female CEOs in terms of their engagement in CSR in 
response to external tournament incentives. Regarding CEO 

Table 6  Change design analysis

Interest are marked in bold
This table presents the effect of a change in local tournament incen-
tives on the corresponding change in CSR. The dependent variables 
are CSR1 and CSR2. The independent variable of interest is LT. All 
control variables are presented in the form of changes. Columns (1)–
(4) represent the models controlling for industry, state and year fixed 
effects
*p < 0.1, **p < 0.05, ***p < 0.01

Dep=ΔCSR1 Dep=ΔCSR2

(1) (2) (3) (4)

Estimate t Value Estimate t Value

ΔLT  − 0.021*  − 1.82  − 0.017*  − 1.75
Intercept Yes Yes
ΔControls Yes Yes
Ind FE Yes Yes
State FE Yes Yes
Year FE Yes Yes
N 5663 5663
Adj. R2 8.51% 2.32%

Table 7  The impact of CEO characteristics

Interest are marked in bold
This table reports the impacts of CEO characteristics and LT on CSR. The dependent variables are CSR1 and CSR2. CEO characteristics 
include CEO tenure (Tenure), CEO gender (Female), and CEO age (Age). LT measures local tournament incentives. Columns (1)–(12) represent 
the models controlling for the interaction terms of other CEO incentives and CEO characteristics as well as for industry, state and year fixed 
effects
*p < 0.1, **p < 0.05, ***p < 0.01

Dep = CSR1 Dep = CSR2 Dep = CSR1 Dep = CSR2 Dep = CSR1 Dep = CSR2

(1) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11) (12)

Estimate t Value Estimate t Value Estimate t Value Estimate t Value Estimate t Value Estimate t Value

LT  − 0.040*  − 1.92  − 0.036*  − 1.91  − 0.031**  − 2.10  − 0.031**  − 2.22  − 0.031*  − 1.83  − 0.027*  − 1.76
Tenure  − 0.529  − 1.01  − 0.357  − 0.75
LT × Tenure 0.012 0.51 0.006 0.30
Female  − 1.418  − 0.56  − 1.268  − 0.54
LT × Female  − 0.078  − 1.02  − 0.069  − 0.99
Age  − 0.697  − 1.25  − 0.558  − 1.09
LT × Age  − 0.012  − 0.49  − 0.021  − 0.92
Intercept Yes Yes Yes Yes Yes Yes
Controls Yes Yes Yes Yes Yes Yes
Ind FE Yes Yes Yes Yes Yes Yes
State FE Yes Yes Yes Yes Yes Yes
Year FE Yes Yes Yes Yes Yes Yes
N 6876 6876 6876 6876 6876 6876
Adj. R2 23.93% 27.01% 24.35% 27.47% 24.08% 27.11%



224 Y. Tan 

age, the coefficients on Age in Columns (9) and (11) are neg-
ative, a finding that is in line with the argument made by Oh 
et al. (2016), who posit that older CEOs become risk averse 
and thereby reduce investments in CSR projects. However, 
the impact of CEO age on CSR becomes insignificant after 
accounting for the geographic peer effect. Moreover, the 
coefficients on LT × Age are also negative but not signifi-
cant. Across all regressions, the coefficients on LT remain 
negative and significant, thereby further confirming the key 
role played by local tournament incentives in determining 
corporate social performance. Additionally, the results sug-
gest that CEO demographic characteristics, including ten-
ure, gender, and age, have no influence on the association 
between geographic compensation gaps and social perfor-
mance, thus indicating no obvious differences in the CSR 
decisions made by CEOs with different characteristics in 
response to local tournament incentives. These results sup-
port the generalized influence of this factor for CEOs with 
different demographic characteristics.

The Role of the Level of State Development

Geographic segmentation leads to differences in local 
knowledge, professional labour sources, economic devel-
opment, and governmental connections across states. Zhao 
(2018) claims that top management markets are locally 
segmented, and Schoar and Zuo (2017) note that economic 
development affects managerial styles and investment condi-
tions. Additionally, the degree of state development affects 
the funding resources and investment opportunities avail-
able (Gao et al., 2021; Gulen & Ion, 2016). As a further test 
for geographic peer effects, this research analyses whether 
the linkage between local compensation gaps and corpo-
rate social performance is sensitive to the degree of state 
development, as measured by annual state gross domestic 
product (GDP).5 An indicator variable, High_GDP, takes 
the value of 1 if companies are in states featuring an annual 
GDP greater than the median value of the all states and 0 
otherwise.

Table 8 presents the results. The coefficients on High_
GDP are positive but not significant. More importantly, the 
interaction term LT × High_GDP is used to measure the 
incremental influence of local development on the link-
age between payment gaps and CSR. The coefficients on 
LT × High_GDP are − 0.097 (t =  − 2.80) in Column (1) 
and − 0.078 (t =  − 2.46) in Column (3), thus indicating 
consistent effects across alternative CSR measures. These 
results confirm the proposition that CEOs of firms in more 
developed states react more strongly to external tournament 

incentives regarding CSR activities. One plausible reason 
for this result is that more developed states offer additional 
sources and investment opportunities that can lead to adjust-
ments in investment decisions.

Alternative Modelling

In the prior analysis, a widely used lead-lag empirical model 
is employed to identify the causal relationship between local 
tournament incentives and CSR performance. Other studies 
have employed concurrent models to test the concurrent 
influence of firm characteristics on CSR scores (e.g., Cho & 
Lee, 2019; Kim et al., 2019). As a further test, the following 
regression is used:

Table 9 presents the results of the regression of Eq. (2). 
The coefficient on local tournament incentives in Column (1) 
is − 0.034 with a t value of − 2.27, and the coefficient in Col-
umn (3) is − 0.033 with a t value of − 2.36. These results are 
in line with the claim that geographic tournaments influence 
managerial behaviour and investment decisions and further 

(2)

CSRt =�0 + �1LTt−1 + �2Internalt−1
+ �3Industryt−1 + �4Vegat−1
+ �5Deltat−1 + Controlst
+ Fixedeffects + �.

Table 8  The impact of state development

Interest are marked in bold
This table reports the impacts of state development and local tour-
nament incentives on CSR. The dependent variables are CSR1 and 
CSR2. High_GDP is an indicator variable that takes the value of 1 
if firms are in states that feature annual GDP values greater than the 
median value of all states and 0 otherwise. LT measures local tour-
nament incentives. Columns (1)–(4) represent the models controlling 
for the interaction terms of other CEO incentives and High_GDP as 
well as for industry, state and year fixed effects
*p < 0.1, **p < 0.05, ***p < 0.01

Dep = CSR1 Dep = CSR2

(1) (2) (3) (4)

Estimate t Value Estimate t Value

LT  − 0.012  − 0.74  − 0.015  − 1.01
High_GDP 0.237 0.38 0.174 0.31
LT × High_GDP  − 0.097***  − 2.80  − 0.078**  − 2.46
Intercept Yes Yes
Controls Yes Yes
Ind FE Yes Yes
State FE Yes Yes
Year FE Yes Yes
N 6876 6876
Adj. R2 24.06% 27.11%

5 The data regarding GDP by state is obtained from https:// www. bea. 
gov/.

https://www.bea.gov/
https://www.bea.gov/
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influence corporate social performance after accounting for 
current firm characteristics. Furthermore, both the current 
and lagged values of firm factors and the empirical results 
are presented in Columns (5) to (8). The coefficients on LT 
are still consistently negative and significant. Overall, these 
data indicate that the main argument that geographic seg-
mentation has a causal impact on CSR activities is robust to 
alternative proxies and models.

Conclusion

In this paper, the questions of whether and how companies 
change their CSR performance in response to geographic 
peer effects are examined. The primary analysis focuses 
on the causal relationship between local tournament incen-
tives and CSR scores. The extant literature has proposed 
two contradictory theories to explain corporate decisions to 
participate in CSR activities. The value-enhancing motiva-
tion theory posits that managers engage in long-term CSR 
projects because such projects improve the firm’s reputa-
tion, client relations, and profitability. However, the value-
decreasing argument claims that CSR projects are risky 
and do not entail direct returns for corporations; therefore, 
managers engage in some projects to benefit their individual 
reputations at the expense of shareholders, even though these 
projects may be value-decreasing. The developing tourna-
ment theory suggests that competition throughout the state 
creates local tournaments for managers and affects mana-
gerial behaviour and corporate policies (Ma et al., 2020). 
Extending this line of study, this paper fills the research gap 
regarding the relationship between geographic segmenta-
tion and CSR performance and provides evidence to sup-
port the value-destroying view, which posits that to signal 

their ability and win the tournament prize, managers tend 
to participate in fewer CSR activities. This paper also tests 
the impact of this situation on different CSR categories, 
revealing effects on the dimensions of diversity, community, 
environment and product; however, no evidence was found 
to support impacts on employee relations, human rights, or 
governance.

To confirm the causal association between local tourna-
ment incentives and CSR performance, the change in the 
enforceability of noncompete provisions, which imposes 
turnover costs on executives and thus restricts their mobility, 
is employed. In states featuring improved enforceability of 
NCAs, the influence of local tournament incentives on CSR 
performance is found to be weaker. Moreover, to isolate the 
geographic peer effect from the industry peer effect, indus-
try-adjusted CSR scores are employed, thereby confirming 
the influence of a change in NCA enforceability on a firm’s 
industry-adjusted CSR performance.

In this study, the importance of the geographic peer effect 
is highlighted. In contrast to the industry peer effect, which 
is based on economic links, the geographic peer effect is 
less directly observable but nevertheless shapes managerial 
behaviour and preferences based on local knowledge and 
labour market segmentation. This work enriches the research 
on geographic segmentation by exploring whether and how 
local competition affects CEOs’ moral values and ethical 
standards.

The findings also contribute to research on the drivers of 
CSR performance and provide new evidence to inform the 
debate between value-enhancing theory and value-destroy-
ing theory. This paper extends the extant research on how 
social performance is driven by CEOs’ incentives based 
on tournament theory, and the findings of this paper show 
that local compensation tournaments dominate CEO equity 

Table 9  Alternative modelling

Interest are marked in bold
This table shows the results obtained using an alternative model. The dependent variables are CSR1 and 
CSR2. LT measures local tournament incentives. Columns (1)–(8) represent the models controlling for 
industry, state and year fixed effects
*p < 0.1, **p < 0.05, ***p < 0.01

Dep = CSR1 Dep = CSR2 Dep = CSR1 Dep = CSR2

(1) (2) (3) (4) (5) (6) (7) (8)

Estimate t Value Estimate t Value Estimate t Value Estimate t Value

LT  − 0.034**  − 2.27  − 0.033**  − 2.36  − 0.035**  − 2.30  − 0.033**  − 2.40
Intercept Yes Yes Yes Yes
Controls Yes Yes Yes Yes
Ind FE Yes Yes Yes Yes
State FE Yes Yes Yes Yes
Year FE Yes Yes Yes Yes
N 6865 6865 6865 6865
Adj. R2 23.65% 26.61% 24.07% 27.14%
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and tournament incentives and emphasize the importance 
of company location, thus focusing regulators’ attention on 
top manager competition within state and compensation 
contracts.

Similar to most related studies, this paper has certain 
limitations. First, the research is based on observations from 
the U.S., and the conclusions are probably not generalizable 
to other countries that feature different labour markets and 
geographic structures. Another important caveat is that the 
sample covers only periods for which data are available, thus 
limiting the generalizability of the findings. Additionally, 
corporate social performance is measured by reference to a 
widely used proxy, which may not capture all relevant under-
lying attributes. Future studies could explore how different 
country characteristics and time-variant factors influence 
geographic peer effects on social performance.

Appendix: Variable Definitions

Variable Definition

CSR1 Net CSR rating score based on 
seven data categories rooted in 
KLD ratings, i.e., community, 
diversity, governance, employee 
relations, environment, human 
rights, and product

CSR2 Net CSR rating score based on 
six data categories rooted in 
KLD ratings, i.e., community, 
diversity, employee relations, 
environment, human rights, and 
product

LT Natural log of the pay gap between 
the CEO under consideration 
and the second-highest-paid 
CEO at a similarly sized firm in 
the same state

Internal Natural log of the pay gap between 
the CEO under consideration 
and VPs

Industry Natural log of the pay gap between 
the CEO under consideration 
and the second-highest-paid 
CEO in the same 2-digit industry

Vega Natural log of CEO’s total port-
folio Vega, which is calculated 
as the change in the value of the 
CEO’s equity holdings resulting 
from a 1% change in the stand-
ard deviation of stock returns

Variable Definition

Delta Natural log of CEO's total port-
folio delta, which is calculated 
as the change in the value of the 
CEO’s equity holdings resulting 
from a 1% change in stock price

Size Natural log of total revenue
ROA Ratio of return to total assets
RD Ratio of research and development 

expenses to total assets
Capx Ratio of capital expenditures to 

total assets
Invrec Ratio of the sum of inventory 

and accounts receivable to total 
assets

Leverage Total debt divided by total equity
Cash Ratio of cash flows from operating 

activities to total assets
HHI Herfindahl–Hirschman Index, 

which is calculated by squar-
ing the market share of each 
firm competing in the market 
and then summing the resulting 
numbers
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