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Abstract

This study focuses on the relationship between the quality of CSR disclosures and industry-wide characteristics in the Netherlands. The research question of this study is: do intra-industrial differences exist with respect to the quality of corporate social responsibility reporting for Dutch firms and how can these differences be explained? To answer this question, a base regression model and four elaborated regression models are developed. The dependent variable for all models is the individual transparency score provided by the Transparantiebenchmark (transparency benchmark). This benchmark rates the largest publicly held and privately held Dutch companies on the transparency and quality of their CSR-related disclosures. The sample consists of 832 data points from the period 2003-2007. The base model contains the following five independent variables: firm size (Natural logarithm of Total Assets); financial performance (Return On Assets); risk/leverage (Dept/Total Assets); year; and listed vs. non-listed. Prior empirical evidence and theoretical arguments indicate that these variables also influence the quality of CSR disclosures and should therefore be controlled for. The elaborated models include all the variables from the base model, plus a new independent variable that takes the effect of industry into account. The four elaborated models are based on: SIC (Standard Industrial Classification) code; activity sector (primary, secondary, tertiary); consumer visibility, a high level of political risk and concentrated intense competition within the industry; and environmental profile. The empirical findings indicate that all elaborated models have significantly more explanatory power than the base model. The industry-wide characteristics of consumer visibility, a high level of political risk and concentrated intense competition, have a positive influence on the quality of a firm’s CSR reporting and firms that operate in high environmental profile industries provide better quality CSR disclosures than firms that operate in low environmental profile industries. The results also show that firm size is positively related to the quality of CSR disclosures, that leverage and time period are negatively related to the quality of CSR disclosures and that listed firms provide better quality disclosures than non-listed firms. The only variable that doesn’t significantly influence the quality of CSR disclosures is profitability. Based on the empirical findings, the research question is answered affirmatively. Intra-industrial differences do exist and differences can be partly explained by industry-wide characteristics such as consumer visibility, political risk, concentrated competition and environmental profile. 
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Chapter 1: Introduction
1.1 Introduction & research question

In recent years shareholders together with other stakeholders like employees, consumers, government, non-governmental organizations and media have become increasingly vocal about firms’ social responsibilities towards themselves and society in general. These sentiments impact a firm’s reputation. Apart from public relations and commercials, firms’ reputation is also shaped by and dependant on their legitimacy and stakeholder involvement. (Kamp-Roelands et al., 2002) 

This development has motivated firms to become more and more aware about their corporate social responsibility and to act accordingly. From the year 1998 to the year 2002, the quantity of information Fortune Global 250 organizations disclose in sustainability reports has increased from 35% to 45% and the number of organizations publishing a sustainability report has increased from 37% to 50% in the same period. (Kolk, 2003, p. 281) In the Netherlands there is an increasing demand for sustainable firms and products. 38% of Dutch consumers consider themselves consciously sustainable consumers (iNSnet Sustainability Monitor 2008) and total Dutch wealth used for sustainable savings and sustainable investment projects amounts to 13.6 billion euro for the year 2007. (VBDO, 2008) More than half of the Dutch corporations are consciously involved with CSR. (Dutch Ministry of Economic Affairs, 2002)

Naturally these firms want to show to the outside world the achievements they make on this subject. A popular way to do this is by adding information about their CSR activities to their annual report, or by publishing separate reports about their environmental and social performance. 

However, not all firms seem to engage in socially responsible or sustainable activities or report about these activities in great detail. Indeed, as a yearly study about the transparency and quality of CSR disclosures for Dutch firms indicates (Transparantiebenchmark, 2003-2007), there is a considerable gap between the best-scoring and worst-scoring firms. What motivates certain firms to act sustainable and report about this, while others do not? And if any differences can be identified, what are possible causes for these differences and relationships? This study will focus on these questions and will try to answer them for the Dutch situation. The empirical part of this study uses the transparency scores assigned by the transparency benchmark. This is the reason why only Dutch firms are included in the sample under study. 

My research question is the following: 

“Do intra-industrial differences exist with respect to the quality of corporate social responsibility reporting for Dutch firms and how can these differences be explained?” 

1.2 Outline

This study is structured in the following way. Chapter 1 provides a general introduction to this study. Chapters 2 to 4 lay the theoretical foundation on which the research design of this study is based. In chapter 5 hypotheses are formulated. Chapters 6 to 8 form the empirical component of this study. 

Here is a quick overview of the subjects covered in each chapter: 

· Chapter 1 begins with a general introduction to the subject matter. It also includes an outline, a short overview of the research methodology, the relevance of this study and some comments about the scope of the study. 
· Chapter 2 introduces definitions of the concepts that figure prominently in this study: CSR, sustainability and CSR reporting. 
· Chapter 3 explores the reasons why firms adopt and report about CSR. Legitimacy, stakeholder and institutional theory will be described together with different disclosure strategies. This chapter also contains a discussion of Milton Friedman’s stance against CSR and some counter-arguments. 
· Chapter 4 elaborates on the effect of industry type on CSR. The effect of other variables such as size and profitability will also be included in this chapter.  
· Chapter 5 provides the hypotheses that will be tested in the next chapters. 

· Chapter 6 contains the research design of this study. The variables that are included in this study will be described, together with the statistical tests that will be undertaken. 
· Chapter 7 details the empirical findings of this study, tests the hypotheses and answers the research question. . 
· Finally, chapter 8 summarizes the study. 

1.3 Methodology

This study uses multiple regression analysis to test whether or not a significant association exists between the quality of CSR reporting and industry of Dutch firms during the period 2003-2007. The dependent variable is quality of CSR reporting. As a proxy, a firm’s transparency score is used. This transparency score is obtained from the transparancy benchmark, a yearly report drawn up by PWC, by order of the Dutch Ministry of Economic Affairs. This benchmark rates all public and some private firms on the transparency of their CSR reporting. The sample size therefore consists of somewhere between 150 and 175 firms for each year. All firms receive a score between 0 and 100. The score is based on publicly available financial reporting information, supplemented with the information contained in separate CSR and sustainability reports. Information from company websites is taken into account only when reports explicitly refer to this source. The main CSR-themes on which firms are being evaluated are economical, environmental and social aspects of their practices, as well as supply chain responsibility. 

Industry type is our independent variable and will be measured in four different ways. Individual firms will be grouped together based on: 

· SIC (Standard Industrial Classification) code;

· Activity sector (primary, secondary, tertiary);

· Consumer visibility, a high level of political risk and concentrated intense competition within the industry; 

· Environmental profile. 
Each sorting method will be used individually. Therefore in total four multiple regression models will be tested. 

Control variables that will be included in each regression, are: 

· Firm size (Total Assets) 

· Financial performance (Return On Assets) 

· Risk/leverage (Dept/Total Assets) 

· Year 
· Listed vs. non-listed firms. 

The R2 of the four multiple regression models will be compared with each other to establish which (if any) sorting method has the most significant explanatory power. In this way the magnitude and significance of industry type can be determined. 

1.4 Relevance

There is only limited theoretical work that deals with the quality of information in sustainability reporting and the factors that influence this quality. This study adds to the theoretical debate about which variables to control for when studying CSR. If we want to gain a better understanding of the CSR phenomenon, its nature and limitations, more research on possible factors that influence the quality of CSR reporting will be a valuable addition to the field of studies. Increased knowledge of these factors can translate itself into increased transparency and quality of information in CSR reports (Li et al., 1997; Adams, 2002; Adams, 2004). 

Most of the earlier studies investigate US-based samples. Such a geographical bias is undesirable and this is one of the critical remarks made by Salzmann et al. (2005) when reviewing earlier studies. This study partly rectifies that particular concern, as its sample includes Dutch firms only. 

More specifically, this study tries to assess the relevance and impact of industry as an explanatory variable for (the transparency of) CSR disclosures. The fact that some earlier studies did not control for industry type might very well explain some of the conflicting findings of these early studies. It is worthwhile to determine if future studies need to include industry-type as an explanatory or control variable. Also, industry can be controlled for in different ways. Finding out if one method is superior to others is important. 

Apart from the perspective of researchers, this study is also relevant from the perspective of government, regulators and pressure groups. This study shows which industries are leading and lagging with respect to the transparency and quality of the CSR disclosures that firms which belong to those particular industries provide. This provides governmental and non-governmental organizations with useful information about the sort of companies that need further incentives to increase their transparency and reporting quality. 

This study is also relevant for firms and businesspeople. The theoretical part of this study contains the advantages and disadvantages of CSR and CSR reporting. This helps management to decide whether there is a business case for CSR. The empirical outcomes of this study help management to determine if what they are doing on CSR reporting is in line with the practices of industry peers. CSR disclosures can be used as a strategic tool and knowing where you stand vis-à-vis your competitors is valuable information. 

1.5 Demarcation

The purpose of this study is not to give a complete explanation of all CSR reporting variance between firms purpose. Rather it is to show that industry type has significant explanatory power and should therefore always be controlled for in studies that investigate the CSR-profitability relationship.

It should also be noted that the transparency benchmark does not measure a firm’s CSR activities or performance. The benchmark only measures the quality and transparency of a firm’s CSR reporting.  

Because the sample under investigation in this study consists of Dutch firms only, the findings do not necessarily hold true for firms in other countries. The firms are also relatively large in size. Small firms usually have fewer stakeholders and make less use of formal disclosures and reporting. Generalized statements that hold true for all Dutch firms should therefore only be made with extreme caution. 

Chapter 2: Terminology

2.1 Introduction

In this chapter the concepts of corporate social responsibility (CSR), sustainability and reporting about these matters will be discussed. Firms use terms like CSR or sustainable development when communicating to third parties that they take social and environmental issues into account within their firm. Amongst others, these issues can be related to employee support, safety, use of natural resources and environmental pollution. Many firms are willing to provide outsiders with information about these subjects in special reports or as addition to their traditional annual report. Paragraph 2.2 provides the reader with some highlights of the history of CSR and CSR reporting. In the three subsequent paragraphs the terms CSR, sustainability and CSR reporting will be defined. Paragraph 2.6 highlights the current state of Dutch law and regulation about CSR reporting. The chapter ends with a summary. 

2.2 A brief history of CSR and CSR reporting

Throughout history people have had concerns about the social impact of businesses (ESRC, 2005). An early examples includes King Hammurabi from ancient Mesopotamia who introduced a code in which builders, innkeepers or farmers were put to death if their negligence caused the deaths of others, or major inconvenience to local citizens A second example are senators from ancient Rome who voiced their concerns about the failure of businesses to contribute sufficient taxes to fund their military campaigns. The Dutch history of CSR goes back as far as the year 1622, when disgruntled shareholders in the East India Company (VOC) started issuing pamphlets complaining about management secrecy and self enrichment. 

The industrial revolution obviously was an important catalyst for increasing the impacts of business on society and the environment (ESRC, 2005). The emerging capitalists of the nineteenth and early twentieth centuries paternalistically redistributed some of the wealth they acquired back to the community by supporting philanthropic ventures. The beginning of the more familiar CSR as we know it, can be traced back to the 1920’s: 

“By the 1920s discussions about the social responsibilities of business had evolved into what we can recognize as the beginnings of the “modern” CSR movement.” (ESRC, 2005) 

“As corporate power increases, the ramifications of its actions multiply.” (Pava & Krausz, 1996, p. 346) 

As firms increased in size, power and global reach during the twentieth century, along with an increasing awareness of the impacts of firms on the environment and local communities, so did the call for greater corporate accountability towards society. Media, internet and NGO’s (Non-Governmental Organizations) have also played an important part in this development. (Adams, 2004) 

The importance placed by investors and other stakeholders on socially responsible behaviour and reporting has increased. Consequently the interest and subsequent examination of this phenomenon by academics has increased as well. (Gelb & Strawser, 2001) 

The history of CSR reporting can be divided into three phases. Phase one took place during the 1970s and 1980s. CSR reporting consisted of advertisements and disclosures in annual-report sections: 

“that paid homage to the environment the way a person might throw a coin into a fountain along with a wish.  The reports were not linked to corporate performance.”  

(http://www.mallenbaker.net/csr/CSRfiles/page.php?Story_ID=857) 

The second phase of CSR reporting began in 1989, when Ben & Jerry’s commissioned an independent social auditor to investigate the performance of the company in the area of social responsibility. With help of his input, B&J prepared the very first stakeholder report. This signaled a significant step in the right direction. However this kind of reporting still wasn’t perfect: 

“The social audits still lacked a set of generally accepted standards against which B&J performance could be measured.  B&J's social auditors were still individuals without external validation of their qualifications, or of the process they used for their audits or of the standards against which they measured the company's performance.” 

(http://www.mallenbaker.net/csr/CSRfiles/page.php?Story_ID=857)


This was possible in the third phase, where third-party certification of the reports was introduced: 

“The new phase makes the social auditor at the same time both stronger and more circumscribed than the independent social auditor of the B&J vintage.” 

(http://www.mallenbaker.net/csr/CSRfiles/page.php?Story_ID=857)


Studies which have examined the quantity and quality of CSR disclosures indicate that both the quantity (both in number of companies making disclosures and the amount of information being disclosed) and quality has improved over time. (Ernst & Ernst, 1978; Harte & Owen, 1991; Gray et al., 1995; Deegan & Gordon, 1996; Deegan et al., 2002). 

2.2 Defining CSR

Businesses and the society in which they exist are related to each other. This is important to keep in mind when defining CSR: 

“The basic idea of corporate social responsibility is that business and society are interwoven rather than distinct entities; therefore, society has certain expectations for appropriate business behavior and outcomes.” (Wood, 1991, p. 695) 

This basic idea might seem simple at first sight, but it is problematic to give a uniform, operational definition of CSR. (Kamp-Roelands & Verhoeven, 2002) 

CSR is a very broad subject that is used in many different ways and forms in numerous parts of society. Because of this multiform relation, it’s rather difficult to come up with an exact definition of CSR that fits all situations for all time periods. It can mean different things to different people. (Snider et al., 2003; Lyon & Maxwell, 2007) Different people have different demands and expectations from firms: 

“With so many conflicting goals and objectives, the definition of CSR is not always clear.”  McWilliams & Siegel, 2001, p. 117) 

In practice, people can have opposing views about what constitutes to socially responsible behavior from firms. For example, ABN Amro was named Sustainable Bank of the Year 2007 by the Financial Times for incorporating environmental and social considerations into their day-to-day activities, while at the same time Non-Governmental Organization Friends of the Earth Netherlands (Milieudefensie) titled them as the worst scoring bank in their climate performance index because they were the number one Dutch bank in terms of financing oil, gas and coal production worldwide. (Financieel Dagblad, September 20th 2008)

The two basic elements that should be present when speaking about CSR (according to the Sociaal Economische Raad), are: 

· “The intention of the firm to execute its activities in such a way that it creates value in three dimensions – Profit, People, Planet – and consequently contributes to the long term prosperity of society. 

· Maintaining a relation with different stakeholders, based on transparency and dialogue, in which the firm answers justifiable questions from society about its activities.” (SER, 2000, p. 85-86)

Accepting responsibility and being transparent about this is an important part of CSR (Kamp-Roelands, 2003). The three above mentioned dimensions of value creation that are part of CSR, are also called the triple P bottom line. Each P deals with a different dimension: 

· “Profit: the creation of goods and services; monetary earnings as a standard for valuing this dimension. 

· People: the consequences for people, both inside and outside the firm. 

· Planet: the effects on the natural environment.” (SER, 2000, p. 14)

Although the definition provided by the SER includes all the important building blocks of CSR, it is also flawed in one respect. From a practical point of view it is virtually impossible to determine the true intentions of the firm behind certain actions. It is not unthinkable that there are firms who have no conscious intention to create value for the people or planet bottom line, but whose actions nevertheless inadvertently contribute to the long term prosperity of society. On a high, theoretical level it might be worthwhile to examine whether the intentions behind socially beneficial outcomes should be included in the definition of CSR, but such a discussion lies outside the scope of this study. However, the next chapter lightly touches on this subject when Friedman’s arguments against CSR are discussed. 

The definition of CSR that will be used in this study is a slightly adapted form of the definition of the SER, with a focus that is more on outcomes than on intentions. The two main elements of CSR are: 

· The creation of value in three dimensions – Profit, People, Planet – through the execution of activities by the firm and consequently contributing to the long term prosperity of society. 

· Maintaining a relation with different stakeholders, based on transparency and dialogue, in which the firm answers justifiable questions from society about its activities. 

It is also important to note that CSR transcends the traditional juridical boundaries of the firm, as this is not immediately apparent when first reading the definition of CSR. Firms are not only responsible for their own behaviour, but also for the behaviour of the whole supply chain to which they belong (VBDO, 2007). For example, when a third world country supplier uses child labour to manufacture its products, this will probably reflect badly on its first world country trading partners as well. 

2.4 Defining Sustainability

Sustainability and CSR are two closely related terms. In their day-to-day use the two terms are usually used interchangeably. In this study there will also be no distinction between the two. Nevertheless the term deserves some separate attention in its own paragraph. 

A well-known and commonly used definition of sustainability originates from the Brundtland Report (the formal title of this report is ‘Our Common Future’). This report was presented in 1987 by order of the United Nations to convince the world at large to spare the global environment. Sustainable development is: 

“Development that meets the needs of the present world without compromising the ability of future generations to meet their own needs.”(The Brundtland Report, 1987)

True sustainable development is closely linked to CSR, as firms need to take economical, social and environmental sustainability into account when choosing to adopt sustainable development as a part of their business goals. The triple bottom line is therefore visible in both CSR and sustainability. 

The difference between the two terms lies mostly in the importance placed on the three bottom lines and the time frame under consideration. Sustainability accentuates the environmental bottom line because a major concept of sustainability involves using natural (and also human) resources at a rate that is equal to the rate at which the natural world can regenerate the used resources. Also sustainability by definition emphasizes considering a firm’s long term impact on society. Ideally CSR should do the same, but this is not always the case in practice. 

2.5 Defining CSR reporting

Answering justifiable questions from society is an important part of CSR. Being open and transparent can involve publishing a CSR report or disclosures in the annual report: 

“The urgency and magnitude of the risks and threats to our collective sustainability, alongside increasing choice and opportunities, will make transparency about economic, environmental, and social impacts a fundamental component in effective stakeholder relations, investment decisions, and other market relations. […] Transparency about the sustainability of organizational activities is of interest to a diverse range of stakeholders, including business, labor, non-governmental organizations, investors, accountancy, and others.” (GRI Sustainability Reporting Guidelines, 2006, p. 2) 

As we will see in later chapters, firms might have ulterior motives for disclosing this kind of information. 

. Deegan & Unerman (2006) define CSR reporting as: 

“The provision, to a range of stakeholders, of information about the performance of an entity with regard to its interaction with its physical and social environment. (Deegan & Unerman, 2006, p. 311) 

The only component of CSR that is missing in this definition of CSR reporting is the third value dimension of CSR: profit. Apart from the usual financial disclosures made in the annual reports, firms can also report on themes such as fraud, corruption, fair competition, economical consequences of investments and divestments and contribution to a nation’s GDP (Transparantiebenchmark, 2005). 

It is therefore necessary to slightly adjust Deegan & Unerman’s definition so that it ties in with the definition of CSR that is used in this study. CSR reporting is: 

The provision, to a range of stakeholders, of information about the performance of an entity with regard to its interaction with its physical, economical and social environment. 

From now on in this study, no specific distinction will be made between the terms CSR, sustainability and reporting on these subject matters. The terms CSR reporting and sustainability reporting can be used interchangeably in the context of this study. 
2.6 Dutch Law and guidelines

The annual reporting practices of all Dutch corporations have to be in compliance with the Guidelines provided by the Raad voor de Jaarverslaggeving (RJ, Dutch Accounting Standards Board). The Guidelines incorporate:  

· The statutory regulations governing annual accounts and directors’ reports as principally contained in Part 9, Book 2 of the Netherlands Civil Code, 

· The rulings of the Enterprise Chamber of the Court of Appeal at Amsterdam, 

· The rulings of the Supreme Court, 

· The international standards adopted by the International Accounting Standards Board (IASB), except where these are not appropriate to the Dutch situation. 

(http://www.rjnet.nl/RJ/RJ+Meta/International+visitors/#About_the_organisation) 

The Guidelines contain both authoritative statements and recommendations. They are not compulsory in the way that legal requirements are. In practice however, the Guidelines and in particular the authoritative statements incorporated in them, are deemed definitive enough by the Courts of Law that departures from the Guidelines are not permissible unless the preparer of the annual report provides a very good reason for the deviation. 

Concerning CSR reporting, the RJ has published two important documents: 

· Guideline 400 Jaarverslag (Annual Report)

· Handreiking Maatschappelijke Verslaggeving (Guide to Sustainability Reporting)

Guideline 400 was modified for the last time in 2005 and contains the authoritative statements and recommendations that govern the content of the annual report. Part 9, Book 2 of the Netherlands Civil Code contains a provision that induces firms to include some CSR related disclosures in their annual report, if this leads to a better insight. This provision is directly ingrained into Guideline 400. Clause 400.103 is an exact copy of provision 1 of 2:391BW and states that: 

“If necessary for a clear insight into the development, performance or situation of the legal entity and group companies, the analysis [in the report by the board of directors] contains both financial and non-financial performance indicators, including environmental and employee issues.” (400.103.1, RJ Guidelines 2007) 

Clause 400.109 states that due to provision 7 of 2:397BW, middle-sized
 legal entities are exempted from including non-financial performance indicators in their annual report. Small sized
 legal entities are exempted from issuing an annual report altogether, as stated in provision 6 of 2:396BW. These provisions are only applicable for privately owned firms. All publicly owned firms must prepare their consolidated financial statements in accordance with IFRS (International Financial Reporting Standards), regardless of their size. Other firms can voluntarily choose to adopt IFRS (see provision 8 of 2:362BW). Dutch firms that prepare their financial statements in accordance with IFRS are not freed from the obligation to prepare an annual report that is in line with Guideline 400 (see provision 9 of 2:362BW). Thus all public firms and all large private firms are recommended to include non-financial performance indicators in their annual report if this leads to a better insight into their development, performance or situation.

Further on in the Guideline, clause 400.117 briefly explains the concepts CSR, triple bottom line, sustainable development and CSR reporting. Clauses 400.120 to 400.123 provide a general framework that is aimed at supporting and focusing firms’ CSR reporting efforts. This framework advises firms to provide information about general aspects, such as the main challenges concerning CSR and the effects on business strategy, as well as the economic, environmental and social aspects of business processes (Kamp-Roelands, 2003). For each aspect, information should be disclosed with respect to stakeholder dialogue, policies concerning the aspect, management of the aspect, practices and results of the aspect and future expectations. Clause 400.120 refers to the Guide to Sustainability Reporting for firms who wish to prepare a standalone CSR report. 

The Guide to Sustainable Reporting is a more extensive conceptual framework of “guiding principles that is based on the premise of voluntary commitment and individual responsibility, taking international developments and good examples from practice into account” (Guide to Sustainability Reporting, 2003, p. 33). The Guide is partly based on international Sustainable Reporting Guidelines, which are developed by the Global Reporting Initiative (GRI). The Sustainability Reporting Guidelines: 

“Consist of Principles for defining report content and ensuring the quality of reported information. It also includes Standard Disclosures made up of Performance Indicators and other disclosure items, as well as guidance on specific technical topics in reporting.” (GRI Sustainability Reporting Guidelines, 2006, p. 3) 

The Dutch Guide grants firms considerable discretionary power with respect to the form and content of their CSR or sustainability reports. The intent of the Guide is to give firms that wish to prepare a sustainability report some points of reference and considerations: 

“A sustainability report is a made-to-measure exercise. This guide accordingly aims to give organizations sufficient leeway for their own input.” (Guide to Sustainability Reporting, 2003, p. 33) 

The Guide contains guidelines on:  

· The objectives of sustainability reporting. 

· The users of sustainability reporting (and the importance of engaging them in a dialogue). 

· The qualitative requirements of sustainability reporting: 

· understandability, 

· relevance, 

· reliability and 

· comparability. 

· The contents of sustainability reporting: 

· the scope of sustainability reporting, 

· reporting policy, 

· organization profile and summary, 

· vision and strategy, 

· governance structure, 

· management, dialogue with stakeholders, 

· performance, 

· economic aspects, 

· environmental aspects, 

· social aspects and 

· future developments.  

· Other topics in relation to sustainability reporting:  

· differences in organizations, 

· segmental information, 

· link with financial reporting, 

· collecting the information, 

· assurance engagements in relation to sustainability reporting and 

· other. 

· Communication, publication, frequency and distribution. 

2.7 Summary

This chapter opened with a brief overview of the history of CSR.  Subsequent paragraphs dealt with definition of the terms CSR, sustainability and CSR reporting. Though it is difficult to give a uniform definition of CSR that fits all situations, CSR always includes the creation of value for the triple bottom line and an open dialogue with stakeholders. Sustainability means meeting the needs of the present without compromising those of the future.  In this study, no distinction will be made between CSR and sustainability. CSR reporting is the provision, to a range of stakeholders, of information about the performance of an entity with regard to its interaction with its physical, economical and social environment. Large private firms and all public firms have to take Guideline 400 into consideration, which includes a paragraph that states that the annual report should contain both financial and non-financial performance indicators, including environmental and employee issues, if necessary for a clear insight into the development, performance or situation of the firm. Firms that wish to prepare a sustainability or CSR report can consult the Guide to Sustainability Reporting for a more extensive framework of guiding principles. 

The next chapter uses the terms defined in this chapter and deals with the question: why do firms adopt and report about CSR? 

Chapter 3: Why do firms adopt CSR and report about it? 

3.1 Introduction

In the last chapter CSR and CSR reporting were defined. This chapter focuses on the question: Why do firms incorporate CSR activities into their business and report about their performance in that particular area? Legitimacy theory, stakeholder theory and institutional theory provide us with possible answers and will be discussed. Firms can downplay or overstate their CSR involvement. This is part of their CSR disclosure strategy, which is the focus of paragraph 3.3. Milton Friedman’s Neo-Classical arguments against CSR and possible counterarguments are the focus of the final part of this chapter. 

3.2 System oriented theories

3.2.1 Introduction 

Legitimacy theory, stakeholder theory and institutional theory are all examples of system oriented theories: theories in which the firm is supposed to influence and be influenced by society. These theories mustn’t be viewed as competing theories, but rather as overlapping perspectives. A firm’s reporting policies should be viewed as one of the tools that a firm uses to influence its relationships with third parties (Deegan & Unerman, 2006). 

3.2.2 Legitimacy theory

Legitimacy theory assumes the existence of a so-called social contract between a firm and the society in which it operates. Firms have to show society on a regular basis that they operate within society’s bounds and norms. This social contract consists out of many explicit (laws and regulations) and implicit (not formally written down by the community) expectations that society has with respect to a firm’s conduct. When a firm doesn’t comply with and violates its social contract, society may invoke sanctions to punish the firm (Deegan & Unerman, 2006). 

In this way, society can revoke a firm’s contract to continue its operations and the firms continued existence can come into jeopardy: 

“If central stakeholders lose confidence in the firm's performance, legitimacy may be withdrawn as the stakeholders refuse to provide their share of reciprocal benefits. Customers stop buying products, shareholders sell their stock, employees withhold loyalty and best efforts, government halts subsidies or imposes fines or regulates, environmental advocates sue. If the firm cannot compensate for lost stakeholder benefits, it becomes "illegitimate" and dies.” (Wood, 1991, p. 697) 

Over time, society’s bounds and norms can change, thereby also changing the terms of the social contract. Firms therefore have to continually monitor whether they are still in compliance with society’s expectations and act accordingly. It is also important to note that firms do not necessarily have to act in compliance with the social contract, as long as they are perceived to act in a legitimate fashion. The image society has about the firm and reality do not have to correspond with each other. Either way, reporting plays an important part in providing society with the desired information (Deegan & Unerman, 2006).  

This reasoning is in line with Dowling & Pfeffer (1975), who outline the means by which an organization may legitimate its activities: 

· “The organization can adapt its output, goals and methods of operation to confirm to prevailing definitions of legitimacy. 

· The organization can attempt, through communication, to alter the definition of social legitimacy so that it conforms to the organization’s present practices, output and values. 

· The organization can attempt, through communication, to become identified with symbols, values or institutions that have a strong base of legitimacy.” (Dowling & Pfeffer, 1975, p. 127) 

For two of the three options, communication with the public plays a pivotal role. An important way of communicating for firms is via the disclosure of information in the annual report and other reports prepared for outsiders. In paragraph 3.3 these methods of influencing perception through social disclosures will be further elaborated on. 

3.2.3 Stakeholder theory

While legitimacy theory considers the expectations of society as a whole (one social contract), stakeholder theory divides society into separate groups (stakeholder groups) with sometimes conflicting interests and expectations. Stakeholder theory can be split up into two branches: An ethical (normative) branch and a managerial (positive) branch (Deegan & Unerman, 2006). 

Stakeholders are defined as: 

“Any identifiable group or individual who can affect the achievement of an organization’s objectives, or is affected by the achievement of an organization’s objectives.” (Freeman & Reed, 1983, p. 91) 

Stakeholders can also be classified into two separate groups. Primary stakeholders are: 

“Stakeholders without whose continuing participation the corporation cannot survive as a going concern.” (Clarkson, 1995, p. 106) 

Secondary stakeholders are: 

“Those who influence or affect, or are influenced or affected by, the corporation, but they are not engaged in transactions with the corporation and are not essential for survival.” (Clarkson, 1995, p. 107) 

The normative branch of stakeholder theory expects firms to assign equal weight to the needs of different stakeholders when making decisions that might affect them, especially when a conflict of interest arises between different stakeholder groups. According to this line of thinking stockholder rights shouldn’t be placed above those of other stakeholders. The influence a firm’s operations have on a stakeholder group should be the main criterion when deciding how to act, rather than the economic power a stakeholder group wields over the firm. Also, certain stakeholders have fundamental rights that shouldn’t be violated such as the right for a safe working environment for employees and a fair wage (Deegan & Unerman, 2006). 

The positive branch of stakeholder theory states that firms will only take the expectations into account of those stakeholders without whose continuing support the firm cannot remain operational (the primary stakeholders):  

“The stakeholders are identified by the organization of concern, by reference to the extent to which the organization believes the interplay with each group needs to be managed in order to further the interest of the organization. […] The more important the stakeholder to the organization, the more effort will be exerted in managing the relationship. Information is a major element that can be employed by the organization to manage (or manipulate) the stakeholder in order to gain their support and approval, or to distract their opposition and disapproval.” (Gray, et al., 1996, p. 45) 

Thus the firm will focus its attention on the information demands of those stakeholders who exert the most power over the firm. Stakeholder power depends on the command of limited resources such as finance and capital, ability to influence the consumption of the organization’s goods and services, ability to legislate against the company, or access to influential media. Just like with legitimacy theory, under stakeholder theory the expectations of stakeholders can change over time. The relative power levels between different stakeholders and the firm can also change. Firms should therefore always be mindful of changes and adapt their operating and disclosure strategies likewise (Deegan & Unerman, 2006).  

3.2.4 Institutional theory

Institutional theory can also be used to explain how voluntary disclosures and other mechanisms by which a firm might try to legitimize its existence or gain the approval of stakeholders, become institutionalized inside the firm. Mimetic isomorphism is a term that originated from institutional theory. It describes a process in which firms adopt and/or try to improve institutional practices of other firms. This is usually done to keep up with innovative and successful competing firms. If firms didn’t try to keep in line with those competing firms, their competitive position in terms of legitimacy could deteriorate (Deegan & Unerman, 2006). 

3.3 CSR disclosure strategies

CSR and CSR reporting are two related terms that are inextricably intertwined (Adams, 2008). However, there are also some subtle differences between the two. Socially responsible actions undertaken and disclosures made about the subject might not necessarily be the same. 

From a neutral standpoint, CSR disclosures can be used to provide accountability and inform interested stakeholders: 

“Social and environmental disclosure can actually be seen as an educative process whose purpose is either to explain the social and environmental complexities underlying the investment or to show the investor what moral choices are being made.” (Murray et al., 2006, p. 232) 

To convince society at large or certain stakeholder groups that the firm hasn’t forgone its license to operate, it needs to show and convince them that the firm operates within the boundaries set by the social contract. This reasoning is in line with legitimacy and stakeholder theory. Ethical investors become interested in firms that have a record of being socially responsible. Many of the reputational benefits can only be developed when outsiders are aware of the CSR characteristics of a firm. Only when a firm has a socially responsible reputation does it attract socially minded, motivated employees. The same goes for consumers who value sustainability. 

This can be achieved by promotional and other marketing activities such as advertising, especially when products with CSR attributes play an important part in a firm’s differentiation strategy (McWilliams & Siegel, 2001). But another major source of information that firms can use to create awareness is corporate reports. They can disclose information in the form of a separate (sustainability or CSR) report or disclosures in the annual report. These reports are an important information source for (potential) investors and other stakeholders. Apart from providing accountability, these reports can therefore also be used for more strategic purposes. 

This is only a viable option if outsiders actually read the disclosures provided within the reports: 

“The ability to shape perceptions through report disclosures is only possible if members of society actually use the reported information.” (Deegan & Rankin 1997, p. 579) 

This appears to be the case. Earlier research indicates that 68% of the stakeholders actually use information available via environmental disclosures (Deegan & Rankin, 1997) and that 82% of the lobby groups read corporate social disclosures (Tilt, 1994). Tilt also found that lobby groups tend to support firms with good disclosure practices, while they acted either directly or indirectly against firms that do not disclose social information. Other researchers such as Ingram (1978) and Anderson & Frankle (1980) found that the stock market reacts to social disclosures and concluded that therefore investors must be utilizing this information for their various decision-making needs. 

CSR reporting can be used to gain or regain a positive reputation: 

“CSR reporting plays this role either when opportunities to develop a CSR reputation in a new area arise through a change in stakeholders’ social or environmental values (witness, for example, the number of corporations currently seeking to build positive reputations in relation to their carbon footprints), or when negative incidents occur that expose CSR shortcomings of particular corporations or industries.” (Unerman, 2008, p. 362)  

For example, environmental disasters perceived to have been caused by the firm usually result in a negative public reaction that has its repercussions on operations and profit. CSR disclosures can be used to rebuild confidence and reputation (Nitkin & Brooks, 1998). 

Decisions about what to disclose and what not to disclose in annual and sustainability reports can therefore influence the way in which a firm is viewed by stakeholders. Firms have considerable leeway in what information to provide. They can choose not to disclose certain information or to emphasize certain facts while downplaying the effects of other activities. This is why CSR disclosures don’t always give an objective and complete view of CSR activities and performance across all dimensions. 

Some basic reasons why CSR disclosures aren’t necessarily related to actual CSR activities and performance are presented by Ullmann (1985) Firms underreport about their activities because otherwise it makes costly CSR programs visible. This is more in line with Friedman’s view of CSR being detrimental for financial performance. Firms underreport their activities in this area because CSR activities come at the expense of activities that are (more) profitable. On the other hand, CSR disclosures may also overstate activities in this area, in order to create an impression of sensitivity to important non-market influences and gain some benefits from a reputational benefits for being socially responsible (Ullmann, 1985). This can also be a consequence of adopting one of Lindblom’s disclosure strategies. 

Lindblom (1994) identified four social disclosure strategies that a firm can pursue: 

1. The firm may seek to educate and inform its stakeholders about (actual) changes in its performance and activities. This is done to bring performance and activities more into line with stakeholders’ values and expectations. 

2. The firm can seek to change the perceptions of its stakeholders, without changing its actual behaviour. This strategy can be used when the firm feels that its stakeholders’ views are based on misperceptions. Disclosures are used to incorrectly indicate that the performance and activities have changed. 

3. The firm may seek to manipulate perceptions by deflecting attention from stakeholders’ issues of concern to other related issues through an appeal to, for example, emotive symbols. This strategy is chosen when firms wish to downplay or ignore certain issues, while demonstrating how it has fulfilled or exceeded social expectations in other areas of its activities. 

4. The firm can seek to change stakeholders’ expectations of its performance. With this strategy the firm tries to demonstrate that certain expectations are unreasonable.  (Lindblom, 1994; Gray et al., 1995; Deegan & Unerman, 2006)

This is why CSR disclosures are not necessarily congruent with actual CSR activities or performance: 

“Such documents often have more public relations value than informational value. The relationship between such public statements and actual corporate actions is uncertain.” (McGuire et al., 1988, p. 859) 

Corporate executives even admit that CSR reporting doesn’t always reflect actual responsibilities and activities undertaken and is widely viewed as a form of symbol. This was one of the findings of O’Dwyer (2002) who interviewed 29 senior managers in 27 Irish public limited companies. Congruent with O’Dwyer, Owen (2008) states that: 

“Earlier field based studies investigating the views of corporate management concerning corporate social responsibility [overwhelmingly point] to a narrow concern over issues concerning image rather than a commitment to transparency and accountability.” (Owen, 2008, p. 255)

There is considerable other empirical evidence that voluntary CSR disclosure is no reliable indicator of a firm’s CSR performance. Ingram & Frazier (1980), Rockness (1985), Harte & Owen (1991), Deegan & Gordon (1996) and Patten (1992) are just a small sample of studies which found little to no evidence to support the claim that a relationship exists between environmental or CSR performance and CSR disclosures. 

Most of these studies use firms’ pollution levels, as published by the Council of Economic Priorities (CEP) as proxy for environmental performance. This does have a disadvantage: 

“Since the pollution levels published by the CEP are restricted to specific types of pollution (e.g., water pollution or air pollution), industries and geographical areas, they only partially capture corporate environmental performance. Nevertheless, the consistency of research results leads us to believe that the reliability of voluntary environmental disclosure can be questioned.” (Berthelot et al., 2003, p. 20) 

In contrast, Gelb & Strawser (2001) observed that CSR and CSR disclosures are positively related. They used the CEP ratings as measure for the degree of social responsibility and disclosure rankings provided by the annual Association for Investment Management and Research Corporate Information Committee Reports (AIMR Reports) to measure the level of each firm’s disclosures. The positive association between the two variables supports their stance that CSR disclosures are a type of CSR: 

“Providing increased disclosures is arguably responsive to the needs of several stakeholder groups. Accordingly, we contend that increased disclosure is a form of socially responsible behaviour.” (Gelb & Strawser, 2001, p. 3) 

However even if CSR disclosures are a form of socially responsible behaviour, this does not mean that therefore CSR disclosures should always be used as a proxy for CSR. Disclosures are just one of the multiple dimensions of CSR and using this as a proxy at best paints a selective, incomplete picture of a firm’s overall CSR performance. 

3.4 Friedman’s Neo-Classical arguments against CSR

3.4.1 Introduction

Legitimacy, stakeholder and institutional theory all centre around the belief that long-term firm continuity requires at least some form of CSR and/or CSR disclosure. This goal can be achieved through complying with a firm’s social contract, listening to stakeholder demands, or following trends from competitors. Some academics argue this kind of behaviour shouldn’t be called CSR and that firms shouldn’t act socially responsible as it is a “fundamentally subversive doctrine” (Friedman, 1970). 

3.4.2 Friedman’s arguments

Milton Friedman is arguably the most well-known critic against CSR. According to him and other proponents of this normative view on how managers should behave, managers’ sole responsibility is to maximize firm value: 

"There is one and only one social responsibility of business–to use its resources and engage in activities designed to increase its profits so long as it stays within the rules of the game, which is to say, engages in open and free competition without deception or fraud." (Friedman, 1970)

Managers should not perform activities that serve some socially responsible goal without increasing firm value, or refrain from performing activities that enhance firm value but go against managers’ socially responsible beliefs (Friedman 1962). There are, however, many academics who have challenged this view.

It is important to note that Friedman uses a very narrow definition of the term CSR in his argumentation. Socially responsible behaviour that increases profit does not fall under this definition. He describes these self-interested actions as “hypocritical window-dressing” on the part of management, while true CSR exerts a toll on profitability. Another, less negatively connotative term to describe profitable CSR is strategic CSR. Similarly, unprofitable CSR (true CSR in the eyes of Friedman) is also named altruistic or morally-motivated CSR (Baron, 2001; Lyon & Maxwell, 2007). 

Using this narrow definition, managers shouldn’t spend company resources on CSR. Managers are employed by the owners of the firm.  It is their job to manage the firm in a way that is in accordance with the desires of the owners. Usually the owners want to maximize firm value (while conforming to the basic rules of society). Actions such as CSR lower firm value and therefore conflict with the owner’s wishes and management’s responsibilities. As will be mentioned shortly, owners might have desires that diverge from the Neo-Classical assumption of financial self interest. 

Managers are, of course, free to sacrifice their personal resources on social responsibilities. In their spare time, individuals can spend time on charitable projects, or donate a part of their income to causes they deem worthy. They can also lobby with the government to intervene. However, if they divert firm resources from profitable projects to CSR projects, these managers are effectively spending someone else’s money for them without their consent. If firm owners want to spend money on some general social interest, they will be able to do so themselves. By doing it for them, managers are engaging in a form of taxation without representation. On the one hand, they are imposing taxes via a decrease in firm value and on the other hand they also decide how to spend the proceeds, a task usually performed by a democratically chosen government (Friedman, 1970; Pava & Krausz, 1996). 

Besides, managers have no inherent comparative advantage when it comes to implementing social programs. Their expertise lies in running a profitable company, not necessary in fighting social-ills (Friedman, 1970; Pava & Krausz, 1996). 

Friedman concludes that, from a social perspective, firm resources would be more wisely spent on increasing efficiency than on CSR. Individuals should be able to decide which social causes to support both directly via the personal resources they donate and indirectly through the actions of a democratically elected government. The more money there is available, the better. Therefore the social responsibility of business is to increase profit (Friedman, 1970; McWilliams & Siegel, 2001). 

3.4.3 Criticizing Friedman’s stance

There are a number of arguments against Friedman’s Neo-Classical stance on CSR. Firstly, the notion is criticized that social responsibility can only exist for individuals, charitable organizations and government, but not for firms.  Social institutions are no longer specialized in one single function (the government is responsible for public welfare, the economy for producing goods and services). Rather, they exist and operate in a shared environment and are therefore interdependent on each other (Wood, 1991). Also, a growing market exists for sustainable investments and not all owners are solely interested in market returns. For example total Dutch wealth used for sustainable savings and sustainable investment projects amounts to 13.6 billion euro for the year 2007 (VBDO, 2008). Clearly a group of investors exist that is not solely interested in the highest possible financial return. 

Firm involvement in social responsibility can be the most efficient way of increasing public welfare: 

1. “Firms have access to private information about their current and future pollution activities, including control costs. Such information can lead firms to identify better policies than less well-informed government agencies. 

2. Firms have relevant expertise and operational capacity. 

3. Government policies are driven by a variety of objectives, only one of which may be maximizing social welfare.” (Reinhardt et al., 2008, p. 27)

The third point is also stressed by others. It can be more effective for “do-gooders” to work through corporate voluntarism than through the political system, especially if the political marketplace isn’t workably competitive (Lyon & Maxwell, 2007). Without the help of corporations and financial markets, sustainable development is virtually impossible (Murray et al., 2006). 

Another of Friedman’s arguments that has been challenged is the argument that managers must only act in the interest of the firm’s owners. They signed a contract and are thus bound to exclusively do the biding of the owners they represent, without regard to others. This reasoning is too crude to hold: 

“Two parties that enter into an agreement of any kind cannot reasonably argue that this releases them from responsibility for third parties.” (Kolstad, 2007, p. 138)

Especially in publicly owned firms, management might be better equipped to handle the overall responsibility of the firm than the owners: 

“In any case, if shareholders are to be accorded full property rights one would expect to see the balancing feature of responsibility for the actions taken by the enterprises they often fleetingly own. Since most shareholders remain completely unaware of any such responsibility, it can only fall to the management - the "controlling mind" of the company, to take that responsibility on.” (http://www.mallenbaker.net/csr/CSRfiles/against.html)

From a practical point of view, it’s also difficult to distinguish between strategic CSR (hypocritical window-dressing) and altruistic CSR. As was already mentioned in the last chapter, it’s problematic to determine the true motive of certain actions. They could be motivated by enlightened self-interest, or just by social responsiveness (Ruf et al., 2001). Others argue against Friedman’s narrow definition of CSR, stating that CSR is not about firm value reducing activities, but about maintaining mutually beneficial, long-term relation with stakeholders: 

“The starting point assumption is that, through CSR, corporations simply get to "give away" money which rightfully belongs to other people. If CSR is seen as a process by which the business manages its relationships with a variety of influential stakeholders who can have a real influence on its license to operate, the business case becomes immediately apparent. CSR is about building relationships with customers, about attracting and retaining talented staff, about managing risk, and about assuring reputation.” 

(http://www.mallenbaker.net/csr/CSRfiles/against.html)

“Friedman’s statement that the very term “social responsibility” must imply behavior that is not in the interest of the corporation is needlessly provocative. (See Friedman, 1970, p. 33) Our disagreement with Friedman is a definitional one. Friedman’s view is that any action which benefits the firm is, by definition, not “socially-responsible”. Alternatively, we suggest that whether or not an action benefits the firm (in terms of increased financial performance) is irrelevant to its classification as “socially-responsible”.” (Pava & Krausz, 1996, p. 333) 

In some firms, CSR is deeply ingrained in their core business. An example is an oil company that invests in alternative and less polluting petrol brand. According to Friedman, this would fall under hypocritical window-dressing, while opponents state that this kind of behaviour contributes to the welfare of society as a whole and should therefore be a part of true CSR (Graafland & Eijffinger, 2004, p. 405). 

Friedman’s definition focuses on the short-term effects of CSR on profit, while the long-term effects are played down. This is because these long-term effects take place in the distant future and are therefore difficult to predict and measure accurately. There can be lag between the initial costs of a CSR investment and the long-term benefits of this project: 

“It may take considerable time before the effects of a social responsibility program become evident. For example, safety programs may reduce the incident of accidents which in time will lead to lower insurance premiums and may reduce employee turnover and pay claims for dangerous work. […] By disclosing social responsibility information the company may be improving its public image and increasing its chances of long run survival and growth.” (Trotman & Bradley, 1981, p. 358)

As already stated in paragraph 3.2, business continuity and long-term profitability are of vital importance to the firm: 

“In order to maximize market value, it is necessary that the investors have confidence that the firm will not encounter long run sanctions, in particular from governmental sources, because of violations regarding pollution and other social involvement matters. The firm, in foregoing short-run profits, thus is contributing to its long-run welfare. The difference, therefore, between Friedman and such advocates of enlightened social involvement […] may be a matter of short run versus long run time periods.” (Abbott & Monsen, 1979, p. 511-512)

Even though Friedman’s argument against CSR has its weaknesses, his insights have been a valuable addition to the debate, even today: 

“Friedman’s comments added fire and intellectual challenge to the debate and triggered additional interest in either proving or disproving the relationship between social performance and financial performance.”  (Griffin & Mahon, 1997, p. 5-6) 

3.5 Summary

In paragraph 3.2, the system oriented theories legitimacy theory, stakeholder theory and institutional theory were discussed. CSR and reporting policies are tools that a firm uses to influence its relationships with third parties. Legitimacy theory states that firms must (be perceived to) act in accordance with the explicit and implicit clauses of its social contract, or risk squandering its license to operate from society. The image society has about the firm and reality, do not have to correspond with each other, as long as the firm is perceived to be legitimate. Stakeholder theory separates society into distinct stakeholder groups, highlighting the – sometimes – conflicting needs and expectations of different groups. The normative (ethical) branch of stakeholder theory expects firms to assign equal weight to the needs of different stakeholders, while the positive (managerial) branch states that firms will focus their attention on the demands of those stakeholders who exert the most power over them. Institutional theory predicts that firms will adopt and/or try to improve institutional practices of innovative and successful competing firms. Otherwise they risk worsening their competitive position in terms of legitimacy and reputation. 

CSR and CSR reporting are related terms that also exhibit some subtle differences. Socially responsible actions undertaken and disclosures made about the subject might not necessarily be the same. Firms can disclose information in a separate report or in the annual report, thus providing accountability and possibly trying to influence outsiders’ perception of the firm. In this way firms can gain or regain a positive reputation. Firms have considerable freedom in what to disclose and what not to disclose. This is why CSR disclosures don’t always give an objective and complete view of CSR activities and performance across all dimensions. 

Lindblom (1994) identified four social disclosure strategies that a firm can pursue: 

1. The firm may seek to educate and inform its stakeholders about (actual) changes in its performance and activities. 

2. The firm can seek to change the perceptions of its stakeholders, without changing its actual behavior. 

3. The firm may seek to manipulate perceptions by deflecting attention from stakeholders’ issues of concern to other related issues through an appeal to, for example, emotive symbols. 

4. The firm can seek to change stakeholders’ expectations of its performance. 

Milton Friedman argues against CSR, calling it a fundamentally subversive doctrine. According to him the sole social responsibility for firms is to maximize profit. Profitable CSR initiatives are forms of hypocritical window-dressing and do not fall under his definition of CSR. Managers can donate their personal resources to social causes, but shouldn’t waste firm resources on unprofitable CSR projects. 

Over time, a number of counterarguments have been proposed. A growing group of so-called ethical or sustainable investors expect firms in which they have invested to act socially responsible. Firms are perfectly capable to fight social ills, perhaps even better than individuals, charitable organizations or government can. The notion has been challenged that management’s single responsibility lies with firm owners. Also, many researchers disagree with Friedman’s unnecessarily narrow definition of CSR which focuses on a short timeframe. CSR is not about firm value reducing activities, but about maintaining mutually beneficial, long-term relation with stakeholders. 

The next chapter further elaborates on CSR disclosures and deals with other variables that influence a firm’s level and quality of CSR disclosures. 

Chapter 4: The effect of industry type and other variables on CSR disclosures 

4.1 Introduction

The last chapter focussed primarily on CSR disclosures without much regard to other variables. This chapter will provide the reader with arguments why certain variables might influence CSR (disclosures) and include empirical evidence about these subjects. The following paragraphs include a discussion on the effect of industry type, size, profitability and other variables on CSR disclosures. 
4.2 The effect of industry type on CSR disclosures 
Firms that operate in the same industry, usually have considerable overlap between the environmental and social issues that they face. They face similar demands from stakeholders and are being scrutinized by the same NGO’s. They attempt to sell their products in the same markets as their industry-wide competitors and thus face similar expectations concerning their environmental and social conduct. 

Recall from chapter 3 that according to both legitimacy and stakeholder theory, society as a whole or individual stakeholder groups can sanction firms that fail to act in compliance with the implicit and explicit clauses of the social contract. Consumers can boycott the products and services of illegitimate firms or shift to alternate firms that do act within the boundaries set by the social contract. Sometimes this can even happen to whole industries. Examples are the alcohol, tobacco and gambling industry, as well as the arms industry. Hong and Kacperczyk (2007) found that publicly traded US companies from the alcohol, tobacco and gambling industry (so-called “sin stocks”), have less institutional ownership, less analyst coverage and are on average 15% undervalued compared to ‘normal’ stocks. In the near future, more industries might join the list of sin stocks, as the public outcry increases against products and services that are associated with high CO​​​2 emissions. Likely candidates include the petroleum and airline industry. These recent developments have encouraged certain firms to take action in order to maintain legitimacy. For example, four major airlines have come together to lobby for their emissions to be included in global climate change negotiations 

(http://www.mallenbaker.net/csr/CSRfiles/page.php?Story_ID=2393). 

Similarly to consumers, employees can move away from the firm or withhold their best efforts. Stockholders can demand a change of strategy, try to dismiss top management, sell their stock, or assign a lower value to the stock price.  Government can stop subsidies and impose fines to individual firms, or increase sector specific regulation. NGO’s and media also influence the decisions of other stakeholders. 

This is also very much apparent in institutional theory. Firms use the institutional practice of mimetic isomorphism to adopt disclosure practices of competing firms from the same industry. If one firm raises the bar by providing more detailed CSR disclosures, competitors should follow swiftly or risk taking a hit in their reputation as a legitimate firm. As will be mentioned in paragraph 4.4, firms may proactively use over-compliance to create a competitive advantage in relation to lagging firms. 

Another instance in which an industry-wide reaction should be expected is when a large, negative incident such as an environmental disaster occurs, instigated by one specific firm. Usually such an incident causes a noticeable increase in CSR disclosures by most firms that operate in the same industry in the years following the incident. They are motivated to do this in order to counter the threat to their legitimacy (Wilmshurst & Frost, 2000; Adams 2002).  

Empirical evidence that supports this argument has been provided by Patten (1992), who found that after the Exxon Valdez oil spill, firms that operate in the petroleum industry, other than Exxon itself, include more environmental disclosures in their annual reports: 

``It appears that at least for environmental disclosures, threats to a firm's legitimacy do entice the firms to include more social responsibility information in its annual reports'' (Patten, 1992, p. 475). 

Walden & Schwartz (1997) found that this holds true for other industries as well. Firms can also ‘insure’ themselves against negative market reactions by providing CSR disclosures. A CSR report acts as an insurance against reputational damage in case a disaster occurs in the firm’s industry. The costs of issuing a CSR report seem insignificant in comparison with the potential costs of a bad image. Magness (2006) concludes in her study that the 1996 Placer Dome mine leak caused a decrease in stock market value for Canadian gold mining firms. However, firms that disclosed the existence of environmental management processes at the board of executive levels suffered less than firms that didn’t. Blacconiere & Patten (1994) reached a similar conclusion for chemical companies that already disclosed environmental information before the 1984 Bhopal chemical leak disaster. 

It is clear that sector specific events and stakeholder groups influence the level of CSR disclosures for firms operating within a certain industry. It should also be clear that different sectors face different social and environmental threats and opportunities and have differing effects on the social world (Tilt, 1994; Waddock & Graves, 1997; Barnea & Rubin, 2006): 

“Individual industries operate within distinctively different contexts and with dissimilar social and environmental concerns, and patterns of stakeholder involvement and activism.” (Griffin & Mahon, 1997, p. 25) 

Natural resource companies such as those in the mining, forestry or the oil and gas industry and heavy manufacturing companies are more closely monitored for environmental performance than companies in other industries. Companies in ‘dirty’ industries are being scrutinized closely by public advocacy groups (Reinhardt et al., 2008). Social pressures are influenced by the type of products produced, the effect on the environment and consumption of energy resources (Trotman & Bradley, 1981). Stakeholders have only limited information processing capabilities and resources available to them. It is therefore likely that they will focus their demands on the most conspicuous industries and firms (Ullmann, 1985). These firms have a higher degree of political visibility, which provides them with an incentive to ward off undue pressure and criticism from social activists (Hackston & Milne, 1996). Thus an industry’s environmental sensitivity might have a significant effect on the level of CSR reporting (Deegan & Gordon, 1996: Hackston & Milne, 1996; Richardson et al., 1999; Wilmshurst & Frost, 2000). 

Nitkin & Brooks (1998) found that companies in sectors such as power utilities, metal mining, chemical, petroleum and forestry are more likely to issue environmental reports than those in other sectors. Berthelot et al. (2003) list a number of studies that found that companies belonging to environmental-sensitive industries disclose more voluntary environmental information than companies that do not (Patten, 1991, 1992; Barth et al., 1997; Neu et al., 1998; Alnajjar, 2000; Bewley & Li, 2000; Cormier & Gordon, 2001). 

Companies themselves might feel that there’s no need to disclose a lot, because their sector’s environmental footprint or impact is limited (Nitkin & Brooks, 1998). If there is no scope for it, companies cannot participate significantly in CSR (Reinhardt et al., 2008). Aspects that might be major issues in one sector might be perceived as insignificant in other sectors: 

“Analysis of the responses shows in some cases some clear sectoral patterns of CSR. For example, environmental aspects of suppliers are important for the construction and chemical sector, but do not receive a high priority in the retail and banking sector.” (Graafland & Eijffinger, 2004, p. 424) 

For some sectors, CSR investments need to be much larger in order to have a significant effect on CSR performance (Pava & Krausz, 1996). The costs of new technologies, especially in highly polluting industries, are substantial. Freedman & Jaggi (1982) concluded that in highly polluting industries, as much as 20% of the total amount of capital expenditures has been devoted to pollution abatement, while Belkaoui (1976) found that for the steel industry, this percentage reaches even higher. 

One of the benefits of CSR is that it can be used as a product differentiation strategy to justify a premium price. The viability of such a differentiation strategy depends largely on the stage of the life cycle in which the industry currently resides. Some industries are more mature than others and this might partially explain differences in the level of CSR (disclosures): 

“One is likely to find CSR attributes in industries with highly differentiated products, such as food, cosmetics, pharmaceuticals, financial services, and automobiles. In the embryonic and growth stages of the industry life cycle, we expect that there is little product differentiation, as firms focus on perfecting the production process and satisfying rapidly growing demand. As growth slows, and especially as the industry matures, there is likely to be a great deal of differentiation.” (McWilliams & Siegel, 2001, p. 124) 

McWilliams & Siegel’s study only presents a theoretical framework, using a supply and demand theory of the firm framework. Their study is devoid of any empirical evidence that supports their hypotheses of firm and industry characteristics that influence the CSR profitability relation. In their conclusion they lament the fact that most of their hypotheses are difficult to test empirically. 

It can also be argued that consumer-oriented companies are more inclined to demonstrate their socially responsible behaviour to the community, since this is likely to enhance their perceived image and influence sales (Patten, 1991, Hackston & Milne, 1996). 

Based on all the arguments, it seems plausible that industry type affects the level and quality of CSR disclosures. Therefore industry has a confounding effect on, for example, the CSR-profitability relationship, especially when analyzing broad, cross-sectional data: 

“The internal and external pressures inherent in a given industry, such as governmental regulations, consumer-oriented nature of companies, and public visibility (Arlow and Gannon, 1982) are expected to be the same within an industry when one pursues multi-industry studies without further explanation or analysis.“ (Griffin & Mahon, 1997, p. 10)

Some studies have taken industry effects into account by limiting their investigation to firms within a few or even a single industry (Graafland & Eijffinger, 2004). Barnea & Rubin (2006) state that industry is probably the most important issue to control for. In their study they show that dramatic variations exist in CSR ranking across industries. They sort 2650 US firms into a socially responsible and a socially irresponsible group, based on the KLD rating each firm received. The KLD uses both exclusionary and qualitative reasons to label firms as socially irresponsible. For example, firms are always marked as socially irresponsible if they derive any revenue from alcohol, tobacco, or gambling. The remaining firms are screened on areas such as community relations, environment and product safety. Whenever possible, KLD uses quantitative criteria to determine the rating, but some subjective judgment cannot be avoided. 

Barnea & Rubin use a binary variable as the dependent variable. This variable equals one if a firm passes the screening conducted by KLD and zero otherwise. Their paper includes a table that shows the number of socially responsible firms, the number of socially irresponsible firms and the percentage of socially irresponsible firms. The firms are separated into groups based on 2-digit SIC Code. The table shows that there exists a great deal of variation between industries. On average 14% of the firms act socially irresponsible. Some industries, such as high-tech, are dominated by socially responsible firms, while other industries such as basic materials, have a higher proportion of socially irresponsible firms. When comparing the socially responsible and socially irresponsible group, they therefore control for industry type by calculating the mean of each variable for all industry groups and then subtracting this industry average from each observation. In their regression models they use dummy variables to control for industry type. They do not report about the significance or insignificance of the 64 industry type control variables. 

Unobservable characteristics can have explanatory power for the CSR-profitability relationship if not accounted for by the researcher. Because of this some previous studies that have been across industries may have masked specific industry effects (Griffin & Mahon, 1997): 

“For example, because many high-technology companies have low pollutant emissions (in contrast with firms engaged in electricity generation, heavy manufacturing, or resource extraction), the high-tech boom in the 1990s created a perceived but spurious correlation between market measures of “socially responsible business practices” and stock returns.” (Reinhardt et al., 2008, p. 19) 

There are numerous studies that found a statistically significant association between industry type and CSR disclosures, but the findings are not conclusive enough to determine the exact effects: 

“Industry appears to affect CSD [Corporate Social Disclosure], but the studies are not clear or consistent enough to determine such effects precisely.” (Hackston & Milne, 1996, p. 81) 

This is probably because of the existence of significant variations in time period and geographical regions between studies. Over time and across countries the societal context in which firms operate may differ. Reasoning from a legitimacy theory perspective, it is imaginable that differences exist in the expectations of society and other factors that influence the social contract. These differences can be the reason for the inconsistency of earlier findings. 

Studies that found evidence in favor of the existence of an association between industry type and CSR disclosures are those conducted by Cowen et al. (1987), Freedman & Jaggi (1988), Patten (1991), Roberts (1992), Deegan & Gordon (1996), Hackston & Milne (1996), Gray et al. (2001) and Murray et al. (2006). 

Cowen et al. (1987) consider the impact of four variables size (rank on the Fortune 500), industry (dummy variables), profitability (three year average ROE) and the presence of a social responsibility committee on the number of disclosures (existence of any disclosure on a total of 27 different topics divided into the seven categories environment, energy, fair business practices, human resources, community involvement, product safety and other disclosures). Their sample consists of 134 US companies that belong to the Fortune 500 for the year 1978. Firms were selected based on the industry to which they belonged. The ten industries from which reports were selected range from the food industry to the scientific measuring industry. Both total number of disclosures and each individual category were regressed against the four independent variables. For total number of disclosures, both larger firms and chemical firms disclose significantly more than the other firms. For the individual categories, in five of the seven cases size has a significant effect on the level of disclosures. For three categories, one or more of the industry dummy variables significantly influences the level of disclosures. 

Freedman & Jaggi (1988) study the association between the extensiveness of pollution disclosures and economic performance, while also investigating the effect of the intervening variables industry type and size. They specifically selected industries that were identified as being highly polluting in a study by the Council of Environmental Quality (1977). These industries are the paper and pulp, oil refining, steel and chemicals industry. The time period under consideration was 1973-1974 and the sample size included 108 firms for both years. These years were chosen because in 1973 the SEC first required firms to disclose pollution information. In the first years after mandating pollution disclosures, the disclosure guidelines were still a bit vague. This gave management a great level of discretion when deciding what to disclose and what not to mention. To measure the extensiveness of pollution disclosures, Freedman & Jaggi developed a pollution disclosure index that provides each firm with a weighted score, based on pollution emissions, future, present and past capital expenditures and descriptive text. Six accounting based ratios were selected as proxies for economic performance. Without controlling for size or industry, the results show no significant association between pollution disclosures and any of the economic performance indicators. When separating the sample into four groups based on industry type, the disclosures of oil firms are significantly associated with two of the economic performance ratios and the disclosures of paper firms are significantly associated with one of the ratios. No other significant associations were found. 

Patten (1991) runs a regression analysis on the level of disclosure for 128 firms in 1985 and finds that size and industry classification are significant explanatory variables whereas a number of profitability variables are not. The sample contained firms from high-profile, medium-profile and low-profile industries. As a proxy for the amount of CSR disclosures, Patten uses the number of pages in the annual report that are devoted to the subject environment, energy, fair business practices, human resources, community involvement, products and other disclosures. Firms are sorted into three groups: high disclosure (>0.25 pages), medium disclosure (0.10-0.25 pages) and low disclosure (0-0.10 pages). To remove any subjectivity concerning borderline cases, medium disclosure firms were left out of the regression model. Size is measured by the natural logarithm of revenues and industry is controlled for by adding a dummy variable that is equal to one if the firm belongs to a high-profile industry (petroleum, chemical, and forest and paper) and zero otherwise. Five different accounting-based measures were used as proxies for profitability. Both size and industry type have a significant effect on the amount of CSR disclosures, while none of the profitability variables have. 

Roberts (1992) tests a regression model that uses the level of CSR disclosures as dependent variable. The Council on Economic Priorities judged large US companies that belong to the Fortune 500 on the level of their CSR disclosures during the years 1984-1986. Firms received a rating of either excellent, good, or poor. 130 firms from seven different industries were selected. A large number of independent and control variables were included in the regression model, including dept to equity ratio, size (average revenues), Return on Equity and a dummy variable for industry type. Firms that belong to a high profile industry (automobile, airline, or oil industry) receive a score of one, while firms from other sectors (food, health and personal products, hotel, or appliance and household products industry) a score of zero. This distinction is based on an “intuitive appeal” that the former sectors face a high level of political risk, consumer visibility and concentrated competition (Roberts, 1992, p. 605). Roberts finds that, amongst others, the industry variable has significant explanatory power. 

Deegan & Gordon (1996) test the hypothesis that the more environmentally sensitive a firm’s industry is (the greater the attention an industry is receiving from environmental lobby groups), the greater the incentive for the firm to disclose some form of positive environmental information. Their sample consists of 197 Australian firms during 1991. To obtain information about which industries are most environmentally sensitive, the researchers made direct contact with environmental lobby groups. They sent a questionnaire that required an office-bearer of each organization to rate industries, on a 0-5 scale (5 = highest, 0 = lowest), according to the extent to which their organization had targeted these industry for its environmental activities in the last five years. Fifty different industry groups were distinguished. Based on the answers the researchers devised two indices of environmental sensitivity: an average industry environmental sensitivity index and a membership weighted industry environmental sensitivity index. The second index takes into account that large lobby groups have more influence on the community. To measure the extent of environmental disclosures, the researchers used total number of positive disclosures (measured in words) made by firms classified by industry, divided by the number of companies in the industry. Deegan & Gordon found that there is a significant positive correlation between the environmental sensitivity of an industry and the amount of positive environmental disclosures. 

Hackston & Milne (1996) study the determinants of CSR disclosures. Their sample consists of the 47 largest listed New Zealand firms and the annual reports over the year 1992 were investigated. They measured CSR disclosures by number of sentences and distinguish between the dimensions of disclosure theme (environment, energy, products/consumers, community, employee/human resources, general/other), evidence (monetary quantification, non-monetary quantification, declaration) and news type (good, bad and neutral news). Independent variables used in the regression are size (market capitalization, sales, and total assets), profitability (ROE and ROA) and industry type. Industries are separated into a high-profile and low-profile group, consistent with the Roberts’ method. The petroleum, chemical, forest and paper, extractive, automobile, airline, agriculture, liquor and tobacco, and media and communications industries are considered to be high-profile. The researchers note that the last three industries are included because they are particularly dominant in New Zealand and therefore meet Roberts’ criteria. When comparing the high and low-profile group, Hackston & Milne show that significant differences exist between the average amounts of CSR disclosures, using two-tailed t-tests. The researchers also run a regression to examine the combined effects of the independent variables on the amount of CSR disclosures. The outcome of this analysis also shows that industry has a significant effect on CSR disclosures. On average, high-profile industries disclose more CSR information than low-profile industries. Finally, the authors examine the correlation between size and CSR disclosures. The size-disclosure correlations are much higher for the high-profile than for the low-profile industry sub-sample. 

Gray et al. (2001) also investigate the relationship between CSR disclosures and profit (natural logarithm of Net Earnings Before Interest and Tax), turnover, capital employed, industry classification (14 broad groupings based on SIC-Code) and number of employees. The authors utilize data collected by the CSEAR (Centre for Social and Environmental Accounting Research) Social and Environmental Disclosure Database about the volume of CSR disclosures for the top 100 UK firms. The time period under consideration is 1988 to 1995. Eight different CSR disclosure variables were used in their regression analysis: (total social and environmental disclosure, total voluntary disclosure, total mandatory disclosure, total mandatory plus employee and pension disclosure, total environmental disclosure, total employee disclosure, total community disclosure and total consumer disclosure). The results indicate that for almost all forms of disclosure other than consumer, significant changes exist between sectors. 

Murray et al. (2006) investigate the relation between yearly share returns and the number of pages devoted to CSR related disclosures in the annual report by the UK’s Top 100 companies over a time period of ten years (1988-1997). They use the same CSEAR database as Gray et al. to gather their CSR disclosure data and in their study, they control for size (sales) and industry membership. Fourteen different industries are identified. Some sectors are overrepresented in the sample, while other sectors are severely underrepresented. Descriptive statistics show that firms that belong to the pharmaceutical and general manufacturing sectors have, on average, the highest level of disclosure. Chemicals, oil and gas, pharmaceutical, general manufacturing and extractive industries provide the highest level of environmental disclosure. 

Different industry groups can be separated from each other just by sorting firms by industry type. Most studies that use this method, base their classification on the US government four-digit SIC (Standard Industrial Classification) code. Examples of CSR performance-financial performance studies that use this method include Waddock & Graves (1997), Ruf et al. (2001) and Tsoutsoura (2004). An alternative method is to create two dichotomous industry groups, based on consumer visibility, a high level of political risk and concentrated intense competition within the industry (Roberts, 1992). This classification of firms as either belonging to a high-profile or a low-profile industry is especially convenient when certain individual sectors are underrepresented in the sample under study. A disadvantage of such a classification is that it partially depends on the subjective judgment of the researcher and can be rather ad hoc: 

“Patten (1991), for example, identified petroleum, chemical, and forest and paper as high profile for one study. Dierkes and Preston (1977) suggest extractive industries are highly visible and, therefore, subject to greater legal constraints. Roberts (1992) included automobile, airline, and oil industries as high profile, and food, health and personal products, hotel, and appliance and household products as low profile.” (Hackston & Milne, 1996, p. 87-88) 

Alternatively, industry groups can be based on the sectors’ coherence and environmental profile. Deegan & Gordon (1996) developed an environmental sensitivity index to rank industries from 0 to 5 (5 being most sensitive), based on the responses of environmental lobby groups. Murray et al. (2006) used a similar grouping method to explore whether there was any relationship between CSR disclosure and the financial market performance of the UK’s largest companies. However, the tests that were carried out using three groups (low, medium and high environmental profile) didn’t add significantly to their results compared to grouping by industry. The three groups were comprised as follows: 

“Group A (“low environmental profile”) includes mechanical and general engineering; food and drink; retail and leisure; electrical and telecoms; and general sectors. Group B (“high environmental profile”) includes chemical, oil and gas; pharmaceutical and general manufacturing companies. Group C (“medium environmental profile”) includes all the other firms. These groupings attempted to combine companies from similar industries together while facilitating a policy of differentiating between groups to the largest extent possible.” (Murray et al., 2006, p. 249) 

Kelly (1981) sorted industries into primary, secondary and tertiary industry groups. He found that primary and secondary industry firms tended to disclose more environmental and energy-related information, while tertiary industry firms disclosed more information relating to community interaction. 

Intra-industry differences cannot explain all variation in CSR disclosures. There exist inter-industry effects that influence the quality of CSR disclosures. Some of these effects are difficult to measure and operationalize. For example, Ullmann (1985) argues that high stakeholder power and an active strategic posture (the response of an organization's key decision makers towards social demands) causes companies to make more disclosures. Magness (2006) investigated Ullmann’s theory on a sample of Canadian gold mining companies. She claims that public Canadian firms are subject to high stakeholder power because a relatively large size of capital market is comprised of institutional traders. As a proxy for strategic posture she uses press release activity. Her findings are in line with Ullmann’s arguments. There are many other elements that depend on the nature of the company and the environment in which it operates that influence the incentive to disclose CSR information: 

“An oil company operating offshore drilling, for example, may be expected to have more disclosures about the environment and worker safety than a similar company drilling on land.” (Richardson et al., 1999, p. 24) 

It will be virtually impossible to include all possible intervening variables in the research design of this study. However the purpose of this study is not to give a complete explanation of all CSR disclosure variance between firms. Rather it is to show that industry type has significant explanatory power and should therefore always be controlled for in studies that investigate the CSR (disclosures)-profitability relationship. 

4.3 The effect of size on CSR disclosures

Another variable that has often been mentioned as influencing the level and quality of CSR disclosures is firm size. In the accounting literature the reasoning that size and disclosures are related is well established (Patten, 1992; Neu et al., 1998; Bewley and Li, 2000; Magness, 2006). Large firms are more visible and have a higher level of political exposure. 

The Positive Accounting Theory developed by Watts & Zimmerman (1978), and especially their political cost hypothesis, offers an explanation for the association between size and disclosures. There is a distinct link between the political cost hypothesis and stakeholder theory. The government is a stakeholder whose demands impact the firm. Both CSR activities and disclosures can be used to reduce the risk of governmental intrusions that may have a negative effect on firm value. Large firms attract more attention from government than small firms and more attention causes management to make greater efforts to meet expectations from this stakeholder group. Therefore, firm size can be used as a proxy for political exposure (Belkaoui & Karpik, 1989; Roberts, 1992; Bewley & Li, 2000). 

This line of reasoning can be extended to other important stakeholders such as the media and environmental pressure groups (Berthelot et al., 2003). As mentioned before, these stakeholders only have limited time and resources available, which forces them to focus their attention on the most conspicuous firms. Also, larger firms simply have more stakeholders and undertake more activities that impact society. They are more visible than small firms (Graafland & Eijffinger, 2004; Barnea & Rubin, 2006; Udayasankar, 2008).Therefore they receive more attention from the general public and specific stakeholder groups. This encourages them to perform CSR activities and report about them (Stanwick & Stanwick, 2001). Disclosing CSR information via formal reports is an efficient way of reaching all these stakeholders and communicating with them (Cowen et al., 1987; Roberts, 1992; Hackston & Milne, 1996). 

Small firms are far less sensitive to social matters as they face fewer pressures and gain little recognition from CSR (Abbott & Monson, 1979; Udayasankar, 2008). They also have fewer resources available to engage in CSR initiatives, compared with large firms (McWilliams & Siegel, 2001; Brammer & Millington, 2006; Reinhardt et al., 2008). As firms grow and mature, they attract more attention from external parties and they develop a need to respond more openly to stakeholder demands (Burke et al., 1986).  

There is an extensive list of earlier studies about CSR (disclosures) that control for size and/or find a significant association between size and CSR. Examples include Trotman & Bradley (1981), Cowen et al. (1987), Freedman & Jaggi (1988), Belkaoui & Karpik (1989), Patten (1991), Roberts (1992), Gray et al. (1995), Deegan & Gordon (1996), Hackston & Milne (1996), Neu et al. (1998), Bewley & Li (2000) and Gray et al. (2001). Proxies that have been used for size include number of employees, (the natural log of) total assets, (the natural log of) total sales or an index rank such as the Fortune 500 (Hackston & Milne, 1996). Some of the studies that are described in the text below have already been discussed in more detail in the last paragraph. The research design of these studies will therefore be mentioned only tersely. 

Trotman & Bradley (1981) investigated, amongst others, what the effect of size is on CSR disclosures for 207 Australian listed firms for the year 1978. They found a significant association between both total assets and sales volume (measures of size) and CSR disclosures (percentage of lines in the annual report devoted to CSR issues). 

Cowen et al. (1987) consider the impact of, amongst others, size on the number of disclosures for 134 US companies during 1978. Size is measured as a firm’s rank on the Fortune 500 list. Firms with a higher ranking are supposed to be larger in size. Their regression analysis shows that size is the most important independent variable associated with different types of CSR disclosures. 

Freedman & Jaggi (1988) investigate the association between the extensiveness of pollution disclosures and economic performance amongst 108 US firms for the years 1973 and 1974, while also testing the effect of industry type and size on the association. To measure the extensiveness of pollution disclosures, Freedman & Jaggi developed a pollution disclosure index that provides each firm with a weighted score, based on pollution emissions, future, present and past capital expenditures and descriptive text. Six accounting based ratios were selected as proxies for economic performance. To test the impact of size, the sample was separated into four groups based on total assets and sales. Correlation tests were conducted between each of the economic performance indicators and the pollution index for the top and bottom quartiles. The bottom quartile shows no significant correlations. The top quartile does show a significant correlation for some of the financial indicators. 

Belkaoui & Karpik (1989) test a model that uses social disclosures (the number of social responsibility programmes) as its dependent variable and social performance (a ranking of corporations by business executives), monitoring and contracting costs (dept/assets ratio and dividends/retained earnings ratio), economic performance (rate of return and stock price return) and political visibility as independent variables. As a proxy for political visibility the three variables size (log of net sales), capital intensity ratio (gross fixed assets/sales) and systematic risk (beta) are used. Their sample consists of 23 public US firms and data are gathered for the year 1983. Amongst others, size is found to have a significant positive influence on the decision to disclose CSR information. 

Patten (1991) investigate the level of disclosure measured in number of pages for 128 firms in 1985 and finds that size and industry classification are significant explanatory variables whereas a number of profitability variables are not. The sample contained firms from high-profile, medium-profile and low-profile industries. For their regression analysis, they separated the sample in three groups based on number of pages. The middle group was excluded from the analysis.  Size is measured by the natural logarithm of revenues. Their results indicate that both size and industry type have a significant effect on the amount of CSR disclosures, while none of the profitability variables have. 

Roberts (1992) studied whether or not stakeholder power, strategic posture towards CSR and economic performance can be used to predict variations in CSR disclosures (measured by the Council of Economic Priorities’ evaluation of firms’ CSR disclosures). The sample includes 80 public US firms and the time period is 1981-1984. Size (natural log of average revenues) is included as one of the control variables. Roberts concludes that for their study size has an insignificant negative influence on CSR disclosures. 

Gray et al. (1995) found evidence that strongly suggests that size influences CSR reporting practices for UK firms during 1979-1991. They use data from two sources. One includes companies of all sizes, while the other focuses exclusively on the 100 largest UK companies. CSR disclosures differ significantly between the two samples. 

Deegan & Gordon (1996) test whether firms in environmentally sensitive industries disclose more positive environmental information than firms in other industries. Their sample consists of 197 Australian firms during 1991. To examine the effect of size they run Pearson and Spearman tests for three samples: all firms, firms in the nine most environmentally sensitive industries and firms in the nine least environmentally sensitive industries. They test the correlation between the amount of positive disclosures and firm size, measured by the natural logarithm of sales. The researchers note that their choice for sales as a proxy for firm size was rather arbitrary. Total assets and total profit could have been used just as well. The results indicate that there is a significant positive relationship between firm size and the amount of positive environmental disclosures made by the overall sample of firms. For firms in the nine most environmentally sensitive industries, this relationship is even more pronounced. However, for firms in the nine least environmentally sensitive industries, they reported a negative correlation coefficient. 

Hackston & Milne (1996) investigated the possible correlations between CSR disclosures (number of sentences in the annual report) and firm size (natural log of market capitalization, sales and total assets), profitability (ROA and ROE) and industry type (high or low-profile) for the 47 largest (based on market capitalization) New Zealand listed companies during the year 1992. They conclude that all three size measures are highly positively correlated with the actual measured amount of pages dedicated to CSR disclosures. 

Neu et al. (1998) analyze the association between the level of environmental disclosures (measured in number of words) and the potential pressures placed by various relevant and general publics of 33 Canadian public companies operating in the mineral extraction, forestry, oil and gas and chemical industries over the period 1982-1991. Independent variables include profit (dummy variable, 1 if any profit was made, 0 otherwise), leverage (natural logarithm of dept/equity), regulatory challenges (number of media articles reported in the CBCA electronic database that mentioned environmental fines levied against the organization), environmentalist challenges (number of articles in the CBCA electronic database that contained certain keywords concerning environmental criticism), societal concerns (number of articles in the CBCA electronic database that contained certain keywords pertaining to the environment), other social disclosures (number of words in the annual report devoted to employment practices and health safety) and firm size (natural logarithm of gross revenue). The results of the regression show that all dependent variables except leverage have a significant effect on the level of environmental disclosures. For size, the coefficient is positive. 

Bewley & Li (2000) find that political exposure (measured by firm size) leads to a higher level of environmental disclosure, both of financial information and of non-financial information.

Gray et al. (2001) investigate the relationship between CSR disclosures and profit (natural logarithm of Net Earnings Before Interest and Tax), size (natural logarithm of turnover, capital employed and number of employees) and industry classification (14 broad groupings based on SIC-Code) for the top 100 UK firms during 1988 to 1995. They regress each of the four proxies for size against each CSR disclosure subject. The researchers found that 21 of the 32 coefficients have a significant positive value, indicating that there is a positive relation between size and CSR disclosures. 

Murray et al. (2006) test the relationship between CSR disclosures (measured in number of pages) and yearly stock market returns for 100 UK firms during the time period 1988-1997. They use the same CSEAR database as Gray et al. to gather their CSR disclosure data and in their study, they control for size (sales) and industry membership. Fourteen different industries are identified. Some sectors are overrepresented in the sample, while other sectors are severely underrepresented. Descriptive statistics show that firms that belong to the pharmaceutical and general manufacturing sectors have, on average, the highest level of disclosure. Chemicals, oil and gas, pharmaceutical, general manufacturing and extractive industries provide the highest level of environmental disclosure. 

Some evidence exists of an interaction effect between size and industry. In sensitive industries such as oil and gas, firm size has a more pronounced influence on the amount of disclosures than in low impact industries such as retailing or financial services (Deegan & Gordon, 1996; Richardson et al., 1999).  McWilliams and Siegel (2001) argue similarly for mature industries where CSR can be used effectively as a product differentiation strategy. 

Hackston & Milne (1996) found much higher correlations between size and CSR disclosures for high-profile industry firms, than for low-profile industry firms. Industry appears to moderate the size-disclosure relationship: 

“Being a larger company (in terms of assets or sales) is likely to indicate a larger discloser of social and environmental information, if the company is in a high-profile industry. For low-profile industry companies, relative size is not such a good indicator of disclosure amount.” (Hackston & Milne, 1996, p. 97) 

4.4 The effect of profitability on CSR disclosures 

A major question that academics and firm managers alike have been  interested in answering is whether CSR performance and/or CSR disclosures influence financial performance in either a positive or negative way. The term financial performance is deliberately left vague, because researchers have used many market based and accounting based performance indicators to test the existence of this relationship. 

As was mentioned in the last chapter, CSR performance and CSR disclosures are not necessarily the same thing. Firms can adopt certain disclosure strategies and can have incentives to downplay or overstate their CSR related activities and performance. For a moment, let’s assume that firms do completely and accurately disclose information about their CSR performance. In this scenario CSR disclosures and CSR performance are synonyms of each other. Firms that act socially responsible and faithfully report about this, enjoy or suffer the financial consequences of this strategy. 

Researchers have identified multiple positive and negative ways in which CSR impacts a firm’s profitability. In theory there are many benefits and drawbacks of CSR, but especially the benefits are hard to quantify and measure (Tsoutsoura, 2004). The costs are usually visible immediately, while the benefits only start to really manifest themselves in the distant future (Ruf et al., 2001; Derwall, 2007). 

This are the main benefits that socially responsible firms enjoy: 

· They are able to attract funds from ethical investors. Ethical or sustainable investors and investment funds exist that exclusively allow socially responsible investments in their portfolio. Ethical investors are willing to accept a lower cost of capital in return for the assurance that their money is used to finance firms that reflect their own social values (Waddock & Graves, 1997; Murray et al., 2006; Richardson et al., 1999; Derwall, 2007; Lyon & Maxwell, 2007). 

· CSR offers firms new market opportunities (Derwall, 2007; Lyon & Maxwell, 2007) and can generate new revenues (Nitkin & Brooks, 1998; Murray et al., 2006; Reinhardt et al., 2008). Stakeholder dialogue allows firms to determine the wishes of consumers and satisfy their demands with new products that are tailored to their concerns (Adams, 2002). CSR can be used by firms as a marketing strategy to differentiate their products from those of competitors. Consequently, they can ask a premium price for their products and services (Paul & Siegel, 2006). 

· CSR can lead to more efficient use of resources (Cohen et al., 1997; Nitkin & Brooks, 1998; Derwall, 2007; Lyon & Maxwell, 2007; Reinhardt et al., 2008). In this way substantial costs can be saved. (Hibbit, 2004; Murray et al., 2006; López et al., 2007). 

· Liabilities resulting from rare, but severely damaging events (such as environmental hazards) might be avoided (Russo & Fouts, 1997; Wilmshurst & Frost 2000; Murray et al., 2006) and litigation risks can be minimized (Derwall, 2007). 

· CSR provides firms with labour market advantages (Lyon & Maxwell, 2007). It’s easier to attract and retain employees, especially those who value socially responsible employers or refuse to work for companies that operate in an unsustainable fashion (Turban & Greening, 1996; Russo & Fouts, 1997; Paul & Siegel, 2006). 

· Employees of companies that act sustainable might perceive their jobs to be more worthwhile causing an increase of loyalty and morale (McGuire et al., 1988; Waddock & Graves, 1997; McWilliams & Siegel, 2001; Tsoutsoura, 2004). This leads to increased productivity, or employees might be willing to accept lower financial compensation because they receive non-monetary, ethical rewards (Reinhardt et al., 2008). 

· CSR can signal superior management skills (Bowman & Haire, 1975; Alexander & Buchholz, 1978; Russo & Fouts, 1997; Murray et al., 2006; López et al., 2007). CSR and especially stakeholder dialogue can lead to more informed management decisions, due to the improved access to information (Adams, 2002; López et al., 2007). It also helps uncover business risks, making them visible to management (Udayasankar, 2008). 

· Socially responsible companies have enhanced brand image and reputation (Waddock & Graves, 1997; McWilliams & Siegel, 2001; Tsoutsoura, 2004; Paul & Siegel, 2006; Amato & Amato, 2007) and more public goodwill (Derwall, 2007; Reinhardt et al., 2008). A good reputation can be very valuable as benefits can be enjoyed for a long period of time (McGuire et al., 1988). A favourable reputation can prevent consumer and NGO boycotts. There is less chance of public outrage against firm actions and firms have some more goodwill in the eyes of the public (Roberts, 1992; Bird et al., 2007; Lyon & Maxwell, 2007). 

· Firms are becoming increasingly aware that actions of their business partners reflect back onto their own image and reputation. Firms have therefore adapted their supply chain management and become more selective about their choice of trading partners (Russo & Fouts, 1997; Tsoutsoura, 2004; Derwall, 2007). CSR requirements can also be added as clauses for certain contracts, lending arrangements and bidding requirements (Nitkin & Brooks, 1998). 

· CSR can be used by firms to pre-empt increased regulation, which can be costly and restrict flexibility of decision making (Davis, 1973; Roberts, 1992; Wilmshurst & Frost 2000; Ruf et al., 2001; Bird et al., 2007; Lyon & Maxwell, 2007; Reinhardt et al., 2008).

· On a similar note, some firms may proactively use over-compliance to spur future regulation. This would provide them with a competitive advantage over less adaptable firms (Reinhardt et al., 2008). This ties in nicely with institutional theory, mentioned in paragraph 3.2.4. 

This are the main drawbacks that socially responsible firms suffer: 

· The most important and often cited drawback of adopting CSR practices is the costs, both the initial investment expenses and continuous outflows of resources (Tsoutsoura, 2004). Adhering to strict environmental and social standards increases costs, which translates itself into higher product prices (Belkaoui & Karpik, 1989; Cohen et al., 1997; Derwall, 2007; López et al., 2007). These costs might otherwise be avoided or should be borne by others, such as individuals or the government (Waddock & Graves, 1997). 

· Concerns for social responsibility can severely limit a firm’s strategic options (McGuire et al., 1988). 

· Firms that strive for pollution minimization probably implement brand new, clean technologies and processes that may cost more and be of lower quality than they will be when they become more common and more widely used. Uncertainty about the viability and long-term economic consequences of these technologies is also a disadvantage (Russo & Fouts, 1997). 

· A surprising disadvantage that socially responsible firms face over irresponsible firms is that they can draw unwanted attention from NGO’s. NGO’s tend to target firms that are the most likely to respond to their actions. Firms that have undertaken some CSR activities can find themselves as targets of NGOs who seek even greater levels of CSR (Lyon & Maxwell, 2007). 

Even when the assumption that a firm’s CSR disclosures perfectly represents it’s CSR performance is dropped, there are still a number of potential advantages for firms that provide extensive CSR disclosures. 

Being able to influence stakeholders’ perception and firm reputation is a great advantage of CSR reporting: 

“A corporation’s reputation among its economically powerful stakeholders is a valuable asset which needs to be protected and developed, and a key aspect of this reputation is stakeholders’ perceptions of the corporation’s CSR – or, more precisely, perceptions of how well the corporation’s CSR policies, practices and outcomes meet stakeholders’ social and environmental values and expectations. Within this context, CSR reporting is a potentially powerful medium which corporations can use to try to influence these perceptions, thereby contributing towards maximizing the earning potential of their reputation.” (Unerman, 2008, p. 362)  

Adams (2002) identified the following perceived benefits after conducting interviews in three British and four German companies: 

· “Minimizes risks (e.g. of consumer boycotts, unforeseen issues); 

· Better understanding of corporate activities reduces criticisms; 

· Influence or delay legislation; 

· Attract and retain the most talented people; 

· Inclusion in ethical investment funds; 

· Better internal systems and control leading to better decision making and cost savings, and

· Communicates the group’s values and targets to all group companies.”  (Adams 2002, 235-236) 

Murray et al. (2006) are of the opinion that CSR disclosures are used by a firm to signal that it is aware of certain threats and opportunities and reacting to them. Unerman (2008) notes that CSR disclosures through the medium of a report can be interpreted as a form of insurance: 

“My perception is that executives are aware that the economic value of a good reputation in areas that are of social and environmental concern to their economically powerful stakeholders (or, more often, the potential economic damage to this reputation by failing to demonstrate that the corporation meets these expectations) is likely to be so vast that the costs of producing a CSR report (or making CSR disclosures in other reports) are insignificant by comparison – akin to a relatively small insurance premium to help protect the value of an asset.” (Unerman, 2008, p. 364) 

Hibbit (2004) also mentions a number of benefits of CSR reporting. Reporting to outsiders about a firm’s CSR level of performance stimulates the ones responsible to improve this performance, as stakeholders will held the firm accountable for the (lack of) progress made. It allows firms to educate stakeholders about the risks and uncertainties they face and the influence these risks and uncertainties have on the firm. It also increases employee awareness about the firm’s goals and policies on the subject of CSR. External reporting also helps with identifying possible gaps inside current internal reports and systems that the management has missed. In this way risks of which the firm was beforehand unaware can be uncovered and dealt with. 

The Dutch Guide to Sustainability Reporting (2003) notes that CSR reporting benefits the reporting entity: 

“Sustainability reporting not only satisfies the needs of stakeholders for information, however. It has benefits for the reporting organization as well, in that it provides an insight into new market opportunities, more insight into risks, and an opportunity of improving its reputation, enhancing employee motivation, reducing conflict, and contributing to the culture of the business and/or its internal cohesion. It can also lead to lower financing costs.” (Guide to Sustainability Reporting, 2003, p. 35) 

Richardson et al. (1999) argue that CSR disclosures can induce capital market responses. Disclosures can, for example, resolve uncertainties about the firm’s future cash flows and encourage more analysts to follow the firm. This leads to greater liquidity of the firm’s shares and lowers transaction costs. It can also result in lower costs of capital due to the reduced firm specific (information) risk. CSR projects can have long run cash flow consequences for the firm. Capital markets may therefore react to the information provided by CSR disclosures about the changes in the firm’s return on investment due to CSR projects. Disclosures of CSR may be used by the market to assess the likelihood of future regulatory actions that impose constraints on firms’ pursuit of profit or require costly actions to ameliorate adverse social impacts and hence the impacts on future cash flows. CSR can also affect the demand for the company’s products, for example, through consumer acceptance of environmentally sensitive products or rejection of products that violate community standards and in these way impact future cash flows. 

When compiling a list of all the theoretical pros and cons to see if there is a business case for CSR, it is important to keep in mind some common business sense. The truth of the matter is that CSR is just like any other process such as R&D, outsourcing or marketing: 

“Each of these processes describes a range of possible activities – and any one of those activities may be beneficial or detrimental to the business. It all depends on the judgment in selection of which actions to take, and the skill and energy applied to achieving results. The business case, therefore, is for a proposed course of action, not for some broad general concept of a type of activity.”  (http://www.mallenbaker.net/csr/CSRfiles/page.php?Story_ID=1724) 

“The business case is not a generic argument that corporate sustainability strategies are the right choice for all companies in all situations, but rather something that must be carefully honed to the specific circumstances of individual companies operating in unique positions within distinct industries. Successes in whole industries and at other companies are useful examples, but the case still has to be applied to one company at a time.” (Salzmann et al., 2005, p. 27) 

In this, the level of CSR investment is just like any other investment decision (McWilliams & Siegel, 2001). Each firm must determine this optimal level between investments that maximize profit while also satisfying stakeholder demands for CSR, by using careful cost-benefit analysis. McWilliams and Siegel therefore propose that there will generally be a neutral relationship between CSR and financial performance. This is in line with Reinhardt et al. (2008) who state that for most firms, CSR “pays for itself.” They conclude: 

“Hence, although proponents of sustainable business practices may argue that being environmentally responsible will inevitably lead to higher profits in the long term, the relationship between socially responsible activities and profitability may be best characterized as some firms will generate long-term profits from some socially responsible activities some of the time.” (Reinhardt et al., 2008, p. 24-25) 

The business community itself appears to be of the opinion that there definitively is a business case for CSR. In a recent survey by the Economist Intelligence Unit under 566 US-based executives, 74% of the respondents identified that CSR programs help to improve the bottom line at their company (EIU, 2008). However, this is no impartial, conclusive evidence that CSR increases profitability. 

Over time, numerous empirical studies have been performed to test the existence of both a CSR performance-profitability relationship and a CSR disclosures-profitability relationship. Neither of these relationships have been irrefutably proven or disproven. Empirical researchers have used portfolio analysis, event studies and regression analysis to find evidence. 
Financial performance indicators can be divided into two groups: accounting based performance indicators and market based indicators. Accounting based measures are backward looking and only incorporate historical aspects into the figure. They are also subject to bias through earnings management and differences in accounting procedures (McGuire et al., 1988). 

The two greatest advantages that market returns have over accounting-based measures are that they are: 

1. “Less susceptible to differential accounting procedures and managerial manipulation and; 

2. Represent investors' evaluations of a firm's ability to generate future economic earnings rather than past performance.” (McGuire et al.1988, p. 859) 

Market-based indicators also have their disadvantages. Valuation by investors (only one of multiple groups of stakeholders of a firm) might not be a proper performance measure (Ullmann, 1985; McGuire et al. 1988). Market-based indicators also include a lot of noise: 

“Market indicators include the perception that the market can have of a differentiating factor, such as the adoption of CSR practices, but other macroeconomic factors as well, such as speculation, may also have an influence. A firm’s behavior could be explained using market indicators, but accounting data is considered less noisy, since it indicates what is actually happening in the firm.” (López et al., 2007, p. 290-291) 

Over time, multiple literature reviews have been published, reporting mixed findings. Ullmann (1985) investigates earlier studies about both relationships. He criticizes some of the early studies for their lack of a theoretical foundation, neglecting to take intervening variables such as risk or firm size into account, small sample size and measures of social performance that lack validity. Based on the studies he reviewed, he concludes that no clear tendency in either way can be discerned. Others also indicate that theoretical and methodological shortcomings have influenced the lack of consistent findings. 

The following review articles are primarily concerned with the CSR performance-profitability relationship. Eleven years after Ullmann, Pava & Krausz (1996) re-examined the existing studies on the CSR-profitability relationship. They identified 21 prior studies and describe some general characteristics. The studies they reviewed cross a time span of twenty years (1972-1992), but only six of them used data after 1975. Most studies have a relatively small sample size (13 studies use a sample of less than 40, while only 6 of the studies have a sample size that exceeds the number of 61) and both the CSR criteria and financial performance criteria differ considerably between the 21 studies. 

They also mention critical reservations other researchers have had against some of the studies under review, such as an extremely short window to measure financial performance (Vance, 1975), no adjustments for risk (Cochran & Wood, 1984), wrong proxies for CSR (Cochran & Wood, 1984; Ullmann, 1985), absence of size as a control variable (Chen & Metcalf, 1980) and an incomplete theoretical foundation (Roberts, 1992; Ullmann, 1985). 

Even though they acknowledge these critical remarks by Ullmann and other researcher, they nevertheless conclude: 

“While we agree with Ullmann, when he wrote that “conflicting results were reported even in case based on the same sample of firms” (p. 543). We strongly disagree with his interpretation that “no clear tendency can be found.”[…] While it is evidently true that not all studies report that CSR firms perform better than non-CSR firms, the overwhelming preponderance of the evidence indicates that CSR firms perform at least as well as other firms.” (Pava & Krausz, 1996, p. 324) 

Salzmann et al. (2005) directly criticizes their conclusion. They argue that the wide variety of sometimes poor CSR measures and financial performance measures, use of inadequate sampling techniques and the omission of control variables prevents researchers to draw definitive, generalized conclusions. They also identify the existence of a geographical bias, since most studies focus on multi-industry US samples. There is a lack of studies on single industry sectors and different geographical areas such as Europe. 

Griffin & Mahon (1997) provide a more extensive review that consists of 51 studies. 33 of these reported a positive relationship between CSR and financial performance, while 20 reported a negative relationship and the remaining 9 studies reported no relationship. In their literature review, they state their concern with the variability and inconsistency of earlier findings, which they partially blame on the plethora of different indicators of financial and CSR performance that have been used. Nevertheless they conclude that there is hope in the large number of studies that have shown a positive relationship. Roman et al. (1999) provide even stronger evidence in favour of Griffin & Mahon’s conclusion. Orlitzky et al. (2003) use a weighted approach to aggregate all the earlier studies into one conclusive statement and find a positive correlation between CSR performance and financial performance. Yet their methodology isn’t free of error either. 

Bird et al. (2007) and Kolstad (2007) question their approach, voicing the same concerns as for example Ruf et al. (2001) and Waddock & Graves (1997) about the inconsistently wide variety of CSR and financial performance measures: 

“The problem with their analysis is that there are approximately 30 different dependent variables (i.e., measures of financial performance) utilized across the 61 studies and further there is also great variability in the measures of CSP utilized.” (Bird et al., 2007, p. 192) 

“Most past studies are based on limited data, and/or omit important control variables, and/or suffer from other methodological shortcomings, and any attempt to aggregate their findings is therefore meaningless.” (Kolstad, 2007, p. 143) 

. 

Empirical evidence that is specifically aimed at the CSR disclosure-profitability relationship suffers from the same disparity of outcomes and lack of conclusiveness. 

Cowen et al. (1987) consider the impact of, amongst others, profitability on the number of disclosures for 134 US companies during 1978. Profitability is measured as a firm’s three year average accounting-based ROE.. They found that profitability has no significant impact on CSR disclosures. 

Freedman & Jaggi (1988) study the association between the extensiveness of pollution disclosures and economic performance, while also investigating the effect of the intervening variables industry type and size. Their research design was already discussed in detail in earlier paragraphs. Six accounting-based ratios were selected as proxies for economic performance. They tentatively conclude that large firms with poor economic performance are likely to provide more detailed disclosures. 

Belkaoui & Karpik (1989) test a model that uses social disclosures (the number of social responsibility programmes) as its dependent variable and social performance (a ranking of corporations by business executives), monitoring and contracting costs (dept/assets ratio and dividends/retained earnings ratio), economic performance (net income/total assets and stock price return) and political visibility as independent variables. The regression results indicate that the two proxies for economic performance have insignificant explanatory power. 

Patten (1991) investigate the level of disclosure measured in number of pages for 128 firms in 1985 and finds that size and industry classification are significant explanatory variables whereas a number of accounting-based profitability variables are not. These profitability variables are ROA, ROE, five year average ROE, one-year lagged ROA and a dummy variable based on the change in net income between years. See paragraph 4.2 for a detailed discussion of his research design. 

Roberts (1992) studied whether or not stakeholder power, strategic posture towards CSR and economic performance can be used to predict variations in CSR disclosures (measured by the Council of Economic Priorities’ evaluation of firms’ CSR disclosures). A large number of independent and control variables were included in the regression model, including economic performance. The average annual percentage change in a firm’s accounting-based ROE is used as a proxy for economic performance. The results indicate that economic performance has a significant positive effect on CSR disclosures. 

Hackston & Milne (1996) investigated the possible correlations between CSR disclosures (number of sentences in the annual report) and firm size (natural log of market capitalization, sales and total assets), profitability (ROA and ROE, both single year and five year averages) and industry type (high or low-profile) for the 47 largest (based on market capitalization) New Zealand listed companies during the year 1992. See paragraph 4.3 for a detailed discussion of their research design. The researchers run various regressions, but they find that none of the accounting-based profitability measures are significant. 

Neu et al. (1998) analyze the association between the level of environmental disclosures (measured in number of words) and the potential pressures placed by various relevant and general publics of 33 Canadian public companies operating in the mineral extraction, forestry, oil and gas and chemical industries over the period 1982-1991. One of the dependent variables is a dummy variable for profit. It was coded 1 if the firm’s net income was positive and 0 otherwise. The results of the regression show that the dummy variable has a significant negative effect on the level of environmental disclosures. 

In a more recent study, Murray et al. (2006) investigate the relation between yearly share returns and the number of pages devoted to CSR related disclosures in the annual report by the UK’s Top 100 companies over a time period of ten years (1988-1997). These companies tend to provide the most extensive and innovative disclosures. They found only weak evidence that supported the existence of a positive relation between the two variables:  

“Do companies with high (low) returns over a period of time tend to be the sorts of companies that also produce high (or low) volumes of social and environmental disclosure? The answer to this seems to be a fairly persuasive “yes”.” (Murray et al., 2006, p. 244-245) 

4.5 Other control variables 
Apart from size and industry type, researchers have proposed numerous other variables that might influence the level of CSR disclosures. 

Leverage (dept/equity ratio) is used in some studies as a proxy for creditor stakeholder power (Belkaoui & Karpik, 1989; Roberts, 1992) or management’s risk tolerance (McGuire et al., 1988; Waddock & Graves, 1997 Tsoutsoura, 2004). 

Roberts (1992) uses stakeholder theory to explain why leverage and CSR disclosures might be related: 

“The greater the degree to which a corporation relies on debt financing to fund capital projects, the greater the degree to which corporate management would be expected to respond to creditor expectations concerning a  corporation's role in social responsibility activities.” (Roberts, 1992, p. 602-603) 

Belkaoui & Karpik (1989) state that firms with a high leverage must adhere to strict dept convenants. This reduces their ability to spend resources on CSR and disclose information about CSR. The authors therefore argue that there is a negative relation between the two variables. 

Waddock & Graves (1997) argue from the perspective that some managers wish to minimize the long-term financial risks of socially irresponsible activities: 

“Management’s risk tolerance influences its attitude toward activities that have the potential to (1) elicit savings (e.g., a recycling or waste reduction effort, costly at first but potentially money saving in the long run, such as 3M Corporation’s Pollution Prevention Pays program; (2) incur future or present costs (e.g., pollution control equipment that helps avoid future fines), or (3) build (environmentally friendly firm) or destroy (perceived as unfriendly to certain types of people) markets.” (Waddock & Graves, 1997, p. 308-309) 

Belkaoui & Karpik (1989) test a model that uses social disclosures (the number of social responsibility programmes) as its dependent variable and social performance (a ranking of corporations by business executives), monitoring and contracting costs (dept/assets ratio and dividends/retained earnings ratio), economic performance (net income/total assets and stock price return) and political visibility as independent variables. The regression results indicate that leverage has a significant negative effect on social disclosures. 

Roberts (1992) studied whether or not stakeholder power, strategic posture towards CSR and economic performance can be used to predict variations in CSR disclosures (measured by the Council of Economic Priorities’ evaluation of firms’ CSR disclosures). The sample includes 80 public US firms and the time period is 1981-1984. Leverage is included as one of the control variables, but turns out to have an insignificant (at the 5% significance level) positive influence on CSR disclosures. 

Neu et al. (1998) analyze the association between the level of environmental disclosures (measured in number of words) and the potential pressures placed by various relevant and general publics of 33 Canadian public companies operating in the mineral extraction, forestry, oil and gas and chemical industries over the period 1982-1991. Leverage is included as one of the independent variables. See paragraph 4.3 for a detailed discussion of the research design. The results of the regression show that all dependent variables except leverage have a significant effect on the level of environmental disclosures. 

Other studies have used beta as a proxy for risk. This proxy is only a viable option when the sample under study consists solely of publicly traded firms. There might be either a positive or a negative correlation between risk and CSR disclosures: 

“Disclosure of social responsibility information may reduce risk implying a negative association between systematic risk and social responsibility disclosure. However, management of companies with high systematic risk may see social responsibility disclosure as a means of reducing this risk.” (Trotman & Bradley, 1981, p. 358) 

Trotman & Bradley (1981) found that the betas of companies which provide some social responsibility information are on average higher than the betas of companies which do not provide social responsibility information. Belkaoui & Karpik (1989) also found a significant positive association between the number of social responsibility programmes and beta. They found a significant negative association between the number of social responsibility programmes and leverage. McGuire et al. (1988) also found a significant negative association between CSR performance and leverage. 

Over time the nature and extend of disclosure can vary. This variation is linked with changes in the social, political and economic context (Guthrie & Parker, 1989; Adams, 2002). Deegan & Gordon (1996) investigated the environmental disclosure practices of 197 Australian firms for the period 1980-1991. Their results indicate that corporate environmental disclosures significantly increased during this period. As a possible explanation the authors note that the increase is positively associated with increases in environmental group membership during the same time period.

There is some tentative evidence that publicly held firms provide more and better quality CSR disclosures than privately held firms. For as long as it exists, the transparency benchmark compares the average transparency score of listed firms with the score of non-listed firms. The average score of listed firms is consistently higher than the average score of the other group. This difference can be explained by looking at the Guidelines of the Dutch Accounting Standards Board. As already mentioned in chapter 2, the Guidelines recommend all public firms and all large private firms to include non-financial performance indicators in their annual report if this leads to a better insight into their development, performance or situation. Small and middle-sized private firms do not need to follow this recommendation. Thus the difference in level and quality of CSR disclosures between listed and non-listed firms can be attributed to their difference in treatment by the Guidelines. Another reason why public firms might be inclined to provide more detailed CSR disclosures is because they are more visible and have a larger base of stakeholders in the form of potential investors. Besides, stock ownership is usually more dispersed amongst shareholders in public firms than in private firms. It is more efficient for public firms to communicate with their relatively larger group of stockholders via formal reports than it is for private firms. 

Country of origin might influence the level of CSR disclosures (Guthrie & Parker, 1990). There is no need for this study to take country of origin into account, as all firms are from the Netherlands. However, it might explain some of the inconsistent findings of studies in different countries (Gray et al., 1996). López et al. (2007) note that there are different traditions regarding CSR and CSR disclosures between US and European firms: 

“In Europe, sustainable development focuses on proactive policies related to the environment and human resources. However, in the U.S., sustainability policies focus on the control of issues like tobacco, alcohol, gambling, environmental impact, and human rights (Social Investment Forum, 2003, p. 39). In the U.S. there is also a tendency to direct social activity toward investments in the local communities in which the firms develop their activity.” (López et al., 2007, p. 287) 

A firm’s media exposure of its environmental activities can partly determine how much firms disclose (Cowen, et al., 1997; Li et al., 1997; Brown & Deegan, 1998; Neu et al., 1998; Adams 2002; Deegan et al., 2002; Berthelot et al., 2003; Cormier & Magnan, 2003). 

Managers take media attention into account when deciding to which perceived public concerns they should respond. That’s one of the conclusions O’Donovan (1999) draws after interviewing the senior management of three major Australian firms about the role of the media and its impact on disclosures. The interviewees rationalized this behaviour by stating that media attention, especially negative or unfavourable reports, devoted to particular issues impacts the community’s concern about such issues. They use the annual report to address these issues (Deegan et al., 2002). There is also evidence that suggest that investors take information into account about the financial implications of corporate environmental performance from sources that are beyond a firm’s control, such as newspapers and governmental reports (Berthelot et al., 2003). 

For example, Brown & Deegan (1998) investigated the relationship between the print media’s attention to an industry’s environmental performance and the level of environmental disclosures inside firms’ annual reports. They suspect that such a relationship exists, because: 

“Media can be particularly effective in driving the community's concern about the environmental performance of particular organizations (from media agenda setting theory). Where such concern is raised, organizations will respond by increasing the extent of disclosure of environmental information within the annual report (from legitimacy theory).” (Brown & Deegan, 1998, p. 21) 

Their sample consisted of all the articles that referred to environmental issues associated with Australian firms or industries published in seven Australian newspapers that were included in the database throughout the period under study. Data was gathered for nine separate industries that were deemed to have significant environmental impact by the researchers. They gathered data for five years during the period 1981-1994. The data were retrieved from an Australian business database, the Australian Business Index, ABI Inform (ABIX). This index provides a guide to published information from a wide cross section of business, finance and trade resources by indexing approximately 85 newspapers and journals. The extent of corporate annual report environmental disclosures is measured by words and classified into positive or negative disclosures to give an average measure by industry. The authors found that variations in media attention seem to be significantly associated with variations in corporate disclosures for more than half of the industries that were the object of this study. This is in line with the findings of other studies such as Deegan et al. (2002) who used the same database, Cormier et al. (2004) and Neu et al. (1998), who found that environmental disclosures increase when environmental problems and penalties are the focus of media attention. The conclusion is that: 

“Some companies provide social disclosure information in their annual reports in response to perceived community concerns, as measured by media attention.” (Deegan et al., 2002, p. 333) 

Top management’s motivation and strategic posture offers a partial explanation for the level and quality of CSR disclosures. A management that has a positive attitude towards stakeholder involvement and actively responds to external demands is likely to disclose more CSR-related information. This active strategic posture can be caused by economic, ethical or political motivations (Wilmshurst & Frost, 2000; Magness, 2006). It’s difficult to independently measure strategic posture. Few studies have incorporated this variable into their research design: 

“There has been little prior research work into the internal processes of corporate ethical, social and environmental reporting or attitudes which influence decision making. The few studies that did, found that changes in the company chairperson explained some of the variability in the volume of social disclosure (Campbell 2000), and that the presence of a corporate social reporting committee has a positive influence on the number of social disclosures (Cowen et al 1987).” (Adams 2002, p. 228-229) 

Stockholder power influences the disclosure of CSR-related information. The less concentrated the distribution of ownership of a firm becomes, the broader the demands placed on the firm by stockholders: 

“Disperse corporate ownership, especially by investors concerned with corporate social activities (e.g. social responsibility mutual funds, church and civic pension plans, and ethical investors), heightens pressure for management to disclose social responsibility activities (Ullmann, 1985).” (Roberts, 1992, p. 601-602)

Roberts (1992) used the percentage of outstanding common stock held by corporate management and by other individuals who own 5% or more of the stock as a proxy for stakeholder power. It’s difficult to find sources that provide this kind of information on a large scale. Besides, the results of Roberts indicate that the influence of stockholder power on CSR is negligibly small and insignificant. 

Other variables that may be related to CSR disclosures, but are generally not accounted for by most studies include capital intensity (Belkaoui & Karpik, 1989; Gray et al., 1995; Hackston & Milne, 1996) and age of the corporation (Roberts, 1992; Gray et al. 1995). 

4.6 Summary

Firms that operate in the same industry, usually have considerable overlap between the environmental and social issues that they face. Legitimacy, stakeholder and institutional theory can all be used to explain why firms in the same industry have similar levels of CSR (disclosures). Industry-wide reactions can be expected when a large, negative incident occurs. Firms can insure themselves against negative market reactions by providing CSR disclosures. 

Different sectors face different social and environmental threats and opportunities. An industry’s environmental sensitivity probably has a significant influence on the level of CSR reporting. If there is no scope for it, companies cannot participate significantly in CSR or CSR disclosures. For some sectors, CSR investments need to be much larger in order to have a significant effect on CSR performance. Some researchers argue that an industry’s level of maturity influences CSR.  

Therefore it seems plausible that industry type affects the level and quality of CSR disclosures.  Because of this industry is an important variable to control for when testing the CSR-profitability relationship, for example. There are numerous studies that found a statistically significant association between industry type and CSR disclosures, but the findings are not conclusive enough to determine the exact effects. 

Different industry groups can be separated from each other just by sorting firms by industry type (based on SIC code). Alternatively, firms can be sorted into high-profile and low-profile industries, or they can be grouped by environmental profile. Finally, some researchers have divided their sample into primary, secondary and tertiary industry groups. 

Another variable that has often been mentioned as influencing the level and quality of CSR disclosures is firm size. Large firms are more visible and have a higher level of political exposure. Large firms have more stakeholders and undertake more activities that impact society than small firms. Also stakeholders only have limited time and resources available, which forces them to focus their attention on the most conspicuous firms. Disclosing CSR information via formal reports is an efficient way of reaching all these stakeholders and communicating with them. There is an extensive list of earlier studies about CSR (disclosures) that control for size and/or find a significant association between size and CSR.

Another variable that might influence the level of CSR disclosures is financial performance. There are many theoretical reasons why such a relationship might exist. Empirical research uses portfolio analysis, event studies and regression analysis to find evidence for or against the CSR-profitability relationship. Numerous different measures of financial performance have been used over the years, both market-based and accounting-based. Both types have their advantages and disadvantages. Over the years, numerous studies and various literature reviews have been published, reporting mixed findings. 
Leverage might influence CSR disclosures because it’s a proxy for creditor power or risk. Other studies have used beta as a proxy for risk. 

Over time the nature and extend of disclosure can vary.

Listed firms might provide more disclosures than non-listed firms due to the distinction made by the Guidelines between listed and large non-listed firms on the one hand and medium-sized and small-sized firms on the other hand. 

Other variables that have been used in the past as control variables include country of origin, media exposure, top management’s strategic posture, stockholder power, capital intensity and age of the corporation. 

In the next chapter hypotheses will be developed that are based on the theories and empirical findings that have been stated in this and earlier chapters. 
Chapter 5: Hypotheses

5.1 Introduction

In the past chapters, theories and earlier studies about CSR and CSR disclosures have been discussed. This little chapter marks the transition from the theoretical to the empirical part of this study. In this chapter hypotheses are developed that will be tested in the chapters that follow. 

5.2 Primary hypotheses

In the last chapter, arguments were put forward why the industry to which a firm belongs influences the level and quality of CSR disclosures. They are confronted with similar environmental and social issues and if major environmental or social risks exist within an industry, firms can insure themselves against negative market reactions by providing CSR disclosures. Stakeholders have similar concerns and there is considerable overlap between the social contracts of firms that operate within the same industry. Also, firms might be expected to mimic the more detailed CSR disclosure practices of industry-wide competitors, or risk taking a hit in their reputation as a legitimate firm. Different industries face different social and environmental threats and opportunities and have differing effects on society as a whole. These differences should manifest themselves in differences in the quality of CSR disclosures between firms that belong to different industries. 
Therefore, this is the primary hypothesis that will be answered in the next chapters: 

H1: Industry effects significantly influence the quality of CSR reporting of Dutch firms. 

To be able to distinguish between industry, four different methods will be used. Each method is related to its own hypothesis. All four auxiliary hypotheses have been decomposed from the primary hypothesis. 

Multiple studies have distinguished between industries based on Standard Industrial Classification (SIC) code. SIC codes are four digit numerical codes assigned by the U.S. government to firms to indentify the primary business of these firms. This classification method will be further elaborated on in the next chapter. The method doesn’t take any further industry-specific characteristics into account, so there is no basis on which to base predictions about which industries are more transparent than others. It is just expected that differences will manifest themselves and become apparent. This will be the first auxiliary hypothesis: 
H1a : The SIC code group to which a Dutch firm belongs significantly influences the quality of its CSR reporting. 
Kelly (1981) used another method to distinguish between industries: they were sorted into a primary, secondary and tertiary sector group. The main benefit of this approach over the SIC code model is that only two dummy variables need to be added to regression model. This classification method will be further elaborated on in the next chapter. Like the SIC code model, this grouping method does not further specify distinguishing characteristics that justify predicting outcomes, other than the following: 
H1b: The activity sector to which a Dutch firm belongs significantly influences the quality of its CSR reporting. 

Roberts (1992) and Hackston & Milne (1996) distinguishes between industries based on the level of political risk, consumer visibility and concentration of competition within an industry. In this way, two distinct groups are created: a high-profile and low-profile group. The classification method will be further elaborated on in the next chapter. This method is based on further industry-specific characteristics, so it is possible to formulate an hypothesis that predicts which group will provide better quality CSR disclosures. It is to be expected that high-profile firms have more to gain from maintaining a socially responsible reputation and thus are more willing to provide CSR disclosures. Roberts’ and Hackston & Milne’s empirical evidence is in line with this prediction. Therefore the following auxiliary hypothesis is formulated:
H1c: The industry-wide characteristics of consumer visibility, a high level of political risk and concentrated intense competition, have a significant, positive influence on the quality of a Dutch firm’s CSR reporting. 

Studies like those by Patten (1991) and Deegan & Gordon (1996) differentiate between industries based on environmental profile. Via this distinction, a high environmental profile group and a low environmental profile group can be constructed. It is likely that firms in highly polluting industries provide more extensive and better quality disclosures than firms in lowly polluting industries. They need to provide more information to maintain legitimacy and assure their stakeholders. Both Patten and Deegan & Gordon present empirical findings that are in favour of this prediction. This will therefore be the fourth auxiliary hypothesis: 
H1d: Dutch firms that operate in high environmental profile industries provide better quality CSR disclosures than firms that operate in low environmental profile industries. 

5.3 Secondary hypotheses

In order to test the primary hypotheses, other confounding effects that might also influence the quality of CSR disclosures have to be accounted for. By controlling the regression model for potentially confounding effects such as size and profitability, the significance of these effects can also be measured. It would be a waste of researching effort not to develop and test secondary hypotheses that are related to these other variables. 

Size is known to have a positive impact on the quality of CSR reporting. Large firms receive more attention from the general public and specific stakeholder groups than smaller firms. That is why the following secondary hypothesis will be tested: 

H2a: Firm size (measured by the natural logarithm of total assets) has a significant positive influence on the quality CSR reporting of Dutch firms. 

As mentioned in the previous chapter, profitability might also influence the quality of CSR reporting. Higher quality disclosures are more costly, but they can also be associated with bottom-line benefits.  Earlier studies have found conflicting evidence, so it is worthwhile to formulate a hypothesis about this variable. However, due to the fact that neither theoretical arguments nor empirical findings conclusively point in either direction, the hypothesis does not contain a prediction about whether the overall influence is negative or positive: 

H2b: Profitability significantly influences the quality of CSR reporting of Dutch firms. 

A third variable that will be controlled for in this study’s regression model is leverage. Like profitability, arguments exist that support the possibility of both a positive or a negative relationship between leverage and the quality of CSR disclosures. An argument in favour of a positive relationship is that the more dept a firm uses to finance its activities, the more likely that firm is to respond to  creditor expectations concerning a  corporation's role in social responsibility activities. On the other hand, firms with higher levels of dept are expected to have stricter dept convenants. This restricts a firm’s ability to spend resources on the more frivolous activities such as high quality CSR reporting. Leverage can also be used as a proxy for a firm’s risk tolerance. Firms with a low risk tolerance are more likely to use CSR disclosures as a tool to manage risks. Empirical findings provide no unambiguous answers. Belkaoui & Karpik (1989) found evidence in favour of a negative relationship. Neu et al. (1998) and Roberts (1992) both found a positive but insignificant relationship. That is why the next hypothesis is formulated: 


H2c: Leverage significantly influences the quality of CSR reporting of Dutch firms. 

Social expectations can change over time, due to changes in the social, political and economical context. These expectations influence the nature and extend of CSR disclosures by firms. That’s why the quality of CSR disclosures can vary over time. For example, Deegan & Gordon (1996) found that corporate environmental disclosures significantly increased during the period 1980-1991 for Australian firms. There are also two other reasons why time period influences the quality of CSR disclosures as measured in this study. Firstly, the transparency score criteria that are used in this study to calculate the quality of a firm’s CSR disclosures, has undergone some major changes in recent years. The criteria have become more strict, which might explain a potential negative trend. On the other hand, over the years firms have become more familiar with the criteria that are used to calculate the transparency score. They learn from earlier deficiencies in their reporting practices and try to improve upon them in later years. Thus there are multiple period-related forces that have opposite influences on the quality of CSR disclosures. The next hypothesis is therefore added to the list: 


H2d: Year significantly influences the quality of CSR reporting of Dutch firms. 

Finally, as was mentioned in the last chapter, there is some tentative evidence that listed firms provide CSR disclosures that are of higher quality than non-listed firms. A potential reason why such a difference exists is the fact that most relatively small non-listed firms are treated less strictly by the Guidelines of the Dutch Accounting Standards Board. Another reason why public firms might be inclined to provide more detailed CSR disclosures is because they are more visible and have a larger base of stakeholders in the form of potential investors. That is why this final secondary hypothesis is formulated: 

H2e: The CSR reporting practices of listed Dutch firms are of higher quality than those of non-listed Dutch firms. 

5.4 Summary

In this chapter hypotheses were developed that will be tested in the next parts of this study. A primary hypothesis has been formulated and four auxiliary hypotheses were further derived from this primary hypothesis. Five secondary hypotheses have also been formulated that will also be answered in the process of answering the primary hypotheses. The next chapter will specify the research design that will be used to test the hypotheses. 

Chapter 6: Research design 
6.1 Introduction 
To test the hypotheses that have been formulated in the last chapter, first a base model will be developed. This regression model has the quality of CSR reporting (score transparency benchmark) as its dependent variable. The independent variables of the base model are: 

· Firm size (Natural logarithm of Total Assets); 

· Financial performance (Return On Assets); 

· Risk/leverage (Dept/Total Assets); 

· Year; 

· Listed vs. non-listed. 

It is expected that these variables have at least some explanatory power. The explanatory power of this regression model (R2 and adjusted R2) will form the baseline against which the other four models will be compared. It is also worthwhile to determine if there are any changes in coefficients of the independent variables and whether or not some variables become less significant when new variables are added to the regression. 

Establishing a baseline is the first part of this research. In the second part, four separate regressions will be run. Each regression will include all the variables from the base model, plus a new independent variable that takes the effect of industry into account. The four ways in which a distinction between industries is made will be discussed in detail in paragraph 6.4. These four methods are based on: 

· SIC (Standard Industrial Classification) code;

· Activity sector (primary, secondary, tertiary); 

· Consumer visibility, a high level of political risk and concentrated intense competition within the industry; 

· Environmental profile.

For all four regressions, the explanatory power of the model and the significance of each variable will be compared with each other and the base model to determine if industry type has a significant effect on the quality of CSR reporting and to find out whether some sorting methods are superior to others. 

In the next paragraph, the dependent variable will be discussed. Paragraph 6.3 deals with the independent variables that will be included in the base model and paragraph 6.4 elaborates on the variables that will be added to the four other regression models. 

6.2 Dependent variable 
The dependent variable that will be used in the multiple regression models of this study is the individual transparency score provided by the Transparantiebenchmark. This benchmark rates the largest publicly held and privately held Dutch companies on the transparency and quality of their CSR-related disclosures. It is explicitly noted in every transparency benchmark report that the benchmark evaluates to what extent firms render account of their CSR activities. It does not measure the CSR activities itself, nor does it measure CSR performance. 

To avoid any confusion about years, it is important to clarify something. The first report is named transparency benchmark 2004. This benchmark is based on annual reports and CSR reports that were published by firms in the year 2004. But those annual reports and CSR reports report about facts and figures that belong to the accounting year 2003. Thus the transparency benchmark 2004 evaluates the quality of CSR disclosure practices of the accounting period of 2003. To avoid mix-ups about the time period, all references to years and transparency benchmarks will be based on the accounting year on which the transparency scores are based. So if, for example, in this or any following chapters the transparency benchmark 2006 is mentioned, what is actually meant is the report that is published under the name transparency benchmark 2007, but that evaluates CSR disclosures about the accounting year 2006. 

The transparency benchmark was carried out for the first time for the accounting year 2003. Since 2000, consultancy firm Berenschot already performed a yearly study of Dutch CSR disclosure practices in a report named “CSR in the display window” (MVO in de etalage). For the year 2003, the Ministry of Economic Affairs commissioned Berenschot together with University Nyenrode to develop a new transparency benchmark. This new benchmark was based on the Annual Report Guideline 400 (Richtlijn 400 Jaarverslag) and the Guide to Sustainability Reporting (Handreiking voor Maatschappelijke Verslaggeving) published by the Council for Annual Reporting (Raad voor de Jaarverslaggeving). Improvements in Berenschot’s old methodology were made and the scope of the benchmark was increased from 50 to 175 firms. For the 2004 edition of the benchmark, some minor modifications were made to some of the criteria in order to further increase the accuracy of the benchmark. A more significant overhaul of the methodology was done for the 2006 version. 

Every year, firms receive a score that ranges from 0 to 100. The score is based on information provided through the annual report, together with sustainability and/or CSR reports. The reports have to be publicly available and information from company websites is only visited if the report explicitly refers to it. Other supplemental information sources such as speeches, stakeholder meetings, press releases, brochures, mandatory reports for oversight boards, internal journals, or specific reports about for example charitable donations are not taken into account. 

The 2003 to 2005 reports judged firms on seven core aspects: 

· Profile of the firm (19 points): Turnover, profit/loss, employees, geographical spread, brands, activities, products, organizational structure, countries in which the firm is settled, ownership relationships and corporate governance. 

· Social aspects of operational processes (21 points):  Impact on the economy, environment, employees (especially health and safety issues), human rights (especially child labor), management’s vision on these subjects and internal and external guidelines. 

· Stakeholder dialogue and supply chain responsibility (16 points): External stakeholders, dilemmas and the firm’s position in relevant product chains. 

· Embedding the CSR policy (9 points): Embedding CSR in organizational structure and management systems. 

· Results and objectives (8 points): Continuity of targets, results and objectives for future CSR policy. 

· Form (17 points): Ease of obtaining the report, contact information, dating and scope. 

· Verification (10 points): Verification of CSR reporting by an independent external party. 

Firms that are neither directly nor indirectly via their supply chain related to developing economies, are rated based on a simplified model that excludes the topics human rights and supply chain responsibility. To ensure comparability with other firms that are rated on all criteria the score of firms that are rated against the simplified criteria is extrapolated so that these firms can potentially receive the maximum score of 100 points as well.  
For the 2004 version, a small number of changes were made. These changes were triggered by feedback from firms or made for practical reasons. Furthermore, some criteria were changed to allow for intermediate scores to be awarded instead of either full or no score. However, the changes were not significant enough to invalidate comparisons between the scores of 2003 with 2004. 

More significant changes were made during 2006. The new criteria were divided into 10 categories each with a maximum score of 10 points: 

· Profile: Number of employees, main products and services, core processes, impact on people, environment and society, ownership relationships and position in the supply chain. 

· Vision and strategy: Management’s vision on CSR, future expectations, usage of internal and external guidelines and social involvement. 

· Corporate governance and management systems: Board of directors and their responsibilities, organizational structure, duties and responsibilities in CSR and management and control of CSR. 

· Supply chain responsibility: Supply chain policies, responsibility, management and control. 

· Stakeholders: Identification of stakeholders, stakeholder dialogue and influence of this dialogue. 

· Economical aspects of business processes: Financial aspects of policies, economical improvements and targets. 

· Environmental aspects of business processes: Environmental aspects of policies, environmental improvements and targets. 

· Social aspects of business processes: Social aspects of policies, social improvements and targets. 

· Verification: Verification of CSR reporting by an independent, knowledgeable external party, or a plausible explanation why not. 

· Elaboration: CSR dilemmas, summary of the main results, contact information, references to other external reports. 

The distinction between firms that are and firms that are not related to developing economies was also dropped. From 2006 on, all firms are rated against the complete set of criteria.

In the transparency benchmark 2006 a number of reasons are given as to why the modifications were deemed necessary. Firstly, the efforts and capabilities of firms had changed. For example, firms had been more actively involved in supply chain responsibility than before. Secondly, the researchers wanted to be able to express large differences in quality of CSR reporting more clearly. The new criteria are more demanding, which makes it more difficult for firms to receive full score for certain criteria. Firms that put more effort into their CSR reporting will also be rewarded accordingly in the new situation. Thirdly, some firms commented that not all criteria were applicable to them and that the old criteria put insufficient emphasis on the way in which CSR is embedded into the core processes of firms. Therefore the new core process criteria can be met in different ways. For each criterion, a number of subjects have been predetermined on which firms can report. Points are awarded if firms report on or above a certain threshold level of subjects. 

When comparing the old categories with the new ones, the following observations can be made. “Social aspects of operational processes” is split up into the three categories “Economical aspects of business processes”, “Environmental aspects of business processes”, and “Social aspects of business processes”. “Results and objectives” is also subdivided into those three categories. The old category “Stakeholder dialogue and supply chain responsibility” is separated into two distinct categories: “Stakeholders” and “Supply chain responsibility”. The old category “Embedding the CSR policy” is absorbed into “Vision and strategy” and “Corporate governance and management systems”. The category “Verification” is still present, but the criteria have changed to incorporate different ways in which reports can be verified and take different levels of assurance into account. The category “Form” is now assimilated into “Elaboration” and some of the less relevant criteria have been eliminated. 

The changes in categories and criteria make it difficult to draw meaningful conclusions about actual changes in the overall level of transparency of Dutch firms from 2005 to 2006. The unadjusted scores indicate that the level of transparency has decreased. To facilitate undistorted comparisons between the two years, the transparency benchmark 2006 included recalculation factors to recalculate the scores of 2006 into scores that are in line with the old criteria. The adjusted scores show that transparency has increased. The transparency benchmark 2007 did not contain any recalculation factors. 

An important decision that had to be made was which scores to use: the old or the new ones? This study will include the unadjusted scores in its sample. The updated criteria provide a better reflection of the actual level of transparency of Dutch firms than the old criteria did. The new criteria are more sophisticated and exclude some earlier criteria that were of little relevance. 

By using the unadjusted scores, the sample size of this study will be maximized. Otherwise the  transparency benchmark 2007 would have been unusable, because recalculation factors were not available for that year.  Besides, by applying the recalculation factors, only crude estimations of the old score would have been available. As an extreme example, the Rabobank had an unadjusted score of 96. Its adjusted score would be somewhere between 106 and 120: at least 6 points above the maximum score. Of course the scores for both the 2006 and 2007 transparency benchmark could both be ignored, or the scores of the first three years could be discarded. However, this would be even less desirable, because the sample size would be even smaller. 

Obviously the difference in criteria is a limitation of this study, but not an insurmountable one. It is not as if we’re comparing apples with oranges. The 2006 and 2007 criteria are simply stricter than the old ones. From a legitimacy theory point of view, this change of criteria might simply be a reflection of the social contract becoming stricter over time. Any possible confounding effect of the change in criteria on the relationship under study will be overcome by controlling the regression for year. 
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Picture 1: Distribution of the dependent variable
Exploratory data analysis indicates that over the five year period, the average score is 36,11. The distribution of the data is not perfectly symmetrical. It is slightly right skewed with a skewness of 0,239. This was to be expected, because a relatively large group of firms received a score of zero, while few firms received a very large score. The relative kurtosis is -0,442. Kurtosis measures to what extent the data is concentrated near the centre versus in the tails of the distribution (SPSS, 2000). A negative kurtosis indicates that the distribution is flatter than the normal distribution and thus slightly more tailed. 
Table 1: Tests of normality

	 
	Kolmogorov-Smirnov(a)
	Shapiro-Wilk

	 
	Statistic
	df
	Sig.
	Statistic
	df
	Sig.

	Trans
	,068
	832
	,000
	,973
	832
	,000


a  Lilliefors Significance Correction

Both the Shapiro-Wilk and the Kolmogorov-Smirnov test are used to determine whether or not the data significantly differ from normality. For both tests the null hypothesis is rejected. Thus the dataset does not follow a normal distribution. This is by no means a limitation for this study however. Regression does not necessarily assume a particular distribution for the independent variable. It does assume that the errors follow a normal distribution (SPSS, 2000). Tests that evaluate this assumption will be performed later, when the actual regressions are run.

6.3 The base model 
6.3.1 Introduction 
As mentioned before, the base model has transparency score as its dependent variable. The independent variables will be elaborated on in the next paragraphs. All data necessary to calculate the variables were obtained from the database REACH. This database contains financial information on the annual figures of most large Dutch firms. Transparency scores were eliminated from the total sample size if some information was missing for a particular firm or a particular year. In the end 832 data points remained. Exploratory data analysis was performed for each variable to check the data for striking values and patterns. 

6.3.2 Size 
Size is a variable that is notorious for its extremely large positive skewness. The ratio of the maximum to minimum values often exceeds 100 (Gray et al., 2001). Therefore the data were logarithmically transformed to neutralize the influence of extremely large values. Many earlier studies have done the same. 

The most popular proxies for firm size that have been used by earlier studies are the natural logarithm of total sales (LNTSales) and the natural logarithm of total assets (LNTAssets). Neither one is inherently more appropriate than the other. Exploratory analysis indicates that the LNTAssets is the most suitable variable of the two. LNTSales contains a couple of extreme points and simple linear regressions between the transparency score and either of the two proxies for firm size show that LNTAssets alone can explain 34% of the variance (R2=0,34), while LNTSales can only explain 20%. This is why LNTAssets is added to the base model. 

6.3.3 Profitability

Both publicly traded and privately held companies are included in the dataset. Therefore an accounting-based measure of profitability has to be chosen. The two most popular proxies for profitability are Return on Assets (ROA)
 and Return on Equity (ROE)
. Exploratory analysis indicates that ROA is the most suitable candidate for this research. Simple linear regressions between the transparency score and either of the two proxies for profitability show that neither of the two has any significant explanatory power. However, ROE contains far more extreme points than ROA. This is why ROA is chosen to be included in the regression models as a proxy for profitability. 

6.3.4 Risk/Leverage

A firm’s dept/total assets ratio
 is included in the regression models as a proxy for creditor stakeholder power and management’s risk tolerance. Exploratory analysis shows that the dataset contains one extreme point with a ratio of 276%. However this rather high ratio does not constitute an anomaly or error that should be eliminated. The firm in question just has a severely negative level of equity: an unhealthy but not out of the ordinary situation. A simple regression between transparency score and dept ratio reveals that dept ratio in itself does not have any significant explanatory power. Nevertheless it is added to the base model. 

6.3.5 Year

As mentioned in chapter 4, CSR disclosure practices change over time. Guthrie & Parker (1989) and Adams (2002) state that these changes are related to changes in the social, political and economic context. There are two other reasons why year might specifically influence the transparency score. Firstly, over the years firms become more familiar with the criteria that are used to calculate the transparency score. They learn from earlier deficiencies in their reporting practices and try to improve upon them in later years. Secondly, as mentioned in paragraph 6.2, changes in criteria influence the transparency scores. It is unclear which effect dominates the other. Hopefully the empirical evidence will present us with an answer. 
Dummy variables will be used to control the regression models for time period. This method was specifically chosen to be able to observe whether the change in criteria in 2006 has a significant impact on the dependent variable. Four dummy variables are included in the regression models to take time period into account. A dummy variable is a variable that indicates whether some condition holds (Aczel & Sounderpandian, 2002). It has the value 1 when the condition holds (for example, a firm belongs to industry X) and the value 0 when the condition does not hold (a firm does not belong to industry X). For this research data points from the year 2003 receive a score of 0 for all four variables. Data points from 2004 receive a score of 1 for the variable Year2004 and a score of 0 for the three other dummy variables. Data points from the three remaining years follow the same procedure. 163 data points belong to the year 2003, 171 data points to 2004, 168 data points to 2005, 166 data points to 2006 and the remaining 164 data points belong to 2007. Simple regressions between transparency score and the four dummy variables indicate that none of the four variables have any significant explanatory power in themselves. For 2003, 2004 and 2005 the slope of the line is positive, while for the last two years the slope of the line is negative. 

6.3.6 Listed vs. non-listed

Another dummy variable is added to the regression to make a distinction between listed and non-listed firms. Listed firms receive a score of 1 for the variable Listed, while non-listed firms receive a score of 0. 354 data points belong to the non-listed group and 478 data point belong to the other group. A simple regression between transparency score and Listed indicates that this dummy variable in itself explains 14% of the variability between the data. The average score for listed companies is almost 17 points higher than the average score for non-listed firms. 

6.3.7 Formula of the base model

This is the formula of the base regression model: 

Trans = 
β​​0 + β1LNTAssets + β2ROA + β3DeptRatio + β4Year2004 + β5Year2005 + β6Year2006 + β7Year2007 + β8Listed + ε

Where: 

Trans 



= Transparency score

β 0 



= The intercept

β1 … β8 


= The regression coefficient for each independent variable

LNTAssets


= The natural logarithm of total assets (proxy for size) 

ROA



= Return on Assets (proxy for profitability) 

DeptRatio


= Dept/Total Assets Ratio (proxy for risk/leverage)

Year2004 … Year 2007 
= Dummy variables for year 

Listed



= Dummy variable that distinguishes between listed and non-listed 




   firms

ε



= The residual

6.4 The four elaborated regression models

6.4.1 Introduction

In the second part of this research, four regression models are developed that elaborate on the base model. Each model uses different variables to distinguish between industries. Industry type is a qualitative variable. To be able to incorporate qualitative variables into a regression model, they have to be quantified. To achieve this result, dummy variables are used. 

6.4.2 SIC (Standard Industrial Classification) code 

Standard Industrial Classification (SIC) codes are four digit numerical codes assigned by the U.S. government to firms to identify the primary business of these firms. The classification covers all economic activities, from agriculture and mining, to finance and other services. The first two digits of the code identify the major industry group, the third digit identifies the industry group and the fourth digit identifies the industry (http://www.siccode.com/about.php). 

As mentioned in chapter 4, SIC codes have been used before in studies to control for industry. Barnea & Rubin (2006) separated firms into 64 groups based on 2-digit SIC code. Gray et al. (2001) and Murray et al. (2006) created fourteen groups based on SIC code, while Waddock & Graves (1997) and Tsoutsoura (2004) separated firms into thirteen groups. In preliminary analysis, separate regressions were run with all three SIC code grouping methods. This early analysis indicates that Barnea & Rubin’s method of creating groups based on 2-digit SIC code is capable of explaining far more variance than the two other methods. 

The Dutch Chamber of Commerce has also created a Dutch equivalent for the U.S. SIC code. The Dutch Chamber of Commerce uses a method that is similar to that of the U.S. to assign firms with a four digit BIK (Bedrijfsindeling Kamers van Koophandel) code.
 Preliminary analysis indicates that using BIK codes to control for industry leads to regression outputs that are almost identical to those created by using SIC codes. In order to facilitate comparison with foreign and international studies, this study will use the U.S. variant in favour of the Dutch coding metric. 

By dividing the 832 data points into groups based on 2-digit SIC code, 31 separate groups were created. On some occasions groups were combined to create larger groups. This was done for different reasons. For some firms, the REACH database only listed very broad SIC codes, because the combined industry types were too closely related to warrant a distinction. That’s why the construction, the depository & non-depository credit institutions and the railroad transportation et cetera groups contain multiple 2-digit SIC codes. Other groups were combined because one of the two groups consisted of only one or two data points. That’s why the food stores & miscellaneous retail, the primary metal industries & concrete products and the textiles and apparel industry contain multiple 2-digit SIC codes. On one occasion a 2-digit group was further specified in a general group and a specific group based on a third digit of the SIC code. This was done for the 7300, business services industry, where a large subgroup was specifically labelled as belonging to  industry 7370, computer programming, data processing and other computer related services. 

Preliminary analysis shows that there are wide differences in the size of industry groups. Some groups consists of just 4, 5 or 7 data points, while the three largest groups have a size of 63 (business services), 85 (food & kindred products) and 134 (wholesale trade: nondurable goods) data points. Appendix 1 contains a table with a list of all the industry groups and averages for each industry. Two industries with a small sample size have the highest average transparency score (paper & allied products and transportation by air). Larger groups such as oil & gas extraction, insurance carriers and electric, gas & sanitary services also have an average score that is above 50 points. Wholesale trade: durable goods, water transportation and transportation equipment can be found at the bottom of the list, with an average score below 20 points. The table shows that insurance carriers are on average largest in size, while the measuring, analyzing and controlling instruments et cetera (SIC code 3800) have the smallest size. Oil & gas extraction is the most profitable industry and the furniture and fixtures industry appears to be the least profitable. Also, the table shows that the paper & allied products industry has the lowest leverage, while the insurance carriers industry has the highest leverage. Three industry groups contain no listed firms at all, while for eleven industry groups all firms are listed on the stock exchange. 

To control for the 31 SIC code groups, the base regression model is extended to include 30 new dummy variables. For example, firms that belong to the industry group oil & gas extraction receive a score of 1 for the dummy variable SIC1300 and a score of 0 for all other dummy variables. Firms that belong to the industry wholesale trade: nondurable goods (SIC5100) receive a score of 0 for all dummy variables. Initially a regression was run in which all 31 SIC code groups had their own dummy variable. In such instances SPSS automatically excludes the dummy variable which has the lowest amount of unique explanatory power. In this case the dummy variable that was dropped from the list was SIC5100. 
This is the formula of the SIC code regression model: 

Trans = 
β​​0 + β1LNTAssets + β2ROA + β3DeptRatio + β4Year2004 + β5Year2005 + β6Year2006 + β7Year2007 + β8Listed + β9SIC1300 + … + β38SIC7900 + ε

Where: 

Trans 



= Transparency score

β 0 



= The intercept

β1 … β38 


= The regression coefficient for each independent variable

LNTAssets


= The natural logarithm of total assets (proxy for size) 

ROA



= Return on Assets (proxy for profitability) 

DeptRatio


= Dept/Total Assets Ratio (proxy for risk/leverage)

Year2004 … Year 2007 
= Dummy variables for year 

Listed



= Dummy variable that distinguishes between listed and non-listed 




    firms

SIC####


= Dummy variables for SIC code groups

ε



= The residual

6.4.3 Activity sector (primary, secondary, tertiary)

Another way of grouping firms together is by distinguishing between the primary, secondary and tertiary sector of industry. Firms that operate in the primary sector are involved in the process of changing natural resources into primary products. Examples of primary industries are the agriculture, the fishing and the mining industry. The secondary sector consists of firms that manufacture or construct products. Examples of industries that belong to this sector are the automobile industry, the chemical industry and industrial equipment industry. The tertiary sector of industry includes all firms that provide services to businesses and consumers. Some examples of industries that are part of the tertiary sector are the transportation services industry, the wholesale trade industry and the insurance industry.  

This method of grouping firms together has been used before by Kelly (1981). The main benefit of this approach over the SIC code model is that only two dummy variables need to be added to regression model. 

Table 2: Primary, secondary and tertiary sector

	
	Primary Sector
	Secondary Sector
	Tertiary Sector

	SIC Code Groups
	1300
	1500-3800
	4000-7900

	Number of Cases
	15
	314
	503

	Average Trans Score
	51,40
	39,60
	33,48

	Average Ln Total Assets
	16,2022
	13,7706
	13,8440

	Average ROA
	22,16
	3,49
	4,87

	Average Leverage
	71,44
	64,16
	66,72

	% Listed Firms
	66,67%
	68,47%
	50,30%


Only 15 data points belong to firms that operate in the primary sector. These firms all belong to SIC code 1300. The secondary sector consists of all firms that belong to SIC code groups that fall between 1500 and 3800. The tertiary sector is the largest group and consists of all firms that belong to the 4000-7900 SIC code groups. The primary sector has the highest average transparency score and highest leverage, is the most profitable and has the largest average size. The tertiary sector has the lowest average transparency score. 

As mentioned before, in order to control for activity sector, two dummy variables have to be incorporated into the base model. When a regression was run with all three dummy variables, SPSS automatically excluded Secondary from the regression. Therefore the dummy variables Primary and Tertiary have been added to the base model in order to arrive at the activity sector regression model. Firms that belong to the secondary sector receive a score of 0 for both variables. In this way all three sectors have been taken into account. 

This is the formula of the activity sector regression model: 

Trans = 
β​​0 + β1LNTAssets + β2ROA + β3DeptRatio + β4Year2004 + β5Year2005 + β6Year2006 + β7Year2007 + β8Listed + β9Primary + β10Tertiary + ε

Where: 

Trans 



= Transparency score

β 0 



= The intercept

β1 … β10 


= The regression coefficient for each independent variable

LNTAssets


= The natural logarithm of total assets (proxy for size) 

ROA



= Return on Assets (proxy for profitability) 

DeptRatio


= Dept/Total Assets Ratio (proxy for risk/leverage)

Year2004 … Year 2007 
= Dummy variables for year 

Listed



= Dummy variable that distinguishes between listed and non-listed 




    firms

Primary


= Dummy variable for primary sector firms

Tertiary


= Dummy variable for tertiary firms

ε



= The residual

6.4.4 Political risk, consumer visibility and concentrated competition

A third method of separating industries into two distinct groups involves dividing them into a high-profile and low-profile group, based on the level of political risk, consumer visibility and concentration of competition within the industry. This method has been used before by Roberts (1992) and Hackston & Milne (1996) and requires a high level of subjective judgment. These researchers did not use any objective criteria in their process of judging whether industries are high-profile or low-profile. Roberts states that the distinction is based on “intuitive appeal” (Roberts, 1992, p. 605). He considered the automobile, airline and oil industry to be high-profile. Hackston & Milne grouped the petroleum, chemical, forest & paper, extractive, automobile, airline, agriculture, liquor & tobacco and media & communications industries together in the high-profile group. The last three industries are included in this group because they are particularly dominant in the country on which the research was based (New Zealand). 

In line with the two earlier studies, this study will include the oil & gas extraction, paper & allied products, chemicals & allied products, rubber & miscellaneous plastics products and transportation by air industries into high-profile group. A number of other industries will also be added to the high-profile group, because they seem to be in line with at least one of Roberts’ criteria of political risk, consumer visibility, or concentrated competition. The food & kindred products is assumed to be high-profile because of the high level of consumer visibility. Firms such as Bavaria, Heineken and Unilever belong to this industry. For similar reasons the printing & publishing industry is added to the high-profile group. The railroad transportation et cetera industry (4000-4200) joins the high-profile group because of the high level of political risk. Privatized firms such as Connexxion and the NS (Dutch Railways) belong to this industry. For the same reason the postal service industry is added to the high-profile group. Amongst others KPN and TNT belong to this industry. Because of political risk and consumer visibility the electric, gas & sanitary services industry belongs to the high-profile group. The food stores & miscellaneous retail industry is added to the high-profile group because of its high level of consumer visibility. Ahold is one of the firms that are part of this industry. Finally, the depository & non-depository credit institutions and insurance carriers join the high-profile group as well, due to both the level of political risk and consumer visibility. Appendix 2 contains a table that shows a list of industries that belong to the high-profile and low-profile group. 
Table 3: High-Profile and Low-Profile CVPRCC Group

	
	High-Profile
	Low-Profile

	Number of Cases
	327
	505

	Average Trans Score
	45.21
	30.22

	Average Ln Total Assets
	14.9724
	13.1377

	Average ROA
	4.19
	4.96

	Average Leverage
	67.11
	65.01

	% Listed Firms
	56.27%
	58.22%


Table 3 compares both groups on the average numbers for the main variables. The low-profile group contains more data points. As was expected, the average transparency score of high-profile firms is higher than the average score of the low-profile ones. The high-profile group contains firms that are on average larger in size and have a higher leverage. Low-profile firms seem to be more profitable though. 

To take consumer visibility, political risk and concentrated competition into account, a dummy variable is added to the base model. The variable CVPRCC is introduced into the equation. Firms that belong to the high-profile group receive a score of 1 for this variable, while firms from low-profile industries receive a score of 0. 

This is the formula of the CVPRCC regression model: 

Trans = 
β​​0 + β1LNTAssets + β2ROA + β3DeptRatio + β4Year2004 + β5Year2005 + β6Year2006 + β7Year2007 + β8Listed + β9CVPRCC + ε

Where: 

Trans 



= Transparency score

β 0 



= The intercept

β1 … β9 


= The regression coefficient for each independent variable

LNTAssets


= The natural logarithm of total assets (proxy for size) 

ROA



= Return on Assets (proxy for profitability) 

DeptRatio


= Dept/Total Assets Ratio (proxy for risk/leverage)

Year2004 … Year 2007 
= Dummy variables for year 

Listed



= Dummy variable that distinguishes between listed and non-





    listed firms

CVPRCC


= Dummy variable that distinguishes between high-profile 

    and low-profile industries
ε



= The residual

6.4.5 Environmental profile

The final method of grouping industries together is based on the environmental profile of industries. It is likely that firms in highly polluting industries provide more extensive and better quality disclosures than firms in lowly polluting industries. Freedman & Jaggi (1988), Patten (1991) and Deegan & Gordon (1996) are all examples of studies that tried to take this into account. Freedman & Jaggi used the results of a study by the Council of Environmental Quality (1977) to determine which industries were highly polluting. These industries were the paper and pulp, oil refining, steel and chemicals industry. Based on intuitive appeal, Patten (1991) identifies the petroleum, chemical, and forest & paper industries as being highly polluting. Deegan & Gordon sent questionnaires to Australian environmental lobby groups to determine the environmental profile of different industries. Included in the top ten of most environmentally sensitive industries are the chemicals, transport, plastic manufacturing, oil/gas producers, gas distributers and paper merchants industries. 

Sending questionnaires to all Dutch environmental lobby groups in order to determine the environmental sensitivity of every industry is a project that is too ambitious and large in scope to undertake for this study. Instead, this study uses the classifications of earlier studies together with intuitive appeal to determine which industries should belong to the highly polluting group and which industries should belong to the other group. 

Table 4: High Environmental and Low Environmental Profile Group
	
	High-Profile
	Low-Profile

	Number of Cases
	137
	695

	Average Trans Score
	44.96
	34.37

	Average Ln Total Assets
	14.4980
	13.7328

	Average ROA
	5.44
	4.50

	Average Leverage
	60.05
	66.98

	% Listed Firms
	52.55%
	58.42%


Table 4 compares both groups on the average scores for the main variables. The low environmental profile group is much larger than the high environmental profile group. The high-profile group has, on average, a higher transparency score, is larger in size and is more profitable than the low-profile group. 

To take environmental sensitivity into account, a dummy variable is added to the basic regression model. Firms that belong to highly polluting industries receive a score of 1 for the dummy variable Environment. Firms that belong to lowly polluting industries receive a score of 0 for the dummy variable. 

This is the formula of the environmental profile regression model: 

Trans = 
β​​0 + β1LNTAssets + β2ROA + β3DeptRatio + β4Year2004 + β5Year2005 + β6Year2006 + β7Year2007 + β8Listed + β9Environment + ε

Where: 

Trans 



= Transparency score

β 0 



= The intercept

β1 … β9 


= The regression coefficient for each independent variable

LNTAssets


= The natural logarithm of total assets (proxy for size) 

ROA



= Return on Assets (proxy for profitability) 

DeptRatio


= Dept/Total Assets Ratio (proxy for risk/leverage)

Year2004 … Year 2007 
= Dummy variables for year 

Listed



= Dummy variable that distinguishes between listed and non-





    listed firms

Environment


= Dummy variable that distinguishes between highly-

    polluting industries and lowly polluting industries.  

ε



= The residual

6.5 Summary

This chapter elaborated on the research design that will be used to test the hypotheses that were formulated in chapter 5. The dependent variable that will be used in all the multiple regression models of this study is the individual transparency score provided by the transparency benchmark. Since accounting year 2003 this benchmark rates the largest publicly held and privately held Dutch firms on the transparency and quality of their CSR-related disclosures. Firms receive a score between 0 and 100. Over the years, the criteria on which the score is based have changed. The 2006 and 2007 criteria are stricter than the old ones. 
The base regression model has the quality of CSR reporting (score transparency benchmark) as its dependent variable. The independent variables of the base model are: 

· Firm size (Natural logarithm of Total Assets); 

· Financial performance (Return On Assets); 

· Risk/leverage (Dept/Total Assets); 

· Year; 

· Listed vs. non-listed. 

The explanatory power of this regression model (R2 and adjusted R2) will form the baseline against which the other four models will be compared. 

Paragraph 6.4 elaborated on the design of more sophisticated regression models that include all the variables from the base model, plus a new independent variable that takes the effect of industry into account. The four ways in which a distinction between industries was made, were: 

· SIC (Standard Industrial Classification) code;

· Activity sector (primary, secondary, tertiary); 

· Consumer visibility, a high level of political risk and concentrated intense competition within the industry; 

· Environmental profile.

Chapter 7: Empirical findings

7.1 Introduction

The last chapter detailed the research design of this study. This chapter presents the results of the empirical research and the conclusions that can be drawn from them. Paragraph 7.2 shows the statistical results of the base regression model and paragraph 7.3 describes the results for the elaborated regression models. 

7.2 Results of the base regression model

As was detailed in the last chapter, the independent variables of the base model are: 

· Firm size (Natural logarithm of Total Assets); 

· Financial performance (Return On Assets); 

· Risk/leverage (Dept/Total Assets); 

· Year; 

· Listed vs. non-listed. 

Table 5: Base model summary

	Model
	R
	R Square
	Adjusted R Square

	1
	,697
	,486
	,481


Taken together, the independent variables account for 48,6% of the variation in transparency score. The adjusted R2 is very close to the R2, which indicates that the model isn’t over-specified. 

Table 6: Coefficients base model

	Model
	 
	Unstandardized Coefficients
	Standardized Coefficients
	t
	Sig.
	Collinearity Statistics

	 
	 
	B
	Std. Error
	Beta
	 
	 
	Tolerance
	VIF

	1
	(Constant)
	-47,599
	4,215
	 
	-11,292
	,000
	 
	 

	 
	LNTAssets
	6,453
	,297
	,576
	21,698
	,000
	,886
	1,129

	 
	ROA
	-,040
	,064
	-,017
	-,631
	,528
	,884
	1,131

	 
	DeptRatio
	-,121
	,031
	-,107
	-3,854
	,000
	,811
	1,232

	 
	Year2004
	-,430
	1,755
	-,008
	-,245
	,807
	,614
	1,630

	 
	Year2005
	,967
	1,768
	,017
	,547
	,585
	,613
	1,632

	 
	Year2006
	-11,813
	1,780
	-,212
	-6,637
	,000
	,610
	1,639

	 
	Year2007
	-10,133
	1,785
	-,181
	-5,676
	,000
	,612
	1,634

	 
	Listed
	11,595
	1,174
	,258
	9,880
	,000
	,917
	1,091


The unstandardized coefficients indicate exactly how individual variables impact the transparency score. The results indicate that not all variables have significant explanatory power. For all statistical tests a significance level of 5% is maintained. Recall from chapter 5 that for each of these variables a secondary hypothesis was developed. For size, this hypothesis was tested: 

H2a: Firm size (measured by the natural logarithm of total assets) has a significant positive influence on the quality CSR reporting of Dutch firms. 

Large firms are more visible and have more stakeholders. This encourages them to disclose higher quality CSR disclosures. The empirical findings support this hypothesis. Size (LNTAssets) has a significant positive influence on transparency score. 

The following hypothesis was developed to test the CSR disclosure-profitability relationship: 

H2b: Profitability significantly influences the quality of CSR reporting of Dutch firms. 
Higher quality disclosures are more costly, but they can also be associated with bottom-line benefits. Based on the empirical findings, this hypothesis must be rejected. The significance level of the coefficient is nowhere near 5%. Thus profitability has a negative, but insignificant influence on transparency score. 

For leverage, the following hypothesis was formulated and tested: 

H2c: Leverage significantly influences the quality of CSR reporting of Dutch firms. 

Beforehand it was unclear whether the impact would be positive or negative. On the one hand, the more dept a firm uses to finance its activities, the more likely that firm is to respond to creditor expectations concerning a  corporation's role in social responsibility activities. On the other hand, strict dept convenants and viewing leverage as a proxy for risk tolerance can be used to explain why there would be a negative relationship. The empirical findings support the hypothesis that leverage has significant influence. The sign of this relationship is negative.

The following hypothesis was introduced to test whether time period is significantly related to the quality of CSR disclosures: 

H2d: Year significantly influences the quality of CSR reporting of Dutch firms. 

From a theoretical perspective, there are multiple period-related forces that have opposite influences on the quality of CSR disclosures. Over the years, firms have become more familiar with the criteria that are used to calculate the transparency score. They learn from earlier deficiencies in their reporting practices and try to improve upon them in later years. However the criteria have become stricter starting in the year 2006. Beforehand it was unclear which force would be more prevalent. The empirical findings confirm the hypothesis that year significantly influences the quality of CSR reporting. The findings support the latter argument more strongly than the former one. Both the Year2006 and Year2007 dummy variables have a significant, negative influence on the transparency score of firms. The Year2004 variable is negative but insignificant and the Year2005 variable is positive but insignificant. The negative shift from the 2004-2005 period to the 2006-2007 period is very noticeable. The multiple changes in the criteria for 2006 have had a significant, negative impact on the average transparency scores of firms. There is some tentative evidence that supports the first argument that firms become more familiar and learn from earlier deficiencies, because the coefficient for the Year2007 variable is less negative than the coefficient for the Year2006 variable. 

This is the last secondary hypothesis: 

H2e: The CSR reporting practices of listed Dutch firms are of higher quality than those of non-listed Dutch firms. 

Most relatively small non-listed firms are treated less strictly by the Guidelines of the Dutch Accounting Standards Board. Public firms might also be inclined to provide more detailed CSR disclosures because they are more visible and have a larger base of stakeholders in the form of potential investors. Stock ownership is usually more dispersed amongst shareholders in public firms than in private firms. It is more efficient for public firms to communicate with their relatively larger group of stockholders via formal reports than it is for private firms. That is why it was argued that listed firms provide higher quality CSR disclosures. The empirical findings confirm the hypothesis. The dummy variable Listed has a significant, positive influence on the quality of CSR disclosures. Listed firms provide better quality disclosures than non-listed firms. 

Multiple indicators or potential statistical warning signs were examined to determine whether any evidence of the existence of multicollinearity was present. Multicollinearity can potentially distort the relationship between the dependent variable and the independent variables. 

For one, none of the standardized Beta coefficients are larger than 1. Beta coefficients that are larger than 1 are a warning sign of multicollinearity. 

Another indicator is tolerance: 

“Tolerance is the proportion of variation in a predictor variable that is independent of any of the other predictor variables.” (SPSS, 2000, p. 82) 

A low tolerance level indicates that most of the variable’s variance is shared with one or more of the other independent variables and is therefore largely redundant. A low tolerance level is another warning sign of multicollinearity. The table shows that none of the tolerance levels are near 0,01. 

A third indicator is VIF’s: 

“Variance Inflation Factors - measure of how much the variance (standard error squared) of each regression coefficient increased because of the multicollinearity.” (SPSS, 2000, p. 82)

For this regression, the VIF’s are relatively low. This is another sign that there are no potential multicollinearity problems. 

Table 7: Pearson correlations matrix for base model

	 
	Trans
	LNT Assets
	ROA
	Dept Ratio
	Year 2004
	Year 2005
	Year 2006
	Year 2007
	Listed

	Trans
	1,000
	,581
	,023
	-,012
	,064
	,121
	-,147
	-,111
	,377

	LNTAssets
	,581
	1,000
	,056
	,215
	-,039
	,001
	,031
	,047
	,168

	ROA
	,023
	,056
	1,000
	-,293
	-,056
	,018
	,075
	,051
	,001

	DeptRatio
	-,012
	,215
	-,293
	1,000
	,019
	-,017
	-,034
	-,022
	-,173

	Year2004
	,064
	-,039
	-,056
	,019
	1,000
	-,256
	-,254
	-,252
	-,001

	Year2005
	,121
	,001
	,018
	-,017
	-,256
	1,000
	-,251
	-,249
	,003

	Year2006
	-,147
	,031
	,075
	-,034
	-,254
	-,251
	1,000
	-,247
	,010

	Year2007
	-,111
	,047
	,051
	-,022
	-,252
	-,249
	-,247
	1,000
	-,032

	Listed
	,377
	,168
	,001
	-,173
	-,001
	,003
	,010
	-,032
	1,000


The correlations matrix shows no evidence of any major correlations between independent variables, which could potentially distort the relationship between the dependent variable and the independent variables. 

Two other multicollinearity diagnostics are a variable’s Condition Index and Eigenvalue. For brevity sake the tables that include these diagnostics are not included in this chapter. Neither of these diagnostics shows numbers that indicate the existence of multicollinearity for any of the independent variables in this regression model. 

In conclusion, there seems to be no evidence of any multicollinearity problems. 

Picture 2: Normal probability plot 


Picture 3: Distribution standardized standardized residuals base model
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Another assumption of regression models is that the residuals are distributed normally. This seems to be the case, as can be seen from the histogram and normal probability plot. 

Picture 4: Scatterplot standardized residuals and predicted values base model
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The plot of standardized residuals and predicted values show no obvious pattern, which indicates that another assumption of regression analysis holds. This assumption is that the residuals should be independent of each other. Also, this plot shows that there is no evidence of nonlinear relationships. 

Summarizing, the empirical findings provided by the base model confirm four out of five of the secondary hypotheses. The relationship between CSR disclosures and profitability is the only one that should be characterized as neutral. Hopefully the findings of the elaborated models will corroborate the findings of the base model.  
7.3 Results of the elaborated regression models

7.3.1 Results of the SIC code regression model

The SIC code regression model expands the base model with 30 dummy variables based on SIC code. 

Table 8: SIC code model summary
	Model
	R
	R Square
	Adjusted R Square
	Change Statistics

	 
	
	
	
	R Square Change
	F Change
	df1
	df2
	Sig. F Change

	Base
	.697
	.486
	.481
	.486
	97.174
	8
	823
	.000

	1
	.755
	.570
	.549
	.084
	5.170
	30
	793
	.000


For the SIC code model, the following auxiliary hypothesis was formulated: 

H1a : The SIC code group to which a Dutch firm belongs significantly influences the quality of its CSR reporting. 

Different industries face different social and environmental issues. These differences will become apparent when controlling the base regression model for industry type. The SIC code dummy variables do just that. The SIC code grouping method provides no basis on which to formulate predictions about which industries are more transparent than others. The empirical findings confirm the hypothesis. As table 8 shows, the explanatory power of the model significantly increases with 8,4% from 48,6% to 57,0% when the SIC code dummy variables are added to the regression. Thus the SIC code group to which a Dutch firm belongs significantly influences the quality of CSR reporting. The adjusted R2 has also increased. The gap between the R2 and the adjusted R2 has grown, but this was to be expected with the introduction of 30 new variables. 

Table 9: Coefficients SIC code model

	Model
	 
	Unstandardized Coefficients
	Standardized Coefficients
	
	

	 
	 
	B
	Std. Error
	Beta
	t
	Sig

	2
	(Constant)
	-48,826
	4,815
	 
	-10,140
	,000

	 
	LNTAssets
	5,992
	,367
	,535
	16,343
	,000

	 
	ROA
	,022
	,065
	,009
	,346
	,729

	 
	DeptRatio
	-,069
	,032
	-,061
	-2,119
	,034

	 
	Year2004
	-,148
	1,638
	-,003
	-,090
	,928

	 
	Year2005
	1,346
	1,651
	,024
	,815
	,415

	 
	Year2006
	-11,208
	1,665
	-,202
	-6,732
	,000

	 
	Year2007
	-9,496
	1,672
	-,170
	-5,680
	,000

	 
	Listed
	13,309
	1,354
	,296
	9,828
	,000

	 
	SIC1300
	2,590
	4,382
	,016
	,591
	,555

	 
	SIC1500
	6,687
	2,387
	,076
	2,801
	,005

	 
	SIC2000
	7,633
	2,120
	,104
	3,601
	,000

	 
	SIC2200
	5,374
	4,765
	,028
	1,128
	,260

	 
	SIC2500
	-1,143
	6,926
	-,004
	-,165
	,869

	 
	SIC2600
	39,043
	7,000
	,136
	5,578
	,000

	 
	SIC2700
	6,286
	3,112
	,053
	2,020
	,044

	 
	SIC2800
	6,457
	3,520
	,049
	1,834
	,067

	 
	SIC3000
	-,341
	4,374
	-,002
	-,078
	,938

	 
	SIC3200
	1,567
	5,014
	,008
	,313
	,755

	 
	SIC3400
	-9,050
	4,168
	-,054
	-2,171
	,030

	 
	SIC3500
	2,252
	3,446
	,017
	,654
	,514

	 
	SIC3620
	4,261
	3,697
	,029
	1,153
	,249

	 
	SIC3700
	-5,922
	4,719
	-,030
	-1,255
	,210

	 
	SIC3800
	-4,153
	7,679
	-,013
	-,541
	,589

	 
	SIC4000
	10,314
	4,278
	,060
	2,411
	,016

	 
	SIC4300
	2,758
	3,884
	,018
	,710
	,478

	 
	SIC4400
	-6,403
	6,831
	-,022
	-,937
	,349

	 
	SIC4500
	13,825
	6,930
	,048
	1,995
	,046

	 
	SIC4700
	3,048
	3,239
	,024
	,941
	,347

	 
	SIC4900
	21,194
	3,852
	,146
	5,502
	,000

	 
	SIC5010
	-6,254
	3,283
	-,048
	-1,905
	,057

	 
	SIC5300
	-2,660
	2,652
	-,026
	-1,003
	,316

	 
	SIC5400
	-11,511
	5,925
	-,047
	-1,943
	,052

	 
	SIC6000
	-8,540
	2,880
	-,085
	-2,965
	,003

	 
	SIC6200
	-9,875
	5,878
	-,041
	-1,680
	,093

	 
	SIC6300
	5,005
	2,956
	,053
	1,693
	,091

	 
	SIC7300
	5,125
	2,355
	,061
	2,176
	,030

	 
	SIC7370
	1,133
	2,814
	,011
	,403
	,687

	 
	SIC7900
	-9,897
	7,731
	-,031
	-1,280
	,201


When examining the variables from the base model, it becomes clear that none of these variables have become significant when they weren’t before or insignificant when they were before. The conclusions that were drawn for the secondary hypotheses in paragraph 7.2 are therefore confirmed by the findings of the SIC code model. The only variable whose coefficient has changed from slightly negative to slightly positive is ROA, but as it turns out this variable is nowhere near significant to the overall regression. 

Table 10: Significant SIC code groups

	SIC code
	Name industry
	Coefficient

	1500-1700
	Construction
	Positive

	2000
	Food & Kindred Products
	Positive

	2600
	Paper & Allied Products
	Positive

	2700
	Printing & Publishing
	Positive

	3400
	Fabricated Metal Products (Except Machinery & Transportation)
	Negative

	4000-4200
	Railroad Transportation, Local and Suburban Transit and Interurban Highway Passenger Transportation & Motor Freight Transportation and Warehousing
	Positive

	4500
	Transportation by Air
	Positive

	4900
	Electric, Gas & Sanitary Services
	Positive

	6000-6100
	Depository & Nondepository Credit Institutions
	Positive

	7300
	Business Services
	Positive


Ten of the thirty SIC code dummy variables have significant explanatory power. Most of these have a positive influence on the transparency score. Only the fabricated metal products industry has a significant negative effect on the transparency score. 

Multicollinearity diagnostics indicate that there are some warning signs. For brevity sake the tables are left out. Most of the indicators show no problems. The correlation matrix doesn’t reveal any large correlations between independent variables and none of the standardized Beta coefficients are larger than 1. None of the tolerance levels are close to zero. None of the VIF’s are extremely large. LNTAssets has the largest VIF with a score of 1,976. However, this variable also has an Eigenvalue that is close to zero and a Condition Index that is just above the potential danger value of 30. This means that the independent variable size is intercorrelated with some of the SIC code variables. This is not surprising because multiple earlier studies (Deegan & Gordon, 1996; Hackston & Milne, 1996; Richardson et al., 1999) reported about interaction effects between size and industry. None of the individual correlations are very large, but taken together they do influence the stability of the regression model. Does this invalidate the whole regression model? Fortunately not. The R2 is still correct, but it becomes unsafe to attribute the effects to particular predictor variables. The individual coefficients of independent variables are unstable. Small changes in the dataset can lead to dramatically different coefficients. Therefore, the values of the unstandardized coefficients of the SIC code variables should be taken with a grain of salt. 
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The plots show that the residuals follow a normal distribution and are independent of each other. 

7.3.2 Results of the activity sector regression model

The activity sector regression model expands the base model with two dummy variables based on the activity sector to which the firm belongs (primary, secondary, tertiary). 

Table 11: Activity sector model summary
	Model
	R
	R Square
	Adjusted R Square
	Change Statistics

	 
	
	
	
	R Square Change
	F Change
	df1
	df2
	Sig. F Change

	Base
	.697
	.486
	.481
	.486
	97.174
	8
	823
	.000

	2
	.703
	.494
	.488
	.008
	6.489
	2
	821
	.002


For the activity sector model, the following auxiliary  hypothesis was formulated: 

H1b: The activity sector to which a Dutch firm belongs significantly influences the quality of its CSR reporting. 

Like the SIC code model, the activity sector grouping method does not further specify distinguishing characteristics. Beforehand it is not possible to predict which sector scores highest or lowest. The empirical findings confirm the hypothesis. The explanatory power of this model is 0,8% higher than the base model. This increase from 48,6% to 49,4% is modest but nevertheless significant. The adjusted R2 has also increased. The tertiary sector scores on average significantly lower than the secondary sector. The primary sector scores lower than the secondary sector as well, but the coefficient lacks significance. 

Table 12: Coefficients activity sector model

	Model
	 
	Unstandardized Coefficients
	Standardized Coefficients
	
	

	 
	 
	B
	Std. Error
	Beta
	t
	Sig

	3
	(Constant)
	-45,447
	4,279
	 
	-10,620
	,000

	 
	LNTAssets
	6,484
	,298
	,579
	21,775
	,000

	 
	ROA
	-,022
	,066
	-,009
	-,339
	,735

	 
	DeptRatio
	-,116
	,031
	-,102
	-3,698
	,000

	 
	Year2004
	-,422
	1,744
	-,008
	-,242
	,809

	 
	Year2005
	,977
	1,756
	,018
	,556
	,578

	 
	Year2006
	-11,811
	1,769
	-,212
	-6,677
	,000

	 
	Year2007
	-10,151
	1,774
	-,182
	-5,721
	,000

	 
	Listed
	10,880
	1,183
	,242
	9,199
	,000

	 
	Primary
	-2,425
	4,440
	-,015
	-,546
	,585

	 
	Tertiary
	-4,210
	1,169
	-,093
	-3,600
	,000


The significance of the variables and the absolute sign of the coefficients from the base model hasn’t changed after adding the two new dummy variables. The dummy variable Primary has a negative but insignificant impact on a firm’s transparency score, while Tertiary has a negative but significant impact. 

Multicollinearity diagnostics show no problems. For brevity sake the tables are left out. The correlation matrix contains no high correlations. There is also no evidence of abnormal tolerance levels or VIF’s. One of the Eigenvalues is rather close to zero, but the related Condition Index is 23,396. This is still below the danger level of 30. 

Picture 8: Normal probability plot 


Picture 9: Distribution standardized standardized residuals activity model
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Picture 10: Scatterplot standardized residuals and predicted values activity model
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The plots show that the residuals follow a normal distribution and are independent of each other. 

7.3.3 Results of the CVPRCC regression model

The CVPRCC regression model adds one dummy variable to the base model. This dummy variable distinguishes between firms on basis of consumer visibility, political risk and concentrated competition. 

Table 13: CVPRCC model summary
	Model
	R
	R Square
	Adjusted R Square
	Change Statistics

	 
	
	
	
	R Square Change
	F Change
	df1
	df2
	Sig. F Change

	Base
	.697
	.486
	.481
	.486
	97.174
	8
	823
	.000

	3
	.703
	.494
	.488
	.008
	12.937
	1
	822
	.000


This is the auxiliary hypothesis that was drawn up for the CVPRCC model: 

H1c: The industry-wide characteristics of consumer visibility, a high level of political risk and concentrated intense competition, have a significant, positive influence on the quality of a Dutch firm’s CSR reporting. 

Firms that operate in high-profile industries have more to gain from maintaining a socially responsible reputation. These kind of firms are therefore predicted to provide higher level quality CSR disclosures. The empirical findings confirm this hypothesis. Table 13 shows that the CVPRCC model has significantly more explanatory power than the base model. Just like the activity sector model, the explanatory power of this model is 0,8% higher than the base model. This increase from 48,6% to 49,4% is not very large but significant nonetheless. The adjusted R2 has slightly increased as well.

Table 14: Coefficients CVPRCC model

	Model
	 
	Unstandardized Coefficients
	Standardized Coefficients
	
	

	 
	 
	B
	Std. Error
	Beta
	t
	Sig

	3
	(Constant)
	-42,786
	4,394
	 
	-9,738
	,000

	 
	LNTAssets
	5,880
	,335
	,525
	17,530
	,000

	 
	ROA
	-,017
	,063
	-,007
	-,264
	,792

	 
	DeptRatio
	-,108
	,031
	-,096
	-3,465
	,001

	 
	Year2004
	-,461
	1,743
	-,008
	-,265
	,791

	 
	Year2005
	1,002
	1,755
	,018
	,571
	,568

	 
	Year2006
	-11,724
	1,767
	-,211
	-6,634
	,000

	 
	Year2007
	-9,916
	1,774
	-,177
	-5,591
	,000

	 
	Listed
	12,159
	1,176
	,270
	10,342
	,000

	 
	CVPRCC
	4,623
	1,285
	,102
	3,597
	,000


Table 14 contains the empirical evidence that indicates that the sign of the relationship between the CVPRCC variable and the transparency score is positive. The variable CVPRCC has a significant, positive effect on the transparency score. Therefore the industry-wide characteristics of consumer visibility, a high level of political risk and concentrated intense competition, have a significant, positive influence on the quality of a Dutch firm’s CSR reporting. The variables that were significant in the base model are still significant and those that weren’t significant still are insignificant. Similarly the absolute signs of the coefficients haven’t changed either. 

Multicollinearity diagnostics did not indicate any danger signs. For brevity sake the tables are left out. The correlation matrix contains no high correlations. There is also no evidence of extremely low tolerance levels or large VIF’s. One of the Eigenvalues is close to zero, but the related Condition Index is 24,940. This is still below the danger level of 30. 

Picture 11: Normal probability plot 


Picture 12: Distribution standardized standardized residuals CVPRCC model
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Picture 13: Scatterplot standardized residuals and predicted values CVPRCC model

The plots show that the residuals follow a normal distribution and are independent of each other. 

7.3.4 Results of the environmental profile regression model

The environmental profile regression model expands the base model with a dummy variables based on the environmental profile of the industry to which the firm belongs. 

Table 15: Environmental profile model summary
	Model
	R
	R Square
	Adjusted R Square
	Change Statistics

	 
	
	
	
	R Square Change
	F Change
	df1
	df2
	Sig. F Change

	Base
	.697
	.486
	.481
	.486
	97.174
	8
	823
	.000

	4
	.704
	.495
	.490
	.010
	15.649
	1
	822
	.000


For the environmental profile model, the following auxiliary  hypothesis was formulated: 

H1d: Dutch firms that operate in high environmental profile industries provide better quality CSR disclosures than firms that operate in low environmental profile industries. 

It is likely that firms in highly polluting industries provide better quality CSR disclosures than firms in less polluting industries. The empirical evidence confirms this hypothesis. The explanatory power of this model is 0,9% higher than the explanatory power of the base model. Again, the increase from 48,6% to 49,5% is modest but significant. The adjusted R2 has also increased. 

Table 16: Coefficients environmental profile model

	Model
	 
	Unstandardized Coefficients
	Standardized Coefficients
	
	

	 
	 
	B
	Std. Error
	Beta
	t
	Sig

	3
	(Constant)
	-47,213
	4,180
	 
	-11,296
	,000

	 
	LNTAssets
	6,216
	,301
	,555
	20,663
	,000

	 
	ROA
	-,032
	,063
	-,013
	-,508
	,611

	 
	DeptRatio
	-,097
	,032
	-,086
	-3,076
	,002

	 
	Year2004
	-,451
	1,740
	-,008
	-,259
	,795

	 
	Year2005
	,984
	1,752
	,018
	,561
	,575

	 
	Year2006
	-11,776
	1,764
	-,212
	-6,675
	,000

	 
	Year2007
	-10,078
	1,770
	-,180
	-5,695
	,000

	 
	Listed
	12,118
	1,171
	,270
	10,351
	,000

	 
	Environment
	6,060
	1,532
	,101
	3,956
	,000


The coefficient of the dummy variable Environment is both significant and positive. The conclusion is that Dutch firms that operate in high environmental profile industries provide better quality CSR disclosures than firms that operate in low environmental profile industries. The variables that were significant in the base model are still significant and those that weren’t significant still are insignificant. The empirical findings of all four elaborated models therefore corroborate the conclusions that were drawn about the five secondary hypotheses in paragraph 7.2. Firm size has a significant positive influence on the quality CSR reporting of Dutch firms. Profitability has an insignificant effect on the quality of CSR reporting of Dutch firms. Leverage significantly influences the quality of CSR reporting of Dutch firms. The sign of the relationship is negative. Year significantly influences the quality of CSR reporting of Dutch firms. In 2006 and 2007 firms scored on average significantly lower than in the other years. The CSR reporting practices of listed Dutch firms are of higher quality than those of non-listed Dutch firms. 

Multicollinearity diagnostics show no danger signs. For brevity sake the tables are left out. The correlation matrix contains no high correlations. There is also no evidence of extremely low tolerance levels or large VIF’s. One of the Eigenvalues is close to zero, but the related Condition Index is 22,232. This is still below the danger level of 30. 

Picture 14: Normal probability plot 
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Picture 16: Scatterplot standardized residuals and predicted values environmental profile model
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Again, the plots show that the residuals follow a normal distribution and are independent of each other. 

7.5 Primary hypothesis and research question

The auxiliary hypotheses have been tested and all four have been confirmed. These four auxiliary hypotheses are all related to the following primary hypothesis: 

H1: Industry effects significantly influence the quality of CSR reporting of Dutch firms. 

Different industries face different social and environmental threats and opportunities and have differing effects on society as a whole. It was predicted that these differences should manifest themselves in differences in the quality of CSR disclosures between firms that belong to different industries. The conclusions based on the four auxiliary hypotheses all support the primary hypothesis. Each elaborated model has significantly more explanatory power than the base model. The primary hypothesis is therefore confirmed. Industry effects significantly influence the quality of CSR reporting of Dutch firms. 

The research question of this study is: 

“Do intra-industrial differences exist with respect to the quality of corporate social responsibility reporting for Dutch firms and how can these differences be explained?” 

The research question can be answered affirmatively. Intra-industrial differences do exist. The SIC code model that takes a firm’s industry type into account has significantly more explanatory power than the base model that doesn’t account for industry type. The activity sector model also has significantly more explanatory power than the base model. Differences can be partly explained by industry-wide characteristics such as consumer visibility, political risk, concentrated competition and environmental profile. Firms in industries than can be characterized as having a high level of consumer visibility, a high level of political risk and/or concentrated competition provide on average significantly better quality CSR disclosures than other firms. Likewise, firms that operate in high environmental profile industries provide better quality CSR disclosures than other firms. Both the CVPRCC model that takes the first three characteristics into account and the environmental profile model have significantly more explanatory power than the base model. 

7.6 Summary

This chapter contained the empirical findings of this study. Paragraph 7.2 showed that the base regression model explains 48,6% of the variability in transparency scores between firms. Not all variables have a significant impact, but most secondary hypotheses were accepted. Firm size is positively related to the quality of CSR disclosures. Leverage is negatively related to the quality of CSR disclosures. Time period is negatively related to the quality of CSR disclosures. Listed firms provide better quality disclosures than non-listed firms. Of all the secondary hypotheses, only the one about profitability was rejected. The relationship between profitability and the quality of CSR disclosures is neutral. 

Paragraph 7.3 presented the empirical results of the four elaborated regression models. All four models have significantly more explanatory power, which means that all four auxiliary hypotheses were accepted. Both the SIC code group and industry sector to which a firm belongs significantly influences the quality of its CSR reporting. The SIC code model explains an extra 8,4% of variance, but there is evidence of multicollinearity between size and the SIC code variables. The activity sector model explains an extra 0,8% of transparency score variance. The industry-wide characteristics of consumer visibility, a high level of political risk and concentrated intense competition, have a significant, positive influence on the quality of a firm’s CSR reporting. Firms that operate in high environmental profile industries provide better quality CSR disclosures than firms that operate in low environmental profile industries. 
Therefore the primary hypothesis is also accepted. Industry effects significantly influence the quality of CSR reporting of Dutch firms. The research question can be answered affirmatively as well. Intra-industrial differences do exist and differences can be partly explained by industry-wide characteristics such as consumer visibility, political risk, concentrated competition and environmental profile.

The next chapter concludes this study and contains an overview of everything that has been discussed.  
Chapter 8: Conclusion

8.1 Introduction

The preceding chapter dealt with the empirical findings of this study and provided an answer to the research question. This final chapter contains a summary of the main topics that have been covered in this study. It ends with a discussion about limitations of this study and potential avenues for further research. 
8.2 Summary theoretical part of the study

Chapter 2 introduced and defined important terms such as CSR, CSR reporting and sustainability. CSR reporting is defined as “the provision, to a range of stakeholders, of information about the performance of an entity with regard to its interaction with its physical, economical and social environment.” Laws and guidelines to which all Dutch firms have to adhere were also described. The Guidelines are more demanding and stringent for large private firms and all public firms. In chapter 3 legitimacy theory, stakeholder theory and institutional theory were discussed. These theories explain that CSR and CSR disclosures are tools that a firm uses to influence its relationships with third parties. CSR and CSR disclosures are closely related, but firms do have considerable freedom in what to disclose and what not to disclose. This is why CSR disclosures don’t always give an objective and complete view of CSR activities and performance across all dimensions. Lindblom (1994) identified four social disclosure strategies that a firm can pursue. Milton Friedman´s view that the sole social responsibility for firms is to maximize profit was also discussed and argued against in chapter 3. CSR is not about firm value reducing activities, but about maintaining mutually beneficial, long-term relation with stakeholders. Chapter 4 described why certain variables might influence the quality of CSR disclosures. Industry type is supposed to have an effect on the quality of CSR disclosures. Different industries face different social and environmental threats and opportunities. Size and profitability were put forward as variables that influence the quality of CSR disclosures as well. Other variables, such as leverage, time period and ownership-type (listed vs. non-listed) were also added to the list. 

8.3 Summary empirical part of the study

The empirical part of this study was based on a base regression model and four elaborated regression models. As the dependent variable, the yearly transparency scores for Dutch firms were used. The sample consisted of 832 data points from the period 2003-2007. The base model contained the following independent variables: 

· Firm size (Natural logarithm of Total Assets); 

· Financial performance (Return On Assets); 

· Risk/leverage (Dept/Total Assets); 

· Year; 

· Listed vs. non-listed. 

For each of these variables a secondary hypothesis was developed and tested. For size, this hypothesis was tested: 

H2a: Firm size (measured by the natural logarithm of total assets) has a significant positive influence on the quality CSR reporting of Dutch firms. 

This hypothesis has been accepted. For all models, size has a significant, positive influence on the dependent variable. The results of the SIC code model indicate that size is intercorrelated with some of the SIC code variables. 

The following hypothesis was developed to test the CSR disclosure-profitability relationship: 

H2b: Profitability significantly influences the quality of CSR reporting of Dutch firms. 
This hypothesis has been rejected. The overall influence of profitability on the quality of CSR disclosures is negligible. For all models, profitability has an insignificant influence on the transparency score. Based on the finding, the relationship between CSR disclosures and profitability should therefore be characterized as neutral. 

For leverage, the following hypothesis was formulated and tested: 

H2c: Leverage significantly influences the quality of CSR reporting of Dutch firms. 

The empirical findings support the hypothesis that leverage has significant influence. The sign of this relationship is negative. For all models, leverage has a significant, negative influence on the dependent variable. This supports the notion that highly leveraged firms with more stringent dept convenants are limited in their choice to spend resources on more frivolous activities such as high quality CSR reporting. Also, firms with a low risk tolerance are more likely to use CSR disclosures as one of their tools to manage risks. 

The following hypothesis was introduced to test whether time period is significantly related to the quality of CSR disclosures: 

H2d: Year significantly influences the quality of CSR reporting of Dutch firms. 

The empirical findings confirm the hypothesis that year significantly influences the quality of CSR reporting.. For all models, both the Year2006 and Year2007 dummy variables have a significant, negative influence on the transparency score of firms. The Year2004 variable is negative but insignificant for all models and the Year2005 variable is positive but insignificant for all models. The negative shift from the 2004-2005 period to the 2006-2007 period is very noticeable. The multiple changes in the criteria for 2006 have had a significant, negative impact on the average transparency scores of firms. There is some tentative evidence that supports the first argument that firms become more familiar and learn from earlier deficiencies. For all models, the coefficients for the Year2007 variable are less negative than the coefficients for the Year2006 variable. 

This is the last secondary hypothesis: 

H2e: The CSR reporting practices of listed Dutch firms are of higher quality than those of non-listed Dutch firms. 

This hypothesis has also been accepted. For all models, the dummy variable Listed has a significant, positive influence on the quality of CSR disclosures. Listed firms provide better quality disclosures than non-listed firms. 

The four elaborated models include all the variables from the base model and add one or more dummy variables, based on some distinction between industries. Each model corresponds with an auxiliary hypothesis. For the SIC code model, the following auxiliary hypothesis was formulated: 

H1a : The SIC code group to which a Dutch firm belongs significantly influences the quality of its CSR reporting. 

Based on the empirical findings, this hypothesis has been accepted. The explanatory power of the model significantly increases with 8,4% from 48,6% to 57,0% when the SIC code dummy variables are added to the regression. Due to multicollinearity problems between size and some of the SIC code dummy variables, it is unsafe to make definitive statements about the coefficients of these dummy variables. 
For the activity sector model, the following auxiliary  hypothesis was formulated: 

H1b: The activity sector to which a Dutch firm belongs significantly influences the quality of its CSR reporting. 

This hypothesis has also been accepted. The explanatory power of this model is 0,8% higher than the base model. This increase from 48,6% to 49,4% is modest but nevertheless significant. The tertiary sector scores on average significantly lower than the secondary sector. The primary sector scores lower than the secondary sector as well, but the coefficient lacks significance. 

This is the auxiliary hypothesis that was drawn up for the CVPRCC model: 

H1c: The industry-wide characteristics of consumer visibility, a high level of political risk and concentrated intense competition, have a significant, positive influence on the quality of a Dutch firm’s CSR reporting. 

The empirical findings confirm this hypothesis. Just like the activity sector model, the explanatory power of this model is 0,8% higher than the base model. This increase from 48,6% to 49,4% is not very large but significant nonetheless. 

This is the auxiliary hypothesis that was drawn up for the CVPRCC model: 

H1c: The industry-wide characteristics of consumer visibility, a high level of political risk and concentrated intense competition, have a significant, positive influence on the quality of a Dutch firm’s CSR reporting. 

Based on the empirical findings, this hypothesis has been accepted. Just like the activity sector model, the explanatory power of this model is 0,8% higher than the base model. This increase from 48,6% to 49,4% is not very large but significant nonetheless. The coefficient of the dummy variable CVPRCC is positive and significant. 
For the environmental profile model, the following auxiliary  hypothesis was formulated: 

H1d: Dutch firms that operate in high environmental profile industries provide better quality CSR disclosures than firms that operate in low environmental profile industries. 

The empirical evidence confirms this hypothesis. The explanatory power of this model is 0,9% higher than the explanatory power of the base model. Again, the increase from 48,6% to 49,5% is modest but significant. The coefficient of the dummy variable Environment is both positive and significant. Dutch firms that operate in high environmental profile industries provide better quality CSR disclosures than firms that operate in low environmental profile industries. 

The auxiliary hypotheses have been tested and all four have been confirmed. These four auxiliary hypotheses are all related to the following primary hypothesis: 

H1: Industry effects significantly influence the quality of CSR reporting of Dutch firms. 

The conclusions based on the four auxiliary hypotheses all support the primary hypothesis. Each elaborated model has significantly more explanatory power than the base model. The primary hypothesis is therefore confirmed. Industry effects significantly influence the quality of CSR reporting of Dutch firms. 

The research question of this study is: 

“Do intra-industrial differences exist with respect to the quality of corporate social responsibility reporting for Dutch firms and how can these differences be explained?” 

The research question can be answered affirmatively. Intra-industrial differences do exist. Both the SIC code model and activity sector model (primary, secondary, tertiary) have significantly more explanatory power than the base model. Differences can be partly explained by industry-wide characteristics such as consumer visibility, political risk, concentrated competition and environmental profile. Both the CVPRCC model that takes the first three characteristics into account and the environmental profile model have significantly more explanatory power than the base model. For both models, the coefficient of the dummy variable is positive and significant. 
8.4 Limitations 

This study is subject to a number of limitations. For one, this study focuses on Dutch firms only. As was already mentioned in the first chapter, the findings of this study do not necessarily hold true for firms in other countries. Other researchers have argued that country of origin might influence the level of CSR disclosures. For example, the laws and regulations that govern CSR reporting are not the same for all countries. 

This study tried to include all the main characteristics that influence the quality of CSR disclosures even though it was never the purpose of this study to give a complete explanation of all CSR disclosure variance between firms. The models roughly explain only half of the variability in transparency scores amongst firms. It is possible that some important characteristics were excluded from the regression models. Inclusion of these characteristics might have produced different outcomes. 

As a proxy for the quality of CSR disclosures, the transparency score was used. Over the years the criteria that form the basis of this rating method have become more refined. The criteria seem to be sophisticated and valid. Nevertheless there is always the possibility that the methodology can be improved upon. The quality of CSR reporting is a subjective concept and opinions can differ about what actually constitutes as high quality or low quality. This is unavoidable. 

A weakness of the research design of this study is the level of subjective judgment that is necessary to sort industries into high-profile and low-profile groups for both the CVPRCC and environmental profile model. The distinction is mostly based on intuitive appeal and not on objective criteria. 

The empirical findings indicate that high levels of multicollinearity between size and some of the SIC code dummy variables distort the outcomes of the SIC code model. The overall explanatory power of the model is still statistically valid, but the individual coefficients of the independent variables become unstable. The current SIC code model is therefore ill-equipped to determine which industry groups provide inherently better (or worse) quality CSR disclosures. Right now the scores between firms in different industries can be compared at face value, but it is impossible to state with certainty that differences in the scores of these firms are actually related to industry type. Differences could also be related to one or more of the intervening variables from the base model. 

8.5 Further research

This study only investigated the relationships between aggregate transparency scores and industry type. The transparency scores can be further split up into sub-scores, based on category. It might be interesting to determine whether high-environmental profile firms receive a higher score for the category “environmental aspects of business processes” only, or whether they score better on other categories as well. Different patterns might emerge that further increases our understanding of the CSR disclosure phenomenon, when the decomposed scores are analysed. 

As was mentioned in paragraph 8.4, there might be other variables that were left out of this study, that significantly influence the quality of CSR disclosures. Variables like media attention or stockholder power can be added to future regression models to make sure that all potentially significant variables are controlled for. 

Another limitation that can be partially improved upon by further research is the level of subjective judgment that is necessary to sort industries into high-profile and low-profile groups. Further research can focus on designing less subjective metrics to determine whether a firm belongs to the high-profile or low-profile group, both for the CVPRCC and the environmental profile model. 

8.6 Summary

The theoretical part of this study was summarized in paragraph 8.2. It consists of definitions of important concepts, information about the Dutch laws and Guidelines on CSR reporting, theories about why firms use CSR disclosures and arguments and earlier empirical findings on the relationships between CSR disclosures and multiple other variables including industry type, size and profitability. 

Most secondary hypotheses were accepted. Firm size is positively related to the quality of CSR disclosures. Leverage is negatively related to the quality of CSR disclosures. Time period is negatively related to the quality of CSR disclosures. Listed firms provide better quality disclosures than non-listed firms. Of all the secondary hypotheses, only the one about profitability was rejected. The relationship between profitability and the quality of CSR disclosures is neutral. 

All four auxiliary hypotheses were accepted. Both the SIC code group and industry sector to which a firm belongs significantly influences the quality of its CSR reporting. The industry-wide characteristics of consumer visibility, a high level of political risk and concentrated intense competition, have a significant, positive influence on the quality of a firm’s CSR reporting. Firms that operate in high environmental profile industries provide better quality CSR disclosures than firms that operate in low environmental profile industries. 

Therefore the primary hypothesis is also accepted. Industry effects significantly influence the quality of CSR reporting of Dutch firms. The research question can be answered affirmatively as well. Intra-industrial differences do exist and differences can be partly explained by industry-wide characteristics such as consumer visibility, political risk, concentrated competition and environmental profile.

Limitations of this study are a singular focus on Dutch firms, a potentially incomplete model, the unavoidable subjectivity of the concept quality of CSR disclosures, the high level of subjective judgment that is necessary to sort industries into high-profile and low-profile groups and the existence of some collinearity in one of the models. 

Fruitful avenues for further research include investigating the relationships between sub-scores and industry type, testing models that include potentially intervening variables that were left out of this study and further research focussed on designing less subjective metrics to determine whether a firm belongs to the high-profile or low-profile group, both for the CVPRCC and the environmental profile model. 
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Appendix 1: Averages per industry

	SIC Code
	Name Industry
	Number of Cases
	Average Trans Score
	Average Ln Total Assets
	Average ROA
	Average Leverage
	% Listed Firms

	1300
	Oil & Gas Extraction
	15
	51,40
	16,2022
	22,16
	71,44
	66,67%

	1500-1700
	Construction
	57
	36,98
	13,5717
	4,49
	70,32
	47,37%

	2000
	Food & Kindred Products
	85
	39,54
	13,9120
	3,85
	67,52
	41,18%

	2200-2300
	Textiles & Apparel
	11
	40,36
	13,0947
	3,12
	65,12
	100,00%

	2500
	Furniture & Fixtures
	5
	30,40
	12,5489
	-9,86
	58,31
	100,00%

	2600
	Paper & Allied Products
	5
	69,40
	11,8620
	4,04
	20,26
	100,00%

	2700
	Printing & Publishing
	30
	45,27
	14,2210
	4,39
	68,22
	83,33%

	2800
	Chemicals & Allied Products
	24
	48,75
	14,2516
	-1,39
	50,74
	100,00%

	3000
	Rubber & Miscellaneous Plastics Products
	13
	29,77
	13,3301
	-0,14
	77,81
	61,54%

	3200-3300
	Primary Metal Industries & Concrete Products
	10
	46,10
	15,5475
	8,58
	59,28
	60,00%

	3400
	Fabricated Metal Products (Except Machinery & Transportation)
	15
	29,00
	13,5631
	7,50
	57,70
	100,00%

	3500
	Industrial & Commercial Machinery & Computer Equipment
	24
	43,04
	14,0703
	3,89
	58,53
	100,00%

	3620
	Electrical Industrial Apparatus
	20
	44,60
	13,9966
	5,51
	61,55
	100,00%

	3700
	Transportation Equipment
	11
	18,18
	12,4773
	-3,46
	66,95
	54,55%

	3800
	Measuring, analyzing and controlling instruments; photographic, medical and optical goods; watches and clocks manufacturing
	4
	21,50
	11,5046
	11,80
	45,83
	100,00%

	4000-4200
	Railroad Transportation, Local and Suburban Transit and Interurban Highway Passenger Transportation & Motor Freight Transportation and Warehousing
	14
	37,07
	14,0488
	1,11
	64,58
	0,00%

	4300
	Postal Service
	18
	47,56
	14,9169
	2,59
	66,55
	94,44%

	4400
	Water Transportation
	5
	18,00
	13,5921
	6,71
	64,88
	0,00%

	4500
	Transportation by Air
	5
	65,00
	16,0065
	0,77
	77,55
	100,00%

	4700
	Transportation Services
	26
	35,65
	13,7433
	6,18
	59,68
	53,85%

	4900
	Electric, Gas & Sanitary Services
	20
	58,15
	15,5536
	6,42
	53,16
	0,00%

	5010
	Wholesale Trade: Durable Goods
	25
	16,00
	12,9906
	2,72
	81,11
	20,00%

	5100
	Wholesale Trade: Nondurable Goods
	134
	22,69
	12,6320
	4,27
	66,96
	32,09%

	5300
	General Merchandise Stores
	42
	20,90
	12,5852
	7,96
	65,26
	35,71%

	5400-5900
	Food Stores & Miscellaneous Retail
	7
	36,14
	16,2509
	6,11
	69,69
	71,43%

	6000-6100
	Depository & Non-depository Credit Institutions
	43
	40,14
	15,9058
	6,55
	62,51
	76,74%

	6200
	Security and Commodity Brokers, Dealers, Exchanges & Services
	7
	26,14
	13,8027
	-0,82
	78,62
	100,00%

	6300
	Insurance Carriers
	48
	53,08
	16,9826
	1,58
	83,92
	35,42%

	7300
	Business Services
	63
	38,60
	13,4538
	5,00
	70,26
	74,60%

	7370
	Computer programming, data processing, and other computer related services
	42
	33,45
	12,5853
	8,31
	50,27
	97,62%

	7900
	Amusement & Recreation Services
	4
	23,50
	12,5628
	6,61
	23,76
	100,00%


 Appendix 2: High-profile and low-profile CVPRCC group
	
	High-level
	
	Low Level

	SIC code
	Name
	SIC code
	Name

	1300
	Oil & Gas Extraction
	1500-1700
	Construction

	2000
	Food & Kindred Products
	2200-2300
	Textiles & Apparel

	2600
	Paper & Allied Products
	2500
	Furniture & Fixtures

	2700
	Printing & Publishing
	3200-3300
	Primary Metal Industries & Concrete Products

	2800
	Chemicals & Allied Products
	3400
	Fabricated Metal Products (Except Machinery & Transportation)

	3000
	Rubber & Miscellaneous Plastics Products
	3500
	Industrial & Commercial Machinery & Computer Equipment

	4000-4200
	Railroad Transportation, Local and Suburban Transit and Interurban Highway Passenger Transportation & Motor Freight Transportation and Warehousing
	3620
	Electrical Industrial Apparatus

	4300
	Postal Service
	3700
	Transportation Equipment

	4500
	Transportation by Air
	3800
	Measuring, analyzing and controlling instruments; photographic, medical and optical goods; watches and clocks manufacturing

	4900
	Electric, Gas & Sanitary Services
	4400
	Water Transportation

	5400-5900
	Food Stores & Miscellaneous Retail
	4700
	Transportation Services

	6000-6100
	Depository & Non-depository Credit Institutions
	5010
	Wholesale Trade: Durable Goods

	6300
	Insurance Carriers
	5100
	Wholesale Trade: Nondurable Goods

	
	
	5300
	General Merchandise Stores

	
	
	6200
	Security and Commodity Brokers, Dealers, Exchanges & Services

	
	
	7300
	Business Services

	
	
	7370
	Computer programming, data processing, and other computer related services

	
	
	7900
	Amusement & Recreation Services


Appendix 3: High environmental and low environmental profile group

	
	High Environmental Profile
	Low Environmental Profile

	SIC code
	Name
	SIC code
	Name

	1300
	Oil & Gas Extraction
	1500-1700
	Construction

	2600
	Paper & Allied Products
	2000
	Food & Kindred Products

	2800
	Chemicals & Allied Products
	2200-2300
	Textiles & Apparel

	3000
	Rubber & Miscellaneous Plastics Products
	2500
	Furniture & Fixtures

	3200-3300
	Primary Metal Industries & Concrete Products
	2700
	Printing & Publishing

	
	Railroad Transportation, Local and Suburban Transit 
	3400
	Fabricated Metal Products (Except Machinery & Transportation)

	
	and Interurban Highway Passenger Transportation &
	3500
	Industrial & Commercial Machinery & Computer Equipment

	4000-4200
	Motor Freight Transportation and Warehousing
	3620
	Electrical Industrial Apparatus

	4400
	Water Transportation
	3700
	Transportation Equipment

	4500
	Transportation by Air
	3800
	Measuring, analyzing and controlling instruments; photographic, medical and optical goods; watches and clocks manufacturing

	4700
	Transportation Services
	4300
	Postal Service

	4900
	Electric, Gas & Sanitary Services
	5010
	Wholesale Trade: Durable Goods

	
	
	5100
	Wholesale Trade: Nondurable Goods

	
	
	5300
	General Merchandise Stores

	
	
	5400-5900
	Food Stores & Miscellaneous Retail

	
	
	6000-6100
	Depository & Non-depository Credit Institutions

	
	
	6200
	Security and Commodity Brokers, Dealers, Exchanges & Services

	
	
	6300
	Insurance Carriers

	
	
	7300
	Business Services

	
	
	7370
	Computer programming, data processing, and other computer related services

	
	
	7900
	Amusement & Recreation Services
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� According to provision 1 of 2:396BW, firms are considered to be medium-sized when they satisfy two or three of the following requirements: 1. Their total assets do not exceed € 17.5 million. 2. Their net commercial turnover does not exceed € 35 million. 3. They employ fewer than 250 workers throughout the financial year. 


� According to provision 1 of 2:397BW, firms are considered to be small sized when they satisfy two or three of the following requirements: 1. Their total assets do not exceed € 4.4 million. 2. Their net commercial turnover does not exceed € 8.8 million. 3. They employ fewer than 50 workers throughout the financial year. 


� (Net Income/Total Assets)*100%


� (Net Income/Total Equity)*100%


� (Total Dept/Total Assets)*100%


� Since the first of June 2009, the Dutch Chamber of Commerce has adopted a new coding system that is based on European guidelines. 
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