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ABSTRACT
This study examines the role of a target firm's corporate social responsibility (CSR) commitment in the target selection process in 
mergers and acquisitions (M&A), with a particular focus on how strategic motives shape this relationship. Contrary to the extant 
literature, which has largely overlooked the interplay between CSR and M&A strategy, this study differentiates between horizontal 
(within-industry) and diversifying (across-industry) M&A transactions. By doing so, this study builds upon previous analyses and 
illuminates how CSR can be a pivotal factor in M&A decisions, contingent on the strategic motives of the acquirer. Thus, this study 
positions CSR as an intangible asset that can influence M&A decisions, based on the resource-based view (RBV) of the firm. The 
analysis, based on a sample of 3,447 firms from 2009 to 2020, employs logistic regression models and propensity score matching 
(PSM) techniques to test the relationship between CSR and M&A target selection. The findings indicate that CSR commitment exerts 
a more substantial influence on the attractiveness of targets in horizontal M&A, compared to diversifying M&A. Furthermore, the 
environmental dimension of CSR has been identified to be a particularly salient factor in the context of horizontal M&A transactions.

1   |   Introduction

The concept of corporate social responsibility (CSR) has gained 
prominence in the strategic agendas of firms worldwide. This is 
due to an increasing recognition among firms of the potential of 
CSR to mitigate risk and ultimately create long-term value (Cho 
et al. 2021; Zhang et al. 2019). Many firms now view CSR as a key 
element of their value proposition and competitive differentia-
tion (Malik 2015; Porter and Kramer 2006; Qiao and Wu 2019). 
This paradigm shift has also been reflected in academic research, 
which has examined the motivations and outcomes of CSR ini-
tiatives (Aguinis and Glavas 2012; Malik 2015; McWilliams and 
Siegel 2001). The intersection of the two strategic issues of merg-
ers and acquisitions (M&A) and CSR has also been studied from 
a variety of perspectives. However, a critical gap remains unex-
plored to date: the specific role of CSR in the M&A target selec-
tion process in combination with the M&A strategy.

The extant literature on M&A has historically centered on tangi-
ble and intangible resources, including technology, market reach, 
and human capital, that acquirers seek to acquire through ac-
quisitions (Barney 1991; Harrison et al. 1991; Welch et al. 2020). 
However, as an intangible resource, CSR represents a unique 
form of value that has the potential to influence how firms eval-
uate potential targets (Godfrey 2005). While prior research has 
examined CSR's role in M&A target selection, the findings re-
main fragmented. Some scholars, such as Berchicci et al. (2012) 
and Fikru and Insall  (2016), emphasize (environmental) com-
plementarity between acquirers and targets, while others, in-
cluding Bereskin et  al.  (2018), Boone and Uysal  (2020), and 
Leon-Gonzalez and Tole (2015), highlight similarity in CSR ca-
pabilities. Conversely, studies that are exclusively focused on tar-
get characteristics (e.g., Faller 2015; Gomes 2019; Ma et al. 2022) 
demonstrate a consistent positive relationship between a target's 
CSR engagement and its likelihood of being acquired.
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Notwithstanding these advancements, prior studies have not ex-
plored the contingent role of strategic motives, such as industry 
relatedness or diversification strategies, in shaping how CSR in-
fluences target selection. Specifically, the extant literature has not 
examined how CSR might interact with industry-level factors or 
firm-level motives to either amplify or attenuate its influence on 
M&A decisions. Addressing this gap is critical to advance our under-
standing of CSR's nuanced role in strategic decision-making and its 
broader implications for firm value and stakeholder engagement.

In addressing this research gap, the present study poses the follow-
ing research question: Is CSR a driver in the selection of targets in 
M&A, and if so, how is this influenced by the acquirer's strategic 
M&A motive? In answering this question, this paper argues that 
CSR's role as a target selection criterion is likely contingent on the 
strategic motives behind the acquisition, such as diversification. 
Acquirers pursuing diversification may value CSR differently than 
those focused on reinforcing existing core operations (horizontal). 
An M&A transaction within the same industry (horizontal) may 
provide the acquirer with access to (industry-related) CSR knowl-
edge (Sakhartov and Reuer 2023), while a M&A transaction across 
industries (diversifying) may be rather financially motivated or 
driven by risk diversification aspects (Calipha et al. 2010).

Accordingly, this study investigates 658 M&As, including both hor-
izontal and diversifying deals, from 2009 to 2020. It compares those 
M&A deals within a pool of 3447 potential target firms, allowing 
for the division of the sample into a treatment group (targeted 
firms) and a control group (nontargeted firms). Thus, this study 
makes significant contributions to both the M&A and CSR litera-
ture by examining the extent to which CSR influences M&A target 
selection decisions, providing new insights into the intersection 
of these two important areas of corporate strategy. Additionally, 
it discloses the importance of the underlying strategic motive on a 
corporate level when assessing the relevance of CSR engagement.

The structure of the subsequent sections of this study is as follows: 
first, it delineates the theoretical foundations. Second, the hypoth-
eses are derived. Third, this study introduces the methodology and 
underlying data. Subsequently, the results of the empirical anal-
yses are presented. Finally, this study contextualizes the results, 
highlights their limitations, and discloses untapped research areas.

2   |   Theoretical Foundation and Literature Review

Firms regularly assess strategic options to create or maintain their 
competitive advantage (González-Torres et  al.  2020). One viable 
approach to pursue this competitive advantage is to facilitate in-
organic growth through M&A transactions. M&As offer certain 
benefits over organic options, such as a higher velocity or leverage 
of external capabilities (Vermeulen and Barkema 2001). However, 
this external growth lever is inherently complex based on the un-
derlying transaction process (González-Torres et  al.  2020). The 
initiation of this process is the identification of potential M&A 
targets (Trichterborn et al. 2016). The identification of preliminary 
“longlists” of potential targets can be approached through market 
screening or consultation with M&A advisers such as investment 
banks or consultancies (Meglio 2016). Subsequently, firms assess 
longlists using a predetermined set of criteria (Hernandez and 
Shaver 2019). This systematic approach enables the determination 

of the overall target fit based on various factors, including the finan-
cial resources required, anticipated synergies, or firm-individual re-
sources and capabilities1 (Qiao et al. 2018; Vastola and Russo 2021).

Advocates of the resource-based view (RBV) of the firm emphasize 
that particularly resources and capabilities are assets which are tar-
geted in M&As (Reis et al. 2015; Yu et al. 2016). According to the 
RBV, a firm can gain a competitive edge through its resources and 
capabilities (Barney 1991; Teece et al. 1997; Zeng et al. 2013). In 
the context of M&As, the involved parties anticipate benefits from 
the deployment of these resources and capabilities either from 
the target to the acquirer or vice versa (Capron et al. 2001). The 
transfer of this newly acquired knowledge into existing patterns 
provides learning opportunities for both participants (Trichterborn 
et al. 2016; Vermeulen and Barkema 2001; Zollo and Singh 2004).

The nature of these resources and capabilities is broad and 
stretches over innumerable tangibles, such as inimitable 
manufacturing processes, and intangibles, such as sustain-
ability knowledge (Gupta and Govindarajan  2000; Shah and 
Khan 2020). However, the unique nature of these resources pre-
cludes their individual trading, as they are unique and stand-
alone only conditionally transferable (Capron and Hulland 1999; 
Capron and Mitchell 2009; Wernerfelt 1984). Consequently, ac-
quirers must purchase both the tangible and intangible assets of 
the target in M&As (Fong et al. 2013).

Additionally, there is an increasing consideration of sustain-
ability knowledge in determining the overall target fit (Ozdemir 
et al. 2022). The provision of a quantitative manifestation of sus-
tainability information through so-called “ESG scores”2 by rating 
agencies simplifies the incorporation of CSR-related information 
into the target selection, as firms can be compared on a quantitative 
basis (Tampakoudis and Anagnostopoulou 2020; Widyawati 2020). 
CSR engagement can convey a signal of quality to acquirers, as 
high CSR engagement of a target may radiate into multiple areas, 
such as employee satisfaction and air pollution knowledge (King 
and Lenox 2002; Welch et al. 2020). Consequently, targets may also 
develop valuable tangible and intangible resources through CSR 
engagement, which can eventually contribute to a favorable repu-
tation (Surroca et al. 2010) or environmentally efficient production 
processes (Zhang et al. 2019).

However, the attractiveness of the target's resources may be con-
tingent on the acquirer's motives for conducting M&As, such as 
the diversification of business (González-Torres et  al.  2020) or 
extension of industry-specific capabilities (Berchicci et al. 2017; 
Yu et  al.  2016). While a diversifying M&A transaction, which 
usually takes place across industries, may be rather financially 
motivated (Calipha et al. 2010), a M&A transaction within the 
same industry (horizontal) may be rather motivated by access to 
industry-specific knowledge and thus higher operating efficiency 
(Moatti et al. 2015).

A common approach when investigating M&A target selection is 
to take a resource and capability-centered view (Welch et al. 2020). 
Previous articles have demonstrated that, for instance, R&D capa-
bilities (Heeley et al. 2006) or patents (Bena and Li 2014) underline 
the target's desirability. Additionally, the presence of CSR-related 
capabilities has been shown to enhance attractiveness by devel-
oping specific know-how in sustainability, cultivating a robust 
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corporate culture, and enhancing reputation (Aragón-Correa and 
Sharma 2003). However, to the best of my knowledge, the extant lit-
erature on M&A target selection with a CSR focus is limited. On the 
one hand, some scholars have empirically examined the character-
istics of both acquirers and targets. Berchicci et al.  (2012) found 
support for environmental complementarity (high vs. low capa-
bility). Their results were further supported by a theoretical model 
from Fikru and Insall  (2016). Conversely, Bereskin et  al.  (2018), 
Boone and Uysal (2020), and Leon-Gonzalez and Tole (2015) advo-
cate for similarity (high vs. high capability) between environmen-
tal- or CSR-related targets and acquirer characteristics. Therefore, 
the results remain inconclusive. On the other hand, Faller (2015), 
Gomes  (2019), and Ma et  al.  (2022) have exclusively focused on 
the characteristics of the targets. Notably, these scholars have con-
clusively found a positive relationship between a target's CSR en-
gagement and the likelihood of being targeted. Accordingly, their 
findings lend support to the RBV of the firm by demonstrating that 
CSR as a resource can influence M&A decisions (Barney 1991; Reis 
et al. 2015).

However, extant literature has overlooked the moderating role of 
strategic motives in the relationship between CSR and target se-
lection to date. Industry relatedness, as a proxy for diversifying or 
horizontal motives, is particularly critical because it shapes the 
strategic fit and potential synergies between acquirers and tar-
gets, directly affecting how firms evaluate the value of CSR as a 
resource. It also affects whether CSR initiatives align with existing 
operations in related industries or provide diversification benefits 
in unrelated industries. Unlike other M&A characteristics (e.g., 
deal size or payment structure), relatedness fundamentally influ-
ences the interplay between CSR objectives and strategic priorities, 
thereby making it a key variable for investigation.

This study addresses the aforementioned gap by incorporating 
horizontal and diversifying M&A motives. Thus, the findings add 
to the M&A literature by demonstrating that CSR as an intangi-
ble resource and consequently as a nonfinancial factor can influ-
ence M&A decisions. Moreover, the underlying findings show that 
the perception of CSR as a valuable resource is contingent on the 
acquirer's underlying M&A strategy. Additionally, this paper con-
tributes to the extant literature on CSR by proposing that CSR can 
serve as an attractive attribute in external growth strategies such 
as M&A and goes beyond a purely internal value creation mech-
anism. Lastly, this study proposes a differential view on CSR en-
gagement as the combined ESG score, as subject of investigation, 
lacks to account for the heterogeneity of the ESG score's individual 
dimensions (Cellier and Chollet 2016).

3   |   Hypotheses Development

3.1   |   The ESG Score and Its Influence on 
the Likelihood of Being Acquired in M&As

Despite the fact that the baseline hypothesis of this study has 
been previously examined in other studies, the theoretical deri-
vation requires further elaboration, as it has only been cursorily 
delineated. The theoretical foundation of this study is rooted in 
the RBV, which posits that the deployment of resources and ca-
pabilities serves as a means to establish or preserve a competi-
tive edge (Barney 1991; Teece et al. 1997; Zeng et al. 2013). In 

this sense, CSR engagement may also depict a factor that helps 
to generate a competitive advantage.

One opportunity to build a competitive advantage during M&A 
is based on learning from the target, which is often among the 
primary reasons firms conduct M&A (Anand and Delios 2002; 
Chen et al. 2022; Malik 2015). Prior literature demonstrates that 
CSR engagement is one of the key competencies acquirers en-
visage during M&As to enrich their knowledge (Vermeulen and 
Barkema 2001; Waddock and Graves 2006). Acquirers expect to 
increase their efficiency based on the knowledge impulse from 
the target's tacit knowledge. In this regard, firms often prioritize 
target icons in their respective domains, employing a strategy 
referred to as “cream-skimming” to ensure the maximization of 
acquired knowledge (Banaszak-Holl et al. 2002).

Furthermore, the acquirer can leverage the purchase of a high CSR 
target to send credible signals about its CSR orientation (Linthicum 
et al. 2010; Qiao and Wu 2019; Servaes and Tamayo 2013). This en-
hancement in reputation can radiate into many facets, such as em-
ployee motivation and customer awareness (Fombrun et al. 2000; 
Rupp et  al.  2006). Thus, reputation emerges as a pivotal asset 
that contributes to potential deal synergies (Lin and Wei  2006). 
Eventually, an improved reputation can assist acquirers in develop-
ing a competitive edge (Wernerfelt 1984), which can also translate 
into improved financial performance (Leiva et al. 2016). However, 
CSR engagement may not only serve as a means to bolster the rep-
utation but also as a safeguard for the acquirer's reputation during 
M&A (Faller and zu Knyphausen-Aufseß 2018; Godfrey 2005; Sen 
et al. 2006). When a company sets ambitious CSR goals, its leaders 
are more inclined to act ethically and adhere to implicit contracts 
(Li, He, et al. 2021; Li, Wang, et al. 2021), thereby mitigating the 
risk of unanticipated negative outcomes (Ozdemir et al. 2022). In 
light of these preceding arguments, the initial hypothesis is formu-
lated as follows:

H1.  A target's CSR engagement increases the likelihood of being 
acquired in M&As.

3.2   |   The Influence of Horizontal M&As 
on the Relationship Between the ESG Score 
and the Likelihood of Being Acquired

Previous arguments laid the foundation for the anticipated ef-
fect of a target's CSR engagement on its attractiveness during 
M&As. However, the extent to which CSR engagement is rel-
evant in target selection is likely to be contingent on the stra-
tegic motive of the M&A. A multitude of motives for M&A 
have been proposed in the extant literature (Villalonga and 
McGahan  2005). However, the present study focuses on hori-
zontal M&As which are associated with a desire to access a tar-
get's resources and capabilities and deploy them to create value 
(Capron et al. 1998, 2001).

The relatedness between the target and the acquirer in hor-
izontal M&As facilitates the acquirer's processing of target 
information (Chen et  al.  2018). Among the processed target 
information are CSR-related aspects, which are often depen-
dent on industry characteristics, for instance, environmentally 
efficient production processes (Harjoto and Jo 2015; Ozdemir 
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et al. 2022). This enhanced ability to process information, in 
turn, helps acquirers to assess the expected synergies a pri-
ori more precisely (Palich et al. 2000). Moreover, the industry 
knowledge of the acquirer alleviates the transfer of knowledge 
in the post-transaction period (Barkema and Vermeulen 1998; 
Cohen and Levinthal 1990). Acquirers from the same indus-
try tend to be better equipped to handle target information, 
often with lower incurrence of additional costs, for instance, 
through consultancies (Choi et al. 2015; Reuer and Koza 2000). 
This phenomenon is attributed to the facilitation of resource 
redeployment, concurrently reducing associated resource de-
ployment costs (Montgomery and Wernerfelt 1988; Sakhartov 
and Reuer  2023). Eventually, the industry-relatedness is ex-
pected to increase the influence of a target's CSR engagement 
on its attractiveness in M&A. Accordingly, the hypothesis is 
the following:

H2.  The positive relationship between a target's CSR engage-
ment and the likelihood of being acquired is stronger for horizon-
tal M&As compared to diversifying M&As.

The preceding hypothesis posits that the strategic motive of 
M&As may influence the perceived attractiveness of a tar-
get's CSR engagement. However, CSR engagement depicts an 
extraordinary resource as it comprises three distinct dimen-
sions: environment, social, governance. Thus, a comparison 
of potential targets on the combined ESG level may be delu-
sive, as two firms may have a similar combined score while 
their profile on individual ESG levels may be different. To ad-
dress this challenge, this study undertakes a comprehensive 
examination of the individual ESG dimensions, recognizing 
their unique characteristics and the necessity for a nuanced 
approach to understanding their interplay in the context 
of M&As.

The distinction between the three dimensions becomes evident 
upon closer examination of their respective components. From 
an industry perspective, capabilities in the social and gover-
nance dimension are less industry specific compared to the en-
vironmental dimension, as both dimensions primarily address 
different stakeholders such as employees, communities, man-
agement, and shareholders. The environmental dimension, in 
turn, reflects industry-specific capabilities such as resource 
use, emissions, and innovation. This assertion is in line with 
Crace and Gehman (2023), who observed a pronounced indus-
try influence on the environmental dimension, while noting 
a comparatively weaker impact on the social and governance 
dimensions.

The industrial specificity is also reasonable from a practical per-
spective. Different industries may require completely hetero-
geneous business models and production processes (Berchicci 
et al. 2017; Choi et al. 2015; Diestre and Rajagopalan 2012). This 
phenomenon, however, poses limitations to the transferability 
of knowledge and may potentially result in value destruction 
upon the transfer of capabilities (Kim and Miner  2007; Zollo 
and Reuer 2010). Moreover, the interpretation of environment-
related information, such as emission control records, may re-
quire the assistance of third parties, resulting in additional costs 
(Choi et al. 2015). In light of these considerations, the following 
hypothesis is proposed:

H3.  A target's environmental engagement only increases the 
likelihood of being acquired in horizontal M&As and not in di-
versifying M&As.

4   |   Methodology

4.1   |   Data Sample

The present study commences with the extraction of all firms 
that provide an ESG score on Refinitiv Eikon Datastream. 
Thereafter, the sample is expanded by incorporating ESG and 
financial data from 2008 to 2020.3 Subsequently, firm observa-
tions are matched with a dataset of M&A transactions, which 
were retrieved from Refinitiv Eikon.4 This procedure yields an 
initial sample of firms that were either M&A targets or not.

While this approach would initially allow for the categoriza-
tion of M&A targets as the treatment group and the remainder 
as the control group, a simple one-dimensional matching ap-
proach is likely to result in the identification of inappropriate 
control firms (Gomes 2019). Accordingly, the propensity score 
matching (PSM) is employed to facilitate a multi-dimensional 
matching approach. PSM employs information from multiple 
dimensions (control variables) and integrates them into a single 
matching variable termed the “propensity score” (Rosenbaum 
and Rubin  1985).5 This approach utilizes propensity scores to 
generate a customized sample comprising actual targets and 
control firms that exhibited ex-ante the highest probability of 
acquisition, as determined by underlying control variables (Ma 
et  al.  2022).6 This methodological approach serves to mitigate 
the risk of sample selection bias (Tucker 2010).

The final dataset contains 10,545 firm observations. While sev-
eral observations dropped out due to missing data, others were 
intentionally removed. The initial sample was dominated by 
nontarget firms (98.2%), which may cause an underestimation 
of the likelihood of being a target and, consequently, bias the 
estimated coefficients (King and Zeng  2001). To mitigate this 
effect, several observations exerting only a minimal influence 
on the estimated coefficients and, consequently, not helping to 
capture patterns in the data were excluded (Pregibon  1981).7 
Hence, this procedure reduces the share of nontarget firms in 
the final sample (93.8%) and simultaneously lowers the potential 
risk of bias in the estimated coefficients. In the end, 658 (6.2%) 
firms were categorized as treated based on their involvement in 
an actual M&A. These M&As contained both 243 diversifying 
(cross-industry) and 193 cross-border deals.

The final sample is composed of data from a total of 3447 
firms over the period from 2009 to 2020, resulting in multiple 
observations for several firms. While 1498 firms only occur 
once, the mean (median) is 3 (2) observations per firm with a 
maximum of 12 observations for 56 firms. For the target firms, 
however, all observations except for the actual M&A have 
been eliminated to ensure independence among the observa-
tions. The data encompass 16 countries and is country-wise 
dominated by the United States (36.5%), Great Britain (13.5%), 
and Australia (10.6%). The time-related distribution exhibits 
greater balance, ranging from 13.2% (2019) to 4.1% (2009), 
with a mean (median) of 8.3% (7.6%), and industry-wise from 
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23.0% (manufacturing) to 2.8% (construction), with a mean 
(median) of 12.5% (11.8%).

4.2   |   Measurement

In accordance with recent studies (Bose et  al.  2021; Fairhurst 
and Greene 2022; Hawn 2013; Waddock and Graves 2006), all 
independent and control variables are measured 1 year prior to 
the transaction to avoid simultaneity.

4.3   |   Dependent Variables

The dependent variable employed in this study is a binary 
target dummy (TAR), which serves to indicate whether a 
firm was acquired within a 1-year period (TAR = 1) or not 
(TAR = 0). The categorization is based on the previously de-
scribed M&A dataset from Refinitiv Eikon. For the analysis of 
H2 and H3, deviating dependent variables are used to analyze 
differences between horizontal and diversifying M&As. Two 
new dependent variables were generated by stratifying the 
initial target dummy (TAR). Thus, the independent variable 
indicates whether transactions occurred within an industry 
(TAR_HOR) or across industries (TAR_DIV) based on one-
digit SIC codes.

4.4   |   Independent Variables

The independent variables of interest are the combined ESG 
score (ESG) and its underlying dimensions: environmental 
(ENV), social (SOC), and governance (GOV). In line with 
recent literature (Chollet and Sandwidi  2018; Krishnamurti 
et  al.  2019), data are extracted from Refinitiv Eikon 
Datastream, formerly ASSET4, which is among the world's 
largest and most renowned providers of financial markets 
and ESG data.8 Aouadi and Marsat (2018) underscore the re-
liability of this database as it contains a plethora of frequently 
updated data sources. A notable distinction of this database 
lies in its coverage of firms, which is based on market capital-
ization (coverage of more than 85% of global market capital-
ization) as opposed to CSR performance, a feature that sets it 
apart from other databases. This approach, which prioritizes 
market capitalization, is expected to mitigate the risk of bi-
ased coefficients, as self-selection bias in the data is reduced 
(Shahzad and Sharfman 2017).

4.5   |   Control Variables

A range of financial characteristics is used as control vari-
ables in this study. Specifically, this study leverages the follow-
ing variables: revenue (REV), measured as total sales/REV, 
as large firms require more funds to be acquired (Boone and 
Uysal 2020); profitability (ROA), measured as return on assets, 
as more profitable targets are more attractive (Dong et al. 2021); 
free-cash flow (FCF), measured as operating cash flow to the 
firm divided by total assets, as firms with high cash flows are 
attractive (Berchicci et al. 2012); leverage (LEV), measured as 
the debt to total assets ratio, as it reduces financial flexibility 

(Denis and McKeon 2012); and valuation level (MTB), measured 
as the market-to-book ratio, as overvalued targets are less at-
tractive (Moeller et al. 2005). The selection of control variables 
relies on recent CSR and M&A literature (Bereskin et al. 2018; 
Faller 2015; Gomes 2019).9

4.6   |   Statistical Model

The underlying methodology for exploring whether CSR 
engagement plays a role in target selection relies on logistic 
regression models. Based on the binary classification as tar-
get or nontarget, they are well-suited for exploring patterns 
in underlying data using the maximum-likelihood method 
(Hoetker  2007; Janzen and Stern  1998).10 However, the in-
terpretation of these coefficients is complex. Given the non-
linear nature of these models, the interpretation of coefficients 
is often constrained to how the dependent variable changes 
but not to what extent (Backhaus et al. 2021; Hoetker 2007). 
Among the various approaches devised to address this chal-
lenge, odds ratios11 are reported in the following analyses. 
Despite the generally robust nature of the logistic regression 
models, tests for heteroskedasticity and multicollinearity were 
performed and yielded no troublesome results.12 In line with 
previous studies, industry-, country-, and year-fixed effects 
(FE) were incorporated in the models to account for con-
founding influences (Fairhurst and Greene 2022; Gomes and 
Marsat 2018). Following Hong and Kacperczyk (2009), indus-
try-FE are based on one-digit SIC codes. The first and base 
Model (1) is the following:

For the consideration of strategic objectives, Model (1) is ex-
tended by splitting the dependent variable into horizontal 
(TAR_HOR) and diversifying (TAR_DIV) M&As.13 While ev-
erything else remains equal, Model (2) looks as follows:

For the remaining hypothesis (H3) the model is refined by in-
corporating each individual ESG dimension instead of a com-
bined score to account for differences across the dimensions, 
thereby increasing the credibility of the results (Servaes and 
Tamayo 2013). Thus, Model (3) is:

5   |   Empirical Results

As illustrated in Table  1, the descriptive statistics discrimi-
nated by target and nontarget firms appear to indicate that, 
in general, firm observations across both groups are not sig-
nificantly different. This impression is facilitated by untab-
ulated t-tests between both groups, revealing a significant 
difference only for REV and FCF. In particular, REV stands 
out as the standard deviation exceeds the mean, which hints 
at the heterogeneity of the firms included (Gul et  al.  2020). 
Representative of all values, the target statistics are explained 
in detail. Target firms have on average an ESG score of 36.9 

(1)Logit
(

TARt
)

= �0 + �1 × ESGt−1 + Controlst−1 + �

(2)
Logit
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TAR_HOR∕DIVt
)
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(3)
Logit

(
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(ESG), have generated USD 364 million in REV, have a re-
turn on assets of 6.5% (ROA), have a FCF of 9% of total assets 
(FCF), have a leverage of 28.2% (LEV), and a market-to-book 
ratio of 2.9 (MTB).

Subsequently, Table  2 shows a pairwise correlation matrix, 
which reveals no breach of the 0.8 correlation coefficient thresh-
old, serving as an indication that multicollinearity is no issue 
(Gujarati and Porter 2009).14

Next, Table  3 below summarizes ESG-related differences be-
tween targets and the control group based on the PSM. It de-
picts that target firms have, on average, a 2.5–3.7 point higher 
estimated ESG score mean, which is statistically significant 
and holds regardless of the matching procedure used.15 Taking 
individual ESG dimensions into account, this study only finds 
statistically significant differences for ENV (4.5–5.5 points) and 
SOC (3.4–4.3 points).

The first estimation column of Table 4 below summarizes the re-
sults of Model (1), which functions as the baseline for this study.16 

Model (1) provides statistically significant support for H1 at the 
1% level, indicating that CSR engagement positively influences 
the likelihood of being targeted. For each increment of one unit 
in the ESG score, the likelihood of being targeted increases by 
a factor of 1.021. This indicates that a one-standard-deviation 
change in the ESG score (approximately 17 points) would result 
in a 42% increase in the likelihood of being targeted.17

The second and third estimation columns address H2 and 
shed light on the influence of CSR engagement when different 
strategic motives are considered. The estimate for horizontal 
M&As in the second column is significant at the 1% level and 
even shows a higher odds ratio compared to Model (1). In con-
trast, the estimate for diversifying M&As is only significant 
at the 5% level and shows a lower odds ratio. For each unit 
increase in the ESG score, the likelihood of being targeted in 
horizontal (diversifying) M&As increases by a factor of 1.026 
(1.013).

In order to provide further substantiation for these results, 
and in accordance with the recommendations set forth by 

TABLE 1    |    Descriptive statistics.

Variable N Mean Sd Min Max

Target (TAR = 1) ESG 658 36.897 17.626 0.63 86.9

REV 658 36,448.4 437,292.1 8049 9,385,141.2

ROA 658 6.494 5.703 0.03 35.09

FCF 658 0.091 0.066 0 0.363

LEV 658 0.282 0.199 0 0.927

MTB 658 2.959 3.281 0.14 22.27

Nontarget (TAR = 0) ESG 9887 36.275 18.922 0.57 94.32

REV 9887 227,320.9 1,233,660.5 134 9,385,141.2

ROA 9887 6.752 5.857 0 35.09

FCF 9887 0.097 0.07 0 0.363

LEV 9887 0.278 0.192 0 0.967

MTB 9887 2.806 3.352 0.01 22.27

Note: This table displays descriptive statistics for untransformed control variables discriminated between target firm (TAR = 1) and nontarget firm observations 
(TAR = 0).

TABLE 2    |    Pairwise correlation matrix.

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

(1) TAR 1.000

(2) ESG −0.005 1.000

(3) REV −0.034* 0.068* 1.000

(4) ROA −0.008 −0.136* −0.068* 1.000

(5) FCF −0.013 −0.067* −0.040* 0.590* 1.000

(6) LEV 0.002 0.109* 0.013 −0.158* −0.186* 1.000

(7) MTB 0.013 −0.035* −0.075* 0.378* 0.402* 0.115* 1.000

Note: This table displays the pairwise correlation matrix. The asterisk indicates the significance level: *p < 0.05.
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Hoetker (2007), Figure 1 graphically illustrates the non-linearity 
of the effect that the ESG score exerts on the likelihood of being 
a target. Distinctions are made between horizontal and diver-
sifying M&As. The graph shows the predicted probabilities of 
being a target (Pr(TAR)) for each ESG score between 0 and 100 
in increments of 5 (as markers) and the corresponding confi-
dence intervals (as vertical lines). The plot reveals two key find-
ings. First, it demonstrates that the likelihood of being a target 
increases exponentially with increasing ESG scores, particularly 
for horizontal M&As. Second, it emphasizes that the effect of 
horizontal M&As is consistently more pronounced than that of 
diversifying M&As.

The ensuing discussion will focus on the results of Model (3) as 
presented in Table  5. Model (3) presents the coefficients with-
out considering any strategic motive in the first estimation col-
umn and shows statistically significant positive results for ENV 
(1.007) and SOC (1.014) in contrast to GOV. The subsequent col-
umns differentiate between horizontal (TAR_HOR) and diversi-
fying (TAR_DIV) M&As. The results indicate that environmental 
capabilities (ENV) appear to only have a statistically positive 
(1.01) and robust influence (at the 1% level) on the likelihood of 
being targeted in horizontal M&As. This result underscores that 
environmental engagement holds greater appeal in horizontal 
M&As, which may be attributable to the industry-specific nature 
of environmental knowledge, which is more pronounced com-
pared to social or governance knowledge. In turn, the estimates 
for the social and governance dimensions remained unchanged 
when comparing strategic considerations with non-strategic 
ones. While the social dimension exhibited a positive and statis-
tically significant impact across both scenarios, the governance 
dimension lacked statistical significance.

To substantiate the results of this study, a series of tests were 
performed. First, all analyses conducted were repeated with 
single observations per firm to ensure the independence of the 
observations (Box and Tidwell 1962). In addition, this study rep-
licates all analyses using linear probit models and OLS models. 
Furthermore, this study conducts all analyses using a country 
subsample of the United States. Next, the analyses were repeated 
with clustered standard errors at the industry level. Finally, the 
analyses were repeated with only individual ESG score dimen-
sions instead of joint inclusion. All corresponding test results 
are qualitatively comparable.

TABLE 3    |    ESG differences between targets and control group based 
on PSM.

Variable Nearest-neighbor Radius Kernel

ESG 3.02*** 3.72*** 2.50**

(2.68) (4.41) (2.44)

ENV 5.46*** 4.77*** 4.53***

(3.26) (3.92) (2.96)

SOC 3.69*** 4.28*** 3.39***

(2.89) (4.39) (2.88)

GOV 0.63 0.56 0.42

(0.60) (0.53) (0.34)

Note: This table displays the PSM analysis based on nearest-neighbor (2 
neighbors), radius, and kernel matching procedures. T/Z-statistics are displayed 
in brackets. The asterisks indicate the significance level: ***p < 0.01, **p < 0.05, 
and *p < 0.1.

TABLE 4    |    The combined ESG score and its influence on the 
likelihood of being targeted.

Variable

Model (1) Model (2A) Model (2B)

TAR TAR_HOR TAR_DIV

ESG 1.021*** 1.026*** 1.013**

(0.003) (0.004) (0.005)

REV 1.642*** 1.93*** 1.214***

(0.075) (0.114) (0.076)

ROA 1.405*** 1.568*** 1.18*

(0.078) (0.107) (0.109)

FCF 0.118*** 0.056*** 0.522

(0.058) (0.034) (0.401)

LEV 0.194*** 0.07*** 1.221

(0.045) (0.021) (0.417)

MTB 1.106* 1.133* 1.01

(0.064) (0.081) (0.085)

Industry-FE Yes Yes Yes

Country-FE Yes Yes Yes

Year-FE Yes Yes Yes

Intercept 0.000*** 0.000*** 0.001***

(0.000) (0) (0.001)

N 10,545 10,545 9977

Targets 658 415 243

McFadden's R2 0.132 0.177 0.074

Note: This table displays the logistic regression model (1) in which the dependent 
variable (TAR) equals 1 if the firm has been targeted and 0 otherwise, and model 
(2), which discriminates between horizontal (TAR_HOR) and diversifying 
(TAR_DIV) M&A, with all results displayed as odds ratios. All models entail 
industry-, country-, and year-FE. All independent variables are lagged by 1 year. 
The (robust) standard errors are displayed in brackets. The asterisks indicate the 
significance level: ***p < 0.01, **p < 0.05, and *p < 0.1.

FIGURE 1    |    Predicted probabilities of being targeted for different 
ESG scores.
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6   |   Discussion and Contributions

6.1   |   Discussion

The subsequent explanations provide a more thorough contex-
tualization of the empirical results. The foundation for the lo-
gistic regression analyses is the baseline hypothesis (H1), which 
proposes a positive relationship between CSR engagement and 
the likelihood of being targeted. The empirical results of this 
study support this conjecture and underscore that CSR en-
gagement appears to be an attractive (intangible) resource that 
is potentially targeted in M&A transactions. Furthermore, an 
untabulated graphical illustration demonstrates that this effect 

increases exponentially with higher ESG scores. Accordingly, 
the baseline assumption of this study aligns with prior find-
ings from Faller  (2015), Gomes  (2019), and Ma et  al.  (2022). 
Furthermore, this study increases the robustness of the positive 
relationship between ESG scores and the likelihood of being tar-
geted by testing it in a novel setting encompassing both develop-
ing and developed countries.

This study considers different strategic motives at the corpo-
rate level, which are represented by horizontal and diversify-
ing M&As. Corresponding findings promote not only that CSR 
engagement has a stronger effect on the projected likelihood 
of being targeted in horizontal M&As but also highlight that 
this effect is salient for “CSR icons” on the target side, since 
the predicted probability of being a target rises exponentially 
in horizontal M&As. This finding contributes to the extant 
body of knowledge on the impact of a target's CSR engage-
ment on its attractiveness in M&A by demonstrating that the 
magnitude of the effect is contingent on underlying strategic 
motives.

As CSR engagement is a concept with a plethora of facets 
(Attig et  al.  2016), this study splits the combined ESG score 
into its three dimensions to investigate the relationship be-
tween CSR engagement and the likelihood of being targeted on 
a more granular level. Empirical research suggests that both 
the environmental and social dimensions have a significant 
and positive effect on the attractiveness of the target, while 
the governance dimension lacks statistical significance. This 
absence of statistical evidence underscores previous findings 
by Girerd-Potin et  al.  (2014), who contended that the gover-
nance dimension exhibits a merely weak correlation with the 
other two dimensions. This phenomenon may be attributed 
to acquirers' predilection for country-level institutions over 
firm-level governance mechanisms (Yen and André 2019). In 
addition, Qiao et  al.  (2018) demonstrated that M&A returns 
are more dependent on the acquirer's governance capabilities 
than on the target's governance performance. Accordingly, 
improvements in firm-level governance may not be adequate 
to increase a target's attractiveness.

An examination of the social dimension reveals that its sta-
tistical significance remains consistent, irrespective of the 
strategic motive. Conversely, the environmental dimension's 
attractiveness is apparently contingent on the strategic motive 
underlying the transaction. A target's environmental capabil-
ities enhance their attractiveness solely in horizontal M&As, 
whereas the estimates in diversifying M&As lack statistical 
significance. This observation underscores the intricacies 
associated with the transfer of environmental capabilities. 
Primarily, the heterogeneity of operations between indus-
tries renders environmental capabilities that exceed simple 
emission controls potentially less appealing in deals across 
industries (Berchicci et  al.  2017; Choi et  al.  2015; King and 
Lenox 2002). Moreover, different industries are subject to dis-
tinct institutional environments (Delmas and Toffel  2004), 
which further exacerbates the complexity. In turn, acquirers 
that target “environmental icons” within their industry are 
poised to enhance their reputation (Salvi et  al.  2018), while 
concurrently mitigating environment-related transaction 
risks (Bolton and Kacperczyk 2021; Griffin et al. 2017).

TABLE 5    |    Individual ESG dimensions and their influence on the 
likelihood of being targeted.

Variable

Model (3) Model (3A) Model (3B)

TAR TAR_HOR TAR_DIV

ENV 1.007*** 1.010*** 1.002

(0.003) (0.003) (0.004)

SOC 1.014*** 1.012*** 1.017***

(0.003) (0.004) (0.005)

GOV 1.000 1.003 0.997

(0.002) (0.003) (0.003)

REV 1.609*** 1.904*** 1.181***

(0.074) (0.115) (0.074)

ROA 1.386*** 1.549*** 1.169*

(0.077) (0.105) (0.109)

FCF 0.128*** 0.062*** 0.545

(0.064) (0.039) (0.426)

LEV 0.193*** 0.072*** 1.192

(0.045) (0.022) (0.406)

MTB 1.101* 1.134* 0.994

(0.064) (0.082) (0.084)

Industry-FE Yes Yes Yes

Country-FE Yes Yes Yes

Year-FE Yes Yes Yes

Intercept 0.000*** 0.000*** 0.001***

(0.000) (0.000) (0.001)

N 10,537 10,537 9969

Targets 656 415 241

McFadden's R2 0.132 0.177 0.079

Note: This table displays the logistic regression model (3) in which the dependent 
variable (TAR) equals 1 if the firm has been targeted and 0 otherwise. In 
addition, it discriminates between horizontal (TAR_HOR) and diversifying 
(TAR_DIV) M&A. All estimates are displayed as odds ratios. All models entail 
industry-, country-, and year-FE. All independent variables are lagged by 1 year. 
The (robust) standard errors are displayed in brackets. The asterisks indicate the 
significance level: ***p < 0.01, **p < 0.05, and *p < 0.1.



4456 Corporate Social Responsibility and Environmental Management, 2025

6.2   |   Contributions

Although there has been considerable research on the role of CSR 
in driving competitive advantage (Porter and Kramer 2006), its 
impact on M&A, particularly in target selection, remains under-
explored. This paper aims to address this gap by developing the-
oretical insights into how and why CSR may influence acquirer's 
target selection, particularly when moderated by the acquirer's 
strategic motive.

First, this study extends the RBV of the firm by position-
ing CSR as an intangible resource that can influence M&A 
decisions (Barney  1991; Reis et  al.  2015; Yu et  al.  2016). 
Conventional wisdom among scholars of M&As has histor-
ically centered on tangible assets, technology, and market-
related resources as the predominant acquisition motives 
(Capron and Mitchell 1998; Harrison et al. 1991). This paper 
contributes to a more nuanced understanding of the resources 
that firms target in M&As by demonstrating that CSR ini-
tiatives can also represent valuable nonfinancial assets that 
enhance a firm's legitimacy, reputation, and stakeholder rela-
tionships (Godfrey 2005). The findings suggest that acquirers 
may view CSR as a strategic capability that aligns with their 
long-term competitive goals, thereby expanding the range of 
resources considered in M&A decisions.

Second, this paper contributes to the extant literature on CSR 
by proposing that CSR is not only an internal value creation 
mechanism, but also a potentially attractive attribute in exter-
nal growth strategies such as M&A. This shifts the academic 
discourse on CSR from a predominantly operational focus, for 
instance its role in firm performance or stakeholder manage-
ment (Aguinis and Glavas 2012; McWilliams and Siegel 2001), 
to a strategic acquisition lens. The presented findings herein 
suggest that CSR, which is often viewed as a firm's self-imposed 
responsibility, can transcend its internal boundaries and influ-
ence strategic decisions such as target selection in M&A.

Third, by examining the moderating role of the strategic motive in 
the relationship between CSR and target selection, this study pro-
vides nuanced insights into when and why CSR may or may not be 
prioritized in M&A contexts. The findings suggest that CSR is more 
likely to be regarded as a valuable resource in M&A when the ac-
quiring firm is pursuing a horizontal M&A, as CSR might be more 
easily transferable within industries. This notion is further corrob-
orated when looking at the individual ESG dimensions, where the 
results for the environmental dimension show the strongest differ-
ences based on differing motives. Acquirers targeting “environmen-
tal icons” within their industry are likely to enhance their reputation 
(Salvi et al. 2018) and simultaneously reduce environment-related 
transaction risks (Bolton and Kacperczyk 2021; Griffin et al. 2017). 
Accordingly, the findings potentially help to evaluate M&A dynam-
ics from a different perspective.

Fourth, this paper integrates insights from the fields of strategic 
management and CSR to provide a more comprehensive view of 
M&A motivations that incorporates both financial and nonfinan-
cial factors. This integrative approach encourages future research 
to explore how other intangible resources, for instance corporate 
culture, may similarly influence M&A dynamics. In doing so, 
this paper establishes a theoretical foundation for considering 

CSR as a strategic asset in corporate M&A, thereby opening new 
avenues for research at the intersection of CSR and M&A.

Finally, this study contributes to the sustainability literature 
by examining the three ESG (environmental, social, and gover-
nance) dimensions separately, providing a more nuanced under-
standing of CSR commitment. This approach responds to recent 
calls for more disaggregated research on ESG components, as 
highlighted by Li, He, et al. (2021), Li, Wang, et al. (2021), and 
Gao et al. (2023) and allows for a deeper exploration of the mul-
tifaceted nature of CSR activities.

From a practical perspective, the findings are particularly com-
pelling for managers and investors. First, the empirical evidence 
provided indicates that CSR engagement could serve as a differ-
entiation strategy to increase a firm's attractiveness in the M&A 
context (Ozdemir et al. 2022). Thus, managers can strategically 
engage in CSR to increase a firm's attractiveness and eventually 
increase the likelihood of being targeted in M&As. By raising 
the attractiveness through CSR engagement, firms may be able 
to simultaneously increase their firm's value and ultimately also 
the transaction premium (Cho et  al.  2021; Zhang et  al.  2022). 
Furthermore, insights from this study help managers also on 
the acquirer side, as this study deepens our understanding of 
the interplay between CSR engagement and underlying strate-
gic objectives. By examining individual ESG dimensions, this 
study raises managers' awareness of the limited transferability 
of environmental resources and capabilities.

For investors, insights from this study advance their under-
standing of factors influencing corporate investment decisions 
(Atanasov et  al.  2012). The empirical results may help inves-
tors to better understand corporate M&A decisions by showing 
that their motivation may be (partly) affected by a target's CSR 
engagement as a nonfinancial factor. This expanded perspec-
tive is particularly valuable given the prevailing perception of 
corporate investments as hazardous capital spending that reg-
ularly fails (King et al. 2004; Kumar et al. 2015). Accordingly, 
this study advocates for the consideration of M&A decisions also 
from a CSR-related perspective.

Overall, the implications for managers and investors are closely 
intertwined as this study does not only assist in comprehending 
corporate M&A decisions from an investor perspective, but the 
insights also help to position the firm on a business level in a 
better light during M&As.

6.3   |   Limitations and Avenues for Further 
Research

This study is subject to certain limitations. First, the lack of a 
consistent definition and collection process for ESG metrics 
across different data providers limits the comparability of stud-
ies across different data providers (Juravle and Lewis  2008). 
Moreover, Refinitiv Eikon Datastream's firm coverage, formerly 
ASSET4, is based on market capitalization. While this coverage 
approach mitigates a potential self-selection bias (Shahzad and 
Sharfman 2017), it also reduces the availability of data for target 
firms because they are typically smaller in terms of market capi-
talization (Fairhurst and Greene 2022; Huang et al. 2023).
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Second, the study's methodology for establishing a control 
group, which is based on all firms reporting ESG data, precludes 
the consideration of control variables for acquirers. This limita-
tion arises from the focus on a dyadic setting, wherein no firm 
in the control group has been acquired. Furthermore, the con-
trol group may include firms that have never been targeted or 
are not for sale, as it is artificially constructed based on PSM 
(Welch et  al.  2020). Third, the indicated relationship between 
CSR engagement and target selection may be also influenced 
by unobserved heterogeneity, that is, other factors that have not 
been considered. One such factor could be that the target selec-
tion is dependent on the acquirer's CSR engagement. In this dy-
adic context, acquirers could leverage M&A to compensate for 
their low CSR engagement. Another salient factor that merits 
consideration is the incorporation of additional motives besides 
diversifying or horizontal M&As, such as managerial empire-
building (Fidrmuc and Xia 2019).

Fourth, this study only considers the unidirectional impact that 
industry relatedness moderates the CSR-target selection rela-
tionship. However, one could also consider the reverse direction 
that CSR could influence the extent to which industry relat-
edness impacts target selection. The argument is theoretically 
grounded in the notion that CSR represents a firm's broader 
strategic orientation and identity, which can shape how manag-
ers evaluate opportunities for synergies and diversification. The 
potential expressions of CSR moderation may include resource 
complementarity or reputational considerations.

Lastly, this study employs a series of attempts to rule out endogene-
ity, including the inclusion of multiple control variables, industry-, 
country-, and time-FEs, or repetition of analyses with untabulated 
firm-FEs. However, these attempts may not be sufficient to com-
pletely rule out endogeneity (Aouadi and Marsat 2018).

The aforementioned shortcomings reveal interesting avenues for 
future research. First, scholars could test if CSR moderates the 
industry relatedness–target selection. This perspective would 
broaden the conceptual understanding of how CSR influences 
strategic decision-making. By considering CSR as a moderator, 
the analysis would highlight its potential to redefine strategic 
priorities, including how firms balance relatedness and diversi-
fication in their acquisitions. This study proposes that acquirers 
look for specific target capabilities based on strategic motives; 
however, it is not tested whether these predictions materialize. 
Future research could investigate, for instance, whether ESG 
scores change after acquiring a particularly capable target by 
examining individual ESG dimensions. Furthermore, future 
studies could pay more attention to the dyadic context by con-
structing a sample solely based on completed M&As, which 
would allow the incorporation of acquirer controls. Finally, the 
analyses of the relationship between CSR engagement and suc-
cessful and failed M&As may also provide intriguing insights.

7   |   Conclusion

This study illuminates the role of a target's CSR commitment in 
the selection of M&A targets. Specifically, a target's CSR com-
mitment appears to increase its attractiveness in M&As, which 

serves as the foundation of this study. Contrary to the findings of 
previous studies on the influence of CSR commitment on M&A 
target selection, this study incorporates the role of strategic mo-
tives in the forms of horizontal M&As. It is found that CSR com-
mitment exerts a higher influence on a target's attractiveness in 
horizontal M&As compared to diversifying M&As. Finally, this 
study distinguishes between the three dimensions of the ESG 
score and shows that environmental engagement is contingent 
on the underlying strategic motive. This suggests that environ-
mental engagement may play a major (no) role in horizontal (di-
versifying) M&As.
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Endnotes

	 1	Hereafter, this study uses a definition for resources as set of retriev-
able factors and for capabilities as a firm's ability to use these re-
sources based on Kaul and Wu (2016).

	 2	Hereafter, the ESG score from Refinitiv Eikon Datastream is used, 
which is weighted as follows: Environment (E) 34%, Social (S) 35.5%, 
and Governance (G) 30.5%. Moreover, the term high (low)-CSR firm 
refers to a firm with good (bad) sustainability performance, which 
is reflected in a high (low) ESG score. The three dimensions in turn 
comprise 10 underlying categories. Environment comprises resource 
use, emissions, and innovation. Social entails workforce, human 
rights, community, and product responsibility. Governance includes 
management, shareholders, and CSR strategy.

	 3	The selected time span is determined on the one hand by the latency 
of the reported ESG scores and on the other hand extended into the 
past to assure a sufficient sample size.

	 4	Following Deng et al. (2013) and Bose et al. (2021), this study includes 
only deals in which 20% or more of ownership was acquired.

	 5	More precisely, the variables of the employed regression models are 
used as underlying control variables to formulate the propensity 
score: REV, ROA, FCF, LEV, MTB. Furthermore, it is controlled for 
industry, country, and year in line with Gomes (2019).

	 6	To be a meaningful comparison Rosenbaum and Rubin (1985) state 
that standardized biases before and after matching should be below 
5%, and with a mean standardized bias of 3.9%, this is the case for this 
study.

	 7	This procedure is based on the so-called “Pregibon's delta-beta” 
which refers to the predictive accuracy of a statistical model by in-
forming about the impact of each covariate on the estimated coeffi-
cients (Pregibon 1981).

	 8	The score comprises more than 630 different ESG metrics based on 
publicly disclosed data. The focus on public data enhances transpar-
ency, as scores can be traced back to original documents. Regarding 
measurement, the ESG score is a percentile rank score based on rel-
ative performance within a firm's industry (for ENV and SOC) and 
within a firm's country (for GOV), where better performance is repre-
sented by a higher score.

	 9	Control variables are transformed by applying a logarithm (REV, 
MTB) or a square root (ROA, FCF, LEV) to make their distributions 
more symmetric. In addition, all metrically scaled control variables 
are winsorized at 1% and 99%, in line with previous research by Ma 
et al. (2022).

	10	As several firms have multiple observations in the sample, this study 
also performs logistic regressions only with single observations and 
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a linear ordinary least square (OLS) regression to increase the results 
robustness.

	11	Odds ratios result from the ratio of probability and counter probabil-
ity. The calculation of odds ratios for metrically scaled variables is 
always influenced by the size of the corresponding variable, which 
has to be considered during the interpretation (Backhaus et al. 2021).

	12	To account for heteroskedasticity, robust standard errors are applied, 
according to White (1980). This does not change the results signifi-
cantly. For multicollinearity, this study reviews variance inflation 
factors (VIF) (all values below 5, with a mean of 1.5) and their R2 
(< 0.8), which are both below popular thresholds (Menard  2002; 
Thompson et al. 2017).

	13	Based on the non-linearity of the statistical model, this study does not 
use interaction terms. Unlike in linear models (e.g., OLS), the mar-
ginal effect of an interaction term in a non-linear model is not directly 
represented by the interaction coefficient (Hoetker 2007). The inter-
action effect's magnitude, and even its sign, can vary across observa-
tions depending on the coefficients of the interacted variables and the 
values of all other covariates in the model (Huang and Shields 2000).

	14	The pairwise correlation matrix for individual ESG score dimensions 
is untabulated. The matrix does not contain correlation coefficients 
exceeding 0.8. However, GOV is significantly correlated with ENV 
(0.319) and SOC (0.345). ENV and SOC show the highest overall cor-
relation (0.726).

	15	To increase robustness, nearest-neighbor matching is repeated with 
varying numbers of neighbors (1, 5, 10, 20, 30). The untabulated re-
sults are qualitatively comparable.

	16	The baseline model (1) classifies almost 95% of observations correctly 
and shows an area under the receiver operating characteristic of 75%, 
indicating a solid model fit (Backhaus et al. 2021).

	17	The increase is calculated as follows: 1.02117 = 1.424, which leads to 
an increase of 42.4%.
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