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Research Summary: We develop a formal model of
CSR, with both a for-profit and a non-profit organization
providing social goods to needy recipients and competing
for resources from consumers. We show that CSR results
in financial benefit if it is either related to the firm’s core
business, or non-overlapping with non-profit efforts, but
only leads to social benefit if both conditions apply, with
these relationships being moderated by the firm’s core
business capabilities. Our article thus makes a case for
CSR based on the comparative efficiency of for-profits in
providing social goods relative to non-profits, while also
highlighting the potential divergence between the financial and social impact of CSR. In addition, it offers new
insights into the heterogeneity of CSR, and the role of
non-profits and hybrids.
Managerial Summary: Firms that undertake socially
responsible actions are often rewarded for these actions
by supporters of social causes, enabling the firms to make
additional profits from CSR. Whether CSR is socially
beneficial, however, depends on how the firm compares
to a non-profit serving the same cause. CSR activities that
are non-overlapping with existing non-profit efforts, and
that are closely related to the firm’s core business, are
likely to most strongly benefit society, especially when
undertaken by high-performing firms. Where this is not
the case, CSR adds little social value and may even be
harmful. Managers seeking to maximize both firm profits
and social welfare through CSR should thus ask themselves: What is my firm’s unique advantage in serving
this cause relative to alternative providers, for example,
non-profits?
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1 | I N T R O D U C T I ON
As firms increasingly invest in corporate social responsibility (hereafter CSR) activities,1 the study
of CSR has become an important topic in the strategy literature. While early work on CSR focused
on the conflict between shareholder and nonfinancial stakeholder interests, seeing the two as fundamentally opposed (e.g., Donaldson & Preston, 1995; Friedman, 1962, 1970), more recent research
has emphasized compatibility between shareholder and stakeholder interests. This work argues that
firms can “do well by doing good”—socially responsible actions allow firms to create sustainable
resource positions and relationships that lead to long-term competitive advantage (Bansal, 2005;
Barnett, 2007; Freeman, 1984; Godfrey, 2005; Hart, 1995; Jones, 1995; Porter & Kramer, 2006)—a
claim backed by decades of empirical results documenting a positive relationship between CSR
activities and firm financial performance (e.g., Barnett & Salomon, 2006, 2012; Eccles, Ioannou, &
Serafeim, 2014; Flammer, 2015a; Margolis, Elfenbein, & Walsh, 2007; Minor & Morgan, 2011;
Waddock & Graves, 1997).
While this work largely focuses on the potential benefits of CSR for shareholders in the form of
superior financial returns, it is also important to consider the social impact of CSR activities. In particular, we need to consider the comparative efficiency of CSR in resolving important social issues.
Many, if not most, social problems may be solved by several means other than CSR initiatives, for
example, through the actions of non-profits, government interventions, or other forms of collective
action (Besley & Ghatak, 2007; Friedman, 1962; Hansmann, 1980; Pigou, 1920; Rose-Ackerman,
1996). As a long-standing tradition in new institutional economics (Coase, 1984; Williamson, 2000)
has suggested, the existence of these alternate organizational arrangements suggests the need for
comparative institutional analysis (Williamson, 1991, 1998), that is, a comparison of the alternate
ways of organizing the same activity, to determine which of these is most efficient (Coase, 1960).
The comparative efficiency of CSR is important because it speaks to both the social impact of
these initiatives and their strategic sustainability. On the one hand, if CSR initiatives are more efficient at resolving social issues than alternate approaches, then we have a strong economic case for
CSR. Comparatively efficient CSR can make stakeholders better off than they would be under any
other arrangement while adding to shareholder profits, and is therefore more likely to prove sustainable given the alignment of interests between all parties. Moreover, in such a case, CSR may be
worth undertaking purely on grounds of social efficiency, even if it does not add to shareholder
profit. On the other hand, if CSR initiatives are less efficient at resolving social issues than alternate
approaches, then the interests of shareholders and other stakeholders are misaligned. Even if stakeholders benefit from the CSR activities, this benefit could be greater if the social problem were
addressed in a different way (Buchholz & Konrad, 1995; Olson & Zeckhauser, 1970). In such a
case, the profits realized from CSR represent the privileging of shareholder interests over those of
1

Throughout this article, we use the term CSR to refer to voluntary activities by firms, that is, those not legally required.
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other stakeholders, and such initiatives may prove unsustainable, as supporters (consumers,
employees, etc.) realize that the resources they give the firm for undertaking CSR (price premia,
lower wages, etc.) would be better spent with an alternate provider that could do more for needy
recipients with the same resources. The comparative social efficiency of CSR is thus a necessary
condition for the claim that firms can do well by doing good—only if the for-profit can create additional value by solving the social problem more efficiently than alternate providers can it hope to
distribute this value in a way that leaves everyone better off (Tantalo & Priem, 2016).
In this article, we theoretically examine the comparative efficiency of CSR initiatives in solving
social problems relative to one type of alternate provider—a non-profit organization—in order to
develop a stronger and more complete economic case for CSR. To do so, we introduce the concept
of a market for social goods (Becker, 1974), that is, goods or services that the firm provides to one
set of stakeholders (termed recipients), but that are paid for by a second set of stakeholders (termed
supporters), and examine the competition for resources in this market between a for-profit firm
undertaking CSR and a non-profit organization. Specifically, we develop a formal model to derive
the equilibrium quantities of the social good provided by the for-profit firm (on a profit-maximizing
basis) and the non-profit organization when competing for resources from consumers, and use this
equilibrium to study two related questions: Under what conditions (and to what extent) is the forprofit firm able to raise additional profits for its shareholders by competing in this consumer market
for social goods (that is, by undertaking CSR)? And under what conditions (and to what extent) do
the for-profit’s CSR efforts increase the supply of social goods (and therefore, the benefit to recipients) above what would have been achieved by the non-profit alone?
Using our formal model, we show that the impact of CSR depends on the relatedness of the
CSR activity to the firm’s core business, and the overlap between it and the non-profit’s efforts.
Specifically, we find that the firm’s shareholders benefit from CSR activities with either high relatedness or low overlap, but the benefit to recipients comes from CSR activities with both high relatedness and low overlap. Thus, CSR is strongly Pareto optimal when it involves in-house activities
that are closely related to the firm’s core business and have little overlap with non-profit efforts. In
such cases, the firm is able to leverage the scale-free resources from its core business to gain a cost
advantage relative to non-profits, and uses this cost advantage to solve substantially unaddressed
social problems. However, where the firm uses its cost advantage to solve problems that are already
being addressed by non-profits, that is, in cases where both relatedness and overlap are high, recipients may be left worse off. In such cases, partly symbolic CSR initiatives may crowd out substantive
non-profit efforts, reducing the total supply of social goods. Where both relatedness and overlap are
low, firms may modestly increase both their own profits and the benefits to recipients by undertaking corporate philanthropy in underserved spaces, though recipient welfare would be higher if the
same space were filled by a non-profit. As summarized in Table 2, our model further shows that
these results are moderated by the level of the firm’s capabilities in its core business. In addition,
we offer several extensions of our model, examining the moderating effect of competition in the
social goods market, absolute cost advantages, and demand complementarities.
Our study contributes to the theory of CSR in several ways. First, it makes a case for CSR based
on comparative social efficiency, highlighting conditions under which for-profit CSR initiatives may
be more efficient at solving social problems than alternative non-profit arrangements (Besley &
Ghatak, 2007). By deriving conditions under which CSR is Pareto optimal, we provide a stronger
economic argument for the pursuit and sustainability of CSR, one that is distinct from, yet complementary to ethical (Windsor, 2001), relational (Aguilera, Rupp, Williams, & Ganapathi, 2007), or
institutional (Campbell, 2005; Matten & Moon, 2008) rationales. At the same time, we also show
that there are conditions under which CSR may have a positive impact for shareholders, but a

KAUL AND LUO

1653

negative impact for other stakeholders. Second, our study provides fresh insight into the heterogeneity of CSR activities, offering novel predictions about how the profitability (and social benefit) of
these activities will vary with their relatedness to the firm’s core business and their overlap with
existing non-profit efforts, and how they relate to the firm’s capabilities in its core business. Our
study also speaks to the heterogeneity of non-profit initiatives (Yaziji & Doh, 2009), and the different roles these organizations can play, while also making a theoretical case for hybrid organizations
such as social enterprises and B-corps (Battilana & Lee, 2014). Finally, our study introduces the
concept of a market for social goods, and develops this concept into a formal model, thus laying a
robust foundation for further theoretical and empirical work in this increasingly important area.

2 | T HE OR Y
2.1 | The market for social goods
As discussed above, recent work on CSR has emphasized the view that firms may do well by doing
good, that is, that sharing value with key stakeholders enables firms to realize rents2 from the provision of externalities (Dorobantu, Kaul, & Zelner, 2017) and results in a sustainable competitive
advantage (Freeman, 1984; Jones, 1995; Porter & Van der Linde, 1995). While the firm may reap a
direct reward from its CSR activities in some cases, for example, when the firm makes socially
responsible investments that lower long-term costs (Hart, 1995; King & Lenox, 2001, 2002; Russo &
Fouts, 1997) or serves previously ignored, underserved, or disenfranchised customers (George,
McGahan, & Prabhu, 2012; Prahalad, 2005; Singh & Dutt, 2015), in many cases, the firm is
rewarded for its CSR efforts by those who do not benefit directly (or exclusively) from these efforts,
but are concerned about those who do benefit from them. So, for instance, firms may serve a variety
of social causes through corporate philanthropy efforts, such as lump-sum charitable donations to
non-profits3 or cause-related marketing initiatives that link contributions to sales.4 Firms may also
undertake socially responsible actions as an integral part of their operations, implementing technologies and practices that benefit stakeholders.5 In all these cases, it is not those who receive the firm’s
goods or services that reward the firm directly, rather it is other stakeholders—consumers,
employees, etc.—who compensate the firm for behaving in socially responsible ways. There thus
exists a “market for virtue” (Vogel, 2006) through which stakeholders reward firms for behaving
responsibly toward others.
We build on this idea by defining the concept of social goods, that is, goods or services that are
provided to one set of stakeholders but paid for (at least in part) by another. The key feature of a
social good is that those paying for the provision of the good are doing so out of concern for the
2
These include rewards from a variety of stakeholders, such as consumers (Elfenbein, Fisman, & McManus, 2012; Fosfuri, Giarratana, &
Roca, 2015), employees (Bode, Singh, & Rogan, 2015; Burbano, 2016; Flammer & Luo, 2017), investors (Cheng, Ioannou, & Serafeim,
2014; Mackey, Mackey, & Barney, 2007), regulators (Koh, Qian, & Wang, 2014), and other socio-political actors (Baron, 2001; Henisz,
Dorobantu, & Nartey, 2014).
3
U.S. firms donate significant amounts to non-profits: charitable contributions as a percentage of pretax income were between 0.7 and
2% in the last 40 years (Galaskiewicz & Colman, 2006), with Fortune 100 companies donating a median amount of approximately
$50 million in 2007 (Marquis & Lee, 2013).
4
Examples include the sale of RED-branded products (by companies like Gap, Hallmark, and Dell) and AmazonSmile.
5
Examples include initiatives aimed at direct provision of goods and services to those in need such as Microsoft’s educational partnerships (Bhanji & Oxley, 2013), drug development for neglected diseases (Delgado, Kyle, & McGahan, 2013), and pro bono work by
law firms (Carnahan, Kryscynski, & Olson, 2016) as well as initiatives to abate negative externalities, such as the IKEA Way program, or Body Shop’s commitment to avoid animal testing.
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welfare of recipients other than themselves (Becker, 1974). We can thus conceive of the firm’s decision to undertake CSR as its decision to enter the market for social goods.

2.2 | The comparative efficiency of CSR
Of course, for-profit firms are not the only ones that provide social goods; in many cases, non-profit
organizations6 exist to address the same social issues, and meet the same needs of the same recipients. These non-profits may compete with CSR initiatives for resources from supporters; given limited budgets, supporters will need to choose between alternate uses of their resources, with support
for CSR activities potentially crowding out other forms of support (Morgan & Tumlinson, 2015).
So, for instance, a person (supporter) concerned with the preservation of tropical ecosystems (the
recipient) could either give financial support to an organization fighting to protect rainforests (the
non-profit option) or pay a premium for products of companies with sustainable practices (the CSR
option). Similarly, a supporter wanting to improve the lot of children in developing countries (the
recipients) could either donate to an organization fighting for children’s rights (non-profit) or patronize an apparel company with a strict policy against child labor (CSR).
Given the existence of these alternative (non-profit) providers, it becomes important to consider
the relative advantage of for-profit CSR efforts compared to these providers: What, if anything,
makes for-profits better at providing social goods than non-profits? And how is it that they are able
to realize profits from doing so, while competing with non-profit providers?7
We argue that for-profits may have an advantage over non-profits either on the demand side or
on the supply side. On the demand side, for-profits will have an advantage if their activities are nonoverlapping with those of non-profits (or are seen as such), so that they are able to raise additional
resources from supporters beyond those raised by non-profits, and thus, expand the pool of
resources available to address the social issue. There are several reasons why firms may be able to
raise additional resources by undertaking CSR. First, firms may serve the needs of recipients in
ways that are very different from those of non-profits, on account of differences in identity or expertise that are characteristic of the organizational forms (Baum, 1999; Chatterji, Luo, & Seamans,
2017; Ingram & McEvily, 2007). Second, firms may raise resources from sources not being tapped
by non-profits, for example, by reaching supporters in new geographies or consumer segments.
Third, given heterogeneous interests and preferences, for-profits may be able to serve recipients or
causes that have been hitherto unserved or underserved, or reify ideologies not served by nonprofits, thus motivating existing supporters to contribute more, or motivating supporters who chose
not to give to non-profits to contribute (Spence, 1976; Stigler, 1974).
In addition to these demand side advantages, for-profits may also have supply side advantages,
enabling them to supply the social good at costs lower than those of the non-profit. As the literature
on corporate diversification has argued, firms may benefit from complementarities when using firmspecific but fungible resources across markets (Montgomery & Wernerfelt, 1988; Penrose, 1959;
Teece, 1982). Specifically, firms may benefit from leveraging resources and capabilities that are
capacity unconstrained or scale free across markets (Levinthal & Wu, 2010), so long as these
resources and capabilities are relevant to the markets in question (Capron & Mitchell, 2009; Kaul &
Wu, 2016). Similarly, firms may also be able to provide social goods at a lower cost if they can
6
While we generally think of non-profit organizations as non-governmental organizations (NGOs) throughout this article, our analysis
could be extended to include government agencies among non-profits.
7
These questions are important even if there are no non-profits in the market, in which case the focal firm has an absolute advantage
over non-profits, and we need to consider the source of that advantage. We discuss the case of such an absolute cost advantage in the
section on extensions below.
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exploit resource complementarities with their core consumer business (McWilliams & Siegel, 2001),
leveraging both technological knowledge (Markides & Williamson, 1994; Tanriverdi & Venkatraman, 2005) and corporate brand or reputation (Barney, 1997; Ye, Priem, & Alshwer, 2012).
While the presence of either a non-overlapping offering or a relative cost advantage may make
for-profits more efficient than non-profits at providing a social good, there are also reasons why
non-profits might be superior. A key characteristic of the market for social goods is the information
asymmetry resulting from the separation between those who pay for the good or service (supporters)
and those who benefit from it (recipients). Unlike consumer markets, where those consuming the
good make their own choices, the recipients of social goods often have little direct control over what
they receive, and rely on the choices of supporters. This creates a disconnect between supporters
and recipients, with supporters being unable to easily or fully assess the value of what they are
paying for (Nelson & Krashinsky, 1973)—a disconnect that for-profit firms may exploit (Siegel &
Vitaliano, 2007) by engaging in CSR efforts that are symbolic rather than substantive (Kim & Lyon,
2011; Lyon & Maxwell, 2011; Marquis, Toffel, & Zhou, 2016). Non-profits, in contrast, are less
susceptible to this problem; because of the distribution constraint placed on non-profits, the
resources they collect must be used (directly or indirectly) in the service of their stated cause, and
cannot easily be appropriated by other interests (Anheier & Ben-Ner, 1997; Hansmann, 1980, 1987;
Nelson & Krashinsky, 1973), enabling non-profits “to commit not to cheat” (Glaeser, 2003, p. 1).
Moreover, non-profits are mission-based organizations (Clark & Wilson, 1961) designed to serve as
representatives of the interests of the powerless or disenfranchised, with employees who are strongly
committed to a cause and who may be less concerned with financial gain (Besley & Ghatak, 2001,
2003; Rose-Ackerman, 1996). Thus, the problem of information asymmetry—and the resulting mismatch between supporter contributions and recipient benefits—may be less severe under non-profits
than under for-profits.

3 | M O D E L I N G T H E M A RK E T FO R S OC I AL GO O DS
3.1 | Social good and consumer good markets
In order to consider the comparative efficiency of for-profits in providing social goods, we develop
a formal model of CSR. Our intent is to use this model to consider two related questions: To what
extent does CSR benefit shareholders by adding to firm profit? And to what extent, if at all, does it
benefit recipients by adding to the supply of the social good? We use a formal model to answer
these questions because it offers a more coherent and rigorous way of assessing the simultaneous
effects of the various factors at play on both shareholder profits and recipient benefits. Our approach
is to formally derive the equilibrium conditions across both consumer goods and social goods markets, thus ensuring that all relevant parties have maximized their objective functions given the constraints they face, and then examine how the supply of social goods to recipients has changed at this
equilibrium to determine whether CSR is Pareto optimal. Specifically, we model supporters as consumers, that is, we assume that supporters provide resources for the provision of social goods in the
form of increased revenues.8
8
Our decision to focus on consumers as the focal supporters is consistent with both a substantial body of empirical work that has
confirmed the role of consumers in rewarding firms for CSR activities (Casadesus-Masanell, Crooke, Reinhardt, & Vasishth, 2009;
Elfenbein & McManus, 2010; Fosfuri et al., 2015; Servaes & Tamayo, 2013; Sen & Bhattacharya, 2001) and a long-standing tradition
of theoretical work on the private provision of public goods that focuses on consumer utilities (Andreoni, 1990; Bagnoli & Watts,
2003; Bergstrom, Blume, & Varian, 1986; Kotchen, 2006).
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Consider a for-profit firm that competes in both the consumer goods and social goods markets.9
We model the social goods market as a differentiated duopoly (Baron, 2001; Singh & Vives, 1984;
Zanchettin, 2006), with two providers—a for-profit firm (f) and a non-profit organization (n). In line
with our discussion above, both providers provide a social good (or service) to needy recipients, and
rely on compensation from supporters of the social cause to fund this supply. The representative
consumer in the economy is assumed to have the utility function (Zanchettin, 2006) U =αf sf +αn sn


− 12 sf 2 +sn 2 +2γsf sn + m, where sf and sn are the quantities of the social good claimed to be provided (sf ≥ 0, sn ≥ 0), and m is a numeraire good. The consumer makes average contributions of gf
and gn per unit of the social good provided by the firm (f) and the non-profit (n), respectively. In
the case of the non-profit, gn is the donation made by the consumer to the non-profit. For the forprofit, however, gf is the additional revenue it receives in the consumer goods market for providing
the social good. For simplicity, we assume that this additional revenue is realized as a price
premium.
The parameter γ (0 ≤ γ ≤ 1) reflects the substitutability of the for-profit’s CSR initiative with
the non-profit’s activities. If γ = 1, the social good provided by the firm is a perfect substitute for
that provided by the non-profit, that is, supporters see the two initiatives as entirely overlapping and
will trade off support for one with the other. Conversely, if γ = 0 then the two initiatives are seen as
entirely distinct, and support for one is unaffected by support for the other.10 More generally, higher
values of γ reflect greater overlap between the CSR initiatives and the non-profit’s activities. For
our purposes, we assume that γ is exogenous, that is, it is a characteristic of the social good context
in which the firm operates. It may be low for causes or resource providers who are served by few
active non-profits as well as in cases where a cause is associated with multiple ideologies or
approaches, so that different initiatives may reify distinct preferences (Rose-Ackerman, 1996).
The parameter α reflects the representative consumer’s support for the social cause, and therefore, the level of her demand for the social good, with higher values of α implying that the cause is
more important to the consumer, and she therefore derives greater utility from the provision of social
goods to serve it. Like γ, the parameter α is assumed to be exogenously determined and fixed. For
simplicity,11 we assume that αf = αn = α. We assume that each provider incurs a constant marginal
cost for each unit of the social good it provides, with the cost to the for-profit and non-profit being
cf and cn, respectively. We further assume that α > cn, that is, that non-profit supply of the social
good is feasible.
We assume that each provider in the social goods market chooses the quantity of the social good
it supplies (sf, sn), and then allows the market to determine the average contribution it receives in
exchange (gf, gn). In choosing the quantity of the social goods market, the firm’s objective, in keeping with its for-profit nature, is to maximize its profits from the provision of the social good, that is,
to maximize π f = ( gf − cf)sf. In contrast, the non-profit’s objective, consistent with its purpose, is to
maximize the supply of the social good, which it does by supplying the good to the point where the
average contribution from providing the social good just equals the average cost of supplying it, that
is, by choosing sn such that gn = cn, with the result that its profits π n = (gn − cn)sn are zero. Thus,
while the two providers “compete” on quantity, their competition is different from the standard
Cournot model because the two players have different objective functions.
In addition to its activities in the social goods market, the for-profit firm also competes in the
consumer goods market—indeed, this is its core business. We model the firm’s actions in the
9

All notations used in the model are summarized in online Appendix S1.
If γ < 0, the two social goods are complements, and CSR is always both profitable and welfare-enhancing.
11
We examine the implications of relaxing this and other assumptions in our section on extensions below.
10
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consumer goods market (see online Appendix S2) as reflecting Bertrand competition with a differentiated for-profit rival z (Singh & Vives, 1984; Zanchettin, 2006). In equilibrium, the firm makes a
2

1− d Þða− vÞ
vÞð1− dÞ
and has a profit margin χ *f = ðaa−
profit from its consumer goods business of ϖ *f = ðð1+
ð1− dÞ + v ,
d Þð2− d Þ2

where a is a measure of the level of consumer demand, v is the (constant) marginal cost to the firm
of producing the consumer good, and d (0 ≤ d ≤ 1) is a parameter measuring the substitutability
between the focal firm’s products and those of its rival in the consumer goods market, with the
two firms offering perfect substitutes if d = 1. We can thus think of 1 − d as reflecting the competitive advantage of the firm. Note that we assume that the rival firm z does not compete with the
focal firm in the market for social goods. This is not to say that the rival does not undertake CSR;
only that if it does so, it focuses on a different cause or set of resource providers than the focal
firm.12
While we have spoken of the consumer goods market and the social goods market separately so
far, it is worth noting that the focal firm operates across both markets. Specifically, it sells the cons
sumer a bundle consisting of qff units of the social good per unit of the consumer good, with the final
price of this bundle including the price for the consumer good (pf), plus a premium for providing
sg
the social good ω = qff pff that is set by the market, which determines both gf and qf. So, for instance,
when a consumer buys a cosmetic product made without animal testing, she is paying for the cosmetic itself (the consumer good) as well as a premium for the avoidance of animal cruelty (the social
good). Our assumption is that the consumer is able to value the two parts of this bundle (the consumer good and the social good) independently, and that there are no demand complementarities
between them.13 This means that the two goods—consumer and social—though sold together, are
essentially independent from a demand perspective. Thus, the total profit of the firm is given by: Πf
= (pf (1 + ω) − v)qf − cf sf = (pf − v)qf + ( gf − cf)sf = ϖ f + π f.
This independence of profits in the consumer goods market from those in the social goods market means that the firm’s activities in the social goods market leave its core business profit unaffected; thus, CSR in our model does not reduce firm profitability; if CSR is undertaken at all, it
serves to improve firm performance (Barnett & Salomon, 2006, 2012; Flammer, 2015a; Waddock &
Graves, 1997) by generating additional profit in the social goods market.

3.2 | For-profit’s relative costs
This divisibility of the social good and the consumer good on the demand side does not mean, however, that the firm’s provision of the social good is entirely independent of its supply of the consumer good. Rather, we model the connection between the firm’s core business activities and its
social activities on the supply side, through the potential sharing of resources (and therefore, costs)
across the two activities. Specifically, we model a potential cost advantage of the for-profit, taking
the marginal cost of the non-profit as the numeraire, that is, we assume that cn = c and cf = θc,
where θ is thus the ratio of the for-profit’s cost of providing one unit of a social good to the equivalent cost for a non-profit. The for-profit thus has a cost advantage if θ < 1.
To model θ, we consider that the provision of a social good will require the for-profit to undertake two types of activities: business activities, which are essentially the same as those it undertakes
12

We examine the case where the rival firm also enters the social goods market in the extensions section below.
That is, the utility of one good is not impacted by the amount consumed of the other, though obviously, the bundle combining the
consumer good and social good is more valuable than the consumer good alone. We return to the case where demand complementarities exist in the extensions section below.
13
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in its consumer goods business, for example, manufacturing, R&D, advertising, distribution, and so
on; and social activities, which involve tasks such as social work, education, outreach, and so on,
that are specific to the social nature of the good. We assume that the cost to the for-profit firm of
undertaking social activities will be greater than that to the non-profit. These higher costs reflect the
integration costs of placing commercial and social activities within the same organization (Battilana,
Sengul, Pache, & Model, 2015; Berger, Cunningham, & Drumwright, 2004) as well as social comparison costs (Larkin, Pierce, & Gino, 2012; Nickerson & Zenger, 2008) between employees working on commercial activities and those working on social tasks. Specifically, we define a parameter
λ ≥ 0, which captures the cost increase resulting from undertaking a social activity within a forprofit firm.14
Turning to the cost of business activities, we assume that the firm may enjoy a cost advantage
with regards to these activities to the extent that it is able to leverage its firm-specific capabilities
and resources when providing the social good (McWilliams & Siegel, 2001). The extent of this
advantage depends on two factors. First, it depends on the relatedness of the firm’s CSR activities to
its activities in the consumer goods market since the capabilities of the firm in the consumer goods
market will only benefit it in the social goods market if they are relevant to that context (Capron &
Mitchell, 2009; Kaul & Wu, 2016). We model this relatedness between the firm’s commercial and
social activities as r, where 0 ≤ r ≤ 1 and higher values of relatedness mean a stronger connection
between the firm’s commercial and social activities.
Second, the extent of the firm’s advantage will depend on the extent to which its resources and
capabilities are scale-free (Levinthal & Wu, 2010) since it is only if the firm is able to leverage
unconstrained or scale-free capabilities and resources, such as brands or technology, that it can
deploy these resources and capabilities for the production of the social good without detracting from
its core business performance. In order to determine the extent of the firm’s scale-free capabilities in
its core business, recall from our discussion above that the firm made a non-negative profit in the
consumer goods market in equilibrium (ϖ *f ≥ 0). For this equilibrium to be sustainable, it must be
the case that that firm has some unique resources or capabilities that limit entry by new firms (and/or
expansion by its rival), allowing it to sustain the competitive advantage reflected in positive profit.
Moreover, these resources and capabilities must be scale free since they do not impact the marginal
cost of producing an extra unit of output. We can thus proxy the extent of the firm’s scale free capabilities by its equilibrium profit margin, χ *f .
The extent to which the firm has a cost advantage relative to a non-profit as a result of being
able to leverage scale-free resources from its main business is thus equal to rχ *f , and the for-profit


firm’s costs are thus assumed to be lower than those of the non-profit by a factor of 1 −rχ *f . Putting the two assumptions together, we can define a simplified expression for the relative cost of the


for-profit compared to a non-profit: θ = ð1 +λÞ 1 −rχ *f .
Our discussion so far assumes that the firm will necessarily undertake the provision of the social
good in-house. The for-profit firm could, however, always outsource provision of the social good to
the non-profit, that is, it could undertake corporate philanthropy, collecting resources from supporters and transferring them to a non-profit to provide the social good on its behalf. To account for
this possibility, we assume that the for-profit can outsource to the non-profit for an additional cost μ
We expect λ to be lower the greater the modularity of CSR activity, and therefore, the greater the ease of separating business and
social activities (Battilana et al., 2015). In the extreme case, where λ < 0, for example, where social comparison lowers the cost of
the firm’s business activities, the firm always has a cost advantage and CSR is always profitable.
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≥ 0, so that θ = 1 + μ in the outsourcing case. μ reflects both the costs associated with identifying
and monitoring worthy non-profits, and the additional bureaucratic costs of managing resource disbursements and coordinating CSR activities.
The possibility of outsourcing means that 1 + μ serves as the upper-bound on θ since if the cost
of providing the social good in-house were greater than 1 + μ, the firm could always outsource provision to a non-profit. We can thus specify a more complete expression for the relative cost of the



for-profit as θ = min 1 +μ,ð1 +λÞ 1 −rχ *f . We can also define a minimum level of relatedness r
such that the firm will outsource provision of the social good if r ≤ r and undertake it in-house otherwise. Clearly, at r, the cost of in-house provision and outsourcing are equal so that




μ
λ
1+ μ= ð1 + λÞ 1− rχ *f , implying that r = χ1* 1− 1+
1+ λ . Similarly, we can also define, r = χ * ð1+ λÞ such
f

f

that if r > r, then θ < 1. Thus, while r reflects the minimum level of relatedness of the social activity
for it to be cost effective for the firm to undertake it in-house, r reflects the level of relatedness
above which the firm is more efficient at providing the social good than the non-profit.
3.3 | Substantive vs. symbolic CSR
As discussed above, a key concern with the provision of social goods by for-profit firms is the possibility that the CSR efforts of these firms may be (at least partly) symbolic, with firms claiming to
provide social goods so as to reap additional profits and benefit their shareholders, without actually
serving recipients. Accounting for the extent to which CSR is symbolic is thus important to understanding the impact of CSR for both shareholders and social goods recipients.
Of course, firms are not unconstrained in their ability to pursue symbolic CSR—a firm that
claims to provide a social good without actually doing so runs the risk of being found out and losing
the benefits from its CSR activities (Hawn & Ioannou, 2016). Firms must thus balance the direct
benefit of symbolic CSR in terms of cost savings relative to substantive CSR against the indirect
cost associated with the risk of being found out. To account for the firm’s strategic choice to undertake symbolic CSR, we model the negotiation between a firm undertaking CSR and the supporters
paying for the social good as a non-cooperative game.15
Consider a firm f that offers to provide one unit of a social good to a needy recipient in
exchange for payment from a representative consumer i, who values the provision of the social
good at a monetary value gf. The firm can either genuinely provide the social good to the recipient at a marginal cost of cf (substantive CSR), or it can merely claim to provide the social good
and pass on the payment from the consumer to its shareholders (symbolic CSR).16 The consumer,
for her part, can either trust that the firm actually provides the social good as claimed, or verify
the provision of the social good at an additional cost (in money, time, or effort) to her of rσgf,
where r is the relatedness between the CSR activity and the firm’s core business (as above), and
σ is an exogenous parameter that reflects the quality of the information environment. Higher
values of σ may be associated with the lack of strong and independent third party monitors
(Chatterji & Toffel, 2010; Fischer & Lyon, 2014) or disclosure rules and norms (Marquis & Qian,
2014; Short & Toffel, 2010) as well as with industry contexts that make it harder to assess
15

It may be argued that consumers do not act so strategically in their contributions to social causes or are not so well informed—if
that were the case, the problem of symbolic CSR would only be worse.
16
We assume, for simplicity, that the firm incurs no direct cost in undertaking symbolic CSR, that is, the only “cost” of symbolic
CSR is the loss of revenue if the firm is caught. Our results would be unchanged if we relaxed this assumption since the sum of direct
and indirect costs would always equal the cost of substantive CSR in equilibrium.
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Symbolic CSR game payoffs

substantiveness (Cuypers, Koh, & Wang, 2016).17 For simplicity, we express σ as a fraction of
the consumer’s payment for the social good, and assume that 0 ≤ σ ≤ 1, that is, the cost of verifying the provision of the social good is never negative, and never exceeds what the consumer is
willing to pay for the social good. The multiplication of this cost by r reflects our assumption that
the provision of the social good becomes harder to observe the more related the CSR activity to
the firm’s core business.
Figure 1 shows the pay-offs from the different combinations of choices that the firm and the
consumer can make. Where CSR is substantive, the firm realizes a net gain of gf − cf and the
consumer pays either gf if she chooses to trust, or gf (1 + rσ) if she chooses to verify. Where
CSR is symbolic, the firm gets nothing if the consumer chooses to verify, while she bears a cost
of rσgf. If the consumer chooses to trust, however, she bears a loss of 2gf (because she both pays
the firm and does not get the expected utility from the supply of the social good), while the firm
gains gf.
The non-cooperative game represented by Figure 1 has a mixed strategy Nash equilibrium


c
* *
ðκ , j Þ= rσ2 , gff , where κ is the probability that the firm undertakes symbolic CSR, and j is the
probability that the consumer chooses to verify the provision of the social good (see online Appendix S3 for the derivation of this result). We can think of these mixed strategies as reflecting the
extent to which a strategy is pursued, so κ = 0.2 means that the firm always provides 80% of what
it claims; or we can think of them as reflecting the distribution of firms in the population, so κ = 0.2
means that 20% of all firms undertake purely symbolic CSR, while 80% undertake entirely substantive CSR. The intuition behind the mixed strategy equilibrium is that κ * and j* represent strategies
c
that make both parties indifferent between the two choices available to them. The strategy j* = gff
thus reflects a rational level of skepticism (Milgrom & Roberts, 1986) on the consumer’s part,18
with consumers being more suspicious of firm’s claims to undertaking CSR the higher the cost to
the firm of doing so, relative to the contribution it receives. The intuition being that the lower the
profit for the firm from actually supplying the social good, the more reason there is to be skeptical
that it is doing so.
Online Appendix S3 shows that at this equilibrium, the expected pay-off to the firm from every
unit of social good it claims to supply (ϕ*f ) is equal to gf − cf, that is, the firm realizes the same
additional profit from every unit of the social good it claims to supply, irrespective of whether its
efforts are symbolic or substantive. Indeed, it is this very indifference that makes (κ *, j*) an equilibrium; if either alternative were less costly than the other, the firm would rationally pursue
more of it.
17
It follows that lower values of σ imply higher indirect costs of symbolic CSR since a stronger information environment makes it
harder for a firm to get away with symbolic provision.
18
A level of skepticism that would be represented in the “liability of privateness” for-profits face when providing social goods
(Bhanji & Oxley, 2013). The consumer still bears some monitoring cost in equilibrium, which we assume does not impact social good
spending. Relaxing that assumption only makes it less likely that CSR is welfare-enhancing.
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4 | M O D E L RE S U L T S
4.1 | Social goods equilibrium and benefit to shareholders
Given the assumptions above, the equilibrium quantities and contributions in the social goods market are given by (see online Appendix S4 for derivation):
ðα−cÞð1− γ Þ+cð1 −θÞ * αð1 −γ Þ +cðð1 − γ 2 Þθ +γ Þ
,gf =
,
2 −γ 2
2 − γ2
2ðα−cÞ− γ ðα−θcÞ *
, gn =c:
s*n =
2 −γ 2
s*f =

For the for-profit firm, the equilibrium profit from the social goods market is given by:
π *f =



g*f −θc



αð1− γ Þ−cðθ − γ Þ
*
sf =
2 −γ 2

2

2

=s*f :

This is the benefit to the shareholders of the for-profit from its CSR activity, which increases
with the quantity of social goods it supplies, and does so at an increasing rate. The quantity of social
goods the for-profit supplies (s*f ) is in turn driven by two factors. First, it depends on the extent of
its non-overlap with the non-profit, and therefore the amount of additional resources it is able to
raise, an effect reflected by the term (α − c)(1 − γ). Second, the for-profit firm supplies more of the
social good if it enjoys a cost advantage relative to the non-profit, that is, if θ < 1, or, in other
words, if r > r, meaning that the CSR activity is sufficiently related to the firm’s core business to
make it more efficient than the non-profit at supplying the social good.
More generally, we can define a maximum level of overlap
8
α − ð1 +μÞc
>
>
if r ≤ r,
α− θc < α−c 

=
γ^=
α − ð1 +λÞ 1 −rχ *f c
α− c >
>
:
if r > r
α−c
such that the firm will profit from supplying social goods if and only if γ < γ^. Note that if θ < 1
(that is, r > r) then γ^ > 1, that is, if the firm can provide the social good at a lower cost than the nonprofit, then it can always profit from doing so, even if the social goods provided by the two organizations are perfect substitutes. Clearly, a for-profit firm will undertake CSR if and only if γ < γ^, that
is, only if it can make a profit from doing so.
4.2 | Benefit to recipients
The fact that the firm provides some quantity of social goods (and therefore, benefits its shareholders) does not necessarily imply that recipients are better off. This is because the for-profit’s supply of the social good may crowd out the non-profit if it is forced to compete with the for-profit for
resources from supporters. Moreover, recall that a fraction κ * of the social good the for-profit claims
to supply is merely symbolic, and does not benefit the recipients, so that the crowding out of the
non-profit by the for-profit is not fully compensated by supply from the for-profit.19 Whether recipients are better (or worse) off as a result of CSR thus depends on whether the sum of the social
19
Except where θ < ~θ (derived in online Appendix S4), that is, where the for-profit’s costs are so much lower that it not only
completely crowds out the non-profit, but actually supplies more substantive social goods as a monopolist than the non-profit could
alone. We discuss this extreme case of absolute cost advantage in the extensions section below.
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goods actually supplied to recipients by the two organizations exceeds (is less than) the supply of
the social good by the non-profit alone. To evaluate the net benefit of CSR to recipients, we define
a measure W = s*n + ð1 −κ * Þs*f − ðα−cÞ. This measure captures the net increase in the supply of the
social good as a result of the for-profit’s entry. Replacing values for s*n and s*f , and rearranging
ðð1− κ* Þ − γ Þðαð1− γÞ − cðθ − γÞÞ
terms, we get: W =
= ðð1 −κ * Þ −γ Þs*f . This is positive so long as γ < 1 − κ *,
2− γ 2
the basic intuition being that CSR benefits recipients if and only if the for-profit’s CSR efforts are
less overlapping than they are symbolic. Where this is not the case, the total supply of social goods
to the recipients will fall as a result of CSR, as the substantive efforts of the non-profit are crowded
out by the (partly) symbolic efforts of the for-profit. Keeping in mind that the firm’s efforts cannot
be symbolic if the actual provision is outsourced to a non-profit, we can define
(
1
if r ≤ r,
*
rσ
γ w =1 −κ =
if r > r
1−
2
such that CSR benefits recipients if and only if γ < γ w. In the case where γ w < γ < γ^, meaning that
the firm’s CSR efforts are sufficiently non-overlapping to allow it to profit from CSR activity, but
close enough to the non-profit’s efforts to crowd out non-profit supply of the social good in excess
of the substantive social goods provided by the for-profit, CSR leaves recipients worse off while
benefiting the shareholders of the firm.
The results above are shown graphically in Figure 2, which plots values of γ^ and γ w as a function of
the relatedness of the CSR activity to the firm’s core business (r). As the figure shows, γ^ is initially
μc
flat, taking the value γ =1 − α−
c so long as r ≤ r; corporate philanthropy only results in additional
profit if it is sufficiently non-overlapping with non-profit efforts. Beyond r, γ^ starts to rise, reaching
its ceiling value of 1 at r = r, beyond which point the firm has a cost advantage that allows it to
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Zones of CSR activity
Zone 1

Zone 2

Zone 3

Zone 4

Relatedness

Unrelated
0≤r≤r

Low
r < r ≤ r*

Moderate
r* < r ≤ r

High
r<r≤1

Source of for-profit
advantage

Non-overlap

Non-overlap

Non-overlap

Cost advantage
(and possibly
non-overlap)

Shareholder
profit potential

Positive only with
low overlap (γ < γÞ

Positive only with
sufficient
non-overlap (γ < γ^Þ

Positive except
with high overlap (γ < γ^Þ

Always positive

Benefit to recipients from
CSR (if undertaken)

Always positive

Always positive

Positive with low
overlap (γ < γ W),
else negative

Positive with low
overlap (γ < γ W),
else negative

For-profit role

Philanthropy / Agent
for non-profit

Alternate provider

Alternate provider

Primary provider

Non-profit role

Primary provider

Advocacy

Advocacy and monitoring

Monitoring

compete directly with a non-profit. Conversely, γ w is equal to 1 so long as r ≤ r, but then falls with
r, eventually taking the value γ = 1 − σ2 where r = 1. The two lines meet at a point20
, with corresponding value γ*. Before r*, if the firm undertakes CSR at all, its
r* = ðα− cÞσ λc*
½ 2 + χ f ð1+ λÞc
CSR efforts are beneficial to recipients (since γ^ < γ w implies that if γ < γ^ then γ < γ w), the intuition
being that the lack of relatedness between CSR and the firm’s core business limits the extent to
which CSR efforts may be symbolic, forcing firms to pursue CSR only if its social efforts are sufficiently non-overlapping with that of the non-profit to add value to recipients. Beyond r* it becomes
easier for the firm both to pursue more symbolic CSR (due to the greater cost to supporters of verifying) and to realize profit even though its efforts overlap with those of the non-profit (due to its
cost advantage), creating the possibility that CSR merely crowds out existing non-profit activity and
leaves recipients worse off.
Figure 2 highlights the importance of the relatedness between the firm’s core business activity
and its CSR initiative in driving the nature and implications of CSR. Specifically, it shows four
zones of CSR activity as a function of relatedness, corresponding to three key values of r. Zone
1 corresponds to unrelated social activities (0 ≤ r ≤ r), where the firm’s advantage comes purely
from its ability to differentiate itself from non-profits by serving causes they do not fully serve, or
raising resources from supporters they have not tapped into. Here, the firm acts as an agent, collecting resources from supporters, but relying on a non-profit to provide the social goods themselves.
CSR thus takes the form of corporate philanthropy, and if undertaken at all, is beneficial to recipients. CSR is also beneficial to recipients if undertaken in Zone 2 which corresponds to low relatedness, (r < r ≤ r* ), except here the provision of the social good is undertaken in-house. For CSR
activities in Zone 3 with moderate relatedness (r * < r ≤ r), it is no longer true that CSR is only
undertaken if it is beneficial to recipients. From this range onwards, firms are sufficiently costcompetitive relative to non-profits that CSR activities, undertaken in-house, may result in profits for
the firm even if they overlap substantially with those of existing non-profits (though some differentiation remains necessary), but will only add to recipient benefit if they are non-overlapping. Finally,
in Zone 4 with high relatedness (r < r ≤ 1), the firm has a cost advantage in providing the social
good relative to the non-profit, and therefore, need no longer fear overlap with non-profits. CSR
activities are always undertaken in-house, and are always profitable, but are only Pareto-optimal if
20

The two lines meet where

α − ð1+ λÞð1 − rχ *f Þc
= 1− rσ2 .
α− c

The corresponding value of γ is γ * = 1−

2½

λσc

ðα− cÞσ
*
2 + χ f ð1 + λÞc
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Benefits to recipients as a function of relatedness

they are sufficiently non-overlapping with non-profit initiatives; where this is not the case, CSR
may decrease recipient welfare. Table 1 summarizes these points.
While our focus is generally on the for-profit firm, Table 1 also discusses how the optimal role
of the non-profit (Yaziji & Doh, 2009) changes with relatedness. In Zone 1, non-profits play a service role, serving as the primary providers of social goods that have little connection to the core
businesses of for-profits. In Zone 2, non-profits continue to be important providers, but they may
also play an advocacy role, helping to raise support for the cause. For values of r < r ≤ r, γ^ is
increasing21 in α, meaning that, ceteris paribus, the stronger the support for the cause among the
average consumer, the greater the scope for the firm to profitably undertake CSR. Finally, for activities in Zone 3 and 4, non-profits can play an important monitoring role, helping to lower the cost of
checking the authenticity of for-profit CSR efforts (σ), and thus, limiting the for-profit’s ability to
make profit from CSR without enhancing recipient welfare. This monitoring role is especially
important in Zone 4, where the for-profit is best suited to be the primary provider of the social good,
and the non-profit may best enhance recipient welfare through the for-profit, either by putting pressure on the firm to act in socially responsible ways, or by collaborating with it and providing relevant expertise and certification as a partner to its CSR efforts.

4.3 | Relatedness, overlap, and the magnitude of benefit from CSR
In addition to examining the conditions under which CSR is beneficial to the firm’s shareholders
and/or beneficial to recipients, we also need to consider how the magnitudes of these benefits
change with varying levels of relatedness and overlap. These results are shown in Figures 3 and 4.
Figure 3 shows the benefit to recipients (W) as a function of relatedness (r) for key values of overlap
(0, γ,γ * , γ, 1Þ, and Figure 4 does the same for the benefit to shareholders (π *f ).

cðθ − 1Þ
∂α = ðα− cÞ2 ,

γ
21 ∂^

which is greater than 0 if θ > 1, that is, if r < r:
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Figure 3 shows that the range of benefits to recipients broadens as relatedness increases. At low
levels of relatedness, the benefit to recipients is strictly positive (recall from our discussion above
that this is true so long as r ≤ r*), but lies within a relatively narrow band. As relatedness increases,
the potential benefit to recipients becomes larger for low levels of overlap, but drops below zero for
high levels of overlap. Thus, while CSR activities that are unrelated to the firm’s core business
always benefit recipients, their impact on recipient welfare is relatively modest; in contrast, CSR
activities that are highly related to the firm’s core business have the potential to substantially
improve recipient welfare if they have little overlap with existing non-profit initiatives, but may
reduce recipient welfare if they are highly overlapping.
Interestingly, the same pattern does not hold when it comes to the benefit to firm’s shareholders.
As Figure 4 shows, the benefit to shareholders both increases with relatedness and decreases with
overlap, so that the firm’s additional profits from CSR are modest for low relatedness, and always
greater with greater relatedness. Moreover, for high values of relatedness (r > r), profits increase
more rapidly with relatedness for high values of overlap than low values of overlap,22 so that the
range of potential benefits to shareholders is narrowing for high values of relatedness. For CSR
activities that are highly related to the firm’s core business then, the interests of shareholders and
those of recipients are somewhat misaligned—while both would do better if overlap were low,
shareholders would still make substantial additional profits even with high overlap, while recipients
would be left substantially worse off.23

22∂π f

*

2cð1 + λÞχ * ½ðα− cÞð1 − γ Þ + cð1− θÞ

f
=
, which is strictly increasing in γ for θ < 1.
ð2 − γ 2 Þ2
23
This misalignment would be true even if CSR were entirely substantive; in that case, recipients would not be harmed by CSR, but
firms could make substantial profits from overlapping and related activities without adding meaningfully to recipient welfare.

∂r
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4.4 | Potential welfare improvement, dead weight loss, and hybrid forms
Our discussion thus far highlights that for-profit firms may contribute substantially to social welfare
while maximizing profits for their shareholders if they undertake CSR activities that are both nonoverlapping with non-profit offerings and closely related to their core business activities. Substantial
as this improvement in recipient welfare may be, however, it is worth noting that it is considerably
lower than the benefit to recipients the firm could potentially provide, if it were to undertake the
provision of social goods on a non-profit basis,24 that is, if it were to forego the additional profit
from CSR (π *f Þ, while leaving its profits in the consumer goods market unaffected.
To see the extent of this potential gain to recipients if the firm were to undertake CSR on a nonprofit basis, we can calculate the extent of additional social goods that the recipients would receive
^ = ð1− γÞα− ðθ − γÞc (see online
in this case (relative to the case where the non-profit acted alone) as W
1+ γ

^ as a function of r for two extreme values of γ, comparAppendix S5). Figure 5 plots the value of W
ing this to the corresponding value of W from Figure 3. It shows, unsurprisingly, that the benefit to
the recipients is always positive if the firm provides the social good on a non-profit basis, and that
this benefit is substantially higher in this case than when the firm is profit-maximizing. The differ^ lines in Figure 5 reflects the dead weight loss of for-profit provision of
ence between the W and W
γÞ *
sf .
the social good, which can be expressed as ξ= 1+ κ1+ð1+
γ
*

Figure 5 suggests two extensions to our conclusions thus far. On the one hand, the potential for
dead weight loss in the region of low relatedness suggests that CSR initiatives in this space may be
comparatively inefficient relative to non-profits, even if they enhance social welfare. Specifically, in
the case of corporate philanthropy (that is, where r ≤r), the for-profit firm may add to social welfare
if its social goods offering is sufficiently non-overlapping with that of existing non-profits, but recipients would be better off if the same offering were provided by a new non-profit entering the
24

It is, of course, unclear that agent managers serving shareholder interests would (or should) do so.
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underserved space, or equivalently, if the non-profit actually providing the social good on the forprofit’s behalf were to raise resources from supporters directly.
On the other hand, in the region where relatedness is high (r > rÞ, there exists an efficiency-based
rationale for CSR, since for-profits are able to provide these goods at a lower cost than non-profits.
In this region, the socially optimal solution may be a hybrid organization, that is, a firm that combines financial and social objectives, such as a social enterprise or a benefit corporation
(e.g., Pache & Santos, 2010; Battilana & Lee, 2014). Such an organization could generate profits
from its consumer goods business that were comparable to those of a pure for-profit that did not
undertake CSR, while leveraging the capabilities from this business to deliver social goods more
efficiently than a comparable non-profit. Hybrids may be especially important in the case of CSR
activities with high overlap and high relatedness. In such cases, a pure for-profit would use its cost
advantage to increase its profits while reducing recipient welfare (the solid line in Figure 5). In contrast, a hybrid form in such a case could use its cost advantage to improve recipient outcomes (the
dotted line in Figure 5) while still realizing adequate profit for its shareholders.
4.5 | Consumer market competitiveness and CSR
Thus far, we have focused on two characteristics of the CSR activity itself—its relatedness to the
firm’s core business, and its overlap with non-profit efforts—and the effect they have on the benefits
from CSR for shareholders and recipients. We now turn to consider the factors that may impact
these relationships. In particular, we focus on the firm’s competitive advantage in the consumer
goods market as a key moderator of the impact of CSR on both shareholders and recipients. As discussed above, the cost advantage a firm enjoys relative to a non-profit is partly determined by the
extent to which its resources are scale-free (χ *f ), which in turn, is related to the level of competition
it faces in the consumer goods market (d). In the extreme, if the firm faces perfect competition in
the consumer goods market, that is, if d = 1, then the firm has no cost advantage in the social goods
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market because it has no scale free resources to leverage while providing social goods, that is,
χ *f =0, and therefore, has little to offer toward the provision of a social good (Olson, 1965). In terms
of our model, this means that r> 1, so that no matter how related the CSR activity to the firm’s core
business, it still makes sense for the firm to outsource provision of the social good to a non-profit.
As the firm faces less competition (that is, as d falls), or equivalently, as the firm’s competitive
advantage in the consumer goods market increases (χ *f increases), it becomes increasingly feasible
for the firm to leverage resources from its core business in related CSR activities, and the key
threshold values of relatedness that defined the four zones in Figure 2 above (that is, r, r* , r) start
to fall.
The effect of the level of competition in the consumer goods market on the nature and potential
impact of the firm’s CSR activities is shown in Figure 6. The figure shows how the values of
r,r * and r change with changing levels of substitutability in the consumer goods market (d). As just
discussed, where d is high, all three threshold values are greater than 1, so that the firm is always in
Zone 1 (from Table 1), engaging in corporate philanthropy, and relying on its lack of overlap with
non-profits to generate shareholder benefits, irrespective of the relatedness of its CSR activity to its
core business. As d falls, the values of r, r* and r all fall successively below 1, creating the opportunity for the firm to operate in Zones 2, 3, and 4, respectively.
The main implication from Figure 6 is that firms with strong competitive advantage in their core
business have a greater range of opportunities in the nature and impact of their CSR activities.
Undifferentiated firms with little or no advantage in their core business are also likely to be limited
in their CSR initiatives, and may rely chiefly on corporate philanthropy, resulting in modest but positive social impact. In contrast, firms with strong competitive advantage in their core business may
pursue a wide range of different CSR initiatives, including CSR initiatives that are tightly integrated
with their core business activities, and in doing so, may either substantially enhance social welfare
(if they address underserved issues and causes), or diminish social welfare by crowding out substantive non-profit initiatives with partly symbolic activities of their own.
Note that while an increase in d reduces the absolute profit potential of CSR, it also reduces the
profitability of the firm’s consumer goods business; in fact, an increase in d will increase the relative
∂ðπ *f =ϖ *f Þ
>0), with this effect
profitability of CSR compared to the firm’s main business (that is,
∂d
being greater the lower the overlap between CSR and non-profit activities. This result is interesting
because while the absolute profitability of CSR may drive its feasibility, a firm’s motivation to
undertake CSR is likely to be driven by the relative profitability of CSR compared to its core business. Thus, a firm facing stronger competition in its consumer business may be more likely to pursue CSR (Fernández-Kranz & Santaló, 2010; Flammer, 2015b). This, in turn, suggests that CSR
may be subject to an adverse selection problem. Firms with the greatest potential to benefit society
(those with high d) are the ones least motivated to pursue CSR, and least likely to care whether their
efforts are welfare enhancing or welfare destroying (that is, whether γ is high or low).

4.6 | Extensions
Having derived and discussed the results of our main model, we now turn to consider some extensions to the model, specifically considering the implications of relaxing some of our key assumptions. To begin with, consider the case where the for-profit has an absolute cost advantage. This
may happen either because θc < α < c or because θ < e
θ. In either case, the for-profit is able to
leverage its core business capabilities to undertake closely related activities that non-profits cannot
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because they are too prohibitively expensive for them, for example, pollution abatement. A for-profit
firm with an absolute cost advantage unambiguously adds to stakeholder welfare, since any quantity
of social good it supplies is a net addition to the recipient. Note, however, that such provision would
ð1− κ* Þðα− θcÞ
be associated with substantial dead weight loss, with the firm supplying only
of the
2
social good, when the socially optimal quantity is α − θc.
Second, consider the case where the firm faces competition in the social goods market from its
rival in consumer goods. We model this case in online Appendix S6. As the results there show, the
rival’s entry into the social goods market suppresses the focal firm’s supply of social goods, and
consequently, reduces the profit potential of CSR for the focal firm. At the same time, the rival’s
entry also amplifies the welfare effect of CSR: If CSR is beneficial to recipients without rival entry,
it is more beneficial when the rival enters; if, on the other hand, CSR is harmful to recipients without rival entry, it is even more so when the rival enters the social goods market. Online Appendix
S6 also shows that in cases where the focal for-profit is sufficiently differentiated from the nonprofit it may be able to deter rival entry by investing in the creation of entry barriers. In such cases,
the threat of rival entry reduces the focal firm’s profits from CSR, while leaving its welfare impact
unaffected.
Finally, consider the case of demand complementarities between consumer goods and social
goods.25 True demand complementarity between the two goods would mean that the intrinsic utility
of each good to the consumer increased with her consumption of the other good. We believe such
complementarities are relatively rare; nevertheless, for completeness, we consider the case where
they exist in online Appendix S7, which shows that the basic relationships we model above continue
to hold in this case, though the slopes of the curves are changed. In particular, demand complementarities only amplify the welfare effect of CSR, making it more beneficial where it was beneficial
before, and more harmful where it was harmful before.
An alternate situation in which demand in one market may influence the other is the case where
consumers have a general preference for or against for-profit provision. Research on impure altruism has argued for and shown evidence of a “warm-glow” effect where individuals value public
goods more when they contribute to their provision (Andreoni, 1990, 1995); it may be the case that
this warm-glow effect is different for for-profits than for non-profits.26 We therefore consider the
case where αf 6¼ αn, that is, where consumers value CSR and non-profit efforts differently, even if
the social goods they provide are entirely overlapping. Specifically, consider the case where αn = α
and αf = αη where η > 1, that is, where consumers prefer that the social good be supplied by a forγ Þ + cð1− θÞ
profit than by a non-profit. In this case, s*f = ðηα − cÞð1−
, γ^= ηαα−− θc
c , and W is still equal to
2− γ 2

ð1 −κ* − γ Þs*f . In other words, for-profit preference has more or less the same effect as cost
advantage: It increases the supply of social good by the for-profit, reduces the amount of nonoverlap required to make CSR profitable, and amplifies the effects of CSR on recipient welfare,
making it more positive if CSR is less overlapping than symbolic, but more negative otherwise. The
opposite results hold if non-profits are preferred to for-profits, that is, if η < 1, as work on motivation crowding-out (Ariely, Bracha, & Meier, 2009; Frey & Jegen, 2001; Frey & Oberholzer-Gee,
1997) would suggest.

25

We are grateful to an anonymous reviewer for suggesting this possibility.
Note that traditional models of “warm glow” effects (e.g., Andreoni, 1990) would predict equal effects for both for-profit and nonprofit provision since both involve direct contributions by the consumer.
26
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TABLE 2

Predictions from the formal model

Dependent Variable!
Independent Variable#

Impact of CSR on financial
returns

Impact of CSR on recipient
welfare

Relatedness of social
activity to firm’s core
business

1a. The greater the relatedness,
the more positive the
financial impact of CSR

1b. The greater the relatedness,
the more positive the social
impact of CSR

Overlap between CSR
and non-profit
initiatives

2a. The greater the overlap, the
less positive the financial
impact of CSR

2b. The greater the overlap, the
less positive the social
impact of CSR

Interaction between
relatedness and overlap

3a. The greater the overlap, the
more positive the effect of
relatedness on the financial
impact of CSR

3b. The greater the overlap, the
less positive the effect of
relatedness on the social
impact of CSR

For-profit’s
competitiveness in its
core business

4a. The stronger the firm’s core
business competitiveness,
the more positive the
financial impact of CSR

4b. The stronger the firm’s core
business competitiveness,
the more positive the social
impact of CSR

4c. The stronger the firm’s
core business
competitiveness, the more
likely the firm will
undertake the CSR activity
in-house

Interaction between
relatedness and core
business
competitiveness

5a. The stronger the firm’s core
business competitiveness,
the more positive the effect
of relatedness on the
financial impact of CSR

5b. The stronger the firm’s core
business competitiveness,
the stronger the effect of
relatedness on the social
impact of CSR (that is, more
positive with low overlap,
more negative with high
overlap)

5c. The stronger the firm’s
core business
competitiveness, the
stronger the effect of
relatedness on the
probability of the firm
undertaking CSR in-house

CSR mode choice
1c. The greater the
relatedness, the more likely
the firm will undertake the
CSR activity in-house

Table 2 shows predicted effect, ceteris paribus, of an increase in the parameter on shareholder profits, recipient benefits, and the likelihood of CSR being integrated.

5 | D IS CU S S I ON A ND CO N CLU S I ON
Our model yields several propositions regarding the drivers of both firm profitability and social
welfare resulting from CSR, which are summarized in Table 2. While a full discussion of each of
these propositions is beyond the scope of this piece, the core insight from the model is that while
CSR activities result in substantial additional profits to shareholders if they are either nonoverlapping with existing non-profit initiatives or closely related to the firm’s core business,
these activities only have a substantial social benefit when they combine these two factors, that
is, they are non-overlapping with existing non-profits and closely related to the firm’s core business. These relationships are moderated by the firm’s capabilities in its core business, moreover,
so that firms with weak competitive advantage in their core business are more likely to pursue
corporate philanthropy, outsourcing the provision of the social good to a non-profit and realizing
both modest profits and limited social benefit. In contrast, firms with strong competitive advantage in their core business are more likely to undertake in-house CSR activities, and to realize
substantial additional profit from doing so, though the social benefit of their CSR activities is
more ambiguous.
These findings contribute to the existing CSR literature in several ways. First, they refocus attention on the social impact of CSR activities, highlighting the comparative efficiency of such activities
relative to non-profit alternatives. While much of the recent literature has sought to make a case for
CSR by highlighting the benefits of socially responsible actions to shareholders (Hart, 1995; Jones,
1995; Mackey et al., 2007; Morgan & Tumlinson, 2015; Porter & Kramer, 2006, 2011), we
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emphasize the comparative efficiency of for-profit firms in enhancing social welfare relative to nonprofits, thus bringing to bear a new institutional economics perspective (Coase, 1960, 1984;
Dorobantu et al., 2017; Williamson, 2000) on the theory of CSR. In doing so, moreover, we
systematically consider the conditions under which the interests of shareholders and recipients may
converge or diverge. On the one hand, our model points to conditions (low overlap and high relatedness) where these interests are strongly aligned, and firms can realize substantial additional profit
for shareholders while also increasing recipient welfare beyond what could be achieved by a nonprofit alone, thus making a case for CSR that relies purely on Pareto efficiency rather than on ethical
considerations, and that is likely to prove sustainable given the alignment of interests. Note, moreover, that the non-profit supply we model is equivalent to the supply of the social good that would
be undertaken by a benevolent government, so that our model also makes a case for the private provision of public goods, suggesting that for-profit provision may enhance welfare over and above
state provision, either where the social good is related to the for-profit’s core business, or where the
for-profit fulfills a need that is underserved by the state.27
On the other hand, our model also points to conditions (high overlap and high relatedness)
where shareholder and recipient interests are misaligned, and firms may realize substantial profits
from CSR activities, while doing little to enhance recipient welfare (or, in the extreme, reducing it),
thus highlighting the possibility that CSR may make shareholders better off at the cost of the other
stakeholders it is ostensibly meant to serve (Kotchen, 2006). At the same time, our discussion of the
dead weight loss of CSR suggests that there might be situations where CSR is worth doing even if
it does not improve firm profitability; situations where the provision of social goods by the for-profit
may be socially optimal because they can do so more efficiently than non-profits, and could therefore enhance social welfare without reducing their own profits.
Second, our study provides new theoretical insight into the heterogeneity of CSR activities. In
particular, it focuses attention on two salient characteristics of any CSR initiative—its relatedness to
the firm’s core business and its overlap with existing non-profit efforts—and develops theoretical
predictions about how the profitability of the firm’s CSR initiatives will vary based on these two
dimensions. It thus moves us beyond the general observation that firms undertaking CSR will see
superior financial performance (Barnett & Salomon, 2006; Eccles et al., 2014; Flammer, 2015a;
Waddock & Graves, 1997) to considering how different types of CSR activities may result in more
or less performance improvement. In doing so, we also provide an initial theory for the choice
between corporate philanthropy and in-house CSR activities (Boddewyn & Doh, 2011). Moreover,
our study links the heterogeneity of CSR performance to the firm’s capabilities in its core business,
predicting that firms with stronger core business capabilities will be both more likely to undertake
CSR in-house, and to realize higher profits from doing so. Not only do we explore the heterogeneity
of CSR, but our study speaks to the heterogeneity of non-profit initiatives, discussing the different
roles—service, advocacy, or monitoring—that non-profits may play (Yaziji & Doh, 2009) while also
providing a theoretical rationale for hybrid organizations such as social enterprises and B-corps in
cases with high relatedness and overlap.
Third, our article advances our theoretical understanding of CSR by introducing and formalizing
the concept of a market for social goods (Becker, 1974). While this concept builds on the idea of a
market for virtue (Vogel, 2006), it connects this idea to work on information asymmetry in the nonprofit literature (Hansmann, 1980, 1987; Nelson & Krashinsky, 1973), highlighting the separation
between those who benefit from socially responsible actions and those who pay for them as a key
27
Conversely, to the extent that overlapping CSR efforts “crowd out” state provision by making it easier for the state to free ride
(Becker & Lindsay, 1994; Horvath & Powell, 2016), they may be welfare destroying.
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feature of this context. Our study thus emphasizes the role of non-profits as the appropriate counterfactual to CSR, and answers the call from more work examining the interaction between for-profit
and non-profit entities (Mahoney, McGahan, & Pitelis, 2009; Seamans, 2012). Moreover, developing a rigorous formal model of CSR allows us to systematically consider the effect of various factors
on the impact of CSR activities, integrating these diverse aspects into a single coherent theoretical
framework. Not only do we consider the impact of factors such as relatedness, overlap, the firm’s
core business capabilities, and the information environment in an integrated way, we also model the
strategic choice of undertaking symbolic vs. substantive CSR using game theory. Our formal model
thus not only offers several predictions for empirical validation, it also provides a foundation for further theoretical work in this growing and important area.
Finally, our article also has several practical implications. For managers of firms, it suggests that
they may best serve both their shareholders and society at large by pursuing non-overlapping social
initiatives that are closely related to their core business, rather than simply imitating the CSR initiatives of others or choosing initiatives based on their personal preferences (Chin, Hambrick, & Trevino, 2013). For supporters of social causes, our article highlights the need to carefully consider the
alternate suppliers (for-profit and non-profit) who serve that cause, and to look for CSR initiatives
that are non-overlapping with non-profit efforts, and related to the firm’s core business, while being
wary of symbolic CSR (Besley & Ghatak, 2007; Marquis et al., 2016). At the same time, it also suggests that supporters should be more concerned with the innovativeness and effectiveness of an initiative than with the intent behind it: A CSR initiative motivated purely by the desire to profit
shareholders may benefit recipients more than a CSR initiative that is well-meaning but imitative of
a non-profit. Finally, from a policy perspective, the study highlights the importance of formal institutions (Marquis & Qian, 2014; Short & Toffel, 2010), self-governance mechanisms (King, Lenox, &
Terlaak, 2005), third parties such as rating agencies (Chatterji & Toffel, 2010), and social activists
(Baron & Diermeier, 2007; Baron, Neale, & Rao, 2016; McDonnell & King, 2013) in making CSR
more transparent to supporters. It also suggests that in cases where firms are more efficient at providing the social good, non-profits and policy makers should focus on working with for-profits to
provide social goods rather than trying to replace them.
We acknowledge several limitations of our study. First, we are concerned with making an economic case for CSR, and therefore focus on the Pareto optimality of CSR activities, without delving
into the ethical aspects of CSR, that are widely dealt with elsewhere (e.g., Maitland, 1994; Windsor,
2001). This is not to suggest that firms do not undertake CSR for ethical or non-economic reasons,
nor is it to offer any normative prescriptions. Our article simply examines analytically the conditions
under which a firm may maximize profits to shareholders while benefiting other stakeholders; it
does not speak to whether firms do so or should. Second, our formal model is limited in that it
focuses on one specific type of supporters, that is, consumers. While we believe the basic logic of
our arguments should apply to other types of supporters who compensate the firm for its CSR
through lower costs rather than increased revenues (shareholders, employees, suppliers, etc.), future
work could develop alternate models focusing on these other supporters (Morgan & Tumlinson,
2015). Future work could also use our model to study the effect of laws and regulations as well as
the implications of a variety of other government interventions such as tax policies, subsidies, and
so on. Future work could also deepen our analysis by extending our model to consider the effects of
different utility functions or more sophisticated cost functions, or by empirically testing the predictions summarized in Table 2. By providing a rigorous formal theory of the comparative efficiency
of CSR, our study sets the stage for further theoretical and empirical exploration of the role of forprofit firms in addressing social problems.
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Appendix S1. Summary of Key Notations
Symbol

Definition

𝑎"
𝑐"

Intercept of demand curve in the consumer goods market; 𝑡 = 𝑓, 𝑧

𝑑

Level of substitutability in the consumer goods market; 0 ≤ 𝑑 ≤ 1

𝑓

Subscript for the focal for-profit firm

𝑔"

Average contribution that resource providers are willing to make for each unit of social good; 𝑡 = 𝑓, 𝑛

𝑖

Subscript for a representative consumer

𝑗

Probability that the consumer verifies the provision of the social good; 0 ≤ 𝑗 ≤ 1

𝑚

A numeraire good

𝑛

Subscript for a non-profit organization

𝑝"

Price in the consumer goods market; 𝑡 = 𝑓, 𝑧

𝑞"

Quantity of the consumer goods supplied; 𝑡 = 𝑓, 𝑧

𝑟

Relatedness between for-profit organization's commercial and social activity; 0 ≤ 𝑟 ≤ 1

𝑠"

Quantity of the social good supplied (or claimed to be supplied); 𝑡 = 𝑓, 𝑛

𝑡

Subscript for for-profit firm (= 𝑓), non-profit organization (= 𝑛), rival firm (= 𝑧), or consumer (= i)

U

Utility function

v

Marginal cost of producing the consumer good; 0 ≤ 𝑣 < 𝑎"

W

Net increase in the supply of social goods as a result of CSR

z

Subscript for a rival firm

𝛼"

Intercept of demand curve in the social goods market; 𝑡 = 𝑓, 𝑛

𝛾

Level of substitutability in the social goods market; 0 ≤ 𝛾 ≤ 1

𝜂

For-profit’s relative demand in the social goods market; 𝛼C = 𝜂𝛼D ; 𝜂 ≥ 0 (extension only)

𝜃

For-profit’s relative cost in the social good market; 𝑐C = 𝜃𝑐D ; 𝜃 ≥ 0

𝜅

Extent to which CSR is symbolic; 0 ≤ 𝜅 < 1

𝜆

The cost increase resulting from undertaking a social activity within a for-profit firm; 𝜆 ≥ 0

𝜇

For-profit’s search, administrative and monitoring cost of outsourcing to a non-profit; 𝜇 ≥ 0

𝜉

Deadweight loss resulting from the for-profit supply of social goods

𝜋"

Profit realized by supplying a social good; 𝑡 = 𝑓, 𝑛

𝜛"

Profit the for-profit realizes by supplying a consumer good; 𝑡 = 𝑓, 𝑧

∏"

Total profit the for-profit realizes in the consumer and social goods market; 𝑡 = 𝑓, 𝑧

𝜎

Difficulty of obtaining information about CSR substantiveness; 0 ≤ 𝜎 ≤ 1

𝜙"

Expected payoff in the symbolic CSR game; 𝑡 = 𝑓, 𝑖

𝜒"

Firm’s profit margin in the consumer goods market; 𝑡 = 𝑓

𝜔

Price premium charged by the for-profit for supplying the social good

Marginal cost of producing a social good; 𝑡 = 𝑓, 𝑛

Appendix S2
Consumer goods equilibrium
Following Zanchettin (2006), we model the firm as competing in a consumer goods market where it
faces competition from a single competitor, such that the inverse demand curves for the two firms
are:
𝑝" = 𝑎" − 𝑞" − 𝑑𝑞(

and

𝑝( = 𝑎( − 𝑞( − 𝑑𝑞" ,

where 𝑝" and 𝑞" are the price and quantity for the focal firm in the consumer goods market, 𝑝( and
𝑞( are the price and quantity for its rival, 𝑎" and 𝑎( are parameters reflecting the intercepts of the

demand curve for the focal firm and its rival respectively, and 𝑑 is a parameter reflecting the
substitutability of the two firms’ products, with the products being perfect substitutes if 𝑑 = 1. For
simplicity, we assume that the focal firm and its rival are entirely symmetric, i.e., 𝑎" = 𝑎( = 𝑎 and
they both have equal (constant) marginal cost 𝑣 ≥ 0. We further assume that 𝑣 < 𝑎 , i.e., it is feasible
for a firm to profitably supply the consumer good in the market.
Bertrand competition
First, consider the Bertrand competition case, i.e., the case where the two firms compete on price.
The relevant demand curves for the two firms are thus:
𝑞" =

𝑎 1 − 𝑑 − 𝑝" + 𝑑𝑝(
𝑎 1 − 𝑑 − 𝑝( + 𝑑𝑝"
; 𝑞( =
.
0
1−𝑑
1 − 𝑑0

The profit the focal firm makes in the consumer goods market is given by
𝜛" = 𝑞" 𝑝" − 𝑣 =

(𝑝" − 𝑣)(𝑎 1 − 𝑑 − 𝑝" + 𝑑𝑝( )
.
1 − 𝑑0

The firm’s objective in the consumer goods market is
(𝑝" − 𝑣)(𝑎 1 − 𝑑 − 𝑝" + 𝑑𝑝( )
9: ;<
1 − 𝑑0

max 𝜛" ≡ max

9: ;<

Taking the first derivative of 𝜛" with respect to 𝑝" , we get

𝜕𝜛" 𝑎 1 − 𝑑 + 𝑑𝑝( + 𝑣 − 2𝑝"
=
.
𝜕𝑝"
1 − 𝑑0

Setting this to zero, we get the best response curve for firm 𝑓 :
𝑝"∗ 𝑝( =

𝑎 1 − 𝑑 + 𝑣 + 𝑑𝑝(
.
2

Similarly, the best response curve for firm 𝑧 is:
𝑝(∗ 𝑝" =

𝑎 1 − 𝑑 + 𝑣 + 𝑑𝑝"
.
2

Solving these two simultaneously, we can derive the Bertrand equilibrium price and quantities:
𝑝"∗ = 𝑝(∗ =

C DEF GH
0EF

, 𝑞"∗ = 𝑞(∗ =

CEH
DGF 0EF

.

In equilibrium the firm makes a profit from its consumer good business that is equal to:
𝜛"∗ = 𝑞"∗ 𝑝"∗ − 𝑣 =

(1 − 𝑑)(𝑎 − 𝑣)0
.
1 + 𝑑 (2 − 𝑑)0

And has an equilibrium profit margin of
𝜒"∗

=

𝑝"∗ − 𝑣
𝑝"∗

=

(𝑎 − 𝑣)(1 − 𝑑)
.
𝑎 1−𝑑 +𝑣

Cournot competition
We can also consider the case where the firms compete on quantity in the consumer goods market
(i.e., Cournot competition). In this case, the inverse demand curve for the focal firm is
𝑝" = 𝑎 − 𝑞" − 𝑑𝑞( .

and the focal firm’s profits from the consumer goods market are given by
𝜛" = 𝑎 − 𝑣 𝑞" − 𝑞"0 − 𝑑𝑞" 𝑞( .

The firm’s objective function is now
max 𝑎 − 𝑣 𝑞𝑓 − 𝑞2𝑓 − 𝑑𝑞𝑓 𝑞𝑧
J: K<

Setting the first derivative of profit to zero, we get the best response function
𝑞"∗ 𝑞( =

CEHEFJL
0

.

And symmetrically,
𝑞(∗ 𝑞" =

𝑎 − 𝑣 − 𝑑𝑞"
.
2

Solving the two response functions simultaneously, we get the equilibrium price and quantities:
𝑞"∗ =

CEH
0GF

= 𝑞(∗

and

𝑝"∗ =

CGH(DGF)
0GF

= 𝑝(∗ .

The focal firm’s equilibrium profit from the consumer goods business under Cournot competition is
𝜛"∗ =

𝑎−𝑣
2+𝑑

0

.

And its equilibrium profit margin in this case is
𝜒"∗ =

𝑎−𝑣
.
𝑎+𝑣 1+𝑑

Clearly, the profit margin to the firm from the consumer goods business is higher under Cournot
competition than under Bertrand competition, except where 𝑑 = 0 in which case the two are the
same. Note, however, that 𝜒"∗ is decreasing in 𝑑 under both Bertrand and Cournot competition, so
that the effect of competition in the consumer goods market on the for-profit’s cost advantage in
the social goods market is directionally the same. We therefore focus only on the Bertrand
competition case in our main paper.

Appendix S3
Equilibrium in Symbolic CSR Game
Taking the pay-offs shown in Figure 1, we assume that both players (the firm 𝑓 and the
consumer 𝑖 ) pursue mixed strategies, such that the firm undertakes symbolic CSR with probability 𝜅
and the consumer verifies the provision of the social good with probability 𝑗. We can then calculate
the expected payoff from the game (𝜙 ) for each player, where
𝜙& = −𝑔* 𝑗𝜅𝑟𝜎 + 𝑗 1 − 𝜅 1 + 𝑟𝜎 + 2 1 − 𝑗 𝜅 + 1 − 𝑗 1 − 𝜅

,

𝜙* = 𝜅 1 − 𝑗 𝑔* + 1 − 𝜅 𝑔* − 𝑐* .

Calculating

456
47

= 𝑔* (2𝜅 − 𝑟𝜎), we get the best response function for the consumer
0
𝑗∗ 𝑘 =

∈ 0,1
1

Similarly, since

45@
4A

𝑟𝜎
,
2
𝑟𝜎
𝑖𝑓 𝜅 =
,
2
𝑟𝜎
.
𝑖𝑓 𝜅 >
2
𝑖𝑓 𝜅 <

= 𝑐* − 𝑗𝑔* , we have
𝑐*
,
𝑔*
𝑐*
,
𝜅 ∗ 𝑗 = ∈ 0,1 𝑖𝑓 𝑗 =
𝑔*
𝑐*
1
𝑖𝑓 𝑗 <
.
𝑔*
0

𝑖𝑓 𝑗 >

Taking the intersection of the two best response functions we get
𝜅∗ =

𝑐*
𝑟𝜎 ∗
,𝑗 =
.
2
𝑔*

At this equilibrium, the pay-offs to the two parties are given by:
𝜙*∗ = 𝑔* 1 −
𝜙&∗ = − 𝑐*

BC D
E

+ 𝑐* 1 −

BC
E

𝑐* 𝑟𝜎
+ 𝑔* − 𝑐*
𝑔* 2

1 + 𝑟𝜎 + 2 𝑔* − 𝑐*

1−
BC
E

𝑟𝜎
= 𝑔* − 𝑐*
2

+ 𝑔* − 𝑐*

1−

BC
E

= −𝑔* (1 +

BC
E

)

Appendix S4
Equilibrium in the Social Goods Market
Equilibrium with quantity competition (Cournot)
First, consider the case where the for-profit and non-profit choose the quantities of the
social good they supply. From the utility function of the representative consumer, we can derive the
following inverse demand functions:
𝑔" = 𝛼 − 𝑠" − 𝛾𝑠) ,

𝑔) = 𝛼 − 𝑠) − 𝛾𝑠" .

The corresponding profit functions for the two organizations are:
𝜋" = 𝑠" 𝛼 − 𝑠" − 𝛾𝑠) − 𝜃𝑐 ; 𝜋) = 𝑠) 𝛼 − 𝑠) − 𝛾𝑠" − 𝑐 .

The for-profit’s objective is to maximize its profit, i.e., its objective function is
max 𝑠𝑓 𝛼 − 𝑠𝑓 − 𝛾𝑠𝑛 − 𝜃𝑐
34 56

We can derive its best response function by setting
𝑠"∗ 𝑠) =

9:4
934

= 0; which gives us:

𝛼 − 𝜃𝑐 − 𝛾𝑠)
.
2

For the non-profit, the objective function is:
max 𝑠)
3> 56

𝑠. 𝑡. 𝑠𝑛 𝛼 − 𝑠𝑛 − 𝛾𝑠𝑓 − 𝑐 ≥ 0
This gives us the best response:
𝑠)∗ (𝑠" ) = 𝛼 − 𝑐 − 𝛾𝑠" .

Solving these, we get the equilibrium values:
𝑠"∗ =

C DEF EG(HEF)
IEF J

=

CEG DEF KG(DEH)

𝑠)∗ =

IEF J
I CEG EF(CEHG)
IEF J

, 𝑔"∗ =

C DEF KG( DEF J HK F)

, 𝑔)∗ = 𝑐.

IEF J

,

Note that the quantity of social good supplied by either party must be greater than, or equal to, zero.
In particular, in the case where 𝜃 <

D
G

𝛼+

I(GEC)
F

, the non-profit is completely crowded out of the

market, and the for-profit operates as a monopolist. In this case 𝑠"∗ > 𝛼 − 𝑐 (or, more strictly
speaking, 𝑠"∗ >

CEG
F

), the intuition being that the non-profit will not be crowded out so long as there

is still some unmet demand for the social good from supporters that it can supply given its cost.
This does not mean, however, that the for-profit adds to social welfare, so long as at least some
proportion of 𝑠"∗ is symbolic. The for-profit acting as a monopolist only adds to social welfare if
(1 − 𝜅 ∗ )𝑠"∗ > 𝛼 − 𝑐, i.e., if 𝜃 < 𝜃, where 𝜃 =

D
(DEQ ∗ )

2−

C(DKQ ∗ )
G

.

Equilibrium with contribution competition (Bertrand)
While our main model in the paper assumes that for-profit and non-profit choose quantities of the
social good to provide, we can also consider the case where the for-profit and non-profit choose
average contribution amounts (𝑔" , 𝑔) ) rather than quantities. By definition, the non-profit (if it
provides any quantity of the social good at all) sets average contribution equal to average cost, i.e.,
𝑔)∗ = 𝑐 .

For the for-profit, the demand function is given by:
𝑠" =

𝛼 1 − 𝛾 − 𝑔" + 𝛾𝑔) 𝛼 1 − 𝛾 − 𝑔" + 𝛾𝑐
=
.
1 − 𝛾I
1 − 𝛾I

The for-profit’s profits from the social goods market are then equal to
𝜋" =

(𝑔" − 𝜃𝑐)(𝛼 1 − 𝛾 − 𝑔" + 𝛾𝑐)
.
1 − 𝛾I

9:

Setting 9R4 = 0, we can derive the profit maximizing value of average contribution for the for-profit:
4

𝑔"∗ =

𝛼 1 − 𝛾 + 𝑐(𝜃 + 𝛾)
.
2

The corresponding equilibrium quantities are:

𝑠"∗ =

𝛼 1 − 𝛾 − 𝑐(𝜃 − 𝛾) ∗
2 − 𝛾 I 𝛼 − 𝑐 − 𝛾(𝛼 − 𝜃𝑐)
,
𝑠
=
.
)
2(1 − 𝛾 I )
2(1 − 𝛾 I )

As before, these quantities cannot be negative. In particular, we can define 𝜃 =

CFE(CEG)(IEF J )
GF

, such

that if 𝜃 < 𝜃 then the non-profit is crowded out entirely, and the for-profit may act as a monopolist.
Note, however, that even as a monopolist, the for-profit cannot set price greater than 𝑐 , since this
would spur entry by the non-profit. Thus, the full expression for the equilibrium quantity of the
social good supplied by the for-profit under Bertrand competition is:
𝛼 1 − 𝛾 − 𝑐(𝜃 − 𝛾)
𝑖𝑓 𝜃 ≥ 𝜃 ,
2(1 − 𝛾 I )
𝛼
𝑠"∗ = 𝛼 − 𝑐
𝑖𝑓 𝜃 > 𝜃 ≥ 2 − ,
𝑐
𝛼
𝛼 − 𝜃𝑐
𝑖𝑓 𝜃 > 𝜃 𝑎𝑛𝑑 2 − > 𝜃 .
𝑐
2

Three points about this result are worth noting. First, for values of 𝜃 ≥ 𝜃 the numerator of
𝑠"∗ under Bertrand competition is the same as its numerator under Cournot competition. Thus, the

conditions under which the firm undertakes CSR (i.e., 𝑠"∗ > 0) are the same, no matter whether the
for-profit firm chooses price or quantity in the social goods market.
Second, conditional on the firm undertaking CSR, the quantity of the social good provided is
greater or equal under Bertrand competition than under Cournot competition. This follows from
2 − 𝛾 I ≥ 2 1 − 𝛾 I for 𝛾 I > 0.

Third, recall that 𝑠"∗ is the amount of the social good the firm claims to provide. The actual
amount of the social good provided is (1 − 𝜅 ∗ )𝑠"∗ , and the net increase in recipient welfare is (1 −
𝜅 ∗ − 𝛾)𝑠"∗ if 𝜃 ≥ 𝜃 and 1 − 𝜅 ∗ 𝑠"∗ − (𝛼 − 𝑐) if 𝜃 < 𝜃 . Given that equilibrium quantity claimed is

generally greater under Bertrand than under Cournot in the social goods market, this means that the
welfare impact of CSR is amplified in the Bertrand case, with firms contributing more to recipient

welfare than under Cournot if the benefit to recipients is positive, but doing more harm to
recipients compared to Cournot if it is negative1.

1

Except in the extreme case where 𝜅∗ <

G

IEH EC
CEHG

, and 𝜃 < 𝜃 , in which case CSR benefits the recipients.

Appendix S5
Deadweight loss of for-profit supply of social goods
Given the inverse demand functions
𝑔" = 𝛼 − 𝑠" − 𝛾𝑠( , 𝑔( = 𝛼 − 𝑠( − 𝛾𝑠" .

We can derive the profit functions for the for-profit and non-profit:
𝜋" = 𝛼 − 𝑠" − 𝛾𝑠( − 𝑐" 𝑠" , 𝜋( = 𝛼 − 𝑠( − 𝛾𝑠" − 𝑐( 𝑠( .

Setting these equal to zero, we can derive the best response for each organization to the other’s
supply of the social good, assuming that both organizations are trying to maximize supply:
𝑠" 𝑠( = 𝛼 − 𝛾𝑠( − 𝑐" , 𝑠( 𝑠" = 𝛼 − 𝛾𝑠" − 𝑐( .

Solving the two response functions simultaneously, and substituting 𝑐" = 𝜃𝑐, 𝑐( = 𝑐 gives us the
non-profit equilibrium values
𝑠" =

𝛾 1−𝛾 𝛼− 𝜃−𝛾 𝑐
1−𝛾 𝛼− 𝜃−𝛾 𝑐
, 𝑠( = 𝛼 − 𝑐 −
.
0
1−𝛾
1 − 𝛾0

The potential increase in supply of social goods to recipients if the for-profit firm were to provide
them on a non-profit basis is thus given by
𝑊 = 𝑠" + 𝑠( − 𝛼 − 𝑐 = 1 − 𝛾 𝑠" =

1−𝛾 𝛼− 𝜃−𝛾 𝑐
.
1+𝛾

The dead-weight loss resulting from the for-profit supply of the social good is thus given by
𝜉 = 𝑠" + 𝑠( − 𝑠"∗ + 𝑠(∗
=𝑊−𝑊
=

1 + 𝜅∗ 1 + 𝛾
1+𝛾

=

1 + 𝜅∗ 1 + 𝛾 ∗
𝑠" .
1+𝛾

1−𝛾 𝛼− 𝜃−𝛾 𝑐
2 − 𝛾0

Appendix S6
Rival for-profit in the social goods market
Suppose that the focal firm’s rival in the consumer goods market also enters the social goods
market, perfectly imitating the focal firm’s CSR efforts. Note that we deliberately choose the
extreme case where the rival is perfectly competitive with the focal firm in the social goods market
(i.e., it provides an identical good or service at an identical cost), as lying at the opposite end of a
continuum from the case where the focal firm faces no competition from a rival for-profit in the
social goods market. Situations where the rival firm was less efficient in producing the social good or
service, or where it provided a differentiated good or service, would presumably lie between these
two extremes.
With a perfectly competitive rival in the social goods market, the inverse demand functions are
𝑔" = 𝑔$ = 𝛼 − 𝑠" − 𝑠$ − 𝛾𝑠* ,

𝑔* = 𝛼 − 𝑠* − 𝛾(𝑠" + 𝑠$ )

And the best response functions for each player as a function of the other two players choices can
be derived as:
𝑠" 𝑠$ , 𝑠* =

𝛼 − 𝜃𝑐 − 𝑠$ − 𝛾𝑠*
2

𝑠$ 𝑠" , 𝑠* =

𝛼 − 𝜃𝑐 − 𝑠" − 𝛾𝑠*
2

𝑠* 𝑠$ , 𝑠" = 𝛼 − 𝑐 − 𝛾(𝑠$ + 𝑠" )

Solving simultaneously, we get:
𝑠" = 𝑠$ =

𝛼 1 − 𝛾 − 𝑐(𝜃 − 𝛾)
𝛼 1 − 𝛾 + 𝑐(2𝜃 1 − 𝛾 4 + 𝛾)
;
𝑔
=
𝑔
=
"
$
3 − 2𝛾 4
3 − 2𝛾 4
𝑠* =

6 789 84:(78;9)
684: <

; 𝑔* = 𝑐

Profit consequences of rival entry into social goods market
The focal firm’s equilibrium profits from the social goods market are now given by

𝜋" = 𝑠" 𝑔" − 𝜃𝑐 =

7 >8: 89(;8:) 4
684: <

= 𝑠" 4

The ratio of the quantity of social goods supplied by the focal firm in equilibrium when the rival also
@

48: <

enters to the quantity supplied when the firm enters alone is given by a factor 𝜓 = @A∗ = 684:<. For
A

4

values of 𝛾 between 0 and 1, 6 ≤ 𝜓 ≤ 1 and

DE
D:

> 0; i.e., the equilibrium quantity of social good

supplied by the focal for-profit is lower when it faces competition in the social goods market from a
rival, with the deficit being greater, the lower the value of 𝛾 . The intuition behind this result is that
the less overlapping the for-profit firm is from the non-profit, the more impact the entry of an
undifferentiated rival has on its activities in the social goods market.
Since the profit realized by the for-profit in the social goods market is directly proportional to the
quantity of social goods it supplies, it follows that the entry of its rival into the social goods market
H

also decreases its profits from this market. Specifically, HA∗ =
A

@A
@A∗

4

I

= 𝜓 4 , and ≤ 𝜓 4 ≤ 1. Thus, the
J

entry of the rival into the social goods market reduces the profitability of the focal firm, except
where its offering is entirely overlapping with that of the non-profit (𝛾 = 1 ), in which case its
profits are unaffected.
Welfare consequences of rival entry into social goods
The net increase in the supply of the social good when both the for-profit and its rival enter the
social goods market is given by:
𝑊=

Where 𝑆N = 𝑠" + 𝑠$ = 2𝜓𝑠"∗ . Since

4
6

1 − 𝜅 ∗ − 𝛾 𝑆N

≤ 𝜓 ≤ 1, 𝑆N > 𝑠"∗ , i.e., the total supply of social goods by for-

profit firms increases when the focal firm is joined by the rival, even though each firm supplies less
than it would have alone. This increase means that the welfare effects of CSR (either negative or
positive) are amplified by the entry of the rival firm into the social goods market: if 𝛾 < 𝛾P , the

rival’s entry increases recipient welfare even as it reduces profits to the focal firm’s shareholders; if
𝛾 > 𝛾P , however, the rival’s entry reduces recipient welfare even further, with recipients receiving

less of the social good than they would have when the focal firm and the non-profit were the only
providers. The intuition for this result is that the increase in for-profit social good provision as a
result of the rival’s entry results in greater crowding out of the non-profit. In cases where the
crowding out of substantive non-profit efforts by symbolic CSR efforts results in a net loss to
recipient, the increase in non-profit crowding out due to the rival’s entry make this welfare loss
worse.
Total profit potential and rival deterrence
Assume, without loss of generality, that the focal firm enters the social goods market first and has
the option to invest in creating entry barriers to keep the rival from following. For such entry
deterrence to succeed, the focal firm would have to spend an amount equal to the profits the rival
would make in equilibrium, i.e., 𝜋$ ; faced with the need to spend an equivalent amount, the rival
would have no incentive to enter. Such an entry deterring strategy would only make sense for the
focal firm if the net profit it would make after spending on deterrence was greater than the profit it
would make if it chose to allow the rival to enter, i.e., if 𝜋"∗ − 𝜋𝑧 > 𝜋𝑓 . This will be the case where
𝜓4 <

>
4

, i.e., 𝛾 < 1 −

>
4

= .5412. In other words, if the focal firm’s offering is sufficiently

differentiated from that of the non-profit, it may be able to profitably invest in creating entry
barriers to deter rival entry and protect its monopoly position in the social goods market. Note that
in this case the threat of rival entry (and the consequent need to invest in protecting against it) serves
to substantially lower the focal firm’s profits from undertaking CSR, but leaves social welfare
unaffected.

Appendix S7
Demand complementarity between consumer good and social good
Suppose that there are demand side complementarities between the consumer good and the social
good, i.e., that the utility of the social good to the consumer increases as she consumes more of the
consumer good, and vice versa. Specifically, we can specify a parameter of complementarity 0 ≤
𝛿 ≤ 1 where higher levels of 𝛿 imply greater complementarity between the social and consumer

good.
In this case, the inverse demand functions for the focal firm in the two markets are
𝑝' = 𝑎 − 𝑞' − 𝑑𝑞- + 𝛿𝑠' ; 𝑔' = 𝛼 − 𝑠' − 𝛾𝑠3 + 𝛿𝑞'

Assuming Cournot competition in both markets, the best response functions for the two
competitors in the consumer goods market are:
𝑞'∗∗ (𝑞- , 𝑠' ) =

89:9;<= >?@A
B

; 𝑞-∗∗ (𝑞' ) =

89:9;<A
B

And the best response functions in the social goods market are:
𝑠'∗∗ (𝑠3 , 𝑞' ) =

C9DE9F@G >?<A
B

; 𝑠3∗∗ (𝑠' ) = 𝛼 − 𝑐 − 𝛾𝑠'

Solving simultaneously, we get:
𝑠'∗∗ =

4 − 𝑑 B 𝛼 1 − 𝛾 − 𝑐 𝜃 − 𝛾 + 𝛿(2 − 𝑑)(𝑎 − 𝑣)
4 − 𝑑 B 2 − 𝛾 B − 2𝛿 B

𝑞'∗∗ =

𝛿 𝛼 1 − 𝛾 − 𝑐 𝜃 − 𝛾 + (2 − 𝛾 B )(2 − 𝑑)(𝑎 − 𝑣)
4 − 𝑑 B 2 − 𝛾 B − 2𝛿 B

Note that in the special where 𝛿 = 0, these reduce to 𝑠'∗∗ =

C M9F 9E D9F
B9F N

= 𝑠'∗ and 𝑞'∗∗ =

89:
B>;

= 𝑞'∗ ,

i.e., the equilibrium supply is the same as in our main model above (assuming Cournot competition
in the consumer goods market). More generally, while the expression for 𝑠'∗∗ includes several
additional terms in both the numerator and the denominator compared to 𝑠'∗ , the basic relationship
between the for-profit’s supply of social goods and our key parameters of interest (𝛾, 𝜃 ) remains

similar. Thus, while the presence of demand complementarities will change the slopes of the
relationships modeled in Figures 2 through 6, the basic shape of the relationships, and the
predictions that come from them, will remain largely unchanged.
Effect on extent and profitability of CSR
Given 𝑎 > 𝑣 , 0 ≤ 𝛿 ≤ 1 and 0 ≤ 𝑑 ≤ 1, 𝑠'∗ ≤ 𝑠'∗∗ , i.e., the supply of social good by the for-profit is
greater when there are demand complementarities between the social good and the consumer good,
with the extent of this increase increasing with complementarities, since

P@A∗∗
P?

> 0. Clearly,

complementarities between social and consumer goods also enhance the potential profitability of
M

CSR activities for the focal firm. First, CSR is profitable if 𝛾 < C9E 𝛼 − 𝜃𝑐 +
?(89:)
(B>;)(C9E)

?(C9:)
B>;

=𝛾+

. Thus, the extent of differentiation from the non-profit required to make CSR profitable is

lower, the greater the complementarities between the social good and the consumer good. Second,
the overall profit from CSR is higher, not only because the firm supplies greater or equal quantities
of the social goods (and therefore realizes higher profits in the social goods market), it also realizes
additional profit in the consumer goods market than it would have in the absence of CSR.
Effect on recipient welfare
Since 𝑊 =

1 − 𝜅 ∗ − 𝛾 𝑠'∗∗ , this implies that the presence of demand complementarities magnifies

the effect of CSR on welfare: where 𝛾 < 𝛾T , greater complementarity between the social good and
the consumer good will result in greater benefit to the recipients; where 𝛾 > 𝛾T , however, greater
complementarity will only increase the extent to which symbolic CSR efforts crowd out substantive
non-profit activities, resulting in greater losses to recipients.

