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Abstract 
A central debate in literature today concerns the relationship between Corporate Social Responsibility (CSR) and firm competitiveness. We advance this debate by proposing a sense-and-response mechanism in which CSR acts as a strategic orientation for developing within firm capabilities, in particular innovativeness, to actually respond to societal needs. Departing from the resource-based view (RBV) we suggest that firms obtain competitiveness through both developing internal capabilities and leveraging capabilities from their suppliers. We examine CSR orientation and innovativeness along triads in a supply chain: a focal firm, a major supplier and a major customer. The results drawn from a survey of 88 of such matched triads suggest the following. Firstly, we find a positive relationship between CSR orientation and innovativeness, both within the focal firm and within the supplier. Secondly, customers value CSR orientation through CSR reputation. Moreover, customer satisfaction is a direct effect of a focal firm innovativeness, which in turn is driven by supplier innovativeness. Thirdly, the findings demonstrate a negative relationship between supplier CSR orientation and focal firm innovativeness. Consequently, in strategic supply management, enhancing a CSR-innovativeness mechanism at suppliers seems to be crucial in order to benefit from these valuable supplier capabilities. 
Keywords: Supply Chain, Suppliers, Corporate Social Responsibility, Innovativeness, Resource-Based View, Triads
Introduction 
The core objective of scholars in the field of strategic management is to explain why some firms outperform others.  Corporate Social Responsibility (CSR) – the concept whereby companies integrate both social and environmental concerns in their business operations (Bansal 2005) – has become a major topic for explaining firm competitiveness (Hart 1995;Porter, van der Linde 1995b). Results, though, remain inconclusive (Barnett, Salomon 2006;Margolis, Walsh 2003;McWilliams, Siegel 2000;Orlitzky, Schmidt, Rynes 2003). Nevertheless, firm are increasingly urged to interact with society by providing innovative solutions for social and environmental dilemma’s (Margolis JD et al. 2003). Some researchers therefore suggest that CSR potentially impacts both firm competitiveness and society through other firm capabilities, such as innovation (Husted, Allen 2007;Porter, Kramer 2006). Even though innovativeness is regarded strategically relevant for both CSR and firm competitiveness (Husted 2000;Porter, van der Linde 1995a), empirical support for innovation in relation to CSR has been limited to moderating variables such as R&D expenditure (Hull, Rothenberg 2008;McWilliams A et al. 2000). 
In order to advance the long-lasting debate on CSR and firm competitiveness we focus on CSR orientation as a guiding principle for developing internal capabilities, and in particular, innovativeness. In addition, CSR and innovation both have a heavy stake in strategic supply chain management (Hult, Ketchen, Arrfelt 2007). Firms rely on their own processes and products to achieve their CSR ambitions and also on supply chain coordination for matters such as material use, energy consumption, and labor conditions (Carter and Rogers 2007; KPMG report 2005). Similarly, firms increasingly depend on supplier innovativeness for innovations to satisfy customer demands (Azadegan et al. 2008;Chesbrough 2003;Roy, Sivakumar, Wilkinson 2004). We deem it essential to include suppliers as a potential source of competitiveness for both CSR and innovativeness. Consequently, we address the following three research questions in our research: 1) how does a CSR orientation relate to a firm’s innovativeness? 2) How do suppliers impact CSR orientation and innovativeness at a focal firm? 3) And how do CSR orientation and innovativeness affect focal firm’s competitiveness from a customer perspective? 

In this study we elaborate on the reasoning of Porter and Kramer ( 2006) who suggest that business and society interact though a sense-and-response mechanism. by committing to a CSR orientation, an individual firm stimulates an outside-in sensing process of gaining intelligence of societal needs guiding internal adaptation to societal requirements. Innovativeness, as a result, is the inside-out mechanism through which this firm responds to society by the way it develops products, conducts processes, selects partners, finds new concepts, and so forth. We investigate this sense-and-response-mechanism within an individual firm and in relation to supply chain partners of the firm. For that purpose we collect survey data in chains of firms consisting of a supplier, a focal firm and a focal firm’s customer. We examine two variables at the focal firm: CSR orientation and innovativeness. At the supplier we propose a similar mechanism consisting of supplier CSR orientation and supplier innovativeness. We include an external – non financial – evaluation of competitiveness by assessing CSR reputation and satisfaction at a customer of the focal firm (Gautam, Jay, Waleed 2004). In our study we hypothesize and test interrelations among these variables using the RBV, complemented with practitioner’s insights from field research. An empirical test of research hypotheses has been based upon data collected from 88 matched chains consisting of a supplier, a focal firm and a business customer. 

Our study contributes to the RBV perspective on CSR in three ways. First, we present CSR orientation as a guiding principle that calls on a firm’s innovativeness. As such, we aim to illuminate this sense and response mechanism between business and society from the firm’s perspective. Secondly, we examine this sense and response mechanism in relation to suppliers as a source of competitive advantage. Additionally, we contribute to managerial understanding of CSR practices by relating CSR practices to innovative attitude in a broader context of supplier and customer relationships.
Theoretical development

Why are business and society are interconnected? The contingency approach to RBV states that a firm’s resources do not exist in isolation; their value is determined by the context in which they are applied (Katila, Shane 2005). Due to globalization, technology development and professionalization, firms the business arena and society become more intertwined (Bansal P 2005). Firms change their strategic direction accordingly in order to respond to what is externally valued and thereby try to achieve competitive advantage (Husted 2000). Due to increased dependence on the natural environment, globalization of business networks, and changes in stakeholder demands, CSR orientation has become an important strategic direction for many firms. Some firms, for example, have decided to adopt a CSR orientation in order to be able to respond to increasing stakeholder demands and customer requirements. 

From the RBV literature, we know that firms obtain competitiveness through developing internal resources and capabilities, and through leveraging resources and capabilities in their supply chains. Some studies suggest that a CSR orientation is such an internal capability that may lead to firm competitiveness (Bansal P 2005). In line with inconclusive results for a direct relationship (McWilliams A et al. 2000;Orlitzky M et al. 2003), we wonder whether CSR orientation should be viewed as such a strategic resource. If we compare CSR orientation to the RBV criteria of a strategic resource, CSR orientation can be valuable, though it is not rare per se, nor inimitable or non-substitutable. Implementing CSR, however, does require new ways of working, identification of new opportunities, and a unique way to developing products to create competitive advantage. Consequently, CSR orientation could be considered as a guiding principle for using and developing firm-specific capabilities. The valuable, rare, inimitable, and non-substitutable capability then lies in the response a firm is able to develop to fulfill its CSR ambitions. 
Based upon the foregoing, we propose a sense-and-response mechanism in which CSR orientation as an outside-in mechanism through which a firm identifies and embeds external demands from society and customers in its strategic planning. As such, CSR orientation describes a sensing mechanism of the firm and a firm-wide attitude and behavior towards embedding CSR demands and requirements into its business processes and product solutions. Inspired by existing definitions of strategic orientations, we define CSR orientation as a "set of cross-functional processes and activities directed at continuously identifying and embedding environmental and societal needs in business processes" (adapted from  Deshpandé, Farley 1998). This means that a CSR oriented firm will develop a proficiency in identifying societal and sustainability needs and a willingness to actually respond to these needs. 

Translating a CSR orientation into action is part of a larger planning and decision-making process that requires changes in internal business processes. The sensing capability of the firm evokes a desire to respond to CSR requirements. CSR oriented firms are likely to adapt and change products, processes, and business concepts to find solutions that correspond to their CSR ambitions. Literature on creative cognition in constrained settings (Dahl, Moreau 2007;Ward, Smith, Finke 1999) reveals that people will always follow the path of least resistance, until current product- and/or process solutions do not apply anymore. As a result a greater need will arise for innovative and creative responses: “Necessity is the mother of invention” (Cummings 1965, p. 220). In a constrained setting people will tend to use more knowledge bases to come to a solution (Moreau, Dahl 2005). Empirical support reveals that solutions developed in a constrained setting tend to be more creative and innovative than those that followed the path of least resistance (Moreau CP et al. 2005). This is especially interesting as customers turn out to be receptive to the originality of these creative outcomes (Dahl, Moreau 2002). 
We therefore argue that innovativeness is the responsive inside-out mechanism through which firms adapt to the constrained setting and develop solutions for the CSR challenges they face (Hurley, Hult 1998). Innovativeness, as an aspect of a firm’s culture, is the openness to new ideas that will reveal unconventional knowledge bases. Innovativeness thereby describes the capability of a firm to engage in innovation and to be receptive for new ideas. Innovativeness as a characteristic of a firm’s culture is a significant and crucial predictor of the number of actual innovative outcomes (Hurley RF et al. 1998). It is through innovativeness that firms find solutions for their CSR ambitions which provide a solid ground for success of the firm in the long run. 
From the RBV we know that firms obtain competitiveness through developing internal capabilities as well as through leveraging capabilities in their supply chains (Azadegan A et al. 2008). Firms’ CSR compliance is associated with supply chain related issues such as material use, energy consumption, and labor conditions (Carter, Rogers 2008). CSR-oriented firms turn to their supply chain partners to fulfill their CSR ambitions (Bansal, McKnight 2009;Krause, Vachon, Klassen 2009;Pullman, Maloni, Carter 2009). Supplier compliance is secured by large companies and public institutions through, for instance, codes of conduct, supplier sustainability audits, and supplier improvements programs. Based on the foregoing we conclude that firms increasingly depend on supplier capabilities for innovation to satisfy customer demands (Azadegan A et al. 2008;Chesbrough H 2003;Roy S et al. 2004). Next, we propose that innovativeness as a supplier capability is a potential valuable source for a focal firm for creating competitive advantage. 

As has been demonstrated by others, CSR orientation is externally appreciated by different stakeholder groups (Bansal P 2005;Godfrey, Merrill, Hansen 2009;Moreau CP et al. 2005). Firms that comply with the expectations of external stakeholders, for instance through providing social and environmental transparency and engaging stakeholder groups, tend to reduce risk through lowering the chance of consumer boycotts and actions by non-governmental organizations (Carter and Rogers 2008). Moreover, as some consumer groups specifically choose to purchase CSR related products, a CSR reputation in the market can positively influence customer behavior. However, if we relate these effects to the perspective of Porter and Kramer ( 2006) and the RBV, this is more of an outside-outside effect of CSR orientation as it enhances reputation in the market and provides the firm with an initial legitimacy for its operations.
By means of additional field interviews we intended to strengthen our understanding of the relationship between CSR orientation and innovativeness. The purpose of the field research was to get a feeling whether or how professionals in the field were affected by CSR ambitions and policies of their firms. We approached managers from diverse functional backgrounds; some were involved in CSR constraint projects, and some were not. Overall, we conducted in-depth interviews with 18 managers in the field of research, new product development, and marketing covering different divisions in four companies. The insights obtained from the interviews enriched our understanding of the relationship between CSR and innovation. We used material from the interviews to further develop our conceptual model and support our hypotheses, other requirements remaining equal. 

Generally, the interviewees regarded CSR as an inseparable component of their business processes. That is, they perceived that CSR requirements cannot result in a trade-off among requirements of several other dimensions such as quality, costs, safety, time-to-market, and so forth. A CSR orientation implies that more constraints are imposed on the firm’s current inputs and business processes, and its current product- and service solutions. 
Working for projects strongly framed by CSR-requirements the interviewees tried to find solutions for the new rules of the game. They identified two ways through which they attempted to comply to increasing CSR-requirements. Firstly, they indicated that they put much more effort in exploring the boundaries of the project, scanning their supply markets and testing alternative solutions. Increasingly, they had to turn to external parties in order to bring in new insights and knowledge that could help them in providing new solutions; especially suppliers and customers were intensively involved in the research and development processes. Secondly, new opportunities for future projects were identified. All interviewees felt positively challenged by ‘doing good for society’ and continuously searched for new solutions that could provide opportunities for future developments. 
Conceptual model

The conceptual model we propose in this study is presented in Figure 1. This conceptual model follows the reasoning developed in the theoretical background and applies it to three partners in a supply chain. Our main premise is that CSR orientation is a guiding principle that transforms internal processes and enhances innovativeness. Therefore we examine CSR orientation and innovativeness at the focal firm. To address supply chain influences, we assume a similar mechanism to be present at the supplier of the focal firm. Finally, we evaluate the effects of CSR orientation and innovativeness at the customer of the focal firm by measuring CSR reputation and customer satisfaction. 
--- Insert Figure 1 about here ---
Hypotheses 

Central to our model is the argument that CSR orientation is the outside-in guiding principle that provides a potential source of innovativeness, which represents the inside-out capability to generate solutions to changing stakeholder demands. This sense (outside-in) and response (inside-out) mechanism is expected to bring value to customers and society as a whole. To relate the constructs introduced in the theoretical background we will draw from RBV theory and illustrate the relationships with knowledge and insight which was gained from the field interviews. 
CSR orientation and innovativeness

If a firm chooses to commit to CSR, this commitment will guide its philosophy of conducting business and will affect the way the firm develops its products, maintains its processes and develops new business propositions for the future. The more CRS oriented the firm, the more it wants to comply with environmentally friendly, energy efficient, and socially supportive activities. In general, such a commitment to CSR demands a new way of working compared to what they were used to. The constrained setting demands for alternative solutions. For example, several interviewees recalled: 

“Next year we will run a project aiming at developing a 100% solvent free brushing system. That is a nice idea, and we will see whether such a goal is feasible. (..) Such projects are truly competence driven; we might create a completely new technology”.
 “So everything that even looks like a GMO [Genetically Modified Organism] is bad. We knew this from the start and should search for other techniques”. 
“When I started working on coating and saw how it was done, you look at the process and you think: ‘This is horrible’. You need to get your viscosity right, you need multiple layer coating etc. It is not very nice. And you start thinking, is there no better way, can’t we do all of this in one go? And that incentive to work on lower energy use and raw materials is in your thinking from the very beginning”.
Each of these statements demonstrates a different perspective on the impact of a CSR orientation on a firm’s business processes. CSR may result in a change in outcome requirement, a changed input constraint for developing new products or processes, and a review of current operations processes. Hence, we conclude that a CSR orientation directly affects a firm’s internal business processes: 
“And you see that when our business becomes more and more committed to sustainability that the business cases of our product development process changes. So you see very clearly around us that the triple P approach [balancing people, planet and profit] is having an impact on how we develop products. (..)”.
Firms that score high on CSR orientation tend to set challenging goals for their operation processes and products. Internally the goals are considered constraints which make the existing path of least resistance inaccessible. Limitations in the form of requirements constraints (CSR objectives) and input constraints (current way of working is not possible) foster the need for new product and process solutions. The interviewees actually enjoyed working in the CSR constraint setting in order to find a solution for their challenging tasks. This personal commitment, as expressed during our interviews, resulted in additional, side initiatives to create a better or greener world. One project manager recalled:

“A few days ago we had a brainstorm session whether we could develop an enzyme to bring down food prices in the world”. 

The link between a CSR orientation and innovativeness of the firm is a within-firm phenomenon that we expect to happen regardless of the position of the firm in a broader context such as a supply chains. Therefore we assume that this mechanism holds for the focal firms as well as for the supplier organizations. Therefore we hypothesize: 

H1a: Focal firm CSR orientation is positively related to focal firm innovativeness

H1b: Supplier CSR orientation is positively related to supplier innovativeness

CSR orientation and innovativeness in supply chain relationships
The interviewees indicated that their firms purchase between 50 and 80 percent of their manufacturing cost from external suppliers. The interviewees deemed it self-evident that their suppliers contribute to their CSR ambitions. CSR requirements were part of their pre-qualification criteria to select future suppliers and review existing ones. Criteria for supplier selection, for instance checklists and codes of conduct, seem a popular way to check and potentially improve supplier performance on sustainability requirements: 
Everything is considered in a checklist: reliability, product consistency, health and safety and sustainability. (..) I have to say, the checklist is a year operational now, and it works very well. I believe it essential that sustainability is part of the requirements”.
One of the interviewees explained that their firm gained insight in all supplier practices upstream the supply chain through a traceability system. This project manager works in the food industry, where supply chain responsibility is far developed: 

“Traceability is crucial to our firm. We might not call it sustainability per se, because it encompasses the whole value chain and many dimensions. We know exactly what happens at each step in the value chain, from growing seeds to the product that is finally delivered to our customers. But it is truly sustainable”.
 The more CSR oriented the firm the more it takes on responsibility for CSR compliance along the supply chain. The firms from the field research with a high CSR orientation demand first of all that their ingredients, materials and components meet their CSR standards. Moreover, these firms want to be associated with suppliers that are committed to cleaner processes and appropriate working conditions. They observe that their suppliers, in turn, like to comply with what is externally valued, and increase their CSR efforts. Consequently, if a supplier does not fit the philosophy of the focal firm, the relationship might come to an end. As one of the managers indicated in the interview: 

“We search for firms that have a similar business philosophy as X. If our ideas do not correspond we will not choose them to be our supplier”. 

The more CSR oriented the focal firm, the more stringent the demands imposed on its internal business processes as well as on the supplier’s CSR compliance. The focal firm tries to collaborate with CSR oriented suppliers, or forces suppliers to improve their CSR profile. So, the more CSR oriented the focal firm the more CSR oriented the suppliers it deals with. Therefore we hypothesize: 

H2: Focal firm CSR orientation is positively related to supplier CSR orientation 

At the same time, few firms are internally self-sufficient with respect to critical capabilities and most firms are dependent on their suppliers for complementing external resources and capabilities to fulfill customer demands (Heide 1994; Pfeffer and Salancik 1978). 
Our interviewees indicated that they required more and diverse knowledge bases to support them in finding a new solution for their products and processes. For instance, working in multidisciplinary teams with suppliers was regarded essential for finding a suitable solution: 
“Cross-functional teamwork is key. Working together is the only way to develop new products in a safe, sustainable manner”. 

Other firms searched beyond the boundaries of the firm to find alternative knowledge bases to develop a solution:
“We cannot develop a green product alone, we need to involve our customers and help each other” 
“It has been our greatest strength to show the courage to involve external parties. Researchers generally suffer in general from the ‘not invented here’ syndrome, they would prefer not to involve any external experts. But our attitude was ‘please come over to share your knowledge”.

Accordingly, the more innovative the supplier, the more the focal firm can potentially benefit from the supplier’s innovative capabilities. From an RBV perspective a firm wants to cooperate with firms that provide unique and valuable resources, which in concerted activities of the focal firm and supplier are inimitable and non-substitutable. Aware of its dependence on supplier resources for its innovation capability, the focal firm will try to intensify its relationship with this supplier and to obtain access to new ideas. In search for new ideas and opportunities, the focal firm will increase information sharing and communication with its supplier. Therefore we hypothesize: 

H3: Supplier innovativeness is positively related to focal firm innovativeness
CSR and innovativeness and competitiveness 

CSR orientation and innovativeness haven been associated with firm competitiveness (Luo, Bhattacharya 2006).We suggested that innovativeness is the inside-out mechanism through which a firm is capable to improve its processes and bring better and innovative products and services to the market. As such, innovativeness – as part of a firm’s culture – is a firm-specific capability that fulfills the RBV criteria: valuable, unique, inimitable and non-substitutable. Innovativeness is known to result in more actual implementations and realizations of products and processes to better serve current and future customer markets (Hurley RF et al. 1998;Menguc, Auh 2006). Additionally, embedding more diverse and external ideas and concepts into the innovation process increases creativity of the solution (Dahl DW et al. 2002;Moreau CP et al. 2005) and the performance of the new product in the end-user market (Song, Di Benedetto 2008). New product performance and perceived quality foster customer satisfaction through increased market appeal and the firm’s recognition as a leader in the market (Simpson, Siguaw, Enz 2006). Therefore we hypothesize: 
H4: Focal firm innovativeness is positively related to customer satisfaction.

In addition, CSR orientation might directly affect a firm’s customer. After all, today CSR is valued by many firm stakeholders, and might enhance the reputation of the firm which in turn may be favorable for firm competitiveness. Corporate reputation in society is based on a perceptual representation of the firm's CSR actions (Hansen, Samuelsen, Silseth 2008). Supported by annual reports, experiences of employees, customers and investors a CSR orientation crafts the CSR reputation of the firm in society. Therefore we hypothesize:

H5: Focal firm CSR orientation is positively related to CSR reputation

Corporate reputation is a crucial ingredient for customer loyalty, trust, and therefore overall satisfaction (Walsh et al. 2009b;Walsh, Beatty, Shiu 2009a). From consumer studies we know that an increase in CSR reputation increases the willingness of consumers to buy, work or invest in a firm (Bansal P 2005). CSR can consequently considered moral capital that might act as an insurance-like protection (Godfrey P et al. 2009(Godfrey P et al. 2009), in case business activities create negative impacts among stakeholders. That is, an established CSR reputation protects them from sanctions and losing customers. Goodwill seems to be a form of affective commitment that demonstrates a positive attitude towards a relationship and a motivation to maintain the relationship (Dahui, Browne, Chau 2006). A positive image could therefore result in higher appreciation by current customers. We expect that a CSR reputation in a similar way contributes to the satisfaction of the business customer. Therefore we hypothesize. 
H6: CSR reputation is positively related to customer satisfaction
Method
Sample and Data Collection

Our research design applies to supply chains in a business-to-business context. To reflect a realistic supply chain we collected survey data from three parties operating in a matched supply chain: a supplier, a focal firm and a customer. For obtaining representative and relevant data in these chains we asked divisional and corporate executives at the focal firm to identify one of their key suppliers and one of their key customers to participate in the research. Key rather than average suppliers and customers were selected because of their potential and desired impact on firm competitiveness and hence on the likely reliability of potential supply chain effects (Kotabe, Martin, Domoto 2003). We asked the executives to identify their key supplier and customer using the following criteria: (1) one of the top three suppliers and customers that (2) are perceived crucial for running business operations of the focal firm. 
The respondents participating in this research were typically executives from companies based in the Netherlands. We selected executives as key respondents for our survey because we deemed them to be the most knowledgeable about the strategic directions of their firms and the strategic relevance of their customers and suppliers. We asked the executives to provide the contact details of their counterpart in this relationship or from the person most knowledgeable of the specific relationship. 

We recruited the executives of the focal firms from databases of three professional platforms: CSR Netherlands (MVO Nederland, 382), VOKA Chamber of Commerce Kempen (400), and buyers’ cooperative INKA (103). Because it was likely that not all firms from the databases were directly involved in supply chains, we approached a selected group of executives by telephone (MVO Nederland: 186, VOKA Kempen: 239, and INKA: 103) and invited them to fill out the questionnaire through a web-enabled survey tool or through a digital survey format by email. After filling out the questionnaire we asked them to provide the name and mailing address of their contact person at a key supplier and at a key customer. We personally contacted the suggested contact persons at the key supplier and key customer and sent them an invitation to the web-enabled survey. 

In total 528 executives were contacted for participation. Of them 182 (34.5%) indicated to participate in the research and received a link or copy to their personal questionnaire. We received 125 (68.7% of the sent questionnaires) completed questionnaires after reminders by email and phone. We obtained contact details of 98 suppliers and 95 customers (53.3% of the participants that received the questionnaire) that could result in possibly 95 complete chains. So, 193 contact persons at supplier and customer firms received our questionnaire, and 185 were returned after several reminders. We only included matched chains in our study and therefore could not use 7 of the original surveys because they belonged to a chain with non-returned or incomplete surveys. Thus, the final number of returned and useable questionnaires was 264 consisting of 88 chains with complete data from all three supply chain partners (48.4% of the focal firms that received the questionnaire). 
The focal firms of these 88 chains of firms were operating in the following business: 

· Manufacturing (36 firms: 40.9 %)

· Construction (22 firms: 25.0 %)

· Information and communication (11 firms: 12.5 %)

· Wholesale and retail trade (7 firms: 7.9 %)

· Administrative and support service activities (4 firms: 4.5 %)

· Other industries (8 firms: 9.1 %)

We controlled for industry type and found no significant differences in our sample on the dependent variable end-user satisfaction. In addition, we compared the weighted average in our sample regarding sales volume and number of employees (245 million euro; 794 full-time employees) with the weighted average of Dutch industrial statistics (444 million euro; 899 full-time employees). Small firms seem to be somewhat overrepresented in our sample. To test for possible non-response bias, we followed the extrapolation method of Armstrong and Overton ( 1977) comparing early (half split completed matched questionnaires in one chain) with late responses on end-user satisfaction. The results indicated no significant differences at a 95% confidence interval. 
The questionnaire served as the primary means for data collection. The original questionnaire was developed in English and translated to Dutch to allow both Dutch focal firms and international supply chain partners to participate in the research. The Dutch version was prepared using the parallel-translation/double translation method (Adler 1983;Sekaran 1983). The English questionnaire was translated in Dutch by two independent translators, and two others independently translated the Dutch version back into English. Minor inconsistencies were discussed with all four translators and the final Dutch questionnaire was slightly modified for meaning. 

In our questionnaire we used existing item scales from literature where possible. This means that only for CSR orientation we developed a new scale inspired on existing scales on strategic orientations of a firm, such as validated scales of market orientation. We pre-tested the questionnaire to assess the adapted and translated scales. The pretest was conducted in three chains of firms by interviewing three focal firms, three suppliers and three customers. The respondents were asked to fill out the questionnaire and “think aloud” during reading and answering the questions (Hunt, Sparkman, Jr., Wilcox 1982). The interviews were recorded and carefully monitored by two researchers. The analysis of the pre-test interviews resulted in adaptations for wording and instructions. The appendix provides the construct reliabilities, the response format (1-7 point Likert scale) and the measurement items of the survey. 

Customer variables. At the customer we measures customer satisfaction and CSR reputation. Customer satisfaction was defined by ‘satisfaction that accumulates across a series of transactions of service encounters’ (Lam et al. 2004). Customer satisfaction was measured at the end-user by a 4-item scale on cumulative satisfaction based on Homburg and Stock ( 2004). Example items are ‘we enjoy collaborating with this supplier’ and ‘we are very pleased with additional services this firm delivers’. Cumulative satisfaction is a fundamental indicator of the focal firm’s past, current and future performance. Our scale for CSR reputation is inspired by rich and elaborate literature on customer-based corporate reputation (Hansen H et al. 2008;Walsh G et al. 2009b;Walsh G et al. 2009a). Our construct though requires a one-dimensional scale applicable in business-to-business exchange relationships (Hansen H et al. 2008, p.208). Consequently we define CSR reputation as the perceptual representation of the firm's overall CSR appeal when compared with other rivals. Our 7-item scale evaluated CSR reputation in general, compared to competitors, and perceived by colleagues. For instance, ‘compared to its competitors, this supplier delivers the most environmentally friendly products/services’ and ‘this supplier is an example of a socially responsible actor in business’.
Focal firm variables. At the focal firm we assessed focal firm CSR orientation and focal firm innovativeness. CSR orientation should represent the absorption of societal demands in business operations and the willingness to provide a response to societal needs. The orientation scale for market orientation served as a starting point to describe CSR orientation. We adapted the items in the short scale of Deshpandé and Farley ( 1998) with the three dominant application domains for corporate social responsibility of Bansal ( 2005), environmental assessment, stakeholder management and social issue management, and ethical business behavior (Brammer, Pavelin 2006;Clarkson 1995;Waddock, Graves 1997). After the pre-test, modification, exploratory and confirmatory factor analyses we continue with a 7-item scale (α=.87), including items such as ‘we monitor the environmental impact of our business (unit)’, and ‘we ask our customers to evaluate our corporate social responsibility activities’. In our research innovativeness is an attitudinal characteristic of the focal firm. We therefore adopted the definition and scale of Hurley and Hult ( 1998) that measures innovativeness as the notion of openness to new ideas as an aspect of a firm's culture. For focal firm innovativeness we used a 3-item scale including items such as ‘in our management team we actively seek innovative ideas’ and ‘in our firm, innovation is considered crucial in project management’.
Supplier variables. At the supplier, we asked for supplier CSR orientation and supplier innovativeness. The original supplier CSR orientation scale was equal to focal firm CSR orientation. After the factor analyses, we continued with the 4-item subset of the scale (α=.90) including items such as ‘we define corporate social responsibility as one aspect of our strategy for competitive advantage’ and ‘we know that we care more about the environment than our main competitors’. For supplier innovativeness – slightly adapted from Hurley and Hult ( 1998) – we used a 2-item scale consisting of the items ‘in our firm it is readily accepted to develop (technical) innovations based on research results’ and ‘in our firm, innovation is considered crucial in project management’. 

Analysis

Table 1 displays the descriptive statistics and correlations for the constructs in our conceptual model.

---Insert Table 1 about here---
We began by purifying our measurement scales by performing an exploratory factor analysis (EFA) using principal component analysis in SAS 9.1. The analysis was performed for the dependent and independent variables. After performing the EFA we reviewed each construct and deleted items that loaded on multiple constructs or had low item-to-construct loadings. Subsequently, we performed a confirmatory factor analysis (CFA) by maximum likelihood estimation in LISREL 8.72 to check for possible additional adjustments. Because of the limited number of matched chains, we performed two CFA’s: for the customer variables and the supplier-focal firm variables. The measurement models based on the results of the CFA is presented in Table 2. 

---Insert Table 2a and 2b about here---
In Table 2 we also report Cronbach’s alphas for the five constructs in the sample. The construct reliability ranged from .66 to .90, which indicated that reliabilities but one were in the acceptable range suggested in literature (Nunnally, 1978). The measurement model for the customer variables has a good fit indicated by χ2 = 48.35, df = 41, RMSEA = .045, NFI = .95, CFI = .99, GFI = .91; the measurement model for the supplier and focal firms has a reasonable fit indicated by χ2 = 94.23, df = 98, RMSEA = .000, NFI = .89, CFI = 1.00, GFI = .88 (Hair et al. 2006). We use a research design that measures dependent and independent variables at different informants, trying to compensate for potential common method bias (Podsakoff et al. 2003). As statistical check for common method bias, we performed the Harman's single-factor test (Podsakoff PM et al. 2003). We forced the constructs per respondent into a one factor model (customer) and two factor model (focal firm and supplier) in a confirmatory factor analysis. The customer model demonstrated a Δχ2/df=65.3, and the focal firm/supplier model a Δχ2/df=16.63, both indicating an extremely bad fit, significantly worse than the fit of our measurement model, reported in Table 2a and 2b. Therefore, we conclude there is no significant common method bias in our data.

The scales demonstrate convergent validity because all loadings on the respective constructs are highly significant (p < .001) and standardized loadings of the items were greater than .5 (Fornell, Larcker 1981). Additionally, we concluded discriminant validity from the absence of inter-factor correlations with a confidence interval containing a value of one (p < .01) and insignificance in the Lagrange multiplier test of all item-level correlations between constructs (Kim, Cavusgil, Calantone 2006). Examination of the patterns of item-item correlations and item-total correlations indicated that there were no deviations from internal and external consistency. Thus, we conclude that the measurement model adequately fits the data, and the testing of the structural model is appropriate. 

Next, the structural relations among the constructs in Figure 1 were examined with path analysis using the maximum likelihood estimation procedure in LISREL 8.72. Although the hypothesized model exceeded the acceptable levels for fit, several modification indices suggested that the model could be improved. Hence, we reran the path model on the sample with an additional arrow between supplier CSR orientation and focal firm innovativeness. The modified path model fit the data very well. The non-standardized path coefficient estimates resulting from this final analysis are presented in Figure 2. The final model fit was χ2 = 9.16, df = 7, RMSEA = .060, NFI = .86, CFI = .95, GFI = .97.

---Insert Figure 2 about here---
Results

The results in Figure 2 largely support our conceptual model. In general, we found support for the relationship between CSR orientation and innovativeness, both at the supplier and the focal firm. We did not find a direct relationship between focal firm CSR orientation and supplier CSR orientation. However, supplier innovativeness affects focal firm innovativeness, which in turn is associated with customer satisfaction. To recap the results of each hypothesis, we found support for hypothesis 1a and 1b which related CSR orientation to innovativeness. Hypothesis 1a at the focal firm was supported with a β-coefficient of .39 (p < .05) and hypothesis 1b at the supplier was supported with a β-coefficient of .49 (p < .05). Hypothesis 2 suggested a positive relationship between focal firm CSR orientation and supplier CSR orientation. This relationship was not supported by our findings. Hypothesis 3 which suggested a positive relationship between supplier innovativeness and focal firm innovativeness was supported with a β-coefficient of .39 (p < .05). Finally, hypothesis 4 suggesting a positive impact of supplier innovativeness on focal firm innovativeness was supported (β = .33; p < .05). In line with hypothesis 4 we observed a positive association between focal firm innovativeness and customer satisfaction (β = .21; p < .05). Hypothesis 5 which expected a positive association between focal firm CSR orientation and CSR reputation was supported (β = .28; p < .05) as well as hypothesis 6 which related CSR orientation to customer satisfaction (β = .39; p < .05). Although not hypothesized in our conceptual model our data demonstrated a negative association between supplier CSR orientation and focal firm innovativeness (β = -.43; p < .05).
Discussion

Key objective to our research was to examine the relationship between CSR orientation and firm innovativeness as a sense-and-response mechanism through which a firm can obtain competitive advantage. The relationship between CSR and innovativeness has been noted by other researchers, though we have attempted to make this link conceptually and empirically sound. We have built on the resource-based view of the firm, suggesting that CSR orientation is a guiding principle that constrains a firm’s current product- and process solutions and therefore fosters the innovativeness of the firm. Innovativeness is the capability that opens up the minds for alternative solutions and is likely to provide a high level of uniqueness an inimitability that is required to establish competitive advantage. We examined a focal firm’s CSR orientation and innovativeness in relation with supplier CSR orientation, supplier innovativeness and customer evaluations. Overall, our findings support our claim that a CSR orientation enhances firm innovativeness. Moreover, innovative suppliers foster focal firm’s innovativeness. However, firms promoting CSR in their supply chains should be careful since relying on supplier CSR compliance might unintentionally hamper focal firm’s innovativeness. In order to benefit from supplier CSR orientation the focal firm needs to assure that supplier CSR ambitions translate into increased supplier innovativeness. 
Our findings have several important implications for theory. Firstly, we contribute to the resource-based view of the firm by suggesting that a CSR orientation serves as a guiding principle for developing within firm capabilities, particularly a firm’s innovativeness. Our findings support the hypothesized relationship between CSR orientation and the development of innovativeness as part of a firm’s culture. Moreover, in a supply chain perspective, the observed negative relationship between supplier CSR orientation and focal firm innovativeness actually emphasized our suggestion that CSR orientation in itself it not a firms specific strategic resource or capability. Only if a supplier can translate CSR constraints into a more innovative firm attitude, it can add value to the business processes of the focal firm. Moreover, our supply chain perspective on CSR orientation and innovativeness elaborates the RBV perspective that a firm can benefit both from internal capabilities and external capabilities in their objective to satisfy their customer needs. 
Secondly, we contribute to the CSR field by introducing a measurement scale which approaches CSR as a strategic orientation of the firm. CSR orientation is concerned with the identification of societal needs and a firm’s willingness to embed those into its business processes – a direction for change. In that sense, our scale complements to existing scales that focus on the firm’s output for sustainable development (Bansal P 2005). Additionally, by focusing on the sensing and the response mechanism, we elaborate on the interaction suggested between business and society (Porter ME et al. 2006). Our study focuses on the outside-in, sense, and inside-out, response, mechanism of the firm. Being CSR-oriented, could, in the short run, result in a positive reputation, and contribute to improved customer satisfaction accordingly. However, for meaningful contribution in the interaction between business and society while simultaneously assuring long-term competitive advantage, firms can better rely on the development a firm’s innovativeness. 
Thirdly, our study contributes to the strategic supply chain management as our findings show that CSR oriented firms do not necessarily cooperate with CSR oriented suppliers. A plausible explanation could be that CSR identified as a strategic orientation of a firm directs internal business processes, but does not directly relate to managing external partners. For instance, market orientation is also regarded a typical within firm strategic orientation (Narver, Slater 1990). Furthermore, our findings demonstrate that a firm’s capability to manage its internal resources needs to be differentiated from its capability to manage its external resources. Supplier CSR orientation seems to contribute to the development of internal capabilities at the supplier, though its effects on the focal firm turn out to be more complex. In a business setting where CSR codes of conducts predominate buyer-supplier relationships this might shed a different light on sustainable supply chains. A firm seems to only benefit from supplier CSR orientation if supplier CSR orientation is translated into a more innovative firm attitude. A CSR orientation, which is not translated in a more innovative business processes at the supplier, might negatively impact focal firm innovativeness. As such, managing supplier capabilities demands an increased focus on the innovative nature of supplier relationships. Moreover, in future research on sustainable supply chains, the mechanism between CSR and innovation warrants further study.
Limitations of the research are related to the explorative nature of our study. In our aim to describe the interaction between business and society, we have focused on the sense-and-response mechanism at firm-level. We thereby focused on the how a firm embeds societal and environmental concerns in its business processes and the effect of those on firms innovativeness. Our study demonstrates that a CSR orientation affects business practices on a rather general and abstract level of the firm. It does not yet explain how specific business processes are affected. For instance, our field interviews provided indications that suppliers are essential in process-related innovations. At the same time our respondents stipulated that customer insights are essential for product-related innovations. In follow-up research we would be interested to open up the innovativeness-innovation black box for sustainable development. 
Though our research provides interesting insight in the role of CSR in developing internal and leveraging external capabilities, our conceptual framework does not relate to specific contextual factors. Our interest is attracted by examining factors such as internal support mechanisms (top management commitment, reward systems, interdepartmental connectedness), external business dynamics (market turbulence, technological turbulence, competition), and supply chain dimensions (buyer and supplier dependence, supply chain orientation) on a firm’s CSR-innovation mechanism. 

How can managers interpret these results? Our study demonstrates that a positive business case can be drawn for CSR. Managers will appreciate learning that a firm’s CSR orientation has a stake in satisfying business customers through CSR reputation and innovation. In our opinion the contribution of a CSR reputation for competitiveness is valuable but fragile. A CSR reputation is valuable to the extent it provides ground for goodwill that protects the firm in case of minor irregularities with respect to current stakeholder norms (Godfrey P et al. 2009). However, stakeholder demands change over time, location, and are subject to cultural difference (Brammer, Pavelin, Porter 2006;Freeman, Harrison, Wicks 2007). To those who do not want to rely solely on external perception, our study demonstrates that a CSR orientation affects the way business is conducted internally. A CSR oriented firm, sensitive to changing societal concerns, develops an agility to act upon those changes. As such, innovativeness as a firm culture seems a more solid ground for business competitiveness. 
Secondly, managing socially and environmentally sustainable supply chains is of immediate concern for practitioners initiating and developing CSR practices. The positive news is that suppliers are unique resources in the sense that innovative suppliers contribute to a firm’s innovativeness. However, caution is required when it comes to suppliers that do not move beyond complying with CSR requirements, for instance by focusing on complying to codes of conduct only. Our findings suggest that those suppliers may hamper innovativeness of the focal firm. A plausible explanation might be found in CSR requirements. Merely complying with restrictions does not immediately imply new ways of working. CSR orientation initially constrains business practices. The negative arrow suggests that securing supplier sustainability through codes of conduct only will lead to a smaller solutions space for suppliers, but not necessarily results in innovative solutions per se. It demands changes in business processes and a firm’s attitude towards innovation, to benefit from sustainable suppliers. The crux is not so much whether to control for CSR requirements in supplier relationships, but rather how to develop supplier capabilities that provide a response to societal needs that at the same time foster focal firm’s innovativeness. 
In conclusion, CSR orientation seems to act as a guiding principle that can provide a fruitful track for developing competitiveness though internal innovativeness and through collaboration with supply chain partners. 
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TABLES AND FIGURES 

Table 1 - Descriptive statistics and correlation matrix

	
	
	Mean
	St. Dev.
	A
	B
	C
	D
	E

	Customer satisfaction
	A
	5.70
	.71
	
	
	
	
	

	CSR reputation
	B
	4.64
	.92
	.41
	
	
	
	

	Focal firm CSR orientation
	C
	4.50
	1.53
	.20
	.32
	
	
	

	Focal firm innovativeness
	D
	5.28
	1.29
	.24
	.04
	.32
	
	

	Supplier CSR orientation 
	E
	4.99
	1.39
	.04
	.13
	.15
	-.10
	

	Supplier innovativeness
	F
	5.40
	1.41
	-.10
	.08
	.22
	.22
	.35


Table 2a - Confirmatory factor analyses, customer variables

	Construct 


	Item
	Factor Loadings and Cronbach’s α
	T-Value

	Customer satisfaction


	CS1

CS2

CS3

CS4
	α = .86

.80

.89

.68

.84
	8.66

10.15

6.90

9.26

	CSR reputation
	SOV1

SOV2

SOV3

SOV4

SOV5

SOV6

SOV7
	α = .90

.80

.65

.89

.68

.70

.66

.84
	8.75

6.62

10.24

6.98

7.15

6.68

9.39

	χ2 = 48.35, df = 41, RMSEA = .045, NFI = .95, CFI = .99, GFI = .91


Table 2b - Confirmatory factor analyses, focal firm and supplier variables
	Construct 


	Item
	Factor Loadings and Cronbach’s α
	T-Value

	Focal firm CSR orientation
	SO1

SO2

SO3

SO4

SO5

SO6

SO7
	α = .87

.78

.70

.79

.63

.68

.65

.62
	8.18

7.08

8.40

6.24

6.87

6.44

6.11


	Focal firm innovativeness
	INN1

INN2

INN3
	α = .70

.58

.70

.72
	4.97

6.10

6.28

	Supplier CSR orientation 
	SSO1

SSO2

SSO3

SSO4
	α = .90

.78

.67

.77

.63
	7.87

6.52

7.69

6.02

	Supplier innovativeness
	SINN1

SINN2
	α = .66

.83

.61
	6.17

4.98

	χ2 = 94.23, df = 98, RMSEA = .000, NFI = .89, CFI = 1.00, GFI = .88
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Figure 1 – Conceptual model on supply chain effects of CSR orientation and innovativeness
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Figure 2 – Non-standardized path coefficient estimates of the final model

APPENDIX
Customer variables 
Customer satisfaction (Homburg, Stock 2004) (α=.86) 
Please evaluate the following statements on a scale of 1 (strongly disagree) to 7 (strongly agree).

1. We are very pleased with additional services this firm delivers.


2. We enjoy collaborating with this supplier.


3. The general atmosphere in meetings with this supplier has been positive.



4. On an overall basis, we a satisfied with this supplier.



CSR reputation (adapted from Hansen H et al. 2008) (α=.90)
Please evaluate the following statements on a scale of 1 (strongly disagree) to 7 (strongly agree).
1. This supplier has a good reputation among my colleagues for its environmental engagement.

2. This supplier is positively known for its treatment of its employees all over the world.

3. This supplier is an example of a socially responsible actor in business.

4. Compared to its competitors, this supplier delivers the most environmentally friendly products/services.

5. This supplier really supports local community initiatives.

6. Public relations activities of this supplier strongly emphasize their activities for corporate social responsibility.

This supplier has a good reputation in the market for conducting fair business practices.
Focal firm variables 
Focal firm CSR orientation (inspired by Deshpandé R et al. 1998) (α=.87) 
Please evaluate the following statements on a scale of 1 (strongly disagree) to 7 (strongly agree).

1. Our business (unit) objectives include matters of corporate social responsibility.

2. We monitor the environmental impact of our business (unit).

3. We consider corporate social responsibility as one aspect of our firm's strategy. 

4. We have routines to reduce our energy consumption.

5. Our processes and products are more environmentally friendly than those of our main competitors.

6. We support local communities better than our main competitors do.

7. We ask our customers to evaluate our corporate social responsibility activities.


Focal firm innovativeness (adapted from Hurley RF et al. 1998) (α=.70) 
Please evaluate the following statements on a scale of 1 (strongly disagree) to 7 (strongly agree).

1. In our firm, (technical) innovation based on research results is readily accepted.
2. In our management team we actively seek innovative ideas. 


3. In our firm, innovation is readily accepted in program/project management. 


Supplier variables
Supplier CSR orientation (inspired by Deshpandé R et al. 1998) (α=.90) 
Please evaluate the following statements on a scale of 1 (strongly disagree) to 7 (strongly agree).

1. Our business objectives include matters of corporate social responsibility.

2. We define corporate social responsibility as one aspect of our strategy for competitive advantage.

3. We have routines to reduce our energy consumption.

4. We know that we care more about the environment than our main competitors.

Supplier innovativeness (adapted from Hurley RF et al. 1998) (α=.66)
Please evaluate the following statements on a scale of 1 (strongly disagree) to 7 (strongly agree).

1. In our firm, (technical) innovation based on research results is readily accepted.
In our firm, innovation is readily accepted in program/project management.
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