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Abstract Recently some emphasis has been placed on measuring social and environ-
mental intellectual capital. The major weight of current literature focuses on explaining
its mediating role between corporate environmental and social responsibility and
corporate financial performance. This mediation approach aims at overcoming the
weaknesses of previous methodological frameworks, which recognized a direct casual
relationship between corporate social and environmental responsibility and financial
performance. This paper outlines a theoretical framework to comprehensively explain
the interrelationship among some mediating components for corporate environmental
and financial performance, such as social and environmental responsibility, intellectual
capital, innovation and competitive advantage. The analysis falls into the knowledge-
based view of firms and intellectual capital-based approach of firms and depends on
some rational and deductive epistemological reflections which assist in overcoming
some existing theoretical weaknesses in the field of corporate environmental and social
management.
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Introduction

Recently a significant debate regarding the relationship between corporate social and
environmental responsibility (CSER) and financial performance has taken place
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(Nikolaou and Evangelinos 2008). In order to clarify the basic findings of the current
literature, it is divided into two areas of research: (a) theoretical frameworks and (b)
empirical results. At a theoretical level, many scholars have proposed conceptual
frameworks to describe a potential positive relationship between CSER and corporate
financial performance (Stanwick and Stanwick 1998; Lopez et al. 2007; Lopez-Gamero
et al. 2009). However, some weaknesses exist for such frameworks mainly because
they use various terms for CSER, such as corporate social responsibility, corporate
citizenship, corporate sustainability, corporate responsibility, environmental business,
business ethics and triple bottom line (Carroll 1999; van Marrewijk 2003; Carriga and
Mele 2004). The divergences of these terms are explained by either a single-dimension
(e.g. only the environment) or a multiple-dimensional approach on various sustainabil-
ity issues (Dahlsrud 2008). Other significant weaknesses of the current theoretical
frameworks are their inability express of stakeholders’ expectations and CSER activ-
ities (O’Riordan and Fairbrass 2008) as well as the lack of an outline of the mediating
role of intangible assets and intellectual capital (IC) (Gardberg and Fombrun 2006).

At an empirical level, the findings of current studies are inconclusive since they
range from negative to positive (Aupperle et al. 1985; Freedman and Jaggi 1982;
Waddock and Graves 1997; Preston and O’Bannon 1997; Roman et al. 1999). This
vagueness seems to be associated with the lack of suitable measurement indicators (e.g.
using traditional financial indicators—return on investment (ROI)and return on asset
(ROA)—which only prove the overall corporate financial performance and does not
deal with the consequences of CSER on financial performance separately the (absence
of measuring intangible assets and uncertain causality of CSER and financial perfor-
mance (e.g. CSER affects financial performance or the opposite) (Surroca et al. 2010).

To overcome the weaknesses of the theoretical and empirical literature, some
approaches have been proposed to link CSER’s variables with competitive advantage
and firms’ performance, for instance, the resource-based view (RBV) of a firm (Branco
and Rodrigues 2006), intellectual capital (Chen 2008a; Surroca et al. 2010) and the
knowledge-based view (KBV) of a firm (Siltaoja 2014). A well-known modified
version of RVB for corporate environmental management has been introduced by Hart
(1995) who indicates that environmental investments (e.g. pollution prevention, prod-
uct stewardship and sustainable development) of firms assists in building a competitive
advantage (tacit and explicit knowledge) and gains social legitimacy (e.g. transparency,
stakeholder management and collaboration). Particularly, the resource-based thinking
highlights the capability of firms to constitute tangible (e.g. physical and financial) and
intangible resources (e.g. reputation, employees’ knowledge, IC). Corporate resources
play a key role in building sustainable competitive advantage essentially by reason of
(its) their internal capabilities, which are inimitable by competitors (Barney 1999) as a
result of outstanding features of firms such as being path dependent, causally ambitious
and socially complex (Colbert 2004).

Other scholars focus on green and social IC and KBV which is still in its infancy
(Chen 2008a; Surroca et al. 2010; Siltaoja 2014). A limited number of studies have
been carried out to shed light on different theoretical constructs through questionnaire-
based research and accounting scoring and benchmarking techniques (Chen 2008a;
Chang and Chen 2012; Polo and Vázquez 2008).

The existing literature offers helpful insights mainly for green IC without a concrete
and robust theoretical background. The majority of current academic works provide
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methodologies to record certain relationships between CSER and intellectual capital;
nevertheless, a theoretical approach to describe such relationships is lacking. In other
words, the gap in the research suggests that organizational knowledge creation derived
from CSEER project implication is evaluated without a concrete theoretical back-
ground. This paper suggests an overall theoretical framework to outline the prospective
relationships between CSER and corporate financial performance by mediating the role
of the social and environmental intellectual capital (S-EIC), innovation and competitive
advantage. This analysis is made through KBV and the intellectual-based approaches
which offer suitable conditions to revisit the roots of CSER and indicate the critical role
of firms in the modern market environment. The proposed framework suggests four
key interlinked components CSER, IC, innovation and sustainable competitive
advantage.

The rest of the paper is organized as follows. The next section outlines the review
objectives. In the BConceptual Framework—Proposition Development^ section, the
framework model and propositions have been developed. Management implications
have been developed in the BImplications for Corporate Social and Environmental
Responsibility Management^ section. The results and conclusion of the proposed
framework model is presented in the BConclusion^ section.

Theoretical Underpinning

The IC is a very significant feature of corporate dominance (Bontis et al. 2000; Chen
et al. 2005). A relevant consensus seems to exist regarding the content of IC which
generally encompasses three elements such as human capital (e.g. skills and qualifica-
tions of staff), structural capital (e.g. copyrights, patents, software) and relational capital
(e.g. customer and supplier relationships). The necessity of measuring these types of
capital mainly arises from the new concepts of knowledge-based economy which
requires new accounting techniques so as to overcome weaknesses of conventional
accounting techniques (Petty and Guthrie 2000; Berzkalne and Zelgalve 2014). This
implies that knowledge creation and quality of human resource capital play a critical
role in the competitiveness of firms in modern globalized market conditions.

Considerable attention has been paid to evaluation techniques to estimate corporate
IC and strategic management tools for managing and developing IC. Firstly, some
popular accounting techniques for measuring IC are Human Resource Accounting,
Economic Value Added (EVA), Balanced Score Card and Skandia Navigator (Bontis
et al. 2000; Chen et al. 2004). The value of IC has been calculated as the gap between
book and market values or as quantification of intangible assets. The empirical findings
mainly show a positive relationship between IC, financial performance and shareholder
value (Chen et al. 2005). Practically this means that the increase of IC expands the gap
between market and book value (Ruta 2009; Maditinos et al. 2011). Secondly, strategic
management tools play a critical role in designing well-fitting corporate strategies to
encourage employees’ participation in knowledge creating procedures for creating tacit
and explicit knowledge and strengthen the corporate capability so as to gain compet-
itive advantage (Polanyi 1967). Tacit knowledge includes personal attributes easily
transportable by employees when changing career. The explicit knowledge is restricted
within firms’ boundaries through database, manuals and guidelines. This knowledge is
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considered an important asset of firms which is difficult to transfer. The creation of
knowledge is a dialectic process between tacit and explicit knowledge within firms.
The following sub-sections aim to analyse how the findings of general IC could be
transferred to CSER and how such this experience could build a good foundation for
developing a theoretical basis for green IC.

Some General Thoughts for KBV

Knowledge is a vital asset for the business community in particular and economy in
general. Teece (2000) points out that corporate competitive advantage is inextricably
tied up with its ability to create, diffuse, use and maintain difficult-to-imitate knowledge
assets. Such assets are internally built up by firms where ‘know-how’ and ‘learning-by-
doing’ personal capabilities of employees are developed. Grant (1996a) supports that
the integration of knowledge is a crucial feature for a business to build a sustainable
competitive advantage. He identifies three basic characteristics for businesses which
achieve knowledge integration: (a) the ability of business to integrate knowledge
among its employees, (b) the well-defined scope of integration for creating useful types
of knowledge which is difficult for competitors to imitate and (c) the flexibility of
integration.

The knowledge assets are traditionally discussed by RBV and KBV. RBV explains
how internal resources of firms can generate sustainable competitive advantage
(Eisenhardt and Martin 2000). Barney (1991) defines resources as all firms’ capabili-
ties, organizational procedures, information and knowledge which assist firms in
designing efficiency and effectiveness strategies. The resources could be classified in
three general categories: physical capital resources (e.g. technology and equipment),
human capital resources (e.g. experience, intelligence) and organizational capital re-
sources (e.g. coordinating system, planning system). The sustainable competitive
advantage of firms remains when they have the ability to construct heterogeneous
organizational resources which are difficult-to-imitate, valuable, rare and non-
substitutable (Barney 1991). The valuable resources facilitate firms to design essential
strategies to effectively and efficiently exploit opportunities. Rationally, these resources
might be managed by firms in a special way because of employees’ unique talent (rare
resources) and thus create a competitive advantage over other competitors. These
particularities of resources (rareness and value) offer basic conditions of firms to build
a sustainable competitive advantage since they are imperfectly imitable. The imperfect
imitable features of resources are based on historical conditions (e.g. historical condi-
tions are a determinant of business performance and competitiveness), causally ambig-
uous (e.g. the relationship between resources and competitive advantage of firms is
poorly understood) and socially complex (e.g. resources are socially complex such as a
firm’s culture, reputation).

The RBV considers knowledge as a distinctive resource, among others, which is
made within a firm’s boundaries owing to employees’ experience, skills and abilities.
Chuang (2004) examines, through RBV, the way in which knowledge assists firms in
creating a sustainable competitive advantage. This tendency supposes that external
knowledge provides the necessary information for firms to operate but their capability
to transform this into a new and unique knowledge creates an opportunity to build
sustainable competitive advantage (Gold et al. 2001). Meso and Smith (2000) use RBV
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to explain the paths of knowledge creation and essential circumstances (e.g. socio-
technical perspective) which are necessary in order for firms to be able to create a
competitive advantage.

The KBV is sometimes considered an extension of RBV (Hoskisson et al. 1999)
and sometimes it is considered a separate theoretical approach to understand firms and
their procedures (Nonaka 1994; Grant 1996b). Nonaka et al. (2000a) (point out that
knowledge is not simply a separate resource among a set of others, but it also offers
essential circumstances for companies to gain a competitive advantage. They support
that knowledge is a key resource for creating sustainable competitive advantage and
very difficult to imitate as a result of the tacit characteristics of some types of
knowledge and distinctive organizational capabilities of firms. Nonaka (1994) de-
scribes this type of firm as a knowledge-creating entity where a suitably shaped place
(a ‘ba’ in Nonaka terminology) exists for creating new knowledge. Nonaka et al.
(2000a) provide a model for the knowledge-creating process (socialization, external-
ization, combination, internalization (SECI) model) where different combinations of
tacit and explicit knowledge are achieved in the daily process of firms which offer
perspectives for new knowledge.

Similarly, Grant (1996b) points out the necessity for the distinction between RBV
and KBV not only thanks to the key role of knowledge resources in building a firm’s
competitive advantage, but also because it would address certain primary topics of the
existing theory of firms such as ‘coordination within the firm, organizational structure,
the role of management and the allocation of decision-making rights, determinants of
firm boundaries and theory of innovation’ (p. 110). Sveiby (2001) considers KBV very
important because of the fact that people are true agents within firms who can design
strategies for the development of firms.

Knowledge, IC and KBV

A number of issues need to be clarified prior to an analysis of IC. Some of them are as
follows: what does the term knowledge mean? How is knowledge created within firms?
What are the basic elements of IC? How can IC go hand-in-hand with KBV? Certainly,
the basis of KBV is knowledge and the first responsibility is its clarification.
Diakoulakis et al. (2004) reveal the ambiguities associated with the term knowledge
owing to its identical use with the terms data and information. Essentially, the term
knowledge enclosed social and humanistic characteristics which need an explicit
framework to facilitate the transformation of information to knowledge (Nonaka
et al. 2000b). Furthermore, knowledge created inside firms should have some specific
characteristics such as transferability (e.g. the capability of knowledge to be transfer-
able within a firm), capacity for aggregation (e.g. to add new knowledge to recent
knowledge) and appropriability (e.g. to create new value for firms) (Grant 1996a).

A typical classification of knowledge has been made between tacit and explicit
knowledge (Polanyi 1967; Nonaka 1994). The former type includes private knowledge
of employees, and the latter type implies formal knowledge such as patents, manuals
and mathematical formulas. A literature’s main concern is the ways in which these
types of knowledge benefit firms. Nonaka et al. (2000a) state that an interaction
between these types of knowledge is a key factor for creating new knowledge,
innovations and conditions for competitive advantage. Similarly, Gold et al. (2001)
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suggest a strategic management tool for knowledge creation by mixing knowledge
content (tacit and explicit knowledge) and knowledge capability (process and infra-
structure) to outline a portfolio of knowledge opportunities (e.g. mining, growth,
codification and integration). A primary purpose of firms is to design the necessary
ways to translate knowledge into IC and financial value (Edvinsson and Sullivan 1996).
This stems from the perspective that IC is an important strategic asset which assists
firms in improving their financial performance (Belkaoui 2003). This implies the need
for a better knowledge creating process. To delineate knowledge procedures, Hussi
(2004) proposes a combination of Nonaka’s knowledge creating model (SECI model)
and IC principles in an effort to convert static into dynamic processes.

Another important issue is the relationship between knowledge and IC. The concept
of IC was introduced by John Kenneth Galbraith in 1996. Ever since, much ink has
been spent to clarify its content which mainly consists of three elements: (a) human
capital, (b) structural capital and (c) relational capital (Bontis 1998; Johnson 1999). The
first element encompasses knowledge, skills, talents, experience, know-how and abil-
ities of employees to create new products, management procedures and cooperation
within firms. The second element covers organizational routines, cultures, databases,
manuals, copyrights and patents. The final element pertains external relationships
between firms with consumers, suppliers and innovation units.

Many tools have been designed to evaluate IC through KBV such as knowledge
asset map and knowledge asset dashboard (Mar et al. 2004). Reed et al. (2006) consider
KBV and IC as two separate views which they emphasize on in different topics in an
effort to clarify dynamic relationships between knowledge and firms’ values. The KBV
examines the capability of firms to create new knowledge, while the IC view examines
how knowledge created by firms improves the value of firms. Essentially, IC could play
a critical role in helping KBV to be a complete theory of strategic management since it
could facilitate the connection between knowledge creations with sustainable compet-
itive advantage.

S-EIC

The terms green and social IC have recently been introduced in the literature of
corporate environmental and social responsibility management (Claver-Cortes et al.
2007; Chen 2008b). A popular justification of the use of IC is the mediating role it
plays among corporate social responsibility strategies, corporate financial performance
and competitive advantage. To date, many terms have been utilized to express IC such
as ‘sustainable’, ‘green’, ‘environmental’ and ‘social’ ICs.

The variety of IC terms could be explained simply by the different considerations of
each term. Some terms emphasize more on environmental issues, particularly on the
feedback between environmental management systems and IC (Chen 2008a; Lopez-
Gamero et al. 2009). Others focus on a triple-bottom-line approach and CESR (Wasiluk
2013; Chang and Chen 2012). In general, S-EIC is an adjustment to classic components
of IC and is consistent with the requirements of corporate environmental management,
corporate sustainability and corporate social responsibility (CSR). Chen (2008a) con-
siders that green IC consists of three components: green human capital, green structural
capital and green relational capital. Correspondingly, Lopez-Gamero et al. (2009)
describe sustainable IC as sustainable human capital, sustainable structural capital
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and sustainable relational capital. The first component, human capital, implies mainly
the contribution of human resources to create corporate sustainable value. The second
component, structural capital, includes organizational and technological parts such as
culture, organizational learning, ecological products, and cleaner production
technologies. Finally, relational capital implies relationships between firms and their
stakeholders. Baharum and Pitt (2009) emphasize that the integration of environmental
concerns into corporate strategy might assist in creating corporate green IC and green
knowledge capital by strengthening green human knowledge, green customer
knowledge and green structural knowledge. Chang and Chen (2012) contented that
CSR practices are associated positively with green IC of firms. Finally, a part of the
literature sought to draw suitable information regarding CSR, sustainability and IC
through accounting techniques (Pedrini 2007; Polo and Vázquez 2008). Essential
information regarding IC could be identified through sustainable and intellectual
reports (Polo and Vázquez 2008). Cordazzo (2005) considers that IC reports encom-
pass, to a great extent, environmental and social information. Guthrie et al. (2007)
suggest an extension of existing performance reports by incorporating CSR and IC
issues.

Conceptual Framework—Proposition Development

KBV–S-EIC

An important theoretical explanation of CSER is made through the business case view
where firms expect financial benefits and sustainable competitive advantage. The
drivers are classified mainly as internal (e.g. outstanding resources) and external (e.g.
suppliers, consumers). From an internal point of view, Hart (1995) points out that an
environmental management strategy is likely to strength the tacit knowledge of em-
ployees. Boiral (2002) notes that corporate environmental management could assist in
creating essential tacit knowledge to solve environmental issues and build particular
cultural characteristics in the working environment which facilitates knowledge ex-
change. Similarly, Preuss and Co’rdoba-Pachon (2009) support that knowledge man-
agement might equip firms with essential tools to face environmental and social
externalities.

A limitation of RBV is highlighted when trying to explain the linkage between
CSER and knowledge creation, as this approach places knowledge creation as a
standalone component among various corporate resources. Siltaoja (2014) supports
that CSER is likely to strengthen the corporate knowledge capital. Her approach relies
on a combination of the corporate social performance model of Wood (1991) and the
knowledge creating business model of Nonaka (1994). It aims to create a solid bond
between CSER and KBV. Similarly, Preuss and Co’rdoba-Pachon (2009) utilize the
KBVapproach as a suitable and necessary context to modify the conventional process-
es of firms to play a more productive (position role within society). Specifically, they
develop a (3 × 2) matrix for CSR knowledge processes to provide a gradual conversion
of CSR to new knowledge and identify benefits for firms (e.g. advance of stakeholder
dialogue). Guadamilas-Gomez and Donate-Manzanares (2011) recognize positive re-
lationships between ethical treatment of employees and innovations. Essentially, they
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point out that the adoption of CSER might enhance the possibilities of creating
intangible assets useful both for corporate financial performance and for human
resource management. CSER undoubtedly creates new knowledge within firms’
boundaries whether tacit or explicit knowledge (Boiral 2002).

Based on the aforementioned analysis, a rational proposition is:

Proposition 1: The corporate CSER will shape essential processes for creating
tacit and explicit knowledge.

Scholars assume that new knowledge creation as a result of CSER might offer an
essential background to well-designed CSER and IC (Boiral 2002; Daily and Huang
2001). This highlights the particular role of human resources in the successful imple-
mentation of CSER, corporate competencies and IC creation (Boiral 2002; Daily and
Huang 2001; Jabbour and Santos 2008). Analogous effects could be identified on
corporate structural capital (e.g. environmental patents, manuals, and management
routines) and relational capital (e.g. consumers, suppliers, employees, society and
investors).

Some rational propositions are as follows:

Proposition 2.1: The adoption of CSER assists firms in creating environmentally
and socially responsible human capital.
Proposition 2.2: The adoption of CSER assists firms in creating environmentally
and socially responsible structural capital.
Proposition 2.3: The adoption of CSER assists firms in creating environmentally
and socially responsible relational capital.

S-EIC and Competitive Advantage

The empirical studies have shown that green IC might engender a favourable setting for
the business community to build a competitive advantage (Saeidi et al. 2015). The
building of IC is not an inherent function of firms without certain conditions and
capabilities. The creation of IC needs two basic capabilities such as the combination
and the exchange of knowledge. The former process concerns the utilization of existing
knowledge to create new knowledge for solving problems and exploiting new
opportunities. The latter process focuses on the effective and efficient exchange of
knowledge among different groups of employees. The literature emphasizes the
necessity of essential conditions to encourage employees to participate in the
knowledge creating processes. Nahapiet and Ghoshal (1998) provide some conditions
for IC creation: the straightforward access of employees to knowledge processes, the
confidence of employees that they work in a well-designed strategy, the benefits of
employees from their participation in this process and, finally, the capability of
employees to create new knowledge.

The largest body of literature illustrates that the knowledge created from CSER is
useful mainly to successfully achieve its goals rather than improve the core business
strategies (e.g. product and operation) and consequently to gain competitive advantage
(Gond et al. 2011; Wagner 2013). Hart (1995) assumes that pollution prevention
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strategies might offer pollution and cost-saving benefits. A common ground in general
management, entrepreneurship and corporate environmental management literature
indicates that a corporate competitive advantage could be gained either as cost reduc-
tion (e.g. pollution reduction, energy savings, fewer materials uses) or product differ-
entiation (e.g. eco-friendly products) (Reinhardt 1998). A comprehensive justification
of the association of CSER and the core business strategy is lacking. An automatic
correlation is not certainly self-evidenced because of various substantial barriers which
are empirically and theoretically presented. For example, game theorists examine the
effect of CSER on product differentiation and make certain assumptions under which
CSER can cultivate a fertile ground for firms to gain a competitive advantage (Amacher
et al. 2004; Clemenz 2010). Possibly in order to prove the contribution of CSER to
competitive advantage, its connection with the core business strategy needs to be
clarified. This logic recommends that CSER are able to create tacit and explicit
knowledge not only to address environmental and social issues but also to offer
financial benefits though cost reduction and product differentiation.

Following the essential principles of KBV (Nonaka 1994; Grant 1996a), it seems
that additional conditions are necessary for creating S-EIC and corporate competitive
advantage. Given the SECI model of Nonaka (1994), it could be said that the
conversion of knowledge should made connection between CSER (tacit and explicit
knowledge) with core business strategy. This is similar to the ‘knowledge vision’
supported by Nonaka et al.’s (2000b) which is necessary to synchronize an entire
firm’s knowledge and determine the responsibility of top management to express the
knowledge vision of firms.

Given the previous analysis, some rational propositions are as follows:

Proposition 3.1: The new knowledge created by CSER will be aligned with the
core business strategy.
Proposition 3.2: The processes of knowledge creation will strengthen the dialogue
between socially and environmentally responsible knowledge and core business
knowledge.

Many internal factors have been examined regarding the reasons for corporate
competitive advantage such as value creation, rareness, limitability and essential
procedures (Barney 1995; Ndlela and du Toit 2001). The primary aim of knowledge
management programs is the mining of rare and special knowledge which are apt to
come up especial features for firms in relation to their competitors. The possibility of
long-run profitability to remain sustainable seems to be higher when the new knowl-
edge created is inimitable. Another considerable reason for a thriving bond between
knowledge creation and competitive advantage is the quality of corporate IC (Marti
2001). The effects of CSER on IC might be the result of staff training programs, eco-
patents and manuals and improved relationships with stakeholders (Chen 2008b). The
positive effect on human capital means that new skills have been created which is
useful for CSER performance and competitive advantage. Empirical findings have
shown the significant role of human resources in CSER implementation and IC creation
(Fenwick and Bierema 2008; Garavan and McGuire 2010). Additionally, similar effects
of CSER on structural capital have been identified such as environmental patents, new
manuals and software plays a critical role in new product, process and organizational
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innovations (Rennings 2000). Finally, the empowerment of relational capital from
CSER should be the most widespread standpoint in CSR literature (Dawkins and
Lewis 2003).

Given the previous analysis, some rational propositions are as follows:

Proposition 3.3: The CSER can create S-EIC and consequently new innovations.
Proposition 3.4: The CSER innovations will outline a fundamental setting to build
corporate sustainable competitive advantage.

Environmental and Financial Performance: a Mediating Role of S-EIC

There have been efforts in different scholarly fields to determine essential ways to link
CSER and corporate financial performance (McWilliams and Siegel 2001; Waddock
and Graves 1997; Husted and de Jesus Salazar 2006). The ambiguity of findings is
explained through the different (CSER and financial) variables utilized, the causality
problem (financial performance affect CSER or vice versa) and the absence of medi-
ating variables such as IC. The role of IC in corporate competitive advantage has lately
gained significant attention (Kamukama et al. 2011; Saeidi et al. 2015). The new
valuable, rare and difficult to imitate knowledge arisen from CSER seems to be useful
for firms to build IC, competitive advantage and better financial performance.

This analysis leads to the following rational propositions:

Proposition 4.1: The corporate competitive advantage as a result of CSER will
positively influence corporate financial performance.

This implies that sound application of CSER assists firms in improving financial
performance through reduction of pollutant and resources consumption (Lopez-
Gamero et al. 2009). A noteworthy matter which remains regarding the relationship
between CSER and financial performance is who are responsible for what. A common
answer focuses on forward relationship where sound implementation of CSER affects
corporate financial performance. However, the reverse relationship exists which implies
that improved financial performance offers adequate financial resources in order for
firms to adopt CSER and thus to improve CSER performance.

Some rational propositions are as follows:

Proposition 4.2: Sustainable competitive advantage and CSER innovations will
positively influence corporate environmental and social performance.
Proposition 4.3: Improved financial performance offers increased financial capital
for firms to invest in CSER.

Conceptual Framework Creation

Figure 1 depicts a conceptual framework regarding the influences of CSER on corpo-
rate financial and CSER performance. It consists of five main stages which firms
should take into account to exploit financial benefits from CSER. The first stage
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includes CSER undertaken by firms. This entails well-designed, prepared and imple-
mented business projects which align environmental and social expectations of various
stakeholders with core business strategy and mainly with the knowledge vision of firms
(as pointed out by Nonaka 1994). This means that CSER should go hand in hand with
core business strategy and not be viewed as a separate strategy which seeks to
temporarily proffer public relation benefits. This goes beyond the view arisen from
NRBV (natural resource-based view of firms) regarding the relationship between
environmental management practices and corporate resources development (automatic
and self-evident relationship) as well as the unilateral connection of CSER projects with
stakeholders’ relations (Hart 1995; Clark 2000).

The proposed framework suggests that CSER should be placed in the core business
strategy to create new knowledge through continual feedback routines between each
other (Proposition 3.1—P.3.1) and focus on a modern sustainability business model
(Stubbs 2008). Additionally, the design and accomplishment of CSER might outline
suitable conditions for creating new knowledge to address environmental and social
business matters (Proposition 1—P.1). As an evidence, Boiral (2002) outlines some
specific ways to illustrate cases of creating tacit and explicit knowledge from CSER.
Siltaoja (2014) also suggests a sophisticated conceptual framework to indicate knowl-
edge development prospects from CSER. A well-defined relationship between CSER,
knowledge creation and IC is lacking. The capability of firms to create new knowledge
is based on existing corporate knowledge processes and knowledge management
procedures such as knowledge combination and diffusion between employees. It is
important to note that a coordination process is necessary to complete the business

Fig. 1 Conceptual framework
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environment for knowledge creation. Essentially, this means the crucial linkage of
knowledge creation with core business strategy (Proposition 3.1—P.3.1).

The combination process reinforces the capabilities of human capital to create
new knowledge (Proposition 2.1—P.2.1), and the diffusion process offers motiva-
tion to employees to exchange knowledge with each other and identifies a common
place for creating novel knowledge. It is worth noting that the knowledge processes
can also enforce social capital and promote new culture models among employees.
The success of these procedures also requires adequate capabilities of employees in
top management, the R&D department and the staff in each department. CSER
seems to have positive effects on the structural capital of firms (Propositions 2.2—
P.2). Lately, many patents seem to be vested regarding CSER either on production
or on the management phase (Rennings 2000). Some large firms have also sug-
gested certain techniques to improve their environmental and social profile such as
BASF technique to select the more eco-efficient products and body shop patents to
produce environmentally friendly products (Shonnard et al. 2003). A number of
certified management procedures (e.g. ISO 14001, EMAS, ISO 26000, and GRI)
and product-based procedures (e.g. EU flower eco-label) used by firms to meet
socially and environmentally responsible expectations of stakeholders through
identifiable and third party (independent) certification systems (to strengthen legit-
imacy and accountability) are suggested. These projects create new explicit knowl-
edge such as new manuals (e.g. ten general principles for corporate energy, audit
energy guidelines, software) (Abdelaziz et al. 2011).

Another considerable influence of CSER is on relational capital (Proposition 2.3—
P.2.3). A large part of the literature places emphasizes on corporate efforts to meet
stakeholders’ expectations and create essential circumstances to operate in harmony
with local societies (e.g. licence to operate, legitimacy, accountability). It is known that
different groups of stakeholders such as consumers, investors and suppliers play
different roles in firms’ viability. Some stakeholders need safe opportunities (risk
avoidance) and others desire profitable opportunities (profit seeking). The former type
of stakeholders seeks to eliminate their exposure to risky investment through firms
prone to environmental accident and litigation risks. The latter type of stakeholders
focuses on exploiting new opportunities from investments in ethically and environ-
mentally friendly firms.

The S-EIC could be translated firstly in new innovations and secondly in compet-
itive advantage (Proposition 3.3—P.3.3). CSER (has to) offers challenges for short-
term and long-term value creations through potential innovations (Dangelico and Pujari
2010). Carrillo-Hermosilla et al. (2010) highlight eight key points for environmental
innovation: component, sub-system, system, user development, user acceptance,
product-service deliverable, product-service process and governance. Similarly,
Rexhepi et al. (2013) offer models to identify CSER innovations for products and
management systems which encompass certain principles against crime, towards
environmental friendly and design criteria. Hart and Milstein (2003) highlight the weak
relationship between CSER and innovations as a poor value creation of products.
Additionally, Russo and Fouts (1997) have pointed out that the most important barrier
of firms, in the long-term period, do not come from institutional environment (e.g.
environmental regulations), but are caused by the absence of internal innovation
capabilities to achieve cost (saving solutions).
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The outcome of environmental and social innovations mainly focuses on corporate
capability to reduce operational and production costs or to differentiate products
(Proposition 3.4—P.3.4). On the one hand, cost saving is a significant reason for firms
to participate in CSER. For instance, Weber (2008) provides many empirical and
theoretical findings with emphasis on cost saving as a key factor for firms to adopt
CSER. On the other hand, product differentiation is another crucial factor in order for
firms to adopt CSER since they seek to discover a new niche market with specific types
of environmental sensitive consumers who look for products and firms with CSER
attributes. Social and environmental innovations might play an important role for firms
in improving their CSER performance (Proposition 4.2—P.4.2).

Innovations facilitate firms to gain a competitive advantage and exploit financial
benefits (Proposition 4.1—P.4.1). The relationship between competitive advantage and
corporate financial performance may follow two paths. On the one hand, the product
differentiation through CSER can create sustainable competitive advantage and abnor-
mal returns under persistence, long-term plan and enduring loyalty (McWilliams and
Siegel 2010). This demystifies the mechanical and automatic connection between
CSER and reputation and signals the need for marketing strategies to make such
differentiations known (McWilliams and Siegel 2010). The effects of CSER on repu-
tation need long-run processes in order to fill the information gap with consumers
(Sirsly and Lvina 2016). On the other hand, the adoption of CSER might encourage
firms to gain a competitive advantage either by decreasing pollution or by eliminating
potential environmental barriers for future growth of firms (Hart 1995).

CSER is generally associated with improved corporate environmental performance
(Epstein and Roy 1998; Stanwick and Stanwick 1998). Obliviously, corporate envi-
ronmental and social innovations offer improvements in financial, environmental and
social performance (P.4.2). Wagner (2009) points out the significant influences of
environmental management and innovation on corporate environmental performance.
The relevant academic debate focuses either on a linear relationship from better CSER
performance to better financial performance (Wagner and Shaltegger 2004; Wagner
2005) or on backward relationship (Orlitzky et al. 2003). Waddock and Graves (1997)
consider that there is a virtuous cycle between corporate social performance and
corporate financial performance. Realistically, this means that adequate financial capital
is necessary in order for firms to be able to finance CSER. Undoubtedly, financial
capital is considered a significant barrier for firms, mainly for SMEs (small and
medium sized enterprises), to spend in CSER (Murillo-Luna et al. 2011).

Implications for Corporate Social and Environmental Responsibility
Management

The proposed theoretical framework aims to provide an alternative view to explain why
firms adopt CSER projects on a voluntary basis and to describe the relationship
between CSER adoption and firms’ performance. Some current and popular theories,
such as the stakeholder-based view, the resource-based view and the legitimacy theory,
use strategic management to examine the possible reasons why firms adopt sustain-
ability and social responsibility management policies (O’Riordan and Fairbrass 2008;
Branco and Rodrigues 2006; Beddewela and Fairbass 2016). Such theories focus on
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providing some theoretical explanations as to why firms invest in CESR projects. They
suggest that managers choose to invest in CSER projects mainly to tackle external
challenges (e.g. regulatory and economic requirements), to mimic strategies of other
homogenous firms (institutional theory), to meet the needs of stakeholders (stakeholder
theory) and to legitimize their operation (legitimacy theory). These theories are more
suited to larger firms (multinational corporations), which operate in different counties
with diversified institutional requirements. This implies that firms implement CSER
projects depending mainly on the capability (strength and power) of firms to avoid
complying with institutional requirements (Yang and Rivers 2009). Similar explana-
tions have been given for the stakeholder theory and the legitimacy theory, which are
associated with stakeholders’ power to change a firm’s behaviour (Spitzeck and Hansen
2010).

McWilliams and Siegel (2011) consider that such theories have been limited to the
flexibility of firms with regard to external requirements and that a theory which links
CSER projects and the bottom line could be more favourable for managers. On the other
hand, Lozano et al. (2015) point out that the use of theories from the management field
focuses mainly on firms’ economic and management activities and less on sustainability
issues. It operates in a different environment, thus proposing a sustainability-oriented
theory of firms. Actually, this is a very interesting approach as it suggests that the
weakness of previous theories is the lack of theories proposed to link management
principles with basic ideas of sustainable development (e.g. strong sustainability, carry-
ing capacity and safe minimum standards). However, for a firm to achieve sustainability
goals, whether in the short term or long term, requires adequate knowledge so as to
improve their competitiveness (financial and social aspects for sustainability) and
achieve the goals of sustainable development (e.g. environmental thresholds). Therefore,
it is extremely difficult to make a new a theory for sustainable firm without taking into
account the core principles of business’ operation (Lozano et al. 2015). The proposed
theoretical framework adds to the field by linking the external and internal incentives of
firms to achieve sustainability goals with the core business strategy through knowledge
creation and knowledge creating assets. The proposed theoretical framework adds to the
field by linking external and internal factors which assists in incorporating corporate
sustainability goals into business strategy through knowledge creation and knowledge
creating assets. Firstly, this improves current assumptions of internal based theories (e.g.
RBV) which consider voluntary implementation of CSER projects to be a critical factor
in assisting firms in building new capabilities and resources that are not easily duplicated
by rivals (Hart 1995). Actually, the proposed theoretical framework demonstrates that the
adoption of CSER projects creates new knowledge which under some conditions could
play a crucial role for firms in their efforts to build sustainable competitive advantage.
Secondly, this places the knowledge in the centre of a firm’s strategy since knowledge
(employee’s knowledge, interests and stakes) could play a catalytic role in developing
new resources (Branco and Rodrigues 2006) and adequately addressing sustainability
issues (Malovics et al. 2008).

Moreover, the proposed theoretical framework goes beyond the classical KBVof a
firm by linking its basic assumptions with classical components of intellectual capital
theory. Actually, this aims to make KBV more practical and measurable. Although, the
KBV is built on the general assumption of creating new knowledge from an
implementing strategy, the IC view assists KBV in translating theoretical construct into
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practical implications. This is an important task for the CSER literature; managers and
owners are required to justify effectively and convincingly each dollar which they
transfer from the primary strategies (e.g. operation and production issues) to spend on
secondary strategies (e.g. philanthropic strategies). There are many contradictory
positions regarding the CSER projects which could be classified in two general
categories: positive (supporters) and negative (resistant). The former suggests that
CSER projects assist firms in improving their reputation and attracting social and
environmental sensitive consumers (Lii and Lee 2012), while the reluctant managers
consider CSER projects a waste (sacrificing) of money (Reinhardt et al. 2008). By
attempting to contribute to the former body of literature, the proposed framework
outlines the key channels for creating, diffusing, and sharing knowledge within a firm’s
context in order to indicate potential links between the CSER projects and the eco-
nomic performance of firms. Essentially, the proposed theoretical framework provides
an answer to the question raised in corporate social responsibility/corporate sustain-
ability literature regarding the relationship between CESR projects and firms’ economic
performance. In particular, a question often raised in the literature is how the imple-
mentation of CSER projects could positively influence firms’ economic performance
(Waddock and Graves 1997; Weber 2008). The question is if the good CSER perfor-
mance is the result of the good economic performance of firms or good CSER
performance is a factor for which firms improve their economic performance. To this
sense, the proposed framework also contributes to clarify how CSER projects facilitate
firms to advance their economic performance.

The analysis of this paper contributes to general management since sustainability
issues through KBVand core business strategy provide a new perspective for firms and
management. The belief that knowledge creation for CSER should be explicitly linked
to the core strategies of firms paves the way for a new business and management
sustainability model, which would replace the general management strategy rather than
operate parallel with it as is currently the case. The problem today is that social and
environmental issues operate separately from the core strategy of firms, and many
market and society actors dispute their results.

Conclusions

The proposed framework provides an approach to connect CSER with financial
performance though the view of KBV and IC. This implies many factors which play
a critical role between CSER and corporate financial performance. It overcomes the
traditional view of a direct and automatic relationship between CSER and corporate
financial performance by inserting some mediating factors such as IC, innovations and
competitive advantage. This approach is based on the business case for CSER which
justifies the adoption of CSER as the primary goal of firms to improve financial
performance. The contribution of this framework is the connection of CSER with
KBV where firms are constituted certain places to create essential knowledge for
business viability. The knowledge creation assists firms in exploiting innovation
opportunities and competitive advantages in relation to their competitors. These busi-
ness assets could be associated with better financial performance under essential
circumstances.
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The traditional frameworks aim to explain the relationship between CSER and
financial performance as a result of resource development inside firms through certain
capabilities of employees. This relationship is overcome through well-organized
knowledge creation processes inside firms which assist in developing new products
and management procedures. The success of firms is associated with their efforts to
organize such procedures and make specific marketing strategies to promote CSER
findings. The creation of IC is very important and plays a critical role in firms operation
since it assists in designing new knowledge useful for innovative products and man-
agement procedures. The emphasis on human capital, structural capital and relational
capital plays a critical role in providing incentives for employees to utilize their talents
for corporate aims.

The conceptual frameworks also provide insights that help in overcoming problems
in empirical research when direct connections between CSER and financial perfor-
mance have been identified. The absence of essential variables between CSER and
financial performance (e.g. IC, innovations) seems to underestimate or overestimate the
results of empirical research and explain the existence of unequivocal findings of
current studies. Additionally, the proposed knowledge procedures and the connection
with core business strategy are necessary features for knowledge creation and assist
firms in creating essential knowledge for exploiting new opportunities.

Additionally, proposition development could play a critical role in future research.
Future research would be useful to confirm these propositions in a number of different
industries in order to be suitable for theory development. This could provide a basis for
a range of models and diagnostic conceptual tools for knowledge management of
CSER. Finally, a lot of work has been done regarding the connection of CSER
knowledge and core strategy of firms and real problems of society and the environment
under the concept of strong sustainability.
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