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In this paper we investigate the relationship between Corporate Social Responsibility performance (CSP) and firms’
financial standing — corporate financial performance (CFP) in ten Global Industry Classification System (GICS) sectors.
The analysis of each sector provides unique opportunity of finding these CSR actions which nowadays play the most
important role. We use Thomson Reuters ASSET4 ratings in order to proxy the CSR behaviour of 2428 companies from all
over the world in the period of 2009-2012. We find CSR actions’ effects measured by value increase as well as transitory
effect on earnings conditional upon the company’s sector. Firstly, we prove that eco-efficiency investments are value
destructors in 8 out 10 sectors. For corporate governance we find significant results only in three sectors with ambiguous
characteristic. Despite of adding the third, social dimension we observe relatively lesser impact of CSR actions on firms’

financial performance in case of four sectors.
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Introduction

Substantial attention in the literature had been drawn
to the relation between corporate social responsibility
(CSR), also specified as corporate social performance
(CSP) and corporate financial performance (CFP) over the
past thirty years.

It is also a growing concern topic at the capital
markets, reflected in increasing value of assets under
management in Socially Responsible Investment Funds, as
well as many new financial products and services are being
launched (Dziawgo, 2009). The study of Rogowski (2013)
confirms also the increase interest of Polish companies in
CSR performance and publishing social reports.

More than 100 studies have examined whether
corporate social responsibility (CSR) metrics predict
financial performance, with a variety of results (for
reviews, see Margolis & Walsh, 2003 and Margolis,
Elfenbein & Walsh, 2007).

But it doesn’t seem that in these studies there has been
reached a clear conclusion on the relationship between
CSR and financial performance. In the process several
arguments have been developed to explain the
contradictory results underlying the lack of consensus.
McWilliams and Siegel (2000), Rowley and Berman
(2000) as well as Elsayed and Paton (2005) point to
numerous biases and problems in previous work that
encompass: model misspecification, omitted variables in
the determinants of profitability, limited data (small
samples, old periods), cross-sectional analysis invalid in
the presence of significant firm heterogeneity, problems of
measurement of CSR, and the wide diversity of measures
used to assess financial performance. The problem that is
also mentioned is the direction and mechanisms of
causation. Whether CSR leads to superior financial
performance, or whether financial performance is rather
necessary condition for CSR, is the issue covered by only

few papers (Waddock & Graves, 1997; Margolis et al.,
2007, Scholtens, 2008; Lioui & Sharma, 2012).

The aim of the paper is to reveal how particular pillars
of CSR performance impact market value of companies
belonging to different sectors.

Our study attempts to show the contextuality of CSR
performance and its influence on financial performance by
conducting research on unique dataset with a separate
result of CSR performance in three dimensions: Corporate
Governance, Environmental and Social. At the same time
we use contingency approach in order to fill in the gap in
the literature of analyzing and finding differences between
business sectors in the impact of CSR performance on
financial performance.

The methods of the research are comparative analysis
of literature, critical analysis, econometric analysis, and
generalization.

We structure our paper in six sections: The second
section discusses contextuality of Corporate Social
Responsibility (CSR). In the third section, we analyze
sector impact on CSR performance and deliver the
hypothesis of the paper. Section four commences our
empirical analysis by describing our data sets and methods.
The fifth section discusses our empirical results. Section
six presents the discussion and concludes.

Contextuality of Corporate Social Responsibility
Definition

One of the major issues is a challenging process of
reaching the agreement among the academics on a single,
precise and general definition of corporate social
responsibility (CSR). It could be even evaluated as
unsuccessful given that a wide range of views have been
expressed on questions concerning the scope and priority
aligned to CSR (Hoepner et al., 2010).
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According to European Commission (2001) being
socially responsible means that, beyond legal constraints,
firms commit on a voluntary basis to bear the cost of more
ethical behavior in s variety of practices, for example
improving employment conditions and/or banning child
labor in countries that do not respect human rights,
protecting the environment and investing in abatement
equipment to reduce the carbon footprint, developing
partnerships with NGOs, or providing funds to charity, etc.
(European Commission, 2001). Therefore, CSR is
inherently multi-faceted and implies a multi-dimensional
decision. Researchers often group those different
dimensions into three main pillars: environmental, social
and corporate governance (so-called ESG factors). These
categories are also used in CSR ratings, scoring and
models for firms’ evaluation for inclusion in sustainability
indexes, such as FTSE4AGOOD, DJSI or STOXX
Sustainability (Daszynska-Zygadlo, Ryszawska, 2014).

It could be stated that CSR involves taking actions
which reduce the extent of externalized costs or avoid
distributional conflicts. That approach is reflected in
OECD materials, stating that the common aim of the
governments adhering to the OECD guidelines to
multinational enterprises on corporate responsibility is to
encourage the positive contributions that multinational
enterprises can make to economics, environmental and
social progress and to minimize the difficulties to which
their various operations may give rise. This could be
understood as an interpretation of CSR activities as the ones
that would increase the social value added by corporate
activity, admitting the contextual approach towards it.

Contextuality of the concept is an often discussed
matter and a field of disagreement, drawing attention to
two utmost opinions being that a search for one common
definition of CSR should be abandoned (van Marrewijk,
2003) and on the other extreme given that context specific
definition of CSR would be less useful (Dahlsrud, 2008).

Explicit confirmation of importance of differentiating
the types of CSR activities among different actors could be
found in Global Reporting Initiative, recognized standard
for CSR reporting worldwide. One can find there not only
core guidelines for CSR reporting under any business
conditions, but also complementing, additional guidance
for particular sectors and nations. In many studies the
moderate, intermediate approach is reflected in the explicit
or implicit recognition of the CSR contextual nature
(Matten & Moon, 2008; Siegel & Vitaliano, 2007). In the
resent study of Wang and Berens (2015) contextuality of
CSR has been recognized in previously defined by Carroll
(1979, 1991) four types of CSR performance (i.e.
economic, legal, ethical and philanthropic). They found out
that each type of performance affect financial performance
differently, additionally they distinct the impact on
corporate reputation among public and financial
stakeholders groups.

Hoepner et al. (2010) define a corporation as
displaying social responsibility, when it engages itself in
processes that appear to advance a general contextual
social or environmental agenda beyond legal arrangements.
Examples of general agendas across sectors could be easily
found, among which there could be corporate codes of
ethics and employee relations practices, but there exist

very distinctive context specific opportunities to signal
social responsibility. Just giving an example of car
producers only which can introduce to the market hybrid
vehicles or financial institutions only which can offer
microfinance instruments.

"Managers should treat decisions regarding CSR
precisely as they treat all investment decisions"
(McWilliams, Siegel, 2001). The difficulty, however, is
that the payoffs have been unclear because researchers
have struggled for several decades to demonstrate a
universal rate of return in a situation that clearly calls for a
contingent perspective (Rowley, Berman, 2000; Ullmann,
1985). A contingent perspective argues that although all
CSR activities are not profit maximizing, some may be,
and so the careful use of CSR can fulfill management's
fiduciary responsibilities (Barnett, 2007).

Taking into account the perspective of creating
competitive advantage through realization of CSR strategy
Juscius and Snieska (2008) state that company should find
what kind of CSR activity is prior for it or is useful for
competitive ability increase, especially that different
stakeholders appreciate companies’ social work through
their totally differentiated interests. That is why companies
must adjust to their contextual environment and value of
CSR performance should be assessed according to its
different pillars.

Therefore it is necessary to take into account the way
the CSR performance is being measured and differentiate its
impact on financial performance across industries (sectors).

Research Hypothesis and Analysis of Sector
Impact on CSR Performance

Contingency perspective in previous studies was based
on three conditional dimensions: CSR form, firm
characteristics and time (Barnett, 2007) and national and
industrial characteristics (Matten & Moon, 2008; Rowley
& Berman 2000; Hoepner et al., 2010) as two additional
ones. Taking into account that CSR form refers to specific
CSR activities and it represents a contextual concept, the
relevance of individual activities depends on its application
context. Therefore what will be highly important for fossil
fuel sector stakeholders will not be a top priority issue of
financial sector stakeholders. This is why, as stated by
Kempf and Osthoff (2007) the adoption of different CSR
activities across firms in majority of cases is not
significantly correlated. These activities will also differ in
terms of impacting CFP.

Even thought substantial number of researchers have
noticed the need for and called for research on the potential
heterogeneity of CSR’s impact on CFP across industries
(Ullmann 1985; Hart 1995; Barnett, 2007; Godfrey &
Hatch, 2007), up to the date there have been only a few
studies conducted in that field. Mainly focusing on one
separate industry type (e.g. Simpson and Kohers, 2002)
and some studies investigating the moderating effects of a
specific parameters of industries (e.g. Hull and
Rothenberg, 2008) with only one paper analyzing the
effect of CSP on CFP across industries (Hoepner et al.,
2010). Hoepner et al. (2010) taking the perspective of
corporation and of the investor conducted a research
aiming at finding differences in the CSP - CFP
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relationship among industries by adopting an unconditional
measure of CSR that weighted its sub-indicators identically
in any industrial context. The authors claim to achieve it by
using a unique data sample from Innovest database.

In vast majority of the studies on CSP - CFP
relationship described in paper analyzing 95 studies
(Margolis and Walsh, 2001) number 1 control variable is
industry, but this is a controlling variable for CFP and it
does not control for industry drivers of CSP’s effect on
CFP. These studies implicitly assume that the CSP — CFP
relationship is homogeneous across industries. Therefore,
if evidence would be found suggesting a heterogeneous
effect of CSP on CFP across industries, the results of many
previous empirical studies of multiple industry datasets
should be interpreted with slight more caution than up till
now. Industry type is also included in the study of CSP -
CFP relationships among controlling variables treated as
industry fixed effects, being coded into only three
industries: manufacturing, service and financial in the
work of Elsayed and Paton (2005) and Wang and Berens
(2015).

Following Hoepner et al. (2010) conceptual framework
we hypothesize that there exists contingency perspective
on the effect of corporate social responsibility performance
(CSP) on corporate financial performance (CFP) and it is
contextual in respect to three different dimensions of CSR
being — Environmental, Social and Governance. The
concept of the study finds confirmation in statement of
Rangan et al. (2015) that conclude about no logics or
practical arguments behind that all companies should
engage in the same types of CSR actions, since CSR
programs are driven by diverse factors including industry,
societal environments where businesses are being placed
and motivations of people who staff, run and govern each
company. We decided to separately verify the set of
hypotheses about the impact of each dimension of CSR on
Corporate Finance Performance in each sector defined as
in Global Industry Classification System (GICS). Although
there were many studies conducted in order to check the
relationship of CSR and CFP and obtained results are
mixed we believe that we can assume that if CSR has a
positive effect on CFP that each dimension of CSR
activities might also have a positive impact. But following
the doubts from studies with mixed results we wish to
verify how separating smaller more homogenic samples of
companies from the same sectors will change the results.
As well as dividing general, aggregated variable signifying
the whole set of different type of CSR activities into
categories we wish to test their isolated influence on CFP.

Our hypotheses are as follows:

H1: Corporate governance activities have positive
impact on Corporate Financial Performance in each of
GICS sectors

H2: Environmental activities have positive impact on
Corporate Financial Performance in each of GICS sectors.

H3: Social performance have positive effect on
Corporate Financial Performance in each of GICS sectors.

Conducting our study on the basis of three dimensions
of ASSET4 rating: Corporate Governance, Social and
Environmental could give valuable insights and confirm
the legitimacy of contingency perspective adoption and
previous findings. We also add the regional perspective,

controlling for regional location of the business, namely
Asia, Europe and North America. In order to confirm
heterogeneity across industries we have divided our sample
into ten industries subsamples and checked the impact of
each category of CSP (Corporate Governance,
Environmental and Social) on the financial performance.

We do not control for industry drivers of CFP but we
show how in particular sectors financial performance is
impacted by CSR.

Data Description and Methodology

For a unique dataset, our empirical investigation
allows us to analyze the relationship between CSP and
CFP across ten industries across all the continents from
two perspectives: the corporate (company financial
efficiency) and the investor perspective who gets the
information that is publicly accessible.

The CSR data about firms is taken from Thomson
Reuters ASSET4 Database. To the three main proxy
dimensions of corporate social responsibility (so-called
pillars): environment, social and corporate governance,
ASSET4 universe adds additional economic score as
additional pillar of the performance assessment. We use
the economic score as additional controlling variable for
financial performance. Financial data has been obtained
from the Thomson Reuters Datastream and Bloomberg
databases. Research covers the period of 2009-2012 and
7942 observations.

ASSET4 gathers extensive, objective, quantitative and
qualitative ESG data on almost 4000 global companies and
scores them on four pillars. Research analysts collect more
than 600 data points per company since fiscal year 2002.
Typical sources include stock exchange filings, CSR
reports, annual reports, non-governmental organization
websites, and news sources. Scores and data are provided
transparently at all levels in the ASSET4 framework. All
data must be objective and publicly available, though
analysts are permitted to contact company investor
relations offices to learn the location of public data.
Obtaining data from several resources makes the
information about companies performance more objective.
Important thing is that it is not based only on what
companies declare they do in their reports (or what would
be even worse from the perspective of objectivity of the
data — in the surveys) but it is supplemented by
information provided by non-governmental organizations
websites that usually are very alerted to misconducts of
corporations and news sources that immediately report on
violations and harmful performance of business entities.

Using this dataset makes our study unique in couple of
ways: big size of the sample, even when it comes to
industry subsamples; comprehensive measurement of each
dimension of CSR on the basis of multiple ratios;
transparency of data points used by ASSET4 in order to
obtain the score. According to the best knowledge of
authors no other research has been done on the basis of that
data set up to that date. Table 1 presents the sample size
with respect to sector defined as in Global Industry
Classification System (GICS).
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Table 1
Observations by sector

Sector Number of obs.
Basic Materials 1285
Consumer Staples 609
Consumer Discretionary 612
Energy 450
Financial 1119
Healthcare 396
Industry 1155
Technology 397
Telecom 633
Utilities 1286

In order to reduce the effect called accounting illusion
(Hoepner, 2010) we incorporate in our research simplified
Tobin g (the book value of assets approximate replacement
costs as in Guenster et al., 2010) and PE ratio as a proxy of
transitory effect of the current earnings change. We find
Tobin’s q as valuable measure of financial performance
(Tobin 1969) since it captures market values of firm’s
goodwill. Therefore, any increase of q shows bigger
sustainable competitive advantage within its sector. This
advantage might reside in the company’s brand name and
reputation for quality, or from monopolistic or
technological advantage, or perhaps on CSR activities. In
such a situation, the firm is likely to trade on abnormally
high PE ratio, reflecting its ability to earn in excess of its
cost of capital. This is the rationale for using PE ratio as
another measure of financial performance.

There are two main determinants of PE ratio, the cost
of capital and the rate of return spread. The cost of capital
“brings” future earnings into the present value. Taking cost
of capital alone, a low PE ratio implies high cost of capital.
In turn, PE ratio increases if there is a positive rate of
return (ROE) spread above the cost of capital. For this
reason ROE becomes our control variable.

In our analysis it is important to know how CSR
disbursements are recognized in accounting system. If
capitalized it will be recognized in Tobin’s q as a change in
book value of assets. If expensed it will affect firm’s
earnings and therefore impacts PE ratio. It gives the
additional reason of using Tobin’s q and PE ratio in our
research. Our financial performance is reflected in market
value of company and is operationalized by two measures
that complement each other.

Financial data for our research is divided into
valuation proxy (dependent variable) and control
(independent) variables taken from Thomson Reuters
Datastream and Bloomberg databases. For Tobin’s q and
PE ratio we have used the values provided by Thomson
Reuters Datastream database. Following Barth et al.
(1998), we assume that firm’s value is influenced by firm’s
profitability, firm’s size and sales growth. To enhance
model’s robustness we used a complete set of those
variables. Return on Equity (RoE) is used as a
measurement of firm’s profitability; firm’s size is defined
as a logarithm of the market capitalization; sales growth —
as one-year revenue growth. Sales growth is used as a
proxy for expansion rate, and market capitalization as a
proxy for a firm’s ability to seize growth opportunities and
its overall risk exposure. Since the host country legal

regulations might interfere with our results we introduce
the region as a control variable.

Based on OLS (ordinary least squares) regression, we
estimate two models (model 1) with simplified Tobin’s q
and PE ratio as the dependent variables.

Following Guenster et al. (2010), we use trimmed (the
procedure ensures a limited effect of outliers) dependent
variables in logs. The trimming procedure eliminates
potential outliers in the extreme left and right 0.5 percent
of the distribution.

Model 1:
Value;
= ag + a4 Governance Score;

+ a,Environmental Score;+ azSocial Score;
3

+ Z BjRegion; j + a,Economic; + asMarket Cap;
j=1
+ agRoE; + a,Sales growth; + €i, €i

Where: Value;, valuation proxy for sector i,
Governance;, Environmental;, Social Score; as well as
Economic; — are the scores (ranging from 0 to 100) for
particular pillars of the Reuters Assets 4 CSR ranking;
RoE;, Return on Equity; Market Capi, logarithm of market
capitalization; Sales growth;, one-year revenue growth;
Region;,j, 3 dummy variables, distinguishing the country of
registration of the company between North America,
Europe and Asia; ¢, residual.

Results

In table 2 we present the estimation results for years
2009-2012 where for each sector we run regression on
trimmed Tobin’s q.

Regarding the Corporate Governance pillar in the CSR
universe we find the positive significant impact in the case
of Materials, Financial and Industrial companies. Financial
companies benefit the most from the Corporate
Governance activities. On the other hand the Consumers
Staples and Consumer Discretionary companies lose when
expanding Corporate Governance efforts.

As for the Environmental dimension we find
significant results which prove that Environmental efforts
deteriorate companies performance measured by Tobin’s .
The biggest negative influence is in the case of Materials
and Utilities. Companies from Energy, Financial and
Industrial sectors are relatively less punished for
Environmental actions.

We find interesting results for Social actions’
influence on Tobin’s g. Only in the case of four sectors,
namely Consumers Staples, Financial, Industrial and
Utilities, we find significant results. Only for Industrial
sector the impact is negative. This pillar of CSR actions
has relatively lesser impact on dependent variable.

We decided to control results using a range of
variables. For two financial variables and Market Cap we
find positive strong impact. The ROE’s positive influence
is significant for all sectors. The biggest impact of ROE is
for Consumers Discretionary and Consumers Staples. We
observe less significant influence of sales growth on
companies’ financial standing. For six out of ten sectors
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the sales growth factor is significant and it reaches its
maximum impact for Healthcare.

For many sectors the Market Cap maintains relatively
highly important. The extent of Market Cap’s impact is
biggest for Materials and Consumer Staples, and only for
Healthcare this factors is irrelevant.

We find versatile impact of companies geographical
location on many sectors. European origins are important

only for Healthcare companies. There is a large premium
for being North American company in CSR universe for as
much as seven sectors. For these sectors the location
becomes the most important factor among control
variables. On the other hand, for 5 sectors Asian location
gives opposite results to North American ones. For
example, in Material sector slope coefficient for North
America is 0,130 while for Asia is -0,161.

Table 2
Regression parameters estimates for Tobin’s q

Materials Consumers Staples ~ Consumer Discretionary Energy Financials
Governance 0.0010** -0.0015 -0.0018** 0.0006 0.0021***
Environmental -0.0052*** -0.0011 -0.0036*** -0.0020** -0.0023***
Social 0.0007 0.0007 0.0019** -0.0006 0.0011**
Asia -0.1615*** -0.0655 -0.3529*** -0.0266 0.0547
Europe 0.0163 -0.0416 0.0619 0.0096 0.0182
N. America 0.1296*** 0.0538 0.1147** 0.0233 0.0146
Economic 0.0001 -0.0003 0.0002 0.0015** -0.0008**
Market Cap 0.0488*** 0.0332*** 0.0457*** 0.0182*** -0.0063*
ROE 0.0081*** 0.0171*** 0.0142*** 0.0078*** 0.0116***
Sales growth 0.0006 0.0026*** 0.0040*** 0.0010* -0.0003
R-squared 22.02% 55.29% 46.97% 23.54% 29.49%
Adjusted
R-squared 21.47% 54.61% 46.17% 21.95% 28.91%

Healthcare Industrials Information Technology Telecom Services Utilities
Governance 0.0014 0.0009** 0.0019 -0.0002 -0.0006
Environmental -0.0030** -0.0020*** -0.0039*** 0.0004 -0.0047***
Social 0.0018 -0.0009* -0.0008 -0.0010 0.0032***
Asia 0.0922 -0.0875* -0.5919*** 0.0008 -0.1923***
Europe 0.1346* 0.0265 -0.0260 0.0498 0.0397
N. America 0.1646** 0.1300*** -0.0636 0.1930*** 0.1604***
Economic 0.0012 0.0009* 0.0001 0.0012* 0.0006
Market Cap 0.0118 0.0278*** 0.0840*** 0.0190%*** 0.0262***
ROE 0.0116*** 0.0093*** 0.0070*** 0.0089*** 0.0107***
Sales growth 0.0066*** 0.0007 0.0069*** 0.0011 0.0005
R-squared 27.76% 31.52% 34.66% 23.78% 31.91%
Adjusted
R-squared 26.07% 30.98% 33.12% 22.67% 31.43%

Note: ***, ** * represent significance on 1%, 5% and 10% levels respectively
Table 3
Regression parameters estimates for PE ratio

Materials Consumers Staples  Consumer Discretionary Energy Financials
Governance 0.0032*** 0.0005 0.0008 0.0003 0.0036***
Environmental -0.0060*** -0.0026** -0.0036*** -0.0019 -0.0045***
Social 0.0005 0.0028** 0.0011 0.0013 0.0026**
Asia -0.3513*** -0.0964 -0.6837*** -0.1615 -0.0008
Europe -0.1533*** -0.0523 -0.0724 -0.0509 -0.2051***
N. America -0.0439 0.0682 -0.0195 -0.0741 -0.1726***
Economic -0.0001 -0.0013 0.0007 0.0010 -0.0003
Market Cap 0.0691*** 0.0358*** 0.0695*** 0.0328*** -0.0010
ROE 0.0110%*** 0.0273*** 0.0134*** 0.0121*** 0.0245***
Sales growth 0.0019*** 0.0027** 0.0107*** 0.0034*** 0.0000
R-squared 25.34% 62.14% 35.44% 21.34% 26.16%
Adjusted
R-squared 24.81% 61.57% 34.47% 19.27% 25.41%

Healthcare Industrials Information Technology Telecom Services  Utilities
Governance 0.0020 0.0033*** 0.0044*** 0.0033*** -0.0010
Environmental -0.0048** -0.0009 -0.0060*** -0.0002 -0.0067***
Social 0.0045 -0.0001 0.0014 -0.0001 0.0067***
Asia -0.1359 -0.2248*** -0.8530*** -0.1901* -0.3407***
Europe 0.1431 -0.0935* 0.0062 0.0000 0.0053
N. America 0.0562 0.0968 -0.2431* -0.0232 0.2739***
Economic 0.0010 -0.0006 -0.0016 -0.0011 -0.0009
Market Cap 0.0333** 0.0272%** 0.1146*** 0.0400*** 0.0418***
ROE 0.0142*** 0.0192*** 0.0089*** 0.0161*** 0.0193***
Sales growth 0.0049** 0.0025*** 0.0082*** 0.0025** 0.0010
R-squared 27.22% 39.59% 38.47% 31.08% 35.15%
Adjusted
R-squared 25.52% 39.12% 37.02% 30.07% 34.68%

Note: ***, ** * represent significance on 1%, 5% and 10% levels respectively
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Table 4
Number of significant parameters in Tobin’s q and PE regressions
Results for Tobin's q Results for PE ratio
Significant Positive Negative Significant Positive Negative
Governance 4 3 1 5 5 0
Environmental 8 0 8 7 0 7
Social 4 3 1 3 3 0
Asia 5 0 5 6 0 6
Europe 1 1 0 3 0 3
N. America 6 6 0 3 1 2
Economic 4 2 2 0 0 0
Market Cap 9 8 1 9 9 0
ROE 10 10 0 10 10 0
Sales growth 5 5 0 8 8 0

Table 3 presents the regression models parameters for
PE ratio. Using the same data set we receive models with
similar explanatory power. Table 4 presents the number of
significant appearances for each variable together with the
coefficients sign. The number of sectors sensitive to the
CSR actions is similar, although not all of them are present
in the left and right panel of table 4.

The general observations are as follows. Regarding the
PE ratio increase the Governance efforts are welcomed in 5
sectors and for each sector the impact is positive. For these
sectors the impact is relatively small and similar one to
another since the range is between 0,0032 for Materials
and 0,0044 for Information Technology. For Tobin’s q the
result are ambiguous but only one negative impact proved
to be statistically valid.

Similar to our findings for Tobin’s q regressions the
Environmental actions tax firm’s financial performance.
The PE decreasing impact is for 7 out of 10 sectors (8
sectors in Tobin’s q regressions).

For PE regressions Social dimension proved to be
valid in 3 sectors. Once again the regressions on Tobin’s q
gives the vague results since 1 sector out of 4, namely
Industrials, shows negative impact.

The analysis of control variables indicates that there is
still a discount for being Asian company. However, the
premium for North American companies vanished when
regressing against PE ratios, with exception for Utilities. It
seems that values of North American assets are higher
comparing to its historical costs (high Tobin’s q) but it is
not supported by their abnormal returns. The impact of
ROE on market value is very important and statistically
significant in every sector. The results are similar for
Market Capitalization with lesser impact on Financials and
no statistically significant influence on Healthcare.

The list of CSR sensitive sectors is changing when
choosing different measure of financial performance. For
Social dimension the positive results in both Tobin’s q and
PE ratio are for Materials, Financials, Industrials. As for
Consumer Discretionary a small, negative impact on
Tobin’s q does not correspond with significant change in
PE ratio. The opposite results are observed for Information
Technology and Telecom Services.

For Environmental efforts we observe strong negative
impact on both value measures (both insignificant for
Energy). For Consumer Staples the result becomes
significant in case of PE change, and for Industrials the
result is significant in case of Tobin’s q change.

Among three CSR dimensions the Social one has the
least impact on firm’s value measures. It has positive
impact on Tobin’s q and value measures in case of
Financials and Utilities. The increase in PE ratio is
significant for Consumer Staples whereas the positive
change in Tobin’s q is significant only for Consumer
Discretionary. There is a negative and less significant
influence of Social action within Industrial sector
measured by Tobin’s q.

Discussion and Conclusions

Our research targets are: (1) to serve as a valuable
comparison to up to date studies, (2) to present
complimentary results obtained on the basis of different
approaches. In order to confirm heterogeneity across
industries we have divided our sample into ten industries
subsamples and checked the impact of each category of
CSP (Corporate Governance, Environmental and Social)
on the financial performance.

Taking three CSR dimensions into account we find the
Social performance relatively the least important. This
CSR’s dimension gives statistically significant change
only for four sectors with respect to Tobin’s q (in case of
PE ratio positive influence for three sectors). According to
Siegel and Vitaliano’s (2007) results the connection of
CSR and CFP depends on the type of consumers goods
sold. We confirm that firms that sell credence services (e.g.
financials) improve their performance while enhancing
Social and Corporate Governance performance. The same
commitment of a Utility sector towards consumers may
explain the positive impact of Social performance.
Following Porter and Kramer (2006) the Social
performance in sectors depending on large low-cost
workforces is costly and less rewarding. For this reason,
we find the negative impact of the Social activities in
Industry sector (only in Tobin’s q regressions). On the
basis of these findings we can state that the impact of
Social performance on CFP differs among the sectors,
which confirms the contingency effect.

It can also be stated that in case of Financials and
Utilities sectors we confirmed the hypothesis about
positive impact of Social dimension of CSR on financial
performance exemplified by increasing both Tobin’s q and
PE ratio. It means that within these two sectors companies
Social actions are able to increase the return earned in
excess of the cost of capital and earnings will decrease in
short-term below their abnormal level. For Consumer
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Discretionary the value increasing strategy is not
accompanied by current earnings effect while in case of
Consumer Staples sectors Social actions push current
earnings transitorily below their normal level. In remaining
sectors we haven’t found any significant relation.

The Corporate (Governance) activities plays different
role among sectors. It is value creating activity (higher
Tobin’s q) for: Materials, Financial and Industrials sectors
despite lowering current abnormal earnings. Regarding PE
ratio, when the Corporate actions become statistically
significant (5 cases) they always reduce the potential to
earn current abnormal earnings. The minor value
destruction effect is observed only in Consumer
Discretionary sector without significant change in current
abnormal earnings.

Despite of the relative importance of Corporate
Governance actions stated by Zingales (2000) the
hypothesis of positive impact of Corporate Governance
actions can be confirmed only in case of three sectors and
rejected in the case of one.

Our main findings, however, are related to
Environmental performance. We find this factor significant
for Tobin’s q in 8 sectors but in each case the impact is
negative (PE ratio decrease in case of 7 sectors). Previous
studies of Marsat and Williams (2011), followed by
Slonski et al. (2014), analyzing general linkage, without
differentiating for sectors confirm these findings.
According to Derwall et al. (2005) and Semenova and
Hassel (2008) the CSR’s positive effects are difficult to
achieve in environmentally sensitive sectors due to higher
cost of environmental performance. The biggest reduction
of assets’ market-to-book value is in Materials and in
Utilities sectors. Similarly to Padgett and Galan (2010) we
find that manufacturer’s environmental actions affect the
CFP to a stronger degree.

When it comes to Environmental performance in 8
sectors (Materials, Consumer Discretionary, Financials,
Healthcare, Industrials, Information Technology, and
Utilities) we reject the hypothesis about positive impact of
this dimension on value creating strategy.

It is worth mentioning that each sector benefits/looses
from CSR actions to the different extent. Some of them are
immune to the CSR actions (i.e. Telecom Services is
sensitive only to Governance actions when measured with
PE ratio change). Energy and Healthcare sectors are
sensitive towards Environmental actions only. For the
Consumer Staples only the Governance and Environmental
actions are significant.

Therefore on the basis of these findings we can
confirm that there exists contingency perspective on the
effect of corporate social responsibility performance (CSP)
on corporate financial performance (CFP) which can be
observed by statistically significant differentiated results
across ten analyzed sectors.

There are practical implications for managers and
owners of the companies. One must be aware that the CSR
rating is a relative measure of the firm’s performance. For
a firm to climb up to the rating’s top means reaching for
the target above sector’s average which is continuously
changing from year to year. Managers must accept the fact
that reaching for excessive environmental goals
systematically reduces market value of the firm. For the

market regulators it does stress the importance of
enhancing the environmental regulation at the country
level. Our research confirms that managers need to choose
carefully CSR goals because their success depends on
industry. Only for some industries Corporate Governance
actions create additional market capital measured by
Tobin’s q but Social actions are welcomed by investors for
firm’s from merely two industries.

We need to be aware of limitation of conclusions made
on the basis of obtained results. One needs to keep in mind,
that in the case of CSR investments the valuation is subject
to imperfect and incomplete markets. The market for CSR
actions is highly imperfect because the connection between
the created value and cost can vary significantly.
Alternatively stated, the expenditure on CSR is often a key
value driver (or, indeed, value destructor).

On the other hand, CSR actions tend to be either
unique in nature, or inseparable from the company. CSR
creates moral capital which is rarely traded and typically
without market prices. For these reasons, the market
incompleteness must be considered as the main valuation
problem.

Interesting direction of further study would be to refer
to shared value creation in value creation chain as
suggested in work on framework for integration of CSR
into value creation chain of Juscius and Jonikas (2013) and
conduct study on the given sample with that wider
perspective.

Other studies show, among which a recent one by
Ortas et al. (2015) that firms from different countries adopt
different management practices, implement different
organizational choices and weight business objectives
differently (such as profitability, growth or CSR).
Therefore, even the adoption of the same voluntary CSR
initiative — the UNGC - corporate environmental, social
and governance performance is influenced by institutional
and stakeholders’ pressures which are of different nature
among the businesses geographic spread. It indicates that
among different sectors specific performance there could
be additional potential differences resulting from the
aforementioned arguments confirmed by studies on
Spanish, French and Japanese firms conducted by Ortas et
al. (2015). Our results on differences among regions of the
world could be extended by analysis of CSR performance
across countries.

Testing three dimensions of CSR actions using an
entire sector of companies could be perceived as overall
vague notion and might hide significant differences
between sector’s leaders and procrastinators. We think that
further evidence is required based on portfolios of
companies to confirm the reliability of the measures.
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