Corporate Social responsibility and Financial Performance


	ERASMUS UNIVERSITEIT ROTTERDAM
	[image: image1.emf]

	
	

	Erasmus School of Economics
	
	
	
	
	

	Accounting, Auditing & Control
	
	
	
	
	

	Master Thesis
	
	
	
	
	
	


Corporate Social Responsibility Reporting 

and Financial Performance

Student: Daniël Heeringa 
Student number: 289620

Supervisor: Drs. J. Maat
Co-reader: Dr. Sc. Ind. A.H van der Boom
Abstract
The purpose of this research is to investigate if CSR can be a tool to get a competitive advantage, with respect to the shareholders. To investigate this assumption, the following research question is developed: What kind of relationship exists between the quality of Corporate Social Responsibility information and the financial performance of Dutch firms for the period of 2004-2007?

For answering this question a multiple linear regression analysis is performed. The dependent variable will be the financial performance, measured as the relative increase in the share price + dividend. The independent variables are CSR (measured by an index developed by the Dutch Ministry of Economics), Risk (Total debt / Total asset), Size (Log of total assets), Industry (SIC-code) and Year. Prior empirical evidence indicated that these variables both influence financial performance, as well as the quality of CSR reporting. Therefore, to overcome the problem of investigating a nonsense correlation, these variables must be controlled for.
The sample size consists of the selected firms in the CSR index (approximately 150 firms), except for firms that were not stock-listed and for the firms from which no financial data were available. This results in a sample size of 76 firms. 

The statistical outcome of this test resulted in a slightly negative relationship. However, the relationship is not significant, and therefore no evidence exists to conclude that a relationship exists. After this test, the question “is more always better?” is investigated. As prior researchers concluded, issuing CSR information can enhance the reputation of the firm and therefore can lead to improved financial performance. However, if disclosing CSR information leads to improved financial performance, all firms should disclose more CSR information. Therefore, if there should be any relationship between CSR and financial performance, there should be a maximum amount of CSR that will be positively valued by the shareholders. This is tested by a Chi-Squared test. First, the firms will be divided into three groups, based on their CSR scores: High, Average and Low. After this, the mean of the financial performance of each group will be measured, to see which group financially performs best. After that, the firms will also be divided into three groups based on their financial performance (High, Average, and Low) and the Chi-Squared correlation will be measured to see if the groups significantly differ. If that is the case, it means that the group with the highest mean performs significantly better than the other two groups.
The statistical outcomes of the years 2005 and 2006 resulted in the average group as financially performing best. However, the outcomes were not significant.

Therefore, based on the statistical outcomes, the research question is answered with none. No significant relationship exists between the quality of CSR information and financial performance.
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Chapter 1: Introduction TC "Chapter 1: Introduction" \f C \l "1" 
1.1 Introduction and definition of CSR TC "1.1 Introduction and definition of CSR" \f C \l "2" 
The main priority of firms is to get a competitive advantage to ensure that, on the long term, profitability is guaranteed. Nowadays, it is thought that a competitive advantage can be achieved by corporate social behaviour. Firms adapt to this thoughts by disclosing Corporate Social Responsibility (CSR) information. 

The purpose of this research will be to determine if shareholders appreciate this CSR information, and more specifically, the quality of this information. This will be determined by searching for a relationship between the quality of CSR information and the financial performance of Dutch firms. If any relationship will exist between the quality of CSR information and the financial performance of Dutch firms, the assumption that CSR can be a tool to get a competitive advantage, with respect to the shareholders, can be justified/falsified for the Dutch situation.

But what will be understood with CSR in this thesis? To answer this question it is good to look at the definitions in the literature available. There are many definitions of CSR. One of the most used definitions is the definition of McWilliams and Siegel (2001): 

“Actions taken place by a firm that appear to further some social good, beyond the interests of the firm and that which is required by law.”

However, this research is about to see if a firm should have interests in CSR or not. If the outcome of this research shows any correlation, it means that CSR should have the interests of the firm. 

A more general definition is the definition of Industry Canada, Government of Canada (2008):

“CSR is the way the company integrates economic, environmental and social objectives while, at the same time, addressing stakeholder expectations and sustaining or enhancing shareholder value.”

This definition makes clear that the triple-P approach (People, Planet, and Profit) will be followed, whereby the firm must satisfy to the expectations of the stakeholders, with a close look at shareholder value. This fits this research because if the achievement of a competitive advantage is the main priority of firms, the expectations of stakeholders must be satisfied and it must lead to higher shareholder value. However, this definition does not say anything about the fact that CSR is primarily a voluntary-based approach. Moreover, this research is about one specific stakeholder, the shareholders. Therefore, for this research, these two definitions will be combined into the following definition:

“actions taken place by a firm to integrate economic, environmental and social objectives, beyond what is required by law, while, at the same time, addressing stakeholder expectations and sustaining or enhancing shareholder value.”
1.2 Research Question TC "1.2 Research Question" \f C \l "2" 
Keeping the above described definition in mind, the purpose of this research is formulated by the following research question:

What kind of relationship exists between the quality of Corporate Social Responsibility information and the financial performance of Dutch firms for the period of 2004-2007?

The philosophy behind this relationship lies in prior researches, where researchers argued about the sign of the relationship. On the one hand, prior researchers like Friedman argued that participating in CSR activities is very costly to the firm and it can damage the optimal strategy for the corporation. Other, more socially oriented researchers argued that CSR can be a tool to avoid liabilities from rare, but severely damaging events and that acting Socially Responsible will enhance the reputation of the firm and will build strong brand awareness (see chapter 3 and 4 for a more detailed elaboration of the arguments pro and contra CSR activities). Therefore, it will be interesting to investigate which kind of researchers can be statistically supported for the Dutch situation.
1.3 Relevance TC "1.3 Relevance" \f C \l "2" 
The possibility of a relationship between (the quality of) CSR information and financial performance of firms have been investigated throughout the last decades. For example, Bowman & Haire investigated this subject already in 1975. However, the main problem of these researches is that they did not reach corresponding conclusions. Some found a positive correlation, some found a negative correlation or no correlation at all, and even some researchers found a non-linear correlation. 

While there have been many researches on this subject, (to my knowledge) no research has been performed that investigated the Dutch situation. Therefore, this research can be profitable to:

· Prior researches. Many prior researches investigated only the USA. Therefore, it can be interesting to investigate the Dutch situation, because differences may exist in the domestic laws, cultures or mentality between different countries that may lead to different outcomes per country. 

· Dutch firms who disclose voluntary CSR information, or are considering disclosing CSR information. For example, if a significant positive relationship will exist for Dutch firms, it may be useful to upgrade the amount and quality of CSR information in the future. 

· Dutch shareholders. It is important to find out if good financial performance and being open about CSR related issues can go hand in hand.
· The Dutch government and the ‘Raad van de Jaarverslaggeving’. If a significant relationship will be found, it can be interesting for these parties to adapt the rules and regulations. If a negative relationship will exist, they receive more resistance from firms when developing new rules and regulations. If a positive relationship exists, rules must be developed that demand more disclosure of CSR information.

· Other stakeholders. While this holds true for a lesser degree than the other parties, other stakeholders may still be interested in this relationship. If a significant positive relationship exists, other stakeholders have more negotiation power for demanding more CSR information. If a significant negative relationship will be found, they can find more resistance from the managers to admit to the demands for more CSR information. 
If a relationship will exist between the quality of CSR information and the financial performance, it could be that it is the other way around too. However, this research will investigate if the assumption that CSR disclosures are economical profitable, will hold for Dutch firms, focused on the quality of the information. To reject or accept this assumption, a research must take place where the purpose is to see if a higher quality score is related to better financial performance. Another important notice to take is that the outcome of this research does only say something about shareholders, nothing about other stakeholders. For example, if a negative correlation will be found, it may be possible that other stakeholders benefit from the CSR actions taken by the firm. 
Furthermore, the assumption is made that all CSR-related actions will be reported. This assumption is made, because investigating the differences between what firms actually do and what they report, is too time-consuming and a whole other area of research.
1.4 Outline TC "1.4 Outline" \f C \l "2" 
Before the statistical analyses will be worked out, a literature overview will be given. In this literature overview, sub questions will be answered. These sub questions are derived from the research question. The literature review will give an overview of why firms disclose CSR, why shareholders should appreciate it and how prior research took place and what their outcomes were.

The following sub questions will be worked out:

· Sub question 1: What kind of CSR reporting is mandatory for Dutch firms? This can be an interesting question, because nowadays the government and international financial standard boards set up rules that apply to CSR reporting. This rules-setting is still in the developing-phase, but it can be helpful to keep in mind that in the future more rules may be developed. These new rules can have influence on the outcome of this research. For example, from the moment it became mandatory for some Dutch firms to issue CSR information (2005), it can have influenced the quality scores. In the statistical analyses all years will also be investigated separately, so it is possible to look for differences in the period before and after the year 2005. 
· Sub question 2: What are motives for firms to expand CSR activities beyond what is required by law and report about these activities? This is an important question, because in this chapter, motives will be written down, that can be used as an explanation why firms disclose this kind of information at all. The first motive is already described in the first sub question, namely compliance with law. However, this chapter will go beyond what is required by law.
· Sub question 3: Why should shareholders appreciate CSR activities? This chapter gives an overview of motives for shareholders to appreciate, or not, the disclosure of information about CSR activities. In prior researches, these motives were used as an explanation for the statistical outcomes. 
· Sub question 4: How do you measure the quality of CSR information and financial performance? In this chapter, the possible ways of measuring the two variables will be discussed and the different possibilities will be compared. 
· Sub question 5: What are the outcomes of prior researches on this topic? This chapter will give an overview of prior researches, specified by date. Also the method of measuring CSR and the financial performance, investigated countries, investigated time-period etc. will be described. These prior researches are important to make it possible to compare the outcome of this research, with the outcome of prior researches. 

In the next part of the thesis the sub questions will be answered, by looking at the literature available. In chapter two sub question one will be answered by describing the regulations for CSR reporting for Dutch firms. Chapter three will answer sub question two by describing motives for managers to disclose information about CSR activities. Chapter four will describe motives for shareholders to appreciate, or not to appreciate, this information. Sub question three will be answered in this chapter.

Chapter five describes different methods to measure the quality of CSR information and financial performance, which is the fourth sub question. The last sub question will be answered in chapter six. It will go into more detail about the possible relationship between the quality of CSR reporting and financial performance of prior researches. 

Chapter seven is the statistical research design. In this chapter, the answers on the sub questions will be used for developing the model for the research. Hereby, a description of what will be researched, the data that will be used and how the statistical analyses will take place are discussed. 
Chapter eight will describe the statistical research outcomes and conclusions on the stated hypothesis. This chapter will also provide an overall conclusion by answering the research question of the thesis and by adding limitations and recommendations for further research.
Chapter nine will provide an overall summary of the thesis.

Chapter 2: CSR guidelines and regulations TC "Chapter 2: CSR guidelines and regulations" \f C \l "1" 
2.1 Introduction TC "2.1 Introduction" \f C \l "2" 
Van Marrewijk (2003) says that all motives for CSR activities fall under the umbrella of the “different levels of ambition”:

1. Compliance-driven CSR: CSR is considered as an obligation or duty.

2. Profit-driven CSR: CSR is used to raise profits.

3. Caring-driven CSR: Human potential, care for the planet and social responsibility are important per se.

4. Synergistic-driven CSR: Sustainability is important in itself, since it is foreseen as the expected direction of progress. 

5. Holistic-driven CSR: Sustainability is the only alternative, because every person or firm has a universal responsibility towards all other beings.

In this chapter, the compliance-driven motive will be described. Hereby, the most important guidelines and regulations for Dutch firms will be mentioned. The other four “levels of ambition” will be described in chapter three. The sub question that will be answered in this chapter is sub question one: What kind of CSR reporting is mandatory for Dutch firms? 

2.2 Guidelines TC "2.2 Guidelines" \f C \l "2"  

“De Raad van de Jaarverslaggeving” is a Dutch organization who develops guidelines for Dutch firms with respect to external reporting. Since 2003, they have added guidelines for the publication of CSR information. Looking at guideline 400, paragraph 121, it states: 

“If necessary for a clear understanding of the development, the results, or the position of the firm, non-financial performance indicators should be added to the annual report, including environmental and personnel aspects.”

Further on, they recommend to pay attention to the following aspects with respect to CSR reporting:

· General aspects. This consists of a description of the most important problems/challenges for the firm, the interrelationship between the environmental, social and economic aspects etc.

· Environmental aspects. Information should be given about how the firm takes the environment into account, information about the environmental performances for as far as these performances have influence on the financial position of the firm etc.

· Social aspects. This consists of labour aspects, including employment, labour agreements, education and training etc.

· Economic aspects. Information should be given about the financial contribution of the firm to society, the financial contribution of the firm to stakeholders etc.

Besides these guidelines, the “Raad van de Jaarverslaggeving” also developed the “Guide to Sustainability Reporting” (2003). This report describes: 

“a framework of guiding principles that is based on the premises of voluntary commitment and individual responsibility, taking international developments and good examples from practice into account.”

This framework is meant to help firms by making a CSR report. It does not provide a full developed model that can be copied/paste. It provides guidelines which give the firm the possibility to arrange it in a way they like. Because guidelines are not mandatory, many different scores of the quality of CSR information were measured in the ‘Transparency Benchmarks’ used in the statistical research (see chapter 7). Different firms disclose different amounts of CSR information.
In 2005, as will be described below, rules were added to the Dutch law about CSR reporting. This takes away the voluntary basis for the firms who have to comply with the new rules, but this does not mean the framework becomes useless. The only point is that attention is required to add the mandatory aspects. It is free for the firm to include other CSR information as well. 

This “Guide to Sustainability Reporting” is partly based on the guidelines of the Global Reporting Initiative (GRI). Most of the largest Dutch firms use the framework of the GRI instead of the framework of the “Raad van de Jaarverslaggeving” as a guide to disclose CSR information. This, because the GRI framework is more internationally oriented. Smaller firms, with no divisions placed in foreign countries are more oriented to the framework of the “Raad van de Jaarverslaggeving”.

Besides the GRI framework, more internationally oriented guidelines are established. For example, the AccountAbility1000 guidelines. These guidelines are developed by the Institute of Social and Ethical Accountability (ISEA). These guidelines were the first guidelines used in the Netherlands (1999). These guidelines emphasize the importance of the dialogue with stakeholders. 

Also the Organization for Economic Co-operation and Development (OECD) came up with voluntary guidelines for countries connected with the organization. They emphasized the importance of mentioning more non-financial aspects in the annual report. The importance of the OECD guidelines is in The Netherlands emphasized by the “Sociaal Economische Raad” (Social economic council).

2.3 Regulations TC "2.3 Regulations" \f C \l "2" 
The Dutch regulations are described in the “Burgerlijk Wetboek (BW) part 2 title 9”. Since 2005, guideline 400, paragraph 121, of the “Raad van de Jaarverslaggeving” has been added to the BW. Part 1 of Article 391 of the BW part 2 title 9 has been changed to include also the non-financial performance indicators. However, this rule only applies to large and/or stock listed firms, like stated in part 2 of Article 2:396 of the BW. For now, the large and/or stock listed firms are mandatory to add non-financial performance indicators if it is necessary for a better understanding of the performance of the firm. In the explanation of this rule it is stated which information must be provided. For the issue of environmental information, the EC-recommendation of 2001 must be followed (PbEG2001 L 156/33). It states that information must be issued about the policies and programs followed about environmental protection, the improvements made so far about environmental protection, to what extent the environmental protection measures are rule-based and the environmental performances of the firm. And if the firm issues a separate CSR-report, it should refer to that report. For the social information, the preparers of the annual report must include all relevant and comparable information, if it has consequences for the financial position of the firm. 
2.3.1 Environmental regulations TC "2.3.1 Environmental regulations" \f C \l "3" 
Environmental regulations are described in the “Wet Milieubeheer” (law environmental management).

As described in chapter 12 of the “Wet Milieubeheer: Verslag-, registratie- en meetverplichtingen”, firms who have seriously negative impact on the environment, are mandatory to issue an environmental report to the government and an environmental report to their stakeholders. Every province has a commission who decides if a firm has to comply with this rule or not. If firms do not issue such a report, you as stakeholder, can rely on article 12.7 WM, which states that every citizen can go to the civil judge to demand the publication of the environmental report. And the “wet openbaarheid bestuur” (Law publicity governing board), which states that third parties can have insights in most reports and documents that firms hand over to license granting agencies, can be used by citizens to demand information. 
2.3.2 Social regulations TC "2.3.2 Social regulations" \f C \l "3" 
Social regulations are described in the “Arbeidsomstandigheden Wet” (labour conditions law). This law obligates firms to set up a good policy for safety, healthy work conditions, preventing diseases, preventing violence, preventing sexual intimidations etc. A description of the results of the policy must be handed in by the labour inspection organization, annual. These reports are primarily mentioned to inform their own employees. However, many firms freely distribute these reports, or they publish some of this information into their financial or CSR report. Another obligation is the registration requirement if serious accidents happen or occupational diseases appear. These events must be registered by the labour inspection organization.
2.4 Summary TC "2.4 Summary" \f C \l "2" 
For answering sub question one: What kind of CSR reporting is mandatory for Dutch firms? the most important rules and guidelines are described. While guidelines are not mandatory, it is important to note that many different organizations are aware of the importance of CSR reporting. And moreover, guideline 400, paragraph 121 of the “Raad van de Jaarverslaggeving”, is added to the law. 

This law means that large and/or stock listed firms must add non-financial performance indicators to the annual report if it is necessary for a better understanding of the performance of the firm.

Other rules are the “Wet Milieubeheer” for firms who have serious negative influence on the environment, and the “Arbeidsomstandigheden Wet”. This law is mandatory for every firm, and consists of a description of the results of social policies.

Chapter 3: Motives for firms to disclose information about CSR activities TC "Chapter 3: Motives for firms to disclose information about CSR activities" \f C \l "1" 
3.1 Introduction TC "3.1 Introduction" \f C \l "2" 
Firms who disclose CSR information can be divided into three groups: Leaders, Average and Staying Behind. The Staying Behind group only does what is required by law. Firms in the Leaders and Average group are ranked higher because they have issued more CSR information. The motives for these firms to participate in more CSR activities and report about these activities will be the topic of this chapter. These motives can be divided in the four other “levels of ambition”: Profit-driven CSR, Caring-driven CSR, Synergistic-driven CSR and Holistic-driven CSR. The first “level of ambition”, compliance-driven CSR, is already described in the previous chapter, and corresponds to the Staying Behind group.

The sub question that will be answered in this chapter is sub question two: What are motives for firms to expand CSR activities beyond what is required by law and report about these activities?
3.2 Profit-driven CSR TC "3.2 Profit-driven CSR" \f C \l "2" 
This “level of ambition” search for economical benefits of CSR activities. These profit-driven motives can be divided into three parts: 
· A general part

· A long-term part

· A short-term part
3.2.1. General motives TC "3.2.1. General motives" \f C \l "3" 
A general motive to communicate about CSR activities is the fact that non-communication is negative communication (Lotila 2004, 17). This means that if you do not disclose any information, stakeholders suspect that you have something to hide. In some cases it can even be better to disclose some negative information instead of no disclosure at all, because shareholders’ reaction can be overstated if they do not get any information. 

3.2.2 Long-term motives TC "3.2.2 Long-term motives" \f C \l "3" 
Some long-term motives were the outcome of a research done by Juholin (2004). She investigated a couple of CSR researches and concluded that the long-term profitability is the driving force behind the disclosing of CSR information. Klein and Dawar (2004) for example argued that, even if it does not increase profitability immediately, CSR can have value to the firm, because it can diminish the effects of a bad event. They found that firms with positive and neutral CSR reputations had similar attributions of blame, while firms with a poor CSR reputation had significantly negative attributions. 

This means that socially responsible firms have less risk of negative rare events. Tsoutsoura gives some excellent examples (Tsoutsoura 2004, 6): 

“Companies that adopt the CSR principles are more transparent and have less risk of bribery and corruption. In addition, they may implement stricter and, thus, more costly quality and environmental controls, but they run less risk of having to recall defective product lines and pay heavy fines for excessive polluting. They also have less risk of negative social events which damage their reputation and cost millions of dollars in information and advertising campaigns.” 

The articles of Klein and Dawar (2004) and Tsoutsoura (2004) were not the only articles about the reputation motive. Almost every article about motives for disclosing CSR information mentioned the reputation motive. A firm with a good reputation, can, for example, also spend less money on marketing, because a good reputation of the firm can enhance sales. 

Moreover, a good reputation is not only useful in relation to consumers, but also in relation to other firms, which might increase the firm’s ability to attract capital and trading partners and in relation to potential employees. (Tsoutsoura 2004, 6) 

3.2.3 Short-term motives TC "3.2.3 Short-term motives" \f C \l "3" 
Motives for the short-term are, for example, that socially responsible firms improved working conditions and labour practices for their employees, which might benefit these firms in terms of higher employee morale and increased productivity. (Tsoutsoura 2004, 7)

Even sometimes doing the good and responsible thing equals following the most profitable business strategy. CSR related initiatives like reducing packaging materials or planning the optimum route for delivery trucks can dramatically reduce operating costs. (Tsoutsoura 2004, 7)
Gray et al (1993, 257) mentioned some more motives for disclosing CSR information: 

“Companies report voluntarily to legitimise current activities and to distract attention from other areas”.

The motive to distract attention from other areas is a dangerous motive. If the stakeholders find out the company tried to distract them from other areas, this can damage the reputation of the firm. 

3.3 Caring-driven CSR TC "3.3 Caring-driven CSR" \f C \l "2" 
The caring-driven motives can best be described as altruistic behaviour. It is about selfless actions taken by the firms, beyond what is required by law and beyond profit considerations, to contribute to the common good of society, at the expense of the firm. The motives for disclosing CSR information are that social responsibility, care for the planet and human potential are important per se. 

Fulfilling the ethical duties of the firm can also fall under the caring-driven “level of ambition”. The firm is morally responsible to individuals or groups where it might cause harm or injuries from actions taken place by the firm. While it is not always possible to avoid harm, it must be the intention of the firm to minimize the harms where feasible. In the short-term, firms must make tradeoffs between profitability and moral actions. For the long-term, even acting ethically can be profitable. Moral behaviour builds trust with stakeholders and enhances the reputation of the firm. And a good reputation can diminish the costs of litigation and fines, as described in paragraph 3.1.

Researches like Lantos (2002), who took major ethical perspectives into account (rights, justice and care, and utilitarianism), concluded that altruistic CSR should not be the driven force for disclosing CSR. This because acting altruistic violates shareholder property rights, reduce stockholder wealth and it increases welfare at the expense of whom the firm should care. CSR should only be undertaken if it enhances the value of the firm. Friedman (1962) also said that expenditures to CSR issues should be avoided, because it is a violation of the responsibility of management to shareholders, because it diminishes shareholder wealth. Taking these researches into account, it is not surprising that Smith and Quelch (1993) concluded that altruistic CSR is relatively rare. 

3.4 Synergistic-driven CSR TC "3.4 Synergistic-driven CSR" \f C \l "2" 
The synergistic-driven motives are about to create a win-win situation for both the firm as for the stakeholders. Synergy means that the whole is greater than the sum of the parts. Translating this to CSR, it means that a strategy must be found where the firm and the stakeholders cooperate to enhance both the welfare of the stakeholders and the welfare of the firm, instead of acting separately. This is why synergistic-driven CSR is also called Strategic CSR. 

Firms “give back” to their stakeholders because they believe it is in favour of their own financial interests. This is called “philanthropy aligned with profit motives” (Quester and Thompson 2001). It differs from profit-driven CSR, because not only the welfare of the firm is important, but also the welfare of the stakeholders. It is the intention to find a strategy where both parties benefit. The stakeholders can benefit because the firm act more in such a way they want the firm to operate. The firm can benefit because stakeholders are more willing to buy products of the firm. 

For example, a synergistic-driven motive is that of customer loyalty and sales (Hess 2007). Customers are more willing to buy products from firms that act ethically, instead of firms who did not do anything, or even act unethically (price and quality equal). McWilliams & Siegel (2001) described it as: 

“Some consumers want the goods they purchase to have certain socially responsible attributes (product innovation), while some also value knowing that the goods they purchase are produced in a socially responsible manner (process innovation). By using these products, consumers are indirectly supporting a cause and rewarding firms that devote resources to CSR.”  

3.5 Holistic-driven CSR TC "3.5 Holistic-driven CSR" \f C \l "2" 
The last “level of ambition” is about that every person or firm has a universal responsibility towards all other beings alive. Because all beings and phenomena’s are mutually interdependent, sustainability is the only alternative. Sustainability must therefore be fully integrated and embedded in all levels of the firm, whereby the aim is to contribute to the quality and to continue the life of every being, now and in the future. This can also be described as “pure altruism”. Doing all what you think is necessary, without any regard to rewards or the benefits of recognition. You act as you think that you are obliged to do. 

3.6 Summary TC "3.6 Summary" \f C \l "2" 
For answering sub question two: What are motives for firms to expand CSR activities beyond what is required by law and report about these activities? the other four “levels of ambition” were described: Profit-driven, Caring-driven, Synergistic-driven and Holistic-driven CSR. 

Profit-driven CSR seeks to find economical benefits of CSR activities. Caring-driven is about contributing to the common good, at the expense of the firm. It is also called altruistic CSR. Synergistic-driven is about to create a win-win situation for both the firm and the stakeholders. It is about to create such a strategy that creates benefits for both. Therefore it is also called Strategic CSR. The last “level of ambition”, Holistic-driven CSR, is about that a firm has a universal responsibility towards all other beings alive. It is also called “pure altruism”. You act as you feel you are obliged to, without any regard to rewards or the benefits of recognition.
Chapter 4: Motives for shareholders about CSR information TC "Chapter 4: Motives for shareholders about CSR information" \f C \l "1"  
4.1 Introduction TC "4.1 Introduction" \f C \l "2" 
Concluding the last chapter, the researchers who are pro CSR-driven firms take the assumption into account that CSR leads to future benefits for the firm. The researchers who are contra CSR-driven firms take the assumption into account that CSR costs more than it enhances share value. What will be the case for Dutch firms will be investigated in chapter seven and eight. 
In this chapter, the motives for shareholders to support these assumptions will be described. Hereby, sub question three: Why should shareholders appreciate CSR activities? will be answered. These motives can be used as explanation for the research outcome in chapter eight.
4.2 Motives for shareholders to not appreciate CSR information TC "4.2 Motives for shareholders to not appreciate CSR information" \f C \l "2" 
Motives for shareholders to not appreciate CSR information are mostly cost-based. Friedman (1962), like stated in the previous chapter, said that expenditures for social issues are a violation to the responsibility of management to shareholders, because these expenditures do not lead to higher shareholder wealth. Friedman (1996) concluded the statement above by arguing that from an economical perspective, a firm’s only social responsibility is to maximize shareholder wealth. 

Smith (1998) argued that costs for CSR will put a firm into a competitive disadvantage, because social actions entails costs that competitors need not bear, resulting in lower shareholder wealth. 

Another cost-based aspect can be that the information is not freely available. It can be costly to collect and select all the relevant information. Thereby expensing a lot of money, that may not be earned back.

Another cost-based motive can be that acting socially responsible can diminish the efficiency of resources used. For example, the management restricts some kind of activities, because it is not in compliance with the new CSR standards. This leads to higher production costs, and can diminish shareholder wealth.

Another motive can be that the information is secret. If the firm then decides to disclose the information, competitors get confidential information about the firm. That can lead to a lower competitive advantage, whereby the value of the firm will decrease, and that will lead to lower share prices too. 

Referring back to the previous chapter, it can be concluded that Caring-driven CSR and Holistic-driven CSR should be avoided for shareholders. These morally motives diminish shareholder wealth, violates shareholder property rights and it shifts benefits to the general welfare at the expense of the shareholders. Such morally motives should only be the driving force, if it leads to higher profits, resulting in Synergistic-driven CSR. 

4.3 Motives for shareholders to appreciate CSR information TC "4.3 Motives for shareholders to appreciate CSR information" \f C \l "2" 
Shareholders will appreciate the disclosure of CSR information if the benefits of it are greater than the costs. CSR is expensive, but it can lead to higher profits for firms. Shareholders, however, should not expect to earn a higher profit on the short term, because earning back the invested money can take on a long time. For example, like stated in the previous chapter, a reputation has to be built, which in the long term can lead to higher profits for the firm, resulting in higher shareholder wealth. 

A motive for shareholders to appreciate CSR information is that it is common believed that improving information disclosures, leads to lower cost of capital and makes it easier to get access to new capital. This holds true, because with the new information, banks and other lenders are able to better predict the risk they face, and therefore they are able to lower the interest percentage. And in the end, the lower cost of capital can lead to more profits for the firm, and therefore, a higher share price. 
Mallen Baker (2007) also said that well managed CSR supports business objectives, builds relationships with stakeholders, should reduce business costs and maximize its effectiveness. If that is the case, it will be in the interests of the shareholders to appreciate CSR information. 

This are just a few motives, but in general it can be concluded that all Profit-driven motives are also in the interest of the shareholders, because higher profits for firms, leads to higher shareholder wealth.  

The Synergistic-driven motives should also be appreciated by the shareholders, because these motives also increase shareholder wealth. These motives can best be explained by describing Socially Responsible Investments (SRI). For these investment decisions, shareholders take into account the corporate responsibility and societal concerns. SRI investors encourage firms to improve their social, environmental and governance practices, taking the investor’s financial needs and the investment’s impact on society into account. With SRI, shareholders can put their money to socially responsible organizations, while earning (competitive) returns. Generally, social investors search for profitable firms that positively contribute to society. 

Therefore, a Synergistic-driven motive can be that shareholders appreciate CSR disclosures when it is profitable and also contributes to society in general. The shareholders act not only profit-driven, but they also care for the society in general. 

4.4 Summary TC "4.4 Summary" \f C \l "2" 
The main purpose of this chapter was to give an answer on sub question three: Why should shareholders appreciate CSR activities? 

In the literature available, there is no common solution to this question. Some say shareholders should not appreciate it because CSR activities are too expensive. Others say that these extra costs will, in the long term, be earned back because of a higher reputation and diminishing costs of capital. The statistical research that will be worked out will investigate what hold true for the Dutch situation.
A general conclusion can be that shareholders should not appreciate Caring-driven CSR and Holistic-driven CSR, but should appreciate motives that are Profit-driven and Synergistic-driven.
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5.1 Introduction TC "5.1 Introduction" \f C \l "2" 
It is of utmost importance how the variable components are measured. Investigating the same firms, in the same time-period, can lead to different conclusions if different measurement strategies are followed. Therefore, this chapter will give an overview of the different measurement strategies that have been used in prior researches, and these different strategies will be compared, by describing the strong and weak points of each alternative. 

The sub question that will be answered in this chapter is sub question four: How do you measure the quality of CSR information and financial performance?

5.2 The measurement of the quality of CSR information TC "5.2 The measurement of the quality of CSR information" \f C \l "2" 
Cochram and Wood (1984) already examined this subject. They concluded that there are two generally accepted methods to measure CSR: 

· The reputation index

· Content analyses

In the reputation index method, knowledgeable analysts rate firms by using some dimensions of CSR. For example by evaluating the stakeholders, the strategy and the vision of a firm with respect to CSR. An important advantage of this method is the consistency of the ratings, because one evaluator rates all firms by using the same criterions. 

An important disadvantage is that a reputation index is highly subjective. The ratings can vary greatly per observer. Therefore, the reliability of the ratings is questionable. Another disadvantage is that such indices consist mostly of a relatively small sample size. Therefore, prudence should be taken into account by making conclusions if a reputation index is used. 

Examples of used reputational indices are Moskowitz’s (1972, 1975) tripartite ratings (high, average, worst firms) or the Fortune magazine ratings of a firms’ “responsibility to the community and environment”, used for example by Conine and Madden (1987), McGuire et al. (1988) and Formbrum and Shanley (1990).

The second method is the content analysis. Content analysis is a method that determines certain words or concepts within texts or within sets of texts. This can be done by simply counting certain words. A researcher then quantifies and analyzes the presence, meanings and relationships of such words and concepts. For measuring CSR, researchers make use of annual reports or other various firm publications. 

An important advantage of this method is that, after the particular variables have been chosen, the procedure is relatively objective. Therefore, the outcomes of the research are independent of the particular research. Another advantage is that because of the more mechanical way of measuring CSR, a larger sample size is possible.

An important disadvantage is the subjectivity of the choice of the particular variables at the start. Someone who selects other variables can end up with different conclusions. A second disadvantage is that investigating what a firm says they are doing, does not have to reflect what they actually do. 

Content analyses are first used by Bowman and Haire (1975), and afterwards, many more researchers used content analyses as the method to measure CSR. 

Orlitzky et al. (2003) mentioned in their overview of measuring CSR two more methods:

· Behavioural measures

· assessment of the values and principles inherent in a firm’s culture (Post 1991)

The behavioural measures are about social audits. Social audits consist of an independent, professional third-party, who assesses a firm’s objective about CSR behaviours, such as environmental programmes, community services and corporate philanthropy. Behavioural measures may still result in rankings, such as the measure of a firm’s pollution records by the Council on Economic Priorities (CEP). These pollution records are, for example, used by Bragdon and Marlin (1972) and Spicer (1978).
The assessment of the values and principles inherent in a firm’s culture is, for example, used by Aupperle et al. (1985), who developed a forced choice survey of corporate social orientations, using Carroll’s (1979) CSR construct with four dimensions (economic, ethical, legal and discretionary responsibilities). 

For their research they asked CEO’s to fill in a questionnaire. With the outcomes of this questionnaire, Aupperle et al. (1985) could make an assessment toward the social responsibility of CEO’s. And this questionnaire made it possible to investigate if four separate components of CSR exist or not, and if they do, the weighted proportions can be showed.  
However, the last method is not used a lot in practice, because it is a time-consuming and sometimes even impossible way of measuring.  

5.3 The measurement of financial performance TC "5.3 The measurement of financial performance" \f C \l "2" 
According to the research of Cochram and Wood (1984), two general approaches are used to measure the financial performance of firms:

· Market-based

· Accounting-based

Market-based measures of the financial performance are, for example, measurements about the price per share or share price appreciation. Market-based measures: 

“reflect the notion that shareholders are a primary stakeholder group whose satisfaction determines the firm’s fate” (Cochran and Wood 1984).

The financial performance of a firm, using this approach, is measured by calculating shareholder wealth. The first researches using the market-based approach used the change in share price as measure of financial performance (Moskowitz (1972), Vance (1975)). However, the change in share price only reflects a part of the shareholder wealth. The other part is the dividend they get. So shareholder wealth can be described as change in share price plus dividend. One important notice, however, is that the risk of the share prices should also be taken into account. This can best be illustrated by using the Capital Asset Pricing Model (CAPM). The CAPM describes the relationship between a stock’s expected return and the risk. In formula: E(Ri) = Rf + ßi [E(Rm) - Rf]. 

Ri = the rate of return on stock i

Rf = risk free rate of return

Rm = the market rate of return

ßi = the beta on firm i that measures the co-movement of that firm’s returns with those of the overall market

E (*) = symbol for expected value

This formula shows that higher risks are associated with higher expected returns. This is only true for that portion of risk that can not be diversified away. Shareholders facing the higher risk that can not be diversified away (the beta) must be rewarded by offering a higher expected return.

A disadvantage of the market-based approach is that it is difficult to exclude other influences on the share price of a particular firm, like profit estimations and the overall market reaction.

Accounting-based measures of the financial performance are, for example, a firm’s return on assets (ROA), earnings per share (EPS) or return on equity (ROE). Accounting-based indicators: 

“capture a firm’s internal efficiency in some way” (Cochran and Wood 1984). 

Accounting returns are depending on a managers’ allocation of funds to different projects and on the policy choices made. Accounting returns therefore reflects the internal decision-making capability and the manager’s performance rather than the external market reaction to the firm’s actions. 

A disadvantage of using the accounting-based approach is that numbers like EPS and ROA are influenced by the growth rate of the firm and by the accounting choices made by the manager. So these numbers are difficult to compare across firms. Adjustments have to be made with regard to the financial leverage and risk differences between firms.  

Another disadvantage is that this approach only looks at historical aspects of the performance of a firm, while the current situation can already be totally different than the historical data used to measure the financial performance.  

According to Orlitzky et al. (2003), another strategy can be used to measure the financial performance of a firm:

· Perceptual (survey) measures

Perceptual measures are surveys that want to provide subjective estimates of, for example, the firm’s “soundness of financial position”, “wise use of corporate assets” or “financial goal achievement relative to competitors” (Conine and Madden 1987, Reimann 1975, Wartick 1988). This is a time-consuming strategy and rarely used in practice. 

5.4 Summary TC "5.4 Summary" \f C \l "2" 
This chapter gave an answer on sub question four: How do you measure the quality of CSR information and financial performance? by giving an overview of the different measurement strategies that were used in prior researches for measuring CSR and financial performance of firms. the quality of CSR reporting is most of the time measured by using a reputation rating or by content analyses. Sometimes a behavioural measure or an assessment of the values and principles inherent in a firm’s culture are used.

The financial performance is most of the time measured by a market-based approach or an accounting-based approach. Rarely a perceptual measure is used.

Chapter 6: prior researches TC "Chapter 6: prior researches" \f C \l "1"  
6.1 Introduction TC "6.1 Introduction" \f C \l "2" 
Before starting the statistical research, it is important to investigate prior researches about a possible relationship between CSR and financial performance.

As mentioned in the introduction, many researches have already investigated if any relationship between CSR and financial performance exists. Therefore, for this research specified to the Dutch situation, a lot of comparable researches exist. This chapter will give an overview through the time about these researches. 

The sub question that will be answered in this chapter is sub question five: What are the outcomes of prior researches on this topic? Hereby, aspects as time-period of investigation, methods used to measure the variables, the time-span of the research, the amount of selected firms and the research outcomes will be described. 
6.2 Prior researches 70’s TC "6.2 Prior researches 70’s" \f C \l "2"   
As described in chapter four, if a firm contributes to CSR, it can be an attractive investment. One of the first researches who empirically validated this conclusion was Moskowitz (1972). He researched 14 firms, which he believed were good social responsibility investments, by investigating their common stock return for the first half of 1972. His outcome was an appreciation of the stock by 7.28 percent. This appreciation was much greater than the appreciation of stocks at the Dow-Jones Industrials index (4.4 percent). Therefore Moskowitz (1972) concluded that this support the view that firms who contributes to CSR can be attractive investments. 

A contradictory view described in chapter four, is that firms who contribute to CSR have a competitive disadvantage, because of the added expenses incurred. One of the first researches who empirically validated this conclusion was Vance (1975). For his research he used a reputational index, based on two surveys conducted by Business and Society Review and the National Affiliation of Concerned Business Students, as a proxy for social performance. In these surveys, respectively 45 and 50 leading US firms over the year 1974 were investigated. For the measurement of the financial performance he used the yearly change of a firm’s stock price. Using these two rankings and the yearly stock change, Vance (1975) found a significant negative correlation between these rankings and stock market performance during 1974. 

Alexander and Buchholz (1978) found that both researches had some empirically deficiencies. Both researches investigated only a short time-period (Moskowitz’ research investigated stock market performance over a half year; Vance’s research investigated stock market performance over one year), and both researches did not evaluate a risk-adjusted stock market performance. Alexander and Buchholz (1978) corrected for these deficiencies to be able to make a better conclusion about if a correlation between CSR and financial performance exists. For the financial performance, they did not only look at rates of return, but also added a risk component. This, because it was generally accepted that a security with higher risks should also have higher returns than securities with lower risks. Therefore, both risk and share returns must be incorporated in the analysis. To accomplish this, Alexander and Buchholz (1978) made use of a regression model based on the Capital Asset Pricing Model (CAPM), as described in chapter five. The formula used by Alexander and Buchholz (1978) was: 

Rjt - RFt = aj + ßj [Rmt - RFt] + Ejt. 
The difference between the CAPM described in chapter five and this model, is that the CAPM described in chapter five was on an expectation basis. The model used by Alexander and Buchholz (1978) measures the performance, therefore an error component (Ejt) is added to the formula. The component aj is a measure of the stock market performance on a risk-adjusted basis. 
For the measurement of CSR, Alexander and Buchholz (1978) used the same indices as from the study of Vance (1975), with an exception of four firms, because these were firms with no common stock. Before using these two indices, they calculated the correlation between these two indices. The outcome gave a rank order correlation coefficient of .6584, which meant the two indices were significantly correlated (with a 0.05 significance level). 
The financial performance was measured over 1970-1974, using the formula of Fama (1976): 
Rjt = (Pt- Pjt-1 + Djt)/Pjt-1. 
Whereby P is the price per security and Djt the dividends get on security j at period t. 

The outcome of this research showed that for both indices, no significant correlation exists with the risk-adjusted stock market performance of firms. Furthermore, they concluded that even the stock risk levels had no significant correlation with the degree of social responsibility. 

They finished their research by saying that their outcome is consistent with the theory of Fama (1970), who said that stock markets are efficient. This means that in an efficient stock market, new relevant information will immediately be reflected on the stock price. And because many of the firms investigated had, after the risk-adjustment, no significant higher stock returns than the overall market, the effects of the degree of social responsibility on stock prices would be nonexistent.  

Bowman and Haire (1975) investigated in their research some difficult issues a corporate strategist has to deal with. The first issue investigated is a myth. Social responsibility activities are contrary to the interests of the investors, and the equity holder at the end pays for this kind of activities. Another issue is about how much to spend on CSR. Is there an amount that maximizes profit?

For their research, Bowman and Haire (1975) used a content analysis for measuring CSR. They looked at the amount of lines in an annual report devoted to social responsibility. They started with a test of efficacy of their measuring instrument. They used the 14 firms identified by Moskowitz (1972) as being social responsible. For each of these firms, they choose another firm in the same industry and of equal size, which were not stated as outstanding CSR firms. They compared the annual reports of both groups, and the outcome showed that the group of firms selected by Moskowitz (1972) wrote significantly more about CSR in their annual report than the other group (the level of confidence was 0.017, with a 0.05 significance level).

The research of the first issue described above showed an inverted U-shape. The investigated firms were divided into three groups, Low, Medium and High mention of CSR. For the measurement of the financial performance the Return On Equity (ROE) was used. And the outcome showed that the Medium group had the highest ROE. They also investigated if the size of a firm matters, but the outcome was negative: it did not matter. So the conclusion is that, because of the inverted U-shape of the ROE, the equity holder at the end does not pay for this kind of activities. Only if too many is spend on CSR activities, it will be at the expense of the shareholders.
The other issue was tested by using a research of Bragdon and Marlin (1972). They rated 17 firms on their behaviour in pollution control. The outcome was that the firms who performed better in pollution control had higher ROE. This corresponds to the outcome of Bowman and Haire (1975). After that research, Bowman and Haire (1975) asked themselves: “is more always better?” Therefore, they divided the group of firms into Low, Medium and High responsibility to pollution. Here again, an inverted U-shape was the outcome. The Medium group of responsibility to pollution had the highest ROE. Therefore, they concluded that spending too much or too less on CSR issues is not in favour of the firm.
6.3 Prior researches 80’s TC "6.3 Prior researches 80’s" \f C \l "2" 
The researches about if a relationship exists between CSR and financial performance, had not been broad developed during the 70’s. Many researches were published, but there had been many critics on these researches as well. 

For example, Cochran and Wood (1984) argued that the failure to adjust for risk led to the different outcomes between Moskowitz (1972) and Vance (1975). This, because Moskowitz (1972) researched a period of rising markets, while Vance (1975) investigated a period of declining markets. So the outcome can be explained by the risk of the returns, and not by the variable they were believed they were examining.
Therefore, Cochran and Wood (1984) re-examined the relationship between CSR and financial performance. They extend prior empirical research in three ways. They used an improved financial measurement and additional variables. A more suited statistical tool is used and finally, they make use of a large industry-based control group and two test intervals. 
For the measurement of CSR, Cochran and Wood (1984) made use of a specific reputational index, the combined Moskowitz list. To avoid problems arisen in previous researches, each firm will be independently compared to its industry group as defined by the Standard and Poor’s Standard Industrial Classification Code (SIC-code). For the first test interval (1970-1974), 39 firms were divided over 29 industries. These firms were compared with 386 firms in the control group. The second test interval (1975-1979) consisted of 36 firms in 28 industries, with 366 firms in the control group.

For the measurement of the financial performance, Cochran and Wood (1984) made use of accounting data: the ratio of operating earnings to assets, the ratio of operating earnings to sales, and excess market valuation.
Furthermore, the firms were divided into three groups based on CSR score: Best, Honorable, Worst. With the ratio of earnings to sales as proxy for financial performance, the Best group significantly outperformed the rest (with a 0.1 significance level for the first interval and a 0.05 level for the second interval) and the Honorable group outperformed the Worst group, in both intervals (with a 0.1 significance level, only the second interval was significant).

With the ratio of excess value, the Best group significantly outperformed the rest (with a 0.01 significance level for the first interval, and a 0.05 level for the second interval). The Honorable group only significantly outperformed the Worst group in the first interval (with a 0.1 significance level).

With the ratio of earnings to assets, no significant correlation exists. The Honorable group performed best, which corresponds to the outcome of Bowman and Haire (1975). This raises questions concerning the nature of the assets or their use by the firm. Asset turnover and asset age are therefore added as control variables. Asset age turns out to be significantly negative correlated with the Worst group. Asset turnover is weakly correlated to the CSR index.

The conclusion that can be taken from this research is that within industry groups asset age is the most strongly correlated variable. The outcome without this variable is a spurious correlation between CSR and financial performance. But even after adding asset age as control variable, and using a large sample and industry specific control groups, still a weak positive link between CSR and financial performance can be supported.
As described in chapter five, the research of Aupperle, Carroll and Hatfield (1985) made use of an elaborate, forced-choice questionnaire filled in by corporate CEO’s.  They developed such a model, because they were convinced that prior researches were incomplete and simplistic in methodology. As they stated: “the empirical study of corporate social involvement is in an undeveloped state” (Abbott & Monsen, 1979, 501). 
Further they state that in prior researches, the methods used to measure financial performance are a clear-cut process, but methods to measure CSR are not. They concluded that it is a hard process to select appropriate criteria and standards. 

Aupperle et al. (1985) started their research with selecting the statements representing the three non-economic components (ethical, legal and discretionary responsibilities). For this selection, they made use of five prior researches (Eilbirt & Parket, 1973; Corson & Steiner, 1974; Paluszek, 1976; Holmes, 1977; Ostlund, 1977). From these researches, they selected only the statements rated as important by the respondents in these researches and omitted industry specific items, to get ratings regardless of industry association. For the economic component in their model, they used publicly available statements from the Business week and Forbes. After statements selection, a judge, consisting of six people, reviewed the statements. Thereby, they divided the statements over the four components, and if at least five judges added a particular statement to the same component, the statement was used for the research. After that, the questionnaire was mailed to 818 CEO’s, with a response rate of 30% (241 usable responses).
The outcome of a measurement of the correlation between the four components resulted in a significant negative correlation between the economic component and the other three components (with a 0.001 significance level). If a CEO emphasizes economic aspects, it is at the cost of the other three components. For their research, they combined the three non-economic components. For the financial performance, they used a risk-adjusted ratio of Return On Assets (ROA). The outcome of their research showed their was no significant correlation between social responsibility and financial performance (they used a 0.05 significance level, and for the long term (five year), the outcome was 0.16, and for the short term (one year) it was 0.08).
Another research published in the 80’s was a research by McGuire, Sundgren and Schneeweis (1988). In their research, they tried to investigate two aspects that were overlooked by prior researches: First, economic performance is not only measured in terms of accounting and stock market based approaches, but they also investigate the risk components. Second, they not only examined if CSR influences financial performance, but also if financial performance influences CSR.
For measuring the CSR, they made use of ratings from the Fortune’s magazine. For their ratings, Fortune’s magazine asked over 8,000 executives to rate the ten largest American firms in their industry (first year 1982). Per year they rated 20 to 25 industries.
The data used for measuring the financial performance were obtained from Compustat. They used a market return, based on a risk-adjusted return (alpha) and total return. For the risk component they used Beta (systematic risk) and the standard deviation of total return. For the accounting based performance they used Return on Assets (ROA), sales growth, total assets, operating income growth and asset growth. For the accounting based risk component, they used the ratio of debt divided by assets, operation leverage and the standard deviation of operating income.
For their research, they investigated three correlations. The first correlation examined is between CSR scores of 1983-1985 and the financial performance of 1982-1984. The second correlation examined is between CSR scores of 1983 and financial performance of 1977-1981. The last one examined the correlation between CSR scores of 1983 and financial performance of 1982-1984.

The outcome of the first research showed that no correlation exists with a market based component as financial performance measurement. However, three accounting based components were significantly correlated with the CSR scores. ROA and total assets were positively correlated (with a 0.01 significance level) and the operating income growth was negatively correlated. The risk components were also negatively correlated with the CSR-scores, with only debt/assets as a significant negative correlation. 
The second research investigated if prior financial performance is significantly correlated with CSR scores. This investigation showed that only the Alpha was significant positive correlated (with a 0.05 significance level) as measurement of a market based approach. For the accounting based measurements, ROA, asset growth and sales growth showed a significant positive correlation. The risk components of debt/assets, beta, and standard deviation, were all significant negative correlated, and only positive correlated for operating leverage. 

The third research investigated a later time period. The market based measurements for financial performance show little positive correlation, but ROA is again highly positive correlated (with a 0.01 significance level). The risk components were all negative correlated.
The next step in their research was to use a regression analysis to test if a multivariate relationship between CSR and financial performance exists. As independent variable, they selected the CSR scores of 1983. The outcome showed that the accounting based measurements had more explanatory value than the market based measurements (R² = .294 respectively .194). The same holds true for the accounting based risk components (R² = .287 respectively .211). Also subsequently accounting based performance measurements are a better predictor of CSR than subsequent market based performance (R² = .195 respectively .052). However for the subsequent risk, the market based risk components had a higher explanatory value than the accounting based components (R² = .287 respectively .193). 

The conclusion that can be drawn from the research of McGuire et al. (1988) is that prior financial performances are a better approximation of CSR scores than subsequent financial performance, because of the higher R²-values. This is in contrast with the previous researches, who investigated if higher CSR scores lead to better financial performance. 
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In the 90’s, investors became much more socially oriented than before. For example, according to the Social Investment Forum (1991), a growing number of institutional investors allocate their funds using socially screens and criteria, because it became easier to obtain CSR information. And estimations by Tepper Marlin (president of the Council on Economic Priorities) showed that over $600 billion is allocated to socially responsible investments (1992). These growing numbers increased the amount of researches about the relationship between CSR and financial performance.

An interesting research done in the 90’s is a research by Pava and Krausz (1996). They start their research with an overview of twenty-one empirical researches which explicitly address the statistical correlation between CSR and traditional financial performance. They found the following empirical regularity, which they call the paradox of social costs (Pava and Krausz 1996, 322):

“Nearly all empirical researches to date have concluded that firms which are perceived as having met social-responsibility criteria have either outperformed or performed as well as other firms which are not (necessarily) socially-responsible.”

They found that there is no negative correlation between CSR activities and financial performance, which is surprising when you follow the line of reasoning that CSR activities are costly to the firm. 

Pava and Krausz (1996) call this line of reasoning the traditionalists’ view of the corporation and show the arguments in favour with this line of reasoning that have been put forward by Milton Friedman, who is the most well-known supporter of this view. Managers’ sole responsibility is to maximize firm value. They 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). 

They formulated a hypothesis around this notion that they call the traditionalists’ hypothesis (Pava & Krausz 1996, 323): 

“Firms which are screened on the basis of social-responsibility will be characterized as inferior investments using traditional financial statement analysis criteria.”

Apparently, empirical evidence has rejected this hypothesis (Pava & Krausz 1996, 324): 

“While it is evidently true that not all researches 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. We believe that this finding directly contradicts the traditionalists’ view of the corporation.”

Pava and Krausz’ (1996) overview consisted of twenty-one researches, of which twelve reported a significant positive correlation, one reported a significant negative correlation and eight reported no measurable correlation between CSR and financial performance. The researches were published over a twenty year time span and the different researchers used alternative methodologies, variables, industries and sample sizes. Nine researches used a measure of environmental performance, two used content analyses, and six used reputational indices as a proxy for CSR performance. The other researches made use of multiple criteria, South African investments or CEO attitudes. And interestingly, it seems that the method used to measure CSR had no influence on the outcome. From the six researches that used a reputation index, four researches reported a positive correlation, and from the nine researches that used an environmental performance, four researches reported a positive correlation. The two researches who used a content analysis for measuring CSR, both reported a positive correlation. The negative correlation was found at a research that used a reputational index. 

For measuring financial performance, seven researches used market-based returns, six used financial accounting returns, two used a risk-based method and six others used multiple criteria. Also the method used to measure the financial performance does not seem to influence the outcome of the research. From the seven market-based researches, four reported a positive correlation. From the six accounting-based researches, three reported a positive correlation. The other two methods reported respectively one and four positive correlations. The negative outcome belongs to a research that used an accounting-based method.

The sample size of the researches can be divided in seven researches that used a sample size of less than twenty, eight researches between the twenty and sixty, while six researches used a sample size of more than sixty.

“There are advantages and disadvantages to both large and small sample researches. For example, small sample sizes may result in better estimates of CSR. Large sample sizes will minimize sample bias.” (Pava & Krausz 1996, 326) 

In the outcomes of the researches, the sample size does not have much influence. The three groups all have four positive correlation results. The negative correlation belongs to a research that used between the twenty and sixty firms as sample size.

The outcomes of these researches were published in numerous academic journals that focus on different academic disciplines, including accounting, business ethics, economics, finance and management. 

“This diversity should mitigate problems associated with experimental deficiencies which might result from any one approach.” (Pava & Krausz 1996, 324) 

After describing these twenty-one empirical researches, Pava and Krausz (1996) performed a research themselves. For selecting the criteria for their research, they kept the criteria of these twenty-one empirical researches into account. For example, to measure the CSR, they used the list of the Council on Economic Priorities (CEP) of social responsible firms. Numerous researches from the twenty-one described above based their research on this index. Moreover, other indices mostly consist of the same firms. Further, Pava and Krausz (1996) reasoned that the CEP index was superior of the second most used index, the Fortune index, because the CEP index took eight aspects of CSR into account, while the Fortune index only took two aspects into account. 

For the financial performance they looked at market-based aspects (market return, market value to book value and price to earning ratio), accounting-based aspects (return on assets, earnings per share and return on equity), risk aspects (current ratio, debt to equity ratio, interest coverage, quick ratio, market beta and Altman’s Z-score) and other industry-specific aspects (capital investment intensity, number of lines of business, size and dividend pay-out ratio). 
In their research, they examined the long term financial performance of 53 firms which are identified by the CEP (Group 1), and compared them with a control group matched by size and industry (Group 2). 
The outcome of their research with the market-based approach, resulted in no significant correlation overall. With market return as measurement for financial performance, 1986 resulted in a significant positive correlation (with a 0.1 significance level), but in 1988 the correlation was the reverse. The price to earning ratio resulted in an overall mean that was almost the same for both groups based on the seven years period (19.91 for the first group and 20.51 for the second group). In 1989 and 1991, the market value to book value resulted in a positive significant correlation (with a 0.05 significance level).

The outcome with the accounting-based approach resulted in the same outcome as with the market-based approach. The return on assets resulted in a slightly positive correlation overall, with 1987 and 1989 as significant. Return on equity was only positive significant correlated in 1987, and earnings per share were not correlated for any of the seven years.  

The outcome with the risk-based approach also resulted in no significant correlation overall. Some of the variables resulted in a significant correlation for one or two years, but overall no significant correlation exists. 
For the industry-based approach, three of the seven years resulted in a significant positive correlation (with a 0.05 significance level) between CSR score and investment intensity. Surprisingly they did find a positive significant correlation between CSR scores and the size (measured by total assets). Pava and Krausz (1996) tried to select firms of the same size in the control group, but it did significantly differ. This is because the selected firms by the CEP were mostly the biggest firms in their industry, so a comparable firm, according to size, did not exist. The other two variables (lines of business and dividend pay-out ratio) both resulted in no significant correlation.
After this research, Pava and Krausz (1996) also tested for changes over time. They compared the relative performance of both groups in two time periods (1985-1987; 1989-1991). For the early period, they compared the means of all the sixteen variables for the three years between both groups of firms. The market, risk and industry variables resulted in no evidence supporting that group two firms enhanced performance relative to group one firms over time. Only return on equity showed evidence to support the statement that the second group firms enhanced performance over time. This leads to the conclusion that the costs of CSR activities do not negatively impact the financial performance. 

After that, they did the same for the second period. The results of their research did show that the group one firms did relatively performed better over time than the group two firms. Especially the market based variables showed that socially responsible firms financially performed better, with, for example, a twice as high market return in the second time period for group one firms respectively group two firms. Therefore, Pava and Krausz (1996) concluded that CSR activities might improve the financial performance.
Another research that investigated prior researches is a research by Richardson, Welker and Hutchinson (1999). They developed a model to review prior researches and indentified continuing gaps in their knowledge. They divided prior researches into three parts: Firm characteristics and CSR behaviours, CSR behaviours and CSR disclosures, and CSR disclosure and capital market reactions. They reviewed twenty-one prior researches after 1990.

The first kind of researches tries to find a relationship between firm characteristics and CSR behaviour. Patten (1991) found that size and industry classification does have a significant influence on CSR behaviour. This outcome motivated many researchers to test for this hypothesis. These researchers selected industries which are closely monitored for social and environmental performance (tobacco, oil, chemical etc) to maximize the likelihood of finding or rejecting hypotheses around this subject.  Richardson et al. (1999) concluded from their research that:
“The literature indicates that the level of CSR activity and disclosure is related to the industry of which the firm is a member, the size of the firm, the country in which it reports (and hence the legal environment) and the values of the managers in the firm. There is an interaction between industry and firm size with large firms in sensitive industries being most likely to engage in CSR behaviours and/or disclose information on CSR. Changes in CSR behaviour have been linked to incidents that heighten public awareness of such issues. Firms have also been shown to respond to events that they experience themselves, events involving others in their industry and events involving companies facing similar risks.”

The second kind of researches investigated the relationship between CSR behaviours and CSR disclosures. One of the major weaknesses in this kind of researches is that no research thoroughly investigated the sensitivity of the different ways of measuring CSR performance. Further, Richardson et al. (1999) concluded that:
“Researches of the link between CSR performance and company CSR disclosures provide mixed evidence. The lack of relationship between the quality and quantity of CSR disclosures and CSR performance can be taken as a lack of bias in disclosure or simply as a lack of disclosure. The finding that there is no relationship between the content of corporate CSR disclosures and CSR performance is much more troubling both from a practical point-of-view and in light of the use of disclosure measures as proxies for CSR performance in many empirical researches.”

The third kind of researches investigated the relationship between CSR disclosure and capital market performance. The authors make a further distinction between two different sorts of effects: 

1. Market process effects

2. Direct cash flow effects

Ad 1) the release of CSR related information can have impact on the number of analysts following the firm. The disclosure of CSR related information can be profitable for firms, either bad or good news, as long as it reduces uncertainty. Market process effects can (Richardson et al. 1999, 21): 

“Result in greater liquidity of the firm’s shares (and hence lower transaction costs) and a lower cost of capital due to the reduced firm specific risk associated with holding dept or equity in the firm (Welker 1995; Botosan 1997).”

The few researches that have tested this correlation indicate that there is indeed a positive correlation (Botosan 1997; Angel & Rivoli 1997; Patten 1990). 

Ad 2) CSR can have long term cash flow consequences for the firm (Richardson et al. 1999, 21): 

“For example, a decision to ensure that the firm does not contaminate the environment may be value-maximizing net present value decisions compared with the cost of future law suits and site restoration.”

CSR disclosures can also have direct cash flow effects via expected future regulatory costs. The social impact of firms can induce regulators to take action (Richardson et al. 1999, 22): 

“Disclosures of CSR may be used by the market to assess the likelihood of future regulatory action and hence the impacts on future cash flows.”

Most researches that examine this effect use market reactions after disasters (Richardson et al. 1999, 34): 

“The researches examine the link between CSR and abnormal returns following such a disaster and demonstrate that the market penalizes the firms with the worst CSR record most and that the impact on the firm’s share price is moderated if there has been prior evidence of CSR activity.”

Richardson et al. (1999) concluded their research by highlighting weaknesses in prior researches. First of all, no independent data on environmental performance from government agencies exist. Second, any comparison between the outcomes of different researches is difficult, because the different research designs are unlikely to control for confounding variables. Richardson et al. (1999) concluded that this lack of interpretation is due to missing theoretical frameworks in many prior researches. 
The most well-known theoretical perspective on CSR is the cost-based approach of Friedman. Also other theoretical perspectives exist like a corporate social performance framework, which includes social issues, philosophy of social responsiveness and social responsibility categories (which one of them is economic responsibility). This framework has much in common with the most used framework, the stakeholder perspective. 

However, Richardson et al. (1999) stated that many researches lack such a framework. Therefore, they developed their own model. This model also describes potentially correlations that can be investigated and areas of CSR and financial performance that are not investigated so far (for example, the capital market reaction to announcements of CSR projects). 
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In recent researches, the emphasis lies more on the variables behind the relationship than to investigate if a relationship exists. The explanatory power of CSR and financial performance and the added control variables are becoming more important than the outcome of the relationship. This because prior researches showed all different kinds of relationships, therefore it became more important to explain these differences. 
For example, McWilliams and Siegel (2000) added investment in R&D as control variable. They concluded that all prior researches were upwardly biased, because their research showed that investment in R&D has a significant positive influence on the outcome of a correlation between CSR and financial performance. In their research, they investigated the relationship between CSR and R&D, and how to measure, in an appropriately way, the impact of CSR on financial performance.
Prior researches mostly investigated the following equation (McWilliams and Siegel (2000, 605):
PERFi = f(CSPi, SIZEi, RISKi, INDi)
Where PERFi = long-run economic or financial performance of firm i (measures of accounting profits)

CSPi = a proxy for corporate social responsibility of firm i (based on an index of social performance)

SIZEi = a proxy for the size of firm i

RISKi = a proxy for the “risk” of firm i (debt/asset ratio)

INDi = industry of firm i (4 digit SIC code)

However, McWilliams and Siegel (2000) added two more control variables: R&D intensity and advertising intensity of the industry. They argued that omitting R&D is wrong, because the theoretical literature links R&D investments to improved financial performance in the long run. 

For their research, they used the ratings from Kinder, Lydenberg and Domini (KLD) for corporate social performance. KLD is a rating for investors who want to incorporate social factors in their investment decisions. The ratings are a weighted average of eight social, environmental and financial variables (shareholders, governance, employees, human rights, community, diversity, environment and product). Firms listed on the Domini Social 400 index, Russell 1000 or S&P 500 are able to get on the rating list. 

In their research, they used this rating list as a dummy variable. A 1 if the firm is on the list, a 0 if it is not on the list. The data for the other variables were obtained from Compustat. They investigated a time period of six years (1991-1996) and their sample size consisted of 524 firms. 
The outcome showed that when R&D and industry specific variables are excluded, the coefficient on CSP is positively significant. When R&D and industry specific variables are added, the coefficient is no longer significant. And moreover, the adjusted R² increased (from 0.10 to 0.29), which mean that the formula which included R&D and industry specific variables better explain the correlation between CSP and financial performance. 
A year later, McWilliams and Siegel (2001) discussed a supply and demand model. With this framework, they emphasize that even more control variables have influence: Size, government sales, consumer income, labour market conditions, stage in the industry life cycle, level of diversification and R&D (McWilliams and Siegel 2001, 117). They concluded their discussion with an example (McWilliams and Siegel 2001, 125)
“Assume there are two firms that produce identical goods, except one company adds a social characteristic to its product. It can be shown that, in equilibrium, both will be equally profitable. The firm that produces a CSR attribute will have higher costs but also higher revenues, whereas the firm that produces no CSR attributes will have lower costs but also lower revenues. From this we predict that there will generally be a neutral relationship between CSR activity and firm financial performance.”
The theoretical lack of prior researches was due to a lack of theory linking CSR to market forces. With this supply and demand model, McWilliams and Siegel fill this void. And if all market characteristics are taken into account, any research should find no significant correlation between CSR and financial performance. However, the lack of this discussion is that some control variables are hard to measure.
Prior year’s financial performance was, among others, the control variable Ruf, Muralidhar, Brown, Janney and Paul (2001) added into their research. They also developed their own corporate social performance (CSP) index, because they thought prior indices were lacking in measuring CSR in an appropriate way. First, they selected dimensions of CSP. Second, they selected a group of social investors who had to evaluate the relative importance of the selected dimensions. And thirdly, they performed an independent evaluation of firm performance for each dimension by using the KLD database. 

The financial performance measures they used were the accounting variables return on equity, return on sales and growth in sales. Industry type, firm size (the logarithm of sales) and, as stated above, prior year’s financial performance were used as control variables. 

Ruf et al. (2001) examined how change in corporate social performance relates to changes in financial performance for 496 US firms for the time period of 1991-1995. Their outcome showed that for all four years (1991-1992; 1992-1993; 1993-1994; 1994-1995) the prior year’s financial performance are significantly correlated with the different performance measure variables (with a 0.01 significance level). Further, the findings provide evidence to support the hypothesis that improvements in social performance can lead to both short-term and long-term improvements in financial performance. Change in corporate social performance was positively correlated with growth in sales for the current and subsequent year (with a 0.01 significance level), while the change in return on sales and the change in return on equity were significantly positively correlated to change in corporate social performance for the third financial period (with a 0.05 significance level). 
However, the authors concluded their research with a lot of limitations about their research. For example that the results are limited to the time period investigated. A research a year later can lead to other outcomes. Another limitation is that societal and economical changes in the future influence how CSP should be measured. So their method of measuring CSP can be old-fashioned about a couple of years.   
In chapter three, we already saw the motives for disclosing CSR expressed by Tsoutsoura (2004). She also performed a research herself. The emphasis of her research is to investigate the reliability of CSR scores. She makes use of two CSR-scores. The first scores are the KLD ratings for the firm in the S&P 500. These absolute scores are converted to scale, with ten as a base. Any score below ten means that the firm has more concerns than strengths about CSR. Second, the Domini 400 social index was used. The selected firms were measured as a dummy variable, a 1 if it is on the list, a 0 if it is not on the list (same methodology as McWilliams and Siegel, 2000). As financial performance she made use of the following accounting variables: ROA, ROE and ROS. The selected firms were 422 firms on the S&P 500 list (for 78 firms there was a lack of data) for the years 1996-2000. The control variables are the variables most used in prior research: Industry type, size and risk. 
In the first test, she used financial performance as the dependent variable, and the dummy variable for the Domini 400 participation as the independent variable. ROA and ROS seemed to be related with the Domini 400 participation (with a 0.1 significance level). The outcome was exactly the same for the log of assets, or the log of sales, as measure for size. 
The second test made use of the KLD scores as independent variable. With log of assets as measure for size, all three accounting based variables were significant positive related (ROA and ROS with a 0.05 significance level, ROE with 0.1 significance level). With log of sales as measure for size, the correlation was even more significant (0.01 for ROA, 0.05 for ROE and ROS).

The outcome corresponds with the expectation of Tsoutsoura (2004). Because the KLD scores give more detailed and refined information about CSR performance per firm, it should resulted in a more significant correlation. The overall conclusion is that more sophisticated measures of CSR performance are more useful than ratings with only a few criteria. 
Salzmann, Ionescu-Somers and Stegers (2005), according to Bowman and Haire (1975), reasoned that an inverted U-shaped correlation is the most logical outcome of such researches (Salzmann et al. 2005, 28): 

“An inverted U-shaped relationship is intuitively appealing, since ‘‘excessive’’ improvements in ESP (e.g. towards a zero emission goal) are extremely costly and would most certainly damage corporate profits (Salzmann, forthcoming). It also provides a partial explanation—alongside significant flaws in the methodology—for the failure of so many empirical researches to find one simple positive or negative correlation between FP [financial performance] and ESP [environmental/social performance]. It is impossible to find a simple link because the companies surveyed were in all likelihood at different positions on the inverted U curve, depending on their individual cost/ benefit situation.”
Therefore it can be concluded that no consensus answer will be found between researches, because even identical researches can get different outcomes if different firms are measured. 

A more traditional research (investigating the correlation between CSR and financial performance) was performed by Murray, Sinclair, Power and Gray (2006). They researched the correlation between stock market performance and social and environmental disclosure for the hundred largest UK firms, over a ten year time period (1988-1997).
As measurement of the social and environmental performance, they made use of content analyses. They counted the number of pages in a firm’s annual report devoted to social and environmental issues. These reports were obtained from the Centre for Social and Environmental Accounting Research (CSEAR) database.  

The financial performance was measured by looking at yearly share returns. These data was obtained from DataStream. They selected two control variables: Size (sales) and industry. 
The authors did not find a direct correlation between disclosures and share returns (with a 0.05 significance level). However, they did find that, over a period of time, total social and environmental disclosures are significantly related to market returns (Murray et al. 2006, 245). 
The last research that will be reviewed is also a more traditional research performed by Lopez, Garcia and Rodriquez (2007). However, they made the distinction to investigate the correlation between financial performance and mandatory CSR performance, and the correlation between financial performance and voluntary CSR performance.
To distinguish between these two forms of CSR, they investigated two groups of 55 European firms, of which the firms of one group belonged to the Dow Jones Sustainability Index (DJSI) while the other group comprised of firms quoted on the Dow Jones Global Index (DJGI) but not on the DJSI. The research period consists of the years 1998-2004. Firm size (total assets), industry (SIC) and risk (debt to assets) were used as control variables. Profit before tax and growth in revenue were used as proxies for financial performance. Belonging to the DJSI was used as a proxy for CSR performance. 

They started their research by investigating that the two groups are homogeneous in the first year (1998-1999). By showing that the groups are homogeneous, it becomes possible to compare both groups over time. They repeated this test for the years 1998-2000, 1998-2001, 1998-2002, 1998-2003 and 1998-2004. The outcome showed that until 2002, no significant differences existed between both groups (with a 0.05 significance level). The differences from 2002 until 2004 occurred in the profits before tax, while no significant difference occurred in the revenues. So the main difference had to be cost-based. And it is therefore not surprising that the group with excessive expenditures to CSR were the less profitable group. However, for the year 2004, the correlation became less significant, which can mean that CSR is only costly for the short term, and after a couple of years, the reputation has improved which enhances sales. 
The final conclusion of the researchers was (Lopez et al. 2007, 296): 

“In the time frame considered, we did not find grounds for claiming that the adoption of sustainability practices will have positive repercussions on performance indicators.

The expenses that firms incur as a result of their socially responsible actions can place them at an economic disadvantage with respect to other, less responsible firms, at least in the short-term. However, it seems that the negative impact on performance, as measured by the variation in performance indicators, is self-correcting, since the differences diminish over time.” 

Thus Lopez et al. (2007) only found a negative correlation in the short run. However, the time frame of their research was not wide enough to draw exact conclusions about long-term consequences. 
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The above described researches consist primarily of CSR disclosures on a voluntary base. Voluntary disclosures can be studied from four different perspectives: The Capital market perspective, the Positive accounting perspective, the Behavioural accounting perspective and the Analytical, agency-theory perspective. 

· The capital market perspective, according to Deegan and Unerman (2006, 209) is: “research which seeks to explain and predict share price reaction to the public release of accounting information.”

· The positive accounting perspective, according to Deegan and Unerman (2006, 8) is: “research that seeks to predict and explain particular accounting choices.”

· The behavioural accounting perspective, according to Deegan and Unerman (2006, 410): “involves performing studies to see how a variety of financial statement user groups react to a variety of accounting information, often presented in different forms, and in different contexts.”

· The analytical, agency-theory perspective, according to Lambert (2001) (Deegan and Unerman 2006, 213) are: “models that are constructed based on the philosophy that it is important to examine incentive problems and their ‘resolution’ in an economic setting in which the potential incentive problem actually exists.”

The capital market perspective, which use the market based approach as measurement of the financial performance, is for example followed by Moskowitz (1972), Vance (1975), Pava and Krausz (1996) and Murray et al. (2006). In these researches, the CSR performance is used to predict the share price reaction. 

The positive accounting perspective is about explaining accounting practices. In the past, this had let to discoveries of some previously unknown empirical regularities. Prior researches who tried to explain accounting practices are, for example Richardson et al. (1999), McWilliams and Siegel (2001) and Salzmann et al. (2005).

The behavioural accounting perspective focuses on the relationship between human behaviour, accounting systems, and organizational efficiency. Such a perspective is followed by researchers who used accounting based variables as a measurement of financial performance. With the accounting variables as measurement, they investigated how stakeholders react to the CSR information, and to conclude if firms are operating efficiently, with respect to CSR. This is, for example, used by Ruf et al. (2001) and Lopez et al. (2007).

The most well-known supporter of the analytical, agency-theory perspective is Friedman. He built a theory around the argument that CSR is only costly to the firm. An incentive problem can be that managers are willing to spend money on CSR activities, however, such activities are not worthy to the owners of the firm, and therefore should be avoided by the managers. 

If we look at the sub division by research approach, also no corresponding results are reached. For example, by looking at the capital market (the approach that will be used in this thesis, see chapter seven), no corresponding outcomes exist. Moskowitz (1972) and Vance (1975) reached an opposed conclusion, Pava and Krausz (1996) concluded that CSR activities might improve the financial performance over time, while Murray et al.(2006) concluded that no significant correlation existed.
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In this chapter sub question five was answered: What are the outcomes of prior researches on this topic? The overall conclusion can be that no consensus relationship exists. Some statistical outcomes resulted in a positive correlation (Moskowitz 1972; Cochran and Wood 1984; etc), others a negative correlation (Vance 1975; Lopez et al. 2007), or a U-shaped correlation (Bowman and Haire 1975; Salzman et al. 2005; etc), or no significant correlation at all (Alexander and Buchholz 1978; Aupperle et al. 1985; etc).  Also a sub division by research approach did not find corresponding results per group. 

A trend over time is that the first researches were simple in design. In later years, critics rose about these researches and control variables were added. The primary aim of these researches was to search for a relationship between CSR and financial performance. After these researches, the emphasis imposes more to search for new control variables that better explain the relationship between CSR and financial performance.
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7.1 Introduction TC "7.1 Introduction" \f C \l "2" 
As mentioned in the previous chapters, many researches investigated the relationship between CSR information and financial performance. However, no such research exists that investigated the Dutch situation. Therefore, in this chapter the research design will be described and in the next chapter it will be investigated for Dutch firms, between 2004 and 2007, if a relationship exists. In the second paragraph of this chapter, the voluntary disclosure perspectives and methodology / theoretical frameworks for this research will be presented. In the third and fourth paragraph a description will be given of how the variables will be measured. In the fifth paragraph the research formula will be described and in paragraph six the hypotheses will be described. 
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As described in the last chapter, voluntary disclosures can be studied from four different perspectives:
· Capital Market Perspective

· Positive Accounting Perspective

· Behavioural Accounting Perspective

· Analytical, Agency Theory Perspective

This research is about to find an answer on the stated assumption mentioned in the introduction:

“Can CSR be a tool to get a competitive advantage, with respect to the shareholders?”
For measuring this assumption, the research question was:
“What kind of relationship exists between the quality of Corporate Social Responsibility information and the financial performance of Dutch firms for the period of 2004-2007?”
This learns us that this research is bounded to only one stakeholder, the shareholders. Therefore, the most logical approach that will be followed is the Capital Market perspective. Like Deegan and Unerman (2006, 410) says: 

“Capital market research considers the aggregate behaviour of investors in the capital market. This aggregate behaviour is typically observed by looking at movements in share prices around the time of particular events,” in this research the disclosing of CSR information.

This perfectly fits this research, because shareholders are investors in the capital market and the disclosure of CSR information is a particular event. 

A point of discussion about prior researches was that many researches lack a theoretical background. Like Richardson et al. (1999) concluded in their research, it is difficult to develop cumulative results, without a theoretical reference point. In chapter three and four, many theoretical motives about CSR were mentioned. 

The most well-known methodology is the cost-based method of Friedman. His reasoning is that CSR should be avoided because it only costs the firm money at the expense of their owners, the shareholders, also called the shareholder perspective. Others developed a more socially oriented methodology. For example, a Corporate Social Performance framework. This framework looks more to social issues, philosophy of social responsiveness and social responsibility categories. It has a theoretical background which reasoned that the costs spend on CSR are covered by their benefits. One of the most used methodologies, the Stakeholder theory, has much in common with the Corporate Social Performance framework. Not only are the shareholders important, but also all other stakeholder groups must be taken into account.

Still others are reasoning that no relationship exist, because too many variables intervene. 

For this research, the shareholder perspective will be followed. This perspective will be used, because this research is about the interest of one particular stakeholder, the shareholders. By investigating the relationship between CSR and financial performance on the stock market, conclusions can be made about if CSR is only at the expense of the owners, the shareholders, or that it does contribute to their wealth. 
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As described in chapter five, most researches made use of a reputational index or content analyses. To overcome the disadvantage of a small sample group, I will use content analyses. More specifically, a content analysis performed by the “Ministerie van Economische Zaken” (Ministry of Economics).  The main reason for the Ministry of Economics to give orders to do this research was to give an overview of the transparency in the annual reports for about approximately 150 Dutch firms per year (selected on highest turnover), with respect to CSR. In every report it is explicitly stated that these reports are an overview about how the firms disclose about their CSR activities. This overview does not measure the CSR activities itself, or the CSR performance.

The first report published was named Transparency benchmark report 2004. This benchmark is based on the annual reports published in 2004. However, these reports report about the events that belong to the accounting year 2003. This means the Transparency benchmark report 2004 evaluates the quality of CSR information over 2003. To avoid miscommunications further on in this research, all references to years will be based on the accounting year on which the transparency scores are based. Thus, if there is referred to the scores over 2006, these scores come from the Transparency benchmark report 2007. Therefore, the research question, which stated the years 2004-2007, is about the Transparency benchmark reports of 2005-2008.

In chapter five, I described two main disadvantages for content analyses: The subjectivity of the choice of the particular variables at the start, and that investigating what a firm says they are doing, does not have to reflect what they actually do. The first disadvantage can not be overcome, because different observers will select other criteria. Therefore, it is important which criteria are selected. In this content analysis, a great amount of criteria are selected, that reflect a wide range of CSR. For the years 2003-2005, the following points of criteria have been used to value the firms (see appendix C for an elaborated overview of the different points of criteria):
· Profile of the firm (19 points)
· Social Influences on the Operating Processes (21 points)
· Stakeholder dialogue and Chain Responsibility (16 points)
· Embedding of the CSR policy in the Organization Structure (9 points)
· Results and Targets (8 points)
· Form (17 points)
· Verification (10 points). 
Firms that are in no way related to activities in developing economies are not valued on the subject of human rights and supply chain responsibility. To be able to compare these firms with firms that are rated on all criteria, the firms that are rated on the simplified criteria are extrapolated so both groups of firms can get a score of 100 points.

The criteria for 2004 and 2005 are slightly changed over time. These changes were due to feedback from participated firms or to reduce the gap between the selected criteria and the guidelines for CSR reporting. These were minor changes that do not invalidate the comparison over time for these years. However, in 2006, the criteria were totally renewed. The researchers changed the criteria for a several reasons:

· It appeared necessary to adapt the criteria to advancing insights in the area of CSR. This, because CSR is in a developing phase, the criteria have to be developed too. 

· The large differences between the qualities of CSR disclosures had to be better expressed in the scores. With the new criteria, lower scores can be given, and firms who disclose large amounts of different CSR information are rewarded with higher scores. 

· It became clear that with the old criteria, some aspects of the criteria were not related to all firms. This means that the main activities of a firm had influences on the scores gained. They changed this by using a different point granting system. This new system is developed in such a way, that there are more ways to satisfy to certain criteria and get the score. Therefore, it is no longer important what the main activities of the firm are to get the points.

The new criteria consists of 10 aspects with all equal points (see appendix C for an elaborated overview of the different points of criteria):
· Profile

· Vision and Strategy

· Governing Board and Management Systems

· Chain Responsibility

· Stakeholders

· Economic Aspects of the Operating Processes

· Environmental Aspects of the Operating Processes

· Social Aspects of the Operating Processes

· Verification

· Remaining Remarks. 

Also the distinction between firms related to activities in developing countries and firms with no activities in developing countries was no longer used.

To compare the transparency scores over 2006 with prior years, the researchers placed a conversion table in the report, which makes it possible to change the scores of 2006 to the scores it would have been with the criteria of 2005. There were two ways scores could be converted. By looking at the conversion number per sector, or by looking at the conversion number per different group (leaders, followers, average, staying behind). For this research, the second method will be used, because for only seven sectors the conversion numbers were given, that makes it only possible to convert the scores for 58 firms.

The firms who were in the leader-group last year (2005) (the firms with the highest quality of CSR information), had a conversion rate of 1.11. Firms in the followers-group had a conversion rate of 1.10, firms in the average-group 1.72, and firms in the staying-behind-group 1.83. 

An example: Batenburg had a score of 20 in the transparency benchmark report of 2006, and were in the average-group of 2005. Therefore, we multiply the score with 1.72, which is 34. So the score of 2006, with the old criteria would have been approximately 34. 

These conversion rates were measured, based on a statistical sample with a 95% confidence interval. The reports who were used in the sample, were assessed both with the new criteria as with the old criteria.

To go back to the disadvantages of content analyses, the diversification in the selected criteria does not diminish the subjectivity per observer. But it does mean that the observers took all aspects of CSR into account. Therefore, the CSR scores given do reflect very well the quality of CSR in the annual reports. And that corresponds to the overall conclusion of Tsoutsoura (2004), who concluded that more sophisticated measures of CSR performance are more useful than ratings with only a few criteria.

Furthermore, for the selection of these criteria, the researchers looked closely to the “Guideline 400” and the “Guide to sustainability reporting” of the “Raad van de Jaarverslaggeving” as described in chapter two, and to the standards of the Global Reporting Initiatives (GRI). The researchers used these guidelines to build a model which is neutral and corresponds to the most used guidelines. 
The second disadvantage of content analyses (that investigating what a firms says they are doing, does not have to reflect what they actually do) is not relevant for this research, because this research investigates if the disclosure of CSR information leads to better financial performance. Therefore, what firms actually do is not taken into account.  
The selected criteria have been applied to information from publicly accessible reports, like the annual reports and separated CSR reports. In some cases also other sources, like the Internet, were used, but only if the annual report explicitly refers to such sources. Speeches, stakeholder meetings, internal magazines etc are not used.

In appendix A an overview of the transparency scores for the years 2003 till 2007 are displayed. This list consists of 76 stock listed firms. Firms from which no financial data (section 7.4) were available are excluded. For this research, the relative performance of the quality of CSR information is used to measure if the change in CSR is related to the change in financial performance (see section 7.5 for a thorough description of the research design). The relative performance is measured, for example for the year 2005, as absolute score over 2005 minus the absolute score over 2004. 

The relative scores are used, to avoid the difference in absolute scores per firm/industry. This, because particular industries, as the bank industry or the chemical industry, are more transparent than other industries. To avoid this restriction for the research, the increase (or decrease) in the quality scores of CSR information will be measured. Also, this research is explicitly investigating if the quality scores of CSR information leads to improvements in financial performance. Therefore, only by using the relative performance of the quality of CSR information, useful conclusions can be made about the relationship with the relative financial performance.  

A restriction by using the relative performance of the quality of CSR information is the change in criteria, and therefore the change in scores granted. However, for the measurement of the relative performance over 2006, the scores with the old criteria are used. For the relative performance over 2007, the scores of 2006 with the new criteria were used. Therefore, a reliable relative performance of the quality of CSR information over all the years is measured.
Note that in Appendix A some firms have had a score of 0 for some year. This means that in that year no data were available. This can be due to mergers, bankruptcy, the issue of the financial and/or CSR report was too late etc. These firms will be excluded in the measure of a correlation over the whole period. For the measure of a correlation per year, all the relative performance scores that are available over that year will be used. 
7.4 The measurement of the financial performance TC "7.4 The measurement of the financial performance" \f C \l "2" 
Financial performance, as described in chapter five, is most of the time measured by accounting or market based variables. For this research, as described in section 7.1, the capital market perspective will be followed. This perspective is followed by: 

“researches which seeks to explain and predict share price reaction to the public release of accounting information.”

Because it is about to explain and predict share price reaction, the measurement of the financial performance will be market-based, because market-based approaches:

“reflect the notion that shareholders are a primary stakeholder group whose satisfaction determines the firm’s fate”

As described in chapter five, a disadvantage of the market-based approach is that it is difficult to exclude other influences on the share price of a particular firm, like profit estimations and the overall market reaction. These influences can not be totally diversified away, but by including control variables into the research formula (see section 7.5) the impact of these influences can be greatly diminished. For example, by including Industry as a control variable, the industry specific influences are taken into account. In prior researches it was proved that industry-type can have a significant influence on the financial performance. Therefore, researchers like Aupperle et al. (1985) omitted industry specific items, to get ratings regardless of industry association. And researchers who made use of a control group (Cochran and Wood (1984); Pava and Krausz (1996)), selected this group by industry.

For the measurement of the financial performance, the relative financial performance will be used. To investigate if firms with a higher increase in CSR scores perform better than firms with a lower increase, or even decreasing CSR score, it is important to measure the increase/decrease in financial performance. This approach will be used, because if firms improve their CSR information, this must also lead to an increase in their financial performance. 
For measuring the relative financial performance I will use the formula of Fama (1976), which was, for example, also used by Alexander and Buchholz (1978):
Rjt = (Pt- Pjt-1 + Djt)/Pjt-1. 

Rjt = the return on stock J in period T
Pt = Price per share at the end of period T

Pjt-1 = Price per share at the end of period T-1

Djt = Dividends received in period T

This formula captures both the share prices and the dividends paid, therefore reflects perfectly the total amount of income shareholders get from their shares. The information about the share prices and dividends paid will be gathered from DataStream. 
7.5 Research design TC "7.5 Research design" \f C \l "2" 
In prior researches, all different kind of control variables were added to improve the explanatory power of the outcome. These control variables were also added to prevent the researches for searching for a nonsense correlation. A nonsense correlation exists when an independent third variable is correlated with both variables. So the correlation between the two investigated variables is not due to any causal relationship, but to the fact that a third variable is correlated with both variables. 

For example, the researches of Moskowitz (1972) and Vance (1975) resulted in a nonsense correlation, because they investigated a too short time period and did not adjust for the risk. Other researchers adjusted for these shortcomings and that resulted in no significant correlation at all.
To prevent this research for searching for a nonsense correlation, the following four control variables will be added: 
· Risk
· Size 
· Industry
· Year

Risk, size and industry are the three most common used control variables (Richardson et al. 1999, Tsoutsoura 2004, Lopez et al. 2007; etc). To use these three control variables, it also becomes easier to compare the outcomes of prior researches with this research. Year is added to be able to signal any trends over time.
7.5.1. Risk TC "7.5.1. Risk" \f C \l "3" 
Risk is added because in prior researches, risk is one of the most used control variables. The first researches (performed by Moskowitz (1972) and Vance (1975) had biased outcomes, as showed by other researches (like Alexander and Buchholz 1978). The fact they did not adjust for the risk, meant they had investigated a nonsense correlation. There was a third variable (risk) that was correlated with both variables (CSR and financial performance). 

Therefore, risk is added into the research design. The risk will be measured as total debt divided by total assets. This ratio is, for example, also used by Tsoutsoura (2004) and Lopez et al (2007).

7.5.2. Size TC "7.5.2. Size" \f C \l "3" 
Size is added because in prior researches, like the risk, size is one of the most used control variables. 
The firms in the sample size are selected among the 150 largest firms (on turnover). Therefore, no significant correlation between size and financial performance is expected. But to improve the comparability between prior researches and this research, the relationship between size and financial performance will be measured.
The size can be measured in different ways as, for example, measuring numbers of shareholders or employees, book value of total assets or total sales etc. For this research, I will follow the line of reasoning of Pava and Krausz (1996), Tsoutsoura (2004), Lopez et al. (2007), etc. They used the log of total assets as proxy for the size of a firm. The logarithm is used, to neutralize the influence of extremely large values. While no significant correlation is expected, the logarithm is taken, because Pava and Krausz’ research resulted in a significant correlation between CSR scores and total assets, while they thought they selected firms of same sizes. Therefore, they adjusted the total assets by taking the logarithm of it. 

7.5.3. Industry TC "7.5.3. Industry" \f C \l "3" 
Industry is added because prior researches concluded that industry influences both the financial performance as the quality of CSR disclosures. A particular industry performs financially better than another industry. Furthermore, firms in a particular industry (chemical for example) attract more attention from outside and these firms should pay more attention to CSR than firms in other industries.

For example, Aupperle et al. (1985) excluded industry specific items in their selection of their statements because they wanted reliable outcomes that were not biased by industry. This means they saw industry as a variable that both influences CSR as financial performance. 
The industry will be measured by SIC-code (Cochran and Wood (1984), McWilliams and Siegel (2000), Tsoutsoura 2004, Lopez et al. (2007); etc). For the classification of the different industries, see table 1. These industries will be added into the regression analysis as a dummy variable. A dummy variable is one that takes the value of 0 or 1 to indicate the absence or presence of, in this case, some industrial effect that may be expected to shift the outcome. 

Table 1
	Industry
	SIC
	Number of firms

	Mining, Construction
	100-1999
	6
	Transportation

and public utilities
	4011-4999
	4

	Food, textiles, apparel
	2000-2389
	5
	Wholesale, retail
	5000-5999
	11

	Forest products, paper, publishing
	2390-2799
	10
	Bank, financial services
	6000-6999
	10

	Chemicals, pharmaceuticals, refining
	2800-3199
	4
	Service firms
	7000-8051
	8

	Containers, steel, heavy mfg
	3200-3569
	6
	Advisory service and  engineering
	8052-8744
	6

	Computers, cars, aerospace
	3570-3999


	6
	
	
	


7.5.4. Year TC "7.5.4. Year" \f C \l "3" 
Year is added because it may be interesting to look if there are significant differences over time. Differences over time can indicate that there is a particular trend present. For the influence of years on the financial performance of the firms, it is expected that Year will be significant correlated, because the last couple of years, a remarkable shift downward is signalled on the financial markets, due to the start of the worldwide financial crisis. 

7.5.5. Research formula TC "7.5.5. Research formula" \f C \l "3" 
By keeping the above described control variables into account, the formula for the linear regression model will be:

R’FP = ß0 + ß1R’CSP + ß2Debt/Asset + ß3LogAsset + ß4Mining/Construction + … + ß14Advisory service/engineering + ß15Year2004 + … + ß18Year 2007 + ε
Where:

R’FP = The relative financial performance

ß0 = The intercept

ß1… ß18 = The regression coefficient for each independent variable

R’CSP = The relative corporate social responsibility performance

Debt/Asset = Total debt/total asset ratio (proxy for risk)

LogAsset = Log of total Asset (proxy for size)

Mining/Construction…Advisory service/engineering = Dummy variable per industry 

Year2004…Year 2007 = Dummy variable per year
ε = Residual
The formula measures if the relative financial performance is dependent of the stated control variables. For this research, I do not follow the line of reasoning of Fama, who stated that all activities should be directly reflected into the share prices. Instead, I will investigate if the relative CSR scores of, for example, 2005 have any influence on the financial performance of 2006. The follow-up year is used, because the moment the CSR information is reported should be the moment the share prices will be adjusted. This means that the stated years in the research question (2004-2007) reflect the financial performances over 2005-2008. 

The control variables are measured in the same year as the financial performance. Because the influence on the financial performance is measured, size, risk and industry must reflect the situation in the year the financial performance is measured.

7.6 Hypotheses TC "7.6 Hypotheses" \f C \l "2" 
7.6.1. Hypothesis¹ TC "7.6.1. Hypothesis¹" \f C \l "3" 
In chapter six, an overview of prior researches was presented. In these prior researches arguments were put forward why CSR (do not) influences financial performance. However, as the summary of chapter six displayed, the statistical outcomes did not find corresponding conclusions. Even a distinction by research approach did not find corresponding conclusions. Therefore, no significant correlation will be expected. 
And as described in chapter three, issuing CSR information can enhance the reputation of the firm and therefore can lead to improved financial performance. However, if disclosing CSR information leads to improved financial performance, all firms should disclose more CSR information. Therefore, if there should be any relationship between CSR and financial performance, there should be a maximum amount of CSR that will be positively valued by the shareholders. This will be tested under hypothesis³.
Another argument to expect no significant correlation between financial performance and CSR is the subjectivity in the approaches followed in prior researches to measure CSR and financial performance. Because of the absence of governmental reports about CSR, many researchers measured the CSR performance with self-developed models. Chapter six also showed that a great variety exist in the methods used to measure the financial performance. With all these different methods for measuring CSR and measuring financial performance, it is hard to say which statistical outcome of prior researches should be leading. It is just expected that if there is a significant correlation, it will manifest itself and become apparent.
Therefore, the hypothesis about the correlation for the Dutch firms for the period of 2004-2007 will be:

Hypothesis¹: The relative financial performance of year t+1 is not significantly correlated with the relative quality score of CSR information of year t. 
To measure this correlation, the relative financial performance of the next year will be the dependent variable, and the relative CSR performance of the current year will be selected as independent variable. The model that will be used is a multiple linear regression model, because the purpose of this hypothesis is to find a linear relationship between the relative CSR scores and the relative financial performance.   
7.6.2 Hypothesis² TC "7.6.2 Hypothesis²" \f C \l "3" 
By performing the first hypothesis, the financial performance is taken as dependent variable. Therefore, the control variables are tested in relation to the financial performance of that period. However, in prior researches, many times these control variables were also linked to CSR performance. These prior researches concluded that these control variables both influences the financial performance and the CSR score. Therefore, the added control variables (Risk, Size, and Industry) will separately be measured in relation to the CSR scores. 
The first sub hypothesis that will be tested:
H²a: The quality score of CSR information in period t  is positively correlated to the risk the firm faces in period t.
The underlying thought about this hypothesis is that firms facing higher risks are adding more CSR information. Note that the absolute scores of the quality of CSR information are used, because the purpose is to investigate if firms facing higher risks are adding more CSR related information into their annual report. Therefore, the relative change in the quality score of CSR information is not relevant. 
H²b: The quality score of CSR information in period t  is positively correlated to the size of the firm in period t.
The underlying thought about this hypothesis is that larger firms disclose more information than smaller firms. A simple test to see if this holds true for the Dutch firms in the period of 2004-2007.

H²c: The industry type significantly affects the quality score of CSR information.

The underlying thought about this hypothesis is that particular industries disclose more CSR information than others. For example, the industries of banks and chemical firms are considered to be more transparent than other industries. This test will signal if there are significant related industries.
7.6.3. Hypothesis³ TC "7.6.3. Hypothesis³" \f C \l "3" 
As mentioned in the introduction of hypothesis¹, if there should be any relationship between CSR and financial performance, there should be a maximum amount of CSR that will be positively valued by the shareholders. 

This kind of relationship is, for example, tested by Bowman and Haire (1975) and Salzmann et al. (2005)).They asked themselves the question: “Is more CSR information always better?” “Is there an amount that maximizes profit?”
These prior researches reasoned that if you do not spend a little amount on CSR, the litigation costs can be very high when an accident happens. If you spend too much, it simply costs too much. Therefore, the expectation for this hypothesis is that the average group financially perform best. This corresponds with the statistical outcomes of Bowman and Haire (1975) and Salzmann et al. (2005).

Hypothesis³: The relative financial performance will be the highest in the average group of CSR performance
To measure this correlation, the Chi-Squared Test will be used. First, the firms will be divided into three groups, based on their CSR scores: High CSR scores, Average scores and Low scores. After this, the mean of the financial performance of each group will be measured, to see which group financially perform best. After that, the firms will also be divided into three groups based on their financial performance (High, Average, and Low) and the Chi-Squared correlation will be measured to see if the groups significantly differ. If that is the case, it means that the group with the highest mean performs significantly better than the other two groups.

The firms are divided into three groups as stated in table 2. The relative performances are used, because this hypothesis is about to test if the highest increase in financial performance will be in the average group of CSR increases. The absolute scores are not useful, because firms in a particular industry have higher absolute values than firms in other industries, and in particular industries higher financial performances will exist than in other industries. To overcome these anomalies, the relative scores will be used. 
Table 2

	Year/group
	2004
	2005
	2006
	2007

	CSR high
	>3 points increase
	>3 points increase
	>3 points increase
	>3 points increase

	CSR average
	≥ -3 ≤ 3 
	≥ -3 ≤ 3 
	≥ -3 ≤ 3 
	≥ 0 ≤ 3

	CSR low
	< -3 
	< -3 
	< -3 
	< 0

	FP high
	> € 0,50
	> € 0,40
	> € 0,20
	> €-0,37


	FP average
	≥ € 0,20 ≤ € 0,50
	≥ € 0,15 ≤ € 0,40
	≥ €-0,10 ≤ € 0,20
	≥ €-0,50 ≤ €-0,37

	FP low
	< € 0,20
	< € 0,15
	< €-0,10
	< €-0,50


The firms are divided in a different way for particular years, because otherwise no reliable Chi-Squared correlation would be measured. The Chi-Squared measures if there are significant differences between the expected and the observed values. The expected values can be measured as: Row * Column / number of observations. For example, for 2004, there are 25 firms with a Low financial performance score, 16 firms with a Low CSR score and a total of 70 firms: 25 * 16 / 70 = 5.7. The expected value for Low/Low is therefore 5,7. To measure a reliable Chi-Squared correlation, the expected values of every possibility must be at least 5,0. For the subsequent years, if the firms would be divided accordance the old criteria, some groups would consist of too less firms to reach expected values of at least 5,0. Therefore, the criteria are adjusted to meet the 5,0 criteria.
For this research, these adaptations to the criteria do not diminish the explanatory power of the outcome. This hypothesis is individually tested per year, with no great changes in the size of the groups. Therefore, for every year the same test is performed, by looking at if the CSR average group significantly financially outperform the other two groups. Therefore, the possibility to compare the yearly outcomes over time is still permitted. 
In the next chapter the statistical results will be discussed.

Chapter 8: Statistical results TC "Chapter 8: Statistical results" \f C \l "1" 
8.1 Introduction TC "8.1 Introduction" \f C \l "2" 
The last chapter detailed the research design. In this chapter, the outcome of the statistical analyses will be presented and a conclusion will be given about these outcomes and the limitations and recommendations for further researches will be described. 
8.2 Statistical outcomes TC "8.2 Statistical outcomes" \f C \l "2" 
8.2.1. Hypothesis¹ TC "8.2.1. Hypothesis¹" \f C \l "3" 
Hypothesis¹: The relative financial performance is not significantly correlated with the relative quality score of CSR information, is tested by a multiple linear regression model. The base model outcome of this test resulted in the following outcome: 

Table 3
Model Summary

	Model
	R
	R Square
	Adjusted R Square
	Std. Error of the Estimate

	1
	.675(a)
	.455
	.421
	.38078566


This means that the added independent variables explain the financial performance for 45.5%. If we compare this with prior researches as described in chapter six, the added control variables in this research have a very high explanatory power. For example, McGuire et al (1988), who only controlled for the risk, found R²-values between 0.052 and .294, depending on the years investigated. And McWilliams and Siegel (2001) found an Adjusted R²-value of .29. If the Adjusted R²-value is significantly lower than the R², this means that some explanatory variable(s) are missing. An Adjusted R²-value of .421 is not significant lower, therefore, it can be concluded that this research has also more explanatory power than the research performed by McWilliams and Siegel (2001). This is remarkable, because they added the same control variables, and added even two more (R&D and industry specific variables). This phenomenon means that the control variables have more explanatory power than was the case for the American research. 

In table 4, the most important data from the statistical tests are displayed. The statistical outcome for the period of 2004-2007 resulted in a slightly negative relationship. However, the correlation between financial performance and the quality of CSR information is .797. This is by far not significant (a significance level of 0.05 is used). Therefore, for the overall years, the hypothesis can not be rejected. Both variables are not significant correlated.  
The same holds true for the risk and size. The statistical outcome resulted in a positive relationship between risk and financial performance and between size and financial performance. However, both correlations were not significant (.781 for risk and .452 for size). The direction of the slope for the risk means that firms facing higher risks are financially performing better. The direction of the slope for the size means that larger firms financially perform better. However, because of the fact no significant correlation exists, prudence should be taken into account by making conclusions.  

For the industries, the correlations are also displayed in table 4. The statistical outcome resulted in only one industry to be significant correlated with financial performance, the service firms. This means that belonging to this industry have significant influence on the financial performance of the firm.
The last added control variable, Year, has the most remarkable statistical outcome. It resulted in every year to be significant correlated. Looking at the slope of the line, the significant correlation is a negative relationship. Remarkably, the slope is for every subsequent year steeper, which results that for every year a more stringent correlation exist. Therefore, also for the single years the correlations are measured and the outcomes are also displayed in table 4. 
Note that in every test, one dummy variable is excluded. If this was not the case, the total of the dummy variables would be one and that would result in perfect multicollinearity. Perfect multicollinearity would result in no reliable estimates of the individual regression coefficients. 

Table 4



Statistical outcomes hypothesis¹

	Year 
	2004-2007
	2004
	2005
	2006
	2007

	N
	67
	70
	71
	74
	73

	R²
	.455
	.212
	.189
	0.090
	0.108

	CSR
	.797
	.553
	.433
	.889
	.680

	Debt/Asset
	.781
	.911
	.931
	.437
	.721

	Log Asset
	.452
	.403
	.749
	.513
	.590

	Mining/Construction
	.633
	.666
	.194
	.673
	.375

	Food/Textile/Apparel
	.384
	.389
	.271
	.895
	.476

	ForestProducts/Paper/

Publishing
	.283
	.290
	.173
	.972
	.223

	Chemicals/pharmaceu-

Ticals/Refining
	.466
	.444
	.275
	.749
	.499

	Containers/Steel/

Heavy mfg
	.196
	.204
	.650
	.433
	.247

	Computers/Cars/

Aerospace
	.327
	.327
	.354
	.878
	.437

	Transportation/Public

Utilities
	.962
	.970
	.701
	.610
	.662

	Wholesale/Retail
	X
	X
	X
	X
	X

	Bank/Financial Services
	.125
	.121
	.160
	.242
	.310

	Service firms
	.021*
	0.026*
	.264
	.956
	.447

	Advisory Service/

Engineering
	.386
	.388
	.973
	.302
	.616

	Year 2004
	X
	
	
	
	

	Year 2005
	.036*
	
	
	
	

	Year 2006
	.000*
	
	
	
	

	Year 2007
	.000*
	
	
	
	


* Significant with a 0.05 significance level 
The most remarkable change over time is that the explanatory power of the formulas is diminishing. The added control variables are becoming less useful to explain the financial performance for Dutch firms. Why this ratio is declining falls beyond the scope of this research, but it may be a great topic for further research to investigate why the explanatory power diminishes.  

The hypothesis can also not be rejected for one of the single years. For the first three years (2004-2006), a slightly negative relationship existed. For 2007, a slightly positive relationship existed. However, the correlations are by far not significant (2004: .553; 2005: .433; 2006: .889; 2007: .680).
Further, for the selected control variables, only one outcome resulted in a significant correlation, the service firms in 2004. Note that the statistical outcome for the service firms in 2006 was almost the reverse, with a correlation of .956.
Therefore, the conclusion of hypothesis¹ is:

Hypothesis¹ can not be rejected. There is no significant correlation between the financial performance and the quality of CSR information for Dutch firms in the period of 2004-2007.

8.2.2. Hypothesis² TC "8.2.2. Hypothesis²" \f C \l "3" 
The second hypothesis was divided into three sub hypotheses:

H²a: The quality score of CSR information is positively correlated to the risk the firm faces

H²b: The quality score of CSR information is positively correlated to the size of the firm.

H²c: The industry type significantly affects the quality score of CSR information.

8.2.2.1 Hypothesis²a TC "8.2.2.1 Hypothesis²a" \f C \l "4" 
For answering hypothesis H²a, the absolute scores of the quality of CSR information is offset against the debt/asset ratio (proxy for risk) per year. It is done per year, because changes in criteria per year (especially for 2006) make it not possible to measure the correlation over the whole time period. These changes had much influence on the scores granted. Therefore, to get a reliable outcome, the test must be performed with firms rated on the same criteria.
The outcome per year for the linear regression model is displayed in table 5. The firms with a quality score of 0 are excluded in the analyses. 

The expectation was that firms with higher risks have higher quality scores. For 2004 and 2006, this expectation is true. However, with correlations of .284 and .969 these years are not significant. 
The opposite is true for 2005 and 2007. In these years firms with low risks have higher CSR scores. Note however, that for these two years the correlation is very low.
The predictability power of the risk for the quality score of CSR information is real low, with even R²-values of .000 for some years. Therefore, all the statistical signals conclude that the risk of a firm does not influence the quality score of CSR information.
Table 5

	Year
	2004
	2005
	2006
	2007

	DebtAsset
	.284 (+)
	.872 (-)
	.969 (+)
	.764 (-)


Therefore, the conclusion of hopotheses²a is:
The hypothesis is rejected. There is no significant positive correlation between the quality score of CSR information and the risk of the firm.

8.2.2.2. Hypothesis²b TC "8.2.2.2. Hypothesis²b" \f C \l "4" 
For answering hypothesis H²b, the absolute scores of the quality of CSR information is offset against the logAsset ratio (proxy for size) per year. This test is a copy of the test done by hypothesis²a, except that risk is replaced by size.
The outcome per year is displayed in table 6. The expectation was that firms with larger sizes will have higher quality scores. This is true for all the single years. In every year, a correlation of .000 indicates that size and quality score of CSR information are related. Larger firms do disclose more CSR information than smaller firms.

Also the R²-values are much higher than for the tests with the risk. The R²-values of the single years are between .422 and .465. 

Table 6

	Year
	2004
	2005
	2006
	2007

	LogAsset
	.000 (+)
	.000 (+) 
	.000 (+)
	.000 (+)


The conclusion of hypothesis²b is:

The hypothesis is accepted. Size does have a significant influence on the quality score of CSR information.

8.2.2.3 Hypothesis²c TC "8.2.2.3 Hypothesis²c" \f C \l "4" 
To measure this hypothesis, the absolute quality CSR information scores of the firms are offset against the same distinction between industries as used by hopthesis¹ (see table 2). These industries are measured as a dummy variable. The outcome per industry for the different years is displayed in table 7.
The expectation was that there would be significant related industries. The statistical outcome resulted in three industries with significant correlations for all, or some, of the years. The most remarkable is the Food/Textile/Apparel industry. This industry is positive significant correlated for every year. This means that belonging to this industry affects the quality scores of CSR information. For the industry of Chemicals/Pharmaceuticals/Refining (two positive significant years) and the industry of Bank/Financial services (one positive significant year) the same conclusion can be made, but with a lower amount of certainty.

The explanatory value of the industry per year on the quality score of CSR information is between .259 and .367. This leads to the conclusion that industry has reasonable influence on the quality scores of CSR information.  
Therefore, the conclusion of hypothesis²c is:

For three of the eleven industries, the industry type is significant correlated with the quality scores of CSR information. Therefore, the industry type does affect the quality score, and the hypothesis will be accepted.

Table 7

	Year/Industry
	2004
	2005
	2006
	2007

	Mining/Construction
	.228
	.781
	.567
	.387

	Food/Textile/Apparel
	.002*
	.016*
	.000*
	.012*

	ForestProducts/Paper/

Publishing
	.218
	X
	.100
	.816

	Chemicals/pharmaceu-

Ticals/Refining
	.001*
	.051
	.001*
	.095

	Containers/Steel/

Heavy mfg
	.376
	.251
	.897
	.124

	Computers/Cars/

Aerospace
	.100
	.915
	.155
	.905

	Transportation/Public

Utilities
	.135
	.403
	.0.081
	.786

	Wholesale/Retail
	X
	.080
	X
	.397

	Bank/Financial Services
	.052
	.411
	.028*
	X

	Service firms
	.681
	.531
	.794
	.153

	Advisory Service/

Engineering
	.440
	.349
	.879
	.273


* Significance with a 0.05 significance level

8.2.3. Hypothesis³ TC "8.2.3. Hypothesis³" \f C \l "3" 
Hypothesis³: The relative financial performance will be the highest in the average group of CSR performance, is measured by a Chi-squared test for the single years. By testing it per year, any signal of an existing pattern will become apparent. First, the quality scores of CSR information are divided into three groups (High/Average/Low) and per group, the average financial performance is measured. Afterwards, the financial performance is also divided into three groups (High/Average/Low). Then, a Chi-squared test is performed to test if the CSR group with the highest financial performance differ significantly from the other two groups. The statistical outcomes are presented in table 8. 

As stated in paragraph 7.5.3, the expected outcome will be that the Average group of the quality scores of CSR information perform financially best. The statistical outcomes of 2005 and 2006 confirm this expectation. The Average group has the highest financial performance mean. These both years are also the most correlated years. However, with a correlation of .425 for 2005 and a correlation of .128 for 2006, both years are not significantly correlated. Therefore, there is no statistical evidence to support the hypothesis. 
Therefore, the conclusion of hypothesis³ is:
The hypothesis is rejected. The average group is in two of the four times the group that financially performed best, but it is not significant. Therefore, no statistical evidence exists to support the hypothesis.

table 3
	
	Low CSR
	Average CSR
	High CSR
	Correlation

	N (2004)
	16
	27
	27
	

	Mean (2004)
	.34702
	.40378
	.48274
	.922

	N (2005)
	21
	28
	22
	

	Mean (2005)
	.28205
	.35424
	. 23119
	.425

	N (2006)
	21
	28
	25
	

	Mean (2006)
	.04736
	.40347
	.00856
	.128

	N (2007)
	16
	36
	21
	

	Mean (2007)
	-.44595
	-.41600
	-.27053
	.947


8.3 Conclusion TC "8.3 Conclusion" \f C \l "2" 
The purpose of this research was to make a conclusion about the stated assumption that CSR can be a tool to get a competitive advantage. For answering this assumption, the following research question was formulated:
What kind of relationship exists between the quality of Corporate Social Responsibility information and the financial performance of Dutch firms for the period of 2004-2007?

Whereby the quality of CSR information was measured by an index performed by the Ministry of Economics and the financial performance was measured as the share price + dividend. Both variables were measured with the relative performance. This, because only if an increase in the quality score of CSR information leads to an increase in the financial performance, conclusions could be made about the assumption that CSR can be a tool to get a competitive advantage. If the absolute values were used, it should result in a nonsense relationship, because differences exist between the start values of CSR reporting for firms and firms in a particular industry make more profits than firms in another industry. 
To further overcome the possibility of a nonsense correlation, the three most used control variables in prior researches were added: Risk, Size and Industry. A fourth control variable was added (Year) to investigate if differences exist over time.

These variables were used to test the following hypotheses:

H¹: The relative financial performance is not significantly correlated with the relative quality score of CSR information

H²a: The quality score of CSR information is positively correlated to the risk the firm faces

H²b: The quality score of CSR information is positively correlated to the size of the firm.

H²c: The industry type significantly affects the quality score of CSR information.

Hypothesis³: The relative financial performance will be the highest in the average group of CSR performance

The outcome of the first hypothesis showed that a negative relationship existed, but that it was not significant. Therefore, no evidence was found that support that there is a relationship between CSR and Financial Performance for Dutch firms for the period of 2004-2007. 

The outcome of this research corresponds to prior researches which also found no significant correlation (Alexander and Buchholz 1978; Cochran and Wood 1984; Aupperle et al. 1985: McWilliams and Siegel 2000; etc.). These prior researches mainly suggested that too many variables intervene between CSR and Financial Performance to statistically proof any correlation..

The second hypotheses were performed, to test the relationship between the control variables and the quality score of CSR information. These tests were added, because in many prior researches, these control variables were used, because these control variables both influences the financial performance and the CSR scores. Therefore, these hypotheses were tested, to search for significant relationships. The first hypothesis (risk) resulted in no significant correlation. All the statistical signals conclude that the risk of a firm does not influence the quality score of CSR information.

The second hypothesis (size) resulted in a very strong correlation for every year. Therefore, the hypothesis is accepted. Size does have a significant influence on the quality score of CSR information.

The third hypothesis (industry) resulted in the following conclusion: For three of the eleven industries, the industry type is significant correlated with the quality scores of CSR information. Therefore, the industry type does affect the quality score, and the hypothesis will be accepted.

As mentioned in paragraph 7.6.1, if there should be any relationship between CSR and financial performance, there should be a maximum amount of CSR that will be positively valued by the shareholders. The expectation is that spending too less on CSR activities can result in high litigation costs and spending too much on CSR activities results in too high costs. Therefore, the expectation is that the average group of CSR scores should perform financially best. To test this expectation, a Chi-squared test was performed. The outcome of this test showed that the average group of the quality scores of CSR information is in two of the four times the group that financially performed best, but that it was not significant. Therefore, no statistical evidence exists to support the hypothesis. 

These statistical tests did not resulted in evidence to support the assumption that CSR can be a tool to get a competitive advantage for shareholders. On the one hand, the theory of Friedman can not be supported (no significance negative correlation was found), otherwise, the socially oriented theory can also not be supported (no significance positive correlation was found). Therefore, this research did not give any evidence to proof if CSR is at the expense of the shareholders, or that it does contribute to their wealth. Instead, it showed that CSR and Financial Performance are not related. This means that the assumption stated in the introduction (that CSR can be a tool to get a competitive advantage) can not be supported and the stated research question is answered with none.
8.4 Limitations and recommendations for further researches TC "8.4 Limitations and recommendations for further researches" \f C \l "2" 
This research is subject to a couple of limitations. First, note that this research only investigated one particular stakeholder, the shareholders. Therefore, the outcome of this research does not give evidence that it does not matter how many money is spend on CSR. For their shareholders, the amount of money spend on CSR does not matter, but other stakeholders may appreciate it if the firm is socially oriented. And, as stated in chapter three, building a good relationship with them can improve the reputation of the firm and can lead to better financial performances in the near future. And in the end, that may be reflected into the share prices.
A second limitation is the method used to measure the quality score of the CSR information. The criteria used by the Ministry of Economics seem to be sophisticated and valid. However, measuring the quality of CSR reporting is subjective, and there is always a possibility that the selected methodology can be improved. Nevertheless, this subjectivity is unavoidable.
A third limitation is that by measuring the Chi-Squared correlation, the financial values are divided into three groups. By dividing the financial data into three groups, the validity of the outcome is lower. Therefore, further research should test the relationship with the numeric values, instead of the deviation into three groups.
A fourth limitation is the assumption stated in chapter 1, that no distinction is made between CSR activities and CSR reporting. This is a simplistic assumption, and could not hold true in reality. Further researches should investigate the differences between what firms report about CSR activities and what they actually do. This to investigate if the stated assumption holds true, or that a distinction should be made between CSR activities and CSR reporting. 
Another recommendation for further researches is that it can be useful to add more control variables to the research, like Cochran and Wood (1984) and McWilliams and Siegel (2000) did by adding asset age and R&D expenses. They concluded that without these control variables, researches are upwardly biased. In this research, only the most common control variables were added. It can be very useful to investigate if there are more variables that can improve the explanatory power of the formula.  
This can be interesting to investigate, because the R²-value in this research was declining over the years. This means that the added control variables are becoming less useful to explain the financial performance for Dutch firms. But which effects or variables lie behind this phenomenon? 
Further research should also investigate the influence of the time period under investigation. How much does the time period under investigation influence the statistical outcome? And furthermore, in this research the financial performance of the year T+1 was used, but there should be more research about the exact reaction time of the financial performance after the disclosure of CSR information. This should result in better predictions of the relationship between CSR and Financial Performance.
Chapter 9: Summary TC "Chapter 9: Summary" \f C \l "1"  
The purpose of this research was to test the assumption that CSR can be a tool to get a competitive advantage . To test this assumption, the following research question was formulated:

What kind of relationship exists between the quality of Corporate Social Responsibility information and the financial performance of Dutch firms for the period of 2004-2007?

For  answering this research question, it was divided into five sub questions. The first sub question was about the rules and regulations for Dutch firms about disclosing CSR information. This sub question was about to describe the obligated part of disclosing CSR information. As was described in chapter 2, in 2005 the guideline of the “Raad van de Jaarverslaggeving” was added to the Dutch law. This law meant that large and/or stock listed firms must add non-financial performance indicators to the annual report if it is necessary for a better understanding of the performance of the firm. However, as will be described below, in the statistical research no significant differences were found over time. Therefore, the new rule did not have significant influence on the quality scores of CSR information. 

The second sub question was about motives for firms to expand CSR activities beyond what is required by law. This chapter gave motives for firms for operating CSR activities. In prior researches, these motives were used as explanation for statistical outcomes. Prior researches that found a significant positive correlation stated that the Profit-driven motives and Synergistic-driven motives were leading. Firms that found a significant negative correlation, stated that Caring- and Holistic-driven motives were explaining their statistical outcomes. 

The third sub question was about motives for shareholders to appreciate CSR activities. The conclusion of this sub question was that the Profit-driven and Synergistic-driven motives should be appreciated by shareholders, and that CSR activities performed by a firm with a Caring- and/or Holistic-driven motive should not be appreciated.

The fourth sub question was about the methods used in prior researches to measure the CSR and financial performance. In prior researches CSR performance was most of the time measured by content analyses or  by a reputational index. Content analyses are measured in a mechanical way. Therefore, larger sample sizes are possible than with a reputational index, which is an index measured by one evaluator who rates firms by using some dimensions of CSR. An advantage of a reputational index is the consistency of the ratings, because one evaluator rates all firms by using the same criterions. Other less used methods are behavioural measures and assessment of the values and principles inherent in a firm’s culture. 

The financial performance is most of the times measured by market-based measures or accounting-based measures. Market-based measures of the financial performance are, for example, measurements about the price per share or share price appreciation. Market-based measures: 

“reflect the notion that shareholders are a primary stakeholder group whose satisfaction determines the firm’s fate”(Cochran and Wood 1984).

Accounting-based measures of the financial performance are, for example, a firm’s return on assets (ROA), earnings per share (EPS) or return on equity (ROE). Accounting-based indicators: 

“capture a firm’s internal efficiency in some way” (Cochran and Wood 1984).

Another less used measure are perceptual measures.

The fifth sub question was about investigating prior researches. This chapter described prior researches on aspects as time-period of investigation, methods used to measure the variables, the time-span of the research, the amount of selected firms and the research outcomes. These prior researches were investigated to make a conclusion about which method of measuring a statistical relationship between CSR and financial performance would provide the most reliable outcome.

After this theoretical part, a description was given about the research design that would be used for measuring the statistical relationship between the quality score of CSR information and the financial performance for Dutch firms. For the quality of Corporate Social Responsibility reporting, an index performed by the Ministry of Economics was used. This index exists of 150 Dutch firms selected on highest turnover. For the statistical analyses, this index was corrected for firms who were not listed on the stock market and for firms from which no financial data were available. For the financial performance, the share price + dividend was used as measurement. 
For both variables, the relative performance was used. This, because only if an increase in the quality score of CSR information leads to an increase in the financial performance, conclusions could be made about the assumption that CSR can be a tool to get a competitive advantage. If the absolute values were used, it should result in a nonsense relationship, because differences exist between the start values of CSR reporting for firms and firms in a particular industry make more profits than firms in another industry. 
As control variables were selected the three most used control variables in prior researches: Risk, Size and Industry. A fourth control variable was added (Year) to investigate if differences exist over time.

To test the overall relationship between the quality score of CSR information and financial performance, it was divided into three hypotheses, whereby hypothesis 2 was sub divided into 3 hypotheses:

H¹: The relative financial performance is not significantly correlated with the relative quality score of CSR information
H²a: The quality score of CSR information is positively correlated to the risk the firm faces
H²b: The quality score of CSR information is positively correlated to the size of the firm.
H²c: The industry type significantly affects the quality score of CSR information.
Hypothesis³: The relative financial performance will be the highest in the average group of CSR performance

The outcome of the first hypothesis showed that a negative relationship existed, but that it was not significant. Therefore, no evidence was found that support that there is a relationship between CSR and Financial Performance for Dutch firms for the period of 2004-2007. 

The outcome of this research corresponds to prior researches which also found no significant correlation (Alexander and Buchholz 1978; Cochran and Wood 1984; Aupperle et al. 1985: McWilliams and Siegel 2000; etc.). These prior researches mainly suggested that too many variables intervene between CSR and Financial Performance to statistically proof any correlation. 

The second hypotheses were performed, to test the relationship between the control variables and the quality score of CSR information. These tests were added, because in many prior researches, these control variables were used, because these control variables both influences the financial performance and the CSR scores. Therefore, these hypotheses were tested, to search for significant relationships. The first hypothesis (risk) resulted in no significant correlation. All the statistical signals conclude that the risk of a firm does not influence the quality score of CSR information.
The second hypothesis (size) resulted in a very strong correlation for every year. Therefore, the hypothesis is accepted. Size does have a significant influence on the quality score of CSR information.

The third hypothesis (industry) resulted in the following conclusion: For three of the eleven industries, the industry type is significant correlated with the quality scores of CSR information. Therefore, the industry type does affect the quality score, and the hypothesis will be accepted.

As mentioned in paragraph 7.5.1, if there should be any relationship between CSR and financial performance, there should be a maximum amount of CSR that will be positively valued by the shareholders. The expectation is that spending too less on CSR activities can result in high litigation costs and spending too much on CSR activities results in too high costs. Therefore, the expectation is that the average group of CSR scores should perform financially best. To test this expectation, a Chi-squared test was performed. The outcome of this test showed that the average group of the quality scores of CSR information is in two of the four times the group that financially performed best, but that it was not significant. Therefore, no statistical evidence exists to support the hypothesis. 

These statistical tests did not resulted in evidence to support the assumption that CSR can be a tool to get a competitive advantage for shareholders. On the one hand, the theory of Friedman can not be supported (no significance negative correlation was found), otherwise, the socially oriented theory can also not be supported (no significance positive correlation was found). Therefore, this research did not give any evidence to proof if CSR is at the expense of the shareholders, or that it does contribute to their wealth. Instead, it showed that CSR and Financial Performance are not related. This means that the assumption stated in the introduction (that CSR can be a tool to get a competitive advantage) can not be supported. 
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Appendix A TC "Appendix A: CSR scores" \f C \l "1" 
Absolute scores for the quality of CSR information over 2003 till 2007
	Name of the firm
	Score for 2003
	Score for 2004
	Score for 2005
	Score for 2006, criteria 2005
	Score for 2006, criteria 2006
	Score for 2007

	Aalberts
	44
	40
	35
	34
	20
	20

	ABN Amro
	89
	91
	89
	92
	83
	0

	Accel
	32
	38
	35
	40
	23
	22

	AEGON
	55
	48
	58
	77
	46
	52

	Ahold
	32
	67
	41
	43
	25
	60

	Akzo Nobel
	59
	82
	79
	79
	71
	72

	Alanheri
	31
	29
	30
	24
	14
	0

	Amsterdam Commodities
	0
	24
	31
	24
	14
	14

	ARCADIS
	48
	53
	48
	60
	35
	37

	ASMI
	30
	48
	41
	29
	17
	16

	ASML
	57
	59
	51
	60
	35
	43

	Ballast Nedam
	62
	57
	65
	46
	42
	45

	BAM Groep
	43
	56
	48
	64
	37
	45

	Batenburg
	43
	45
	56
	34
	20
	22

	BE Semiconductor
	0
	38
	37
	29
	17
	17

	Beter Bed
	35
	35
	32
	36
	21
	20

	Binckbank
	0
	0
	0
	31
	18
	18

	Boskalis Westminster
	53
	50
	55
	48
	28
	28

	Brunel
	33
	35
	33
	31
	18
	17

	Corio
	36
	31
	37
	36
	21
	38

	Corporate Express
	0
	0
	0
	62
	36
	39

	Crown van Gelder
	61
	66
	67
	78
	71
	82

	Crucell
	0
	41
	37
	29
	17
	21

	CSM
	56
	58
	50
	72
	42
	53

	De Telegraaf
	42
	42
	37
	36
	21
	0

	Draka
	43
	44
	42
	45
	26
	27

	DSM
	79
	79
	73
	74
	67
	73

	ERIKS
	46
	49
	44
	43
	25
	26

	Exact
	27
	29
	33
	41
	24
	25

	Fortis
	54
	73
	79
	88
	79
	87

	Fugro
	39
	39
	41
	41
	24
	25

	Gamma
	46
	52
	47
	45
	26
	22

	Grontmij
	42
	40
	46
	46
	27
	27

	HAL
	31
	28
	25
	20
	11
	11

	Heijmans
	38
	56
	55
	58
	34
	39

	Heineken
	74
	62
	77
	68
	61
	65

	Hunter Douglas
	28
	24
	26
	29
	16
	16

	Imtech
	52
	50
	51
	55
	32
	34

	ING Groep
	75
	77
	79
	97
	87
	90

	Jetix
	0
	26
	34
	29
	17
	17

	Kendrion
	36
	47
	40
	40
	23
	24

	KPN
	59
	55
	72
	59
	54
	55

	LogicaCMG
	44
	49
	52
	53
	31
	36

	Macintosh
	44
	56
	45
	74
	43
	44

	Nedap
	0
	31
	26
	27
	15
	14

	Neways Electronics
	44
	40
	32
	33
	19
	20

	Nutreco
	70
	75
	81
	89
	80
	76

	Océ
	64
	57
	68
	69
	63
	73

	OPG Groep
	41
	44
	42
	52
	30
	25

	Ordina
	43
	50
	54
	55
	32
	29

	Pharming Group
	0
	0
	29
	29
	16
	14

	Philips Electronics
	76
	87
	82
	75
	68
	74

	Randstad
	46
	49
	62
	62
	36
	37

	Reed Elsevier
	65
	64
	80
	82
	74
	80

	Reesink
	0
	20
	23
	20
	11
	0

	Samas
	38
	35
	39
	33
	19
	21

	SBM Offshore
	57
	51
	52
	55
	32
	54

	Schuitema
	43
	27
	41
	33
	19
	24

	Shell
	81
	81
	75
	87
	78
	78

	Simac
	39
	38
	30
	34
	20
	21

	Sligro
	48
	36
	37
	41
	24
	40

	Smit
	49
	52
	43
	34
	20
	27

	Stern
	44
	39
	37
	31
	18
	20

	Ten Cate
	51
	41
	57
	53
	31
	29

	TKH Group
	0
	0
	37
	34
	20
	26

	TNT
	70
	76
	79
	90
	81
	80

	Unilever
	85
	80
	77
	98
	88
	83

	Unit 4 Agresso
	36
	39
	50
	41
	24
	27

	USG People
	0
	0
	46
	40
	23
	26

	Van der Moolen
	33
	41
	43
	26
	15
	15

	Van Lanschot
	39
	38
	39
	46
	27
	30

	Vopak
	60
	56
	45
	46
	27
	27

	Wegener
	54
	54
	56
	88
	51
	29

	Wereldhave
	37
	44
	48
	57
	33
	32

	Wessanen
	44
	52
	65
	80
	73
	76

	Wolters Kluwer
	43
	55
	54
	74
	43
	54


Appendix B TC "Appendix B: Financial scores" \f C \l "1" 
The relative scores of the financial performance for the years 2005-2008

	Name of the firm
	2005
	2006
	2007
	2008

	AALBERTS INDS.
	0.247727
	0.487444
	-0.15298
	-0.60441

	ABN AMRO 6% CV.PREF. DEAD - 31/12/08
	-0.03922
	0.080679
	0.059184
	-0.2492

	ACCELL GROUP
	0.336709
	0.315196
	-0.01115
	-0.22254

	AEGON
	0.40098
	0.075758
	-0.1205
	-0.57444

	AHOLD KON.
	0.046285
	0.273306
	0.184587
	-0.06086

	AKZO NOBEL
	0.277672
	0.209439
	0.213807
	-0.42982

	ALANHERI
	-0.11475
	0.303797
	0.213592
	-0.29608

	AMSTERDAM COMMODITIES
	0.094118
	0.190202
	0.17268
	-0.11765

	ARCADIS
	0.979539
	0.780448
	0.034047
	-0.37793

	ASM INTERNATIONAL
	0.141357
	0.130927
	0.054443
	-0.63224

	ASML HOLDING
	0.453622
	0.09281
	0.120231
	-0.39982

	BALLAST NEDAM
	1.509924
	0.03528
	-0.10236
	-0.46254

	BAM GROEP KON.
	0.963563
	0.059691
	0.126617
	-0.54596

	BATENBURG BEHEER
	0.445513
	0.162529
	0.205659
	-0.28506

	BE SEMICONDUCTOR
	0.017413
	0.110024
	-0.1652
	-0.56201

	BETER BED HOLDING
	1.319014
	0.61177
	-0.02746
	-0.46539

	BINCKBANK
	1.867096
	0.631311
	-0.04178
	-0.42631

	BOSKALIS WESTMINSTER
	1.252432
	0.329435
	0.6936
	-0.57297

	BRUNEL INTL.
	0.872432
	0.531741
	-0.35192
	-0.43731

	CORIO
	0.107102
	0.405636
	-0.06414
	-0.35939

	CORPORATE EXPRESS DEAD - 07/08/08
	0.854265
	-0.11737
	-0.50622
	0.75514

	CROWN VAN GELDER
	0.192734
	-0.0294
	-0.03446
	-0.55213

	CRUCELL
	1.047091
	-0.12494
	-0.41237
	-0.04474

	CSM CERTS.
	0.037146
	0.296679
	-0.1808
	-0.46407

	TELEGRAAF MEDIA GROEP
	0.016438
	0.111781
	0.284635
	-0.462

	DRAKA HOLDINGS
	0.279159
	0.928251
	-0.09419
	-0.68609

	DSM KONINKLIJKE
	0.479583
	0.110566
	-0.10954
	-0.39391

	ERIKS DEAD - 28/09/09
	0.425615
	0.875
	-0.14585
	-0.37912

	EXACT HOLDING
	0.121076
	0.061667
	0.069853
	-0.40654

	FORTIS
	0.362762
	0.234396
	-0.27818
	-0.87679

	FUGRO
	0.826427
	0.337209
	0.481492
	-0.58835

	GAMMA HOLDING
	0.021918
	0.299435
	0.275778
	-0.84949

	GRONTMIJ
	0.497805
	0.514334
	0.129972
	-0.23036

	HAL TRUST
	0.627358
	0.418418
	0.261606
	-0.33657

	HEIJMANS
	0.543376
	0.181076
	-0.34519
	-0.81226

	HEINEKEN
	0.104369
	0.354275
	0.246184
	-0.48801

	HUNTER DOUGLAS
	0.182969
	0.355292
	-0.13498
	-0.49684

	IMTECH
	0.127966
	0.735553
	0.078103
	-0.26387

	ING GROEP
	0.369778
	0.172391
	-0.16225
	-0.66766

	JETIX EUROPE DEAD - 27/02/09
	0.165714
	0.170343
	-0.04188
	-0.40492

	KENDRION
	0.313043
	0.264901
	-0.05759
	-0.57883

	KPN KON
	0.259574
	0.326651
	0.203343
	-0.12058

	LOGICA (AMS)
	2.544097
	1.960145
	1.642599
	3.080247

	MACINTOSH RETAIL
	0.838772
	0.779541
	-0.06039
	-0.67575

	NEDAP
	-0.0007
	0.06055
	0.205405
	-0.38019

	NEWAYS ELEC.INTL.
	0.230476
	0.563492
	0.339487
	-0.56929

	NUTRECO
	0.847688
	0.362005
	-0.08218
	-0.36287

	OCE
	0.12588
	0.062244
	0.046005
	-0.69467

	MEDIQ
	0.443953
	0.496455
	-0.07326
	-0.48263

	ORDINA
	0.588299
	0.164835
	-0.26014
	-0.74918

	PHARMING GROUP
	0.883721
	0.034568
	-0.68496
	-0.51288

	PHILIPS ELTN.KONINKLIJKE
	0.368101
	0.089782
	0.054253
	-0.50779

	RANDSTAD HOLDING
	0.311081
	0.422009
	-0.4605
	-0.41525

	REED ELSEVIER (AMS)
	0.193007
	0.128091
	0.088919
	-0.35422

	ROYALREESINK
	0.460909
	0.348396
	0.111673
	-0.29524

	SAMAS
	0.710486
	-0.06458
	-0.32764
	-0.8902

	SBM OFFSHORE
	0.509772
	0.537698
	-0.1491
	-0.53954

	SCHUITEMA DEAD - 14/09/09
	0.126192
	0.025979
	-0.06711
	0.109099

	ROYAL DUTCH SHELL A
	0.284903
	0.067849
	0.114521
	-0.31061

	SIMAC TECHNIEK
	0.119205
	0.35503
	0.065502
	-0.43852

	SLIGRO FOOD GROUP
	0.02973
	0.415094
	0.062913
	-0.41978

	SMIT INTL.CERTS.
	0.788491
	0.517117
	0.768666
	-0.45586

	STERN GROEP
	0.217235
	0.181846
	-0.04755
	-0.57016

	TEN CATE
	0.631886
	0.094598
	-0.0534
	-0.20764

	TKH GROUP
	0.29701
	0.739153
	-0.03401
	-0.42112

	TNT
	0.35719
	0.25033
	-0.10931
	-0.48135

	UNILEVER
	0.221032
	0.099229
	0.241429
	-0.26269

	UNIT 4 AGRESSO
	0.068122
	0.459526
	0.106443
	-0.58205

	USG PEOPLE
	1.139029
	0.829981
	-0.41778
	-0.45931

	VAN DER MOOLEN
	0.271277
	-0.34101
	-0.35056
	-0.25433

	VAN LANSCHOT
	0.410625
	0.135671
	0.059028
	-0.30612

	VOPAK
	0.647619
	0.422004
	0.111267
	-0.27964

	WEGENER
	0.076596
	0.114114
	0.407643
	-0.69895

	WERELDHAVE
	0.031835
	0.3
	-0.21388
	-0.09462

	WESSANEN KON.CERTS.
	0.408333
	-0.15438
	0.129756
	-0.51746

	WOLTERS KLUWER
	0.19852
	0.294322
	0.058284
	-0.36922


Appendix C TC "Appendix C: Elaborated criteria used for CSR scores" \f C \l "1" 
Criteria used to value firms, with respect to CSR (2005):

There is a distinction between firms who operate solely in Western Europe (A-firm) and firms who also operate in other parts of the world (B-firm). They are expected to report other information than firms who operate solely in Western Europe, especially on the subject of human rights. 

Profile of the firm (19 points)

· The turnover and/or the profit/loss of the firm are specified by region (1 point)

· The turnover and/or the profit/loss of the firm are specified by product/activity (1 point)

· The number of employees of the firm is specified by region (1 point)

· The number of employees of the firm is specified by product/activity (1 point)
· There is a description of the main products and services of the firm (1 point)
·  There is a description of the most important brands of the firm (2 points)
· The most important consuming market locations are mentioned (1 point)
· The origin locations of raw materials of the firm are mentioned ( 1 point)
· The organization structure of the firm is mentioned (3 points)
· The countries in which the firm has settled are mentioned (1 point)
· A description is given of property rights of the firm (2 points)

· The names of the managers are mentioned (2 points) 
· The background of the managers is mentioned (2 points)
Social Influences on the Operating Processes (A: 15 points, B: 21 points)

· There is a description of the vision of the firm with respect to CSR (2 points)

· The code of conduct for the CSR policy are mentioned and verifiable (2 points)

· The external guidelines used for the CSR policy are mentioned (2 points)

· The report contains information about the impact of the firm on the economy (4 points)

· The report contains information about the impact of the firm on the environment (4 points)

· The report contains information about the impact of the firm on the employees (4 points)

· The report contains information about the impact of the firm on aspects of safety and healthy of the employees (1 point)

· The report contains information about the impact of the firm on the rights of the employees or about human rights in general (3 points)

· The report contains information about the impact of the firm on child labour (1 point)

Stakeholder Dialogue and Chain Responsibility (A: 4 points, B: 16 points)

· The report describes the position of the firm in the chain of the relevant products (1 point)
· The report contains information about the indirect impact (through the chain) of the firm on the environment (1 point)
· The report contains information about the indirect impact (through the chain) of the firm on the employees (1 point)
· The report contains information about the indirect impact (through the chain) of the firm on human rights in general (1 point)
· The report explicitly describes one or more stakeholders with who the firm has dialogues, with respect to the direct influences of the firm on the environment (1 point)
· The report explicitly describes one or more stakeholders with who the firm has dialogues, with respect to the direct influences of the firm on employee topics (1 point)
· The report explicitly describes one or more stakeholders with who the firm has dialogues, with respect to the direct influences of the firm on human rights (1 point)
· The report describes a problem that the firm has with the direct stakeholders with who the firm has dialogues, with respect to the environment (1 point) 
· The report describes a problem that the firm has with the direct stakeholders with who the firm has dialogues, with respect to employees (1 point)
· The report describes a problem that the firm has with the direct stakeholders with who the firm has  dialogues, with respect to human rights (1 point)
· The report explicitly describes one or more stakeholders with who the firm has dialogues, with respect to the indirect influences of the firm on the environment (1 point)
· The report explicitly describes one or more stakeholders with who the firm has dialogues, with respect to the indirect influences of the firm on employee topics (1 point)
· The report explicitly describes one or more stakeholders with who the firm has dialogues, with respect to the indirect influences of the firm on human rights (1 point)
· The report describes a problem that the firm has with the indirect stakeholders with who the firm has dialogues, with respect to the environment (1 point)
· The report describes a problem that the firm has with the indirect stakeholders with who the firm has dialogues, with respect to employees (1 point)
· The report describes a problem that the firm has with the indirect stakeholders with who the firm has  dialogues, with respect to human rights (1 point)
Embedding of the CSR policy in the Organization Structure (A: 6 points, B: 9 points)

· A description of the embedding of the general CSR policy in the management systems of the firm is given (3 points)
· A description of the embedding of the CSR policy in the management systems of the firm is mentioned for stakeholder dialogues (3 points)
· A description of the embedding of the CSR policy is given for how the firm handles chain responsibility (3 points)
Results and Targets (A: 6 points, B: 8 points)

· The report describes the progression the firm has made with respect to the economic policy (1 point)

· The report describes the progression the firm has made with respect to the environmental policy (1 point)

· The report describes the progression the firm has made with respect to the employee policy (1 point)

· The report describes the progression the firm has made with respect to the human rights policy (1 point)

· The report mentions targets for the economic policy in the future (1 point)

· The report mentions targets for the environmental policy in the future (1 point)

· The report mentions targets for the employee policy in the future (1 point)

· The report mentions targets for the human rights policy in the future (1 point)

Form (17 points)

· The report contains information about the reporting period (2 points)

· The report contains information about the date of issuing (2 points)

· The report describes what the range of the report is (2 points)

· The report contains information about the reporting policy (5 points)

· The references between the different reports (social, CSR, financial) is clear (2 points)

· Contact information or the location of the head office is mentioned (2 points)

· The report is easy to get (2 points)

Verification (10 points)

· The CSR part of the report contains a declaration of a professional, independent professional who have verified the information (5 points)

· The CSR part of the report explains how the verification is done (5 points)

Criteria used to value firms, with respect to CSR (2006):

Profile (10 points)

· The most important products or services of the firm are described (1 point)

· The countries in which the firm is operating, are described and explained (1 point)

· The number of employees of the firm, the turnover and the results are specified by region and/or by the products/services (1 point)

· A description is given of business relations and property rights (1 point)

· There is a clearly description of the core processes and activities of the firm, and an explanation of the impacts of these processes and activities for human, environment and society (3 points)

· There is a clearly description of the chain within the firm operates, and an explanation of the impacts of this chain for human, environment and society (3 points)

Vision and Strategy (10 points)

· The vision and strategy of the firm with respect to CSR is explained (3 points)

· In the report there is a description of the future expectations of management with respect to CSR (1 point)

· In the report there is a description of the internal guidelines with respect to desired behaviour (2 points)

· In the report there is a description of the external guidelines to what the firm considers to act on (1 point)

· A description is given of the activities of the firm with respect to social involvement with society (3 points)

Governing Board and Management Systems (10 points)

· There is a description of the governing board and the context and tasks of the managers (2 points)

· A description is given of the firm’s organisation structure (2 points)

· There is a description of the tasks and responsibilities inside the firm with respect to CSR (3 points)

· There is a description of the process of targeting and controlling, with respect to CSR (3 points)’

Chain Responsibility (10 points)

· The report describes the policy of the firm with respect to chain management and responsibilities (1 point)

· The firm gives an explanation about the activities it chooses to get a competent chain management (4 points) 

· There is a description of the process of targeting and managing, with respect to competent chain management (5 points)

Stakeholders (10 points)

· The firm mentioned their main stakeholders (1 point)

· The firm describes what the influence of the stakeholder dialogue is for this report (2 points)

· The firm gives an explanation about how the dialogue with the stakeholders, about aspects that are relevant for CSR, is done (5 points)

·  The report makes clear how important the stakeholder dialogue is for the firm (2 points)

Economic Aspects of the Operating Processes (10 points)

· There is an explanation about the policy the firm is using, with respect to financial-economic aspects of the operating processes (1 point) 

· The report describes the results of the firm, with respect to the economic aspects of the operating processes (3 points)

· The report contains targets with respect to the economic aspects of the operating processes (2 points)

· The report explicitly describes improvements the firm has made with respect to the financial-economic policy (1 point)

· The report explicitly describes increases or decreases of the results with respect to financial-economic aspects showed by the firm in the last reporting period (3 points)

Environmental Aspects of the Operating Processes (10 points)

· The report contains an explanation about the environmental policy of the firm(1 point)

· The report describes the results of the firm, with respect to the environmental aspects of the operating processes (3 points)

· The report contains targets with respect to the environmental aspects of the operating processes (2 points)

· The report explicitly describes improvements the firm has made with respect to the environmental policy (2 points)

· The report explicitly describes increases or decreases of the results with respect to environmental aspects showed by the firm in the last reporting period (2 points)

Social Aspects of the Operating Processes (10 points)

· The report contains an explanation about the social policy of the firm (1 point)

· The report describes the results of the firm, with respect to the social aspects of the operating processes (3 points)

· The report contains targets with respect to the social aspects of the operating processes (2 points)

· The report explicitly describes improvements the firm has made with respect to the social policy (2 points)

· The report explicitly describes increases or decreases of the results with respect to social aspects showed by the firm in the last reporting period (2 points)

Verification (10 points)

· The report contains an explanation about if the CSR report has been audited by an independent, professional party or not (1 point)

· The report contains a declaration of specialists about the quality of the CSR report and/or about the results of the firm with respect to human, environment and society (2 points)

·  The report contains a declaration of an independent, professional party who verified the CSR report and gives a public judgement about the reliability of the presented information (3 points)

· The nature and the range of the verification activities lead to a conclusion of the independent, professional party that, with a reasonable degree of certainty, the CSR information is reliable (4 points)

Remaining Remarks (10 points)

· The report describes dilemmas the firm is confronted with (4 points)

· The report contains an  explanation of the range of the CSR report (1 point)

· The firm is transparent about the reporting policy and reporting process of the CSR report (2 points)

· The relation between different forms of external reporting is clarified with mutual references about which one is used (1 point)

· The report contains contact information (1 point)

· The report contains a clear summary of the most important results with respect to the economic, environmental and social aspects within the reporting period (1 point)
� Alsterlind. H. and Petter Hansson 2005, The road to verifiability: a case research of Volvo Cars’ Corporate Citizenship reports, master thesis in business administration, school of Economics and Commercial Law, Göteborg University 17-18  





� White. I. et al 2003, The analysis and use of financial statements, third edition, John Wiley & Sons, page 167
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